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ISSUES PAPER 
Exposure Draft, Proposed ISA 505 (Revised and Redrafted) 

Introduction 
1. The IAASB issued the exposure draft (ED) of the proposed ISA 505 (Revised and 

Redrafted), “External Confirmations,” in October 2007. In developing the ED, the IAASB 
reached the following conclusions: 

• The auditor’s consideration of whether, and to what extent, to use external 
confirmation procedures when performing an audit of financial statements is inherent 
in the requirements of ISAs 315 (Redrafted) and 330 (Redrafted), and those ISAs 
provide adequate guidance to assist auditors in that regard; 

• The scope and focus of the ISA should be on establishing requirements that will 
improve auditor performance when using external confirmations, with the starting 
point being when the auditor has determined that the use of external confirmation 
procedures is an appropriate response to an assessed risk of misstatement; 

• Making external confirmation requests mandatory would conflict with the audit risk 
model, may not improve audit quality, and would suffer from significant operational 
disadvantages; 

• The ED should reflect an appropriate balance between encouraging the use of external 
confirmation procedures and alerting auditors to their potential weaknesses; and 

• In considering whether the use of negative confirmation requests should be prohibited, 
or limited to specific circumstances, the IAASB agreed that an ISA should not 
prevent an auditor from performing a particular audit procedure simply because that 
procedure may provide limited audit evidence. Rather, an ISA should address the 
limitations of audit evidence obtained from such procedures. Accordingly, the ED did 
not prohibit the use of negative confirmation requests in an audit of financial 
statements, but rather limited the extent to which an auditor may use negative 
confirmations to obtain sufficient appropriate audit evidence. 

2. Generally, respondents expressed support for revising and redrafting the ISA. Most of the 
respondents provided input on the questions posed in the Explanatory Memorandum. 
Respondents raised one significant issue, and a number of other issues, which are 
summarized below. 

Significant Issue 

A. DETERMINING WHETHER TO USE EXTERNAL CONFIRMATION PROCEDURES 

3. The Explanatory Memorandum to the ED indicated that the IAASB believes that it is not 
necessary for the ISA to include a requirement for the auditor to consider whether, and to 
what extent, to use external confirmation procedures when performing an audit of financial 
statements.  The Board’s view, after much deliberation, was that ISAs 315 (Redrafted) and 
330 (Redrafted) provide adequate guidance to the auditor relative to determining the nature, 
timing and extent of audit procedures in response to assessed risks of misstatement, and 
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contain references to when external confirmation procedures may be an effective response. 
The ED provided references to other ISAs that recognize the importance of external 
confirmations as audit evidence and provide guidance for when the auditor considers using 
external confirmation procedures as a response to an assessed risk of misstatement at the 
financial statement assertion level. 

4. Thirty-eight responses addressed this issue. Twenty-two respondents agreed with the 
IAASB position noted above. Sixteen respondents1 expressed some form of disagreement 
with the ED approach. The main themes in the comments from the latter respondents were: 

• Paragraph 2 of the extant ISA requires the auditor to determine whether the use of 
external confirmations is necessary to obtain sufficient appropriate audit evidence at 
the financial statement assertion level. Not retaining this requirement in proposed 
ISA 505 (Revised and Redrafted) weakens the existing standard and downplays the 
importance of external confirmation procedures. 

• The guidance in ISAs 315 and 330 (Redrafted) is not sufficient to lead auditors to an 
appropriate audit approach because there is no explicit requirement to consider the 
use of external confirmation procedures; therefore, proposed ISA 505 (Revised and 
Redrafted) should include an explicit requirement for the auditor to determine 
whether to use such procedures. 

• External confirmation procedures are presumptively the most appropriate audit 
procedure to obtain sufficient appropriate audit evidence regarding existence and 
other assertions relating to certain balances, such as accounts receivable, bank and 
other third party balances. Accordingly, the proposed ISA 505 (Revised and 
Redrafted) should include a rebuttable presumption that the auditor will use external 
confirmation procedures to audit certain account balances. 

• The auditor should be required to use external confirmations when the related audit 
risk is high, or is a significant risk and the auditor has an expectation that external 
confirmation procedures will be an effective means of responding to such risks 
because, when properly designed, external confirmations provide persuasive evidence.  

• Having a specific requirement is consistent with the approach taken in proposed ISA 
620 (Revised and Redrafted) 2 , which includes a requirement for the auditor to 
determine whether to use the work of an auditor’s expert if expertise in a field other 
than accounting or auditing is necessary to obtain sufficient appropriate audit evidence. 

5. The IAASB deliberated this issue extensively prior to issuing the ED for public comment. 
In those deliberations, the IAASB noted the following: 

• ISA 330 (Redrafted) requires the auditor to design and perform audit procedures 
whose nature, timing, and extent are based on, and are responsive to, the assessed 
risks of misstatement at the financial statement assertion level. In doing so, the 

                                                 
1  AICPA, APB, Basel, CEBS, CPAB, EC, EY, FEE, GAO, IBR-IRE, ICAEW, ICAI, ICJCE, IDW, IOSCO, 

WAO 
2  Proposed ISA 620 (Revised and Redrafted), “Using the Work of an Auditor’s Expert,” 
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auditor may choose from a broad array of possible procedures, of which external 
confirmation procedures are an example. Accordingly, the IAASB believes that it 
would be duplicative to include a requirement to consider whether to perform 
external confirmation procedures in proposed ISA 505 (Revised and Redrafted). 

• The second sentence of paragraph 2 of extant ISA 505 states: “In making this 
determination, the auditor should consider the assessed risk of misstatement at the 
assertion level and how the audit evidence from other planned audit procedures will 
reduce the risk of misstatement at the assertion level to an acceptably low level.” 
Some members of the IAASB expressed concern that this provision creates the 
presumption that external confirmations represent a residual activity (in the sense that 
the need for confirmations is determined after all other planned procedures are 
considered), and downplays those circumstances where confirmations might be a more 
effective audit procedure than other procedures when responding to a specific risk. 

6. The Task Force concluded that it would not change the position taken in the ED relative to 
this matter and the proposed ISA should not establish a requirement for the auditor to 
determine whether to use external confirmation procedures, either in general or to address 
an assessed risk of misstatement at the financial statement assertion level. However, the 
Task Force concluded that further guidance to help direct the auditor to select the most 
appropriate form of response may be appropriate.  

7. In developing the ED, the IAASB sought to achieve an appropriate balance between 
encouraging the use of external confirmation procedures and alerting auditors to 
weaknesses associated with using external confirmations as audit evidence. In considering 
respondents’ comments on this matter, the Task Force believes that, while the ED does 
achieve this balance, more could be done to indicate the relationship between proposed 
ISA 505 (Revised and Redrafted) and ISA 330 (Redrafted). Accordingly, the Task Force 
proposes the following revisions: 

• Amend paragraph A49 of ISA 330 (Redrafted) to provide a more direct link to the use 
of external confirmation procedures when the auditor is responding to significant risks 
of misstatement. See first bullet of paragraph 3, and proposed conforming amendment 
to ISA 330 (Redrafted), in Agenda Item 8-B. 

• Revise the scope paragraph of the proposed ISA to make specific reference to ISAs 
330 (Redrafted) and [proposed] 500 (Redrafted). See paragraph 1 of Agenda Item 8-B. 

Matters for IAASB consideration 
(a) Does the IAASB agree that amendments to the ED should be made to more clearly 

indicate the relationship between proposed ISA 505 (Revised and Redrafted) and ISAs 
330 (Redrafted) and [proposed] 500 (Redrafted)?   

(b) Does the IAASB agree with the Task Force’s proposed changes to the ED in response to 
comments relative to the auditor’s responsibility to consider whether to use external 
confirmations in an audit of financial statements? 
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Other Issues 

B. MANDATING EXTERNAL CONFIRMATION REQUESTS 

8. The ED did not mandate the use of external confirmation requests in any particular 
circumstance, or in response to any particular risk of misstatement. No respondents 
objected to this position. The strong support for the IAASB’s approach indicates that the 
ISA should be consistent with the ED in this respect. 

C. USE OF NEGATIVE CONFIRMATIONS 

9. The ED did not preclude the use of negative confirmation requests in an audit of financial 
statements. However, the requirement in paragraph 14 of the ED and the related 
application and other explanatory material, limited the extent to which the auditor may use 
negative confirmations as audit evidence. Of the forty respondents that responded to this 
issue, the majority supported the IAASB’s position.  

10. However, several respondents took the view that the limits on use of negative confirmation 
requests did not go far enough. A few respondents believe that negative confirmation 
requests should never be the sole substantive audit procedure3. One respondent believes 
that negative confirmations cannot normally provide reliable audit evidence 4 . Three 
respondents prefer dropping the requirement altogether, because of the limited evidence 
obtained from such confirmations and the fear that auditors might seek to play down the 
risks in order to justify using them5. One respondent suggested that paragraph 14 should go 
further in streamlining the use of negative confirmation techniques6. 

11. Some respondents, however, believe that the limiting conditions in paragraph 14 of the ED, 
particularly paragraph 14(c) (which required that the auditor have no reason to believe that 
recipients of negative confirmation requests will disregard such confirmation requests), 
placed an overly stringent threshold on the auditor7. 

12. Given the strong support for the position outlined in the ED, and the fact that those who 
opposed the ED were evenly split between those that believe the ED is too restrictive and 
those that believe the ED is too lenient in this area, the Task Force believes that the 
proposed ISA should not be changed significantly from the ED. The Task Force believes 
that the IAASB should make appropriate revisions to the limiting conditions in response to 
those who were concerned that paragraph 14(c) was overly stringent. The Task Force also 
believes that a better balance would be achieved by revising paragraph 16 in Agenda Item 
8-B as follows:  

 Negative confirmations provide less persuasive audit evidence than positive 
confirmations. Accordingly, the auditor shall only use negative confirmation 

                                                 
3  APB, ICPAK and GAO 
4  WAO 
5  AIA, CNCC-CSOEC and ACCA 
6  EC 
7  FEE, IBR-IRE, ICAI, ICJCE and IDW 
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requests as the sole substantive audit procedure to address an assessed risk of 
misstatement at the assertion level when:  

(a) The auditor has obtained sufficient appropriate audit evidence regarding the 
operating effectiveness of controls relevant to the assertion;  

(b) The auditor has concluded that the risk of misstatement is low; 

(c) The population of items subject to negative confirmation procedures 
comprises a large number of small, homogeneous, account balances, 
transactions or conditions; 

(d) A very low exception rate is expected; and 

(e) The auditor expects that recipients of negative confirmation requests will not 
disregard such confirmation requests. 

13. In addition, as suggested by some respondents, the Task Force has added an example to 
further explain the relevance of negative confirmations as audit evidence. See paragraph 
A26 in Agenda Item 8-B. 

Matter for IAASB Consideration 
Does the IAASB agree with the proposed changes to the ED relative to negative 
confirmations? 

D. OBJECTIVE  

14. Thirty respondents commented on the objective in the ED. Many indicated support for the 
objective in the ED8. Several indicated support for the objective, but believed that it should 
be expanded to include determining whether to use external confirmations, as discussed in 
the significant issue above9. 

15. A few10 respondents noted that the objective of the auditor is stated in terms of designing 
and performing external confirmation procedures in response to an assessed risk of 
material misstatement. However, paragraph 20 of ISA 330 (Redrafted) requires that 
“irrespective of the assessed risks of material misstatement, the auditor shall design and 
perform substantive procedures for each material class of transactions, account balance, 
and disclosure.” External confirmation procedures may be used in this situation. 
Accordingly, these respondents believed that the words “in response to an assessed risk of 
material misstatement” should be deleted from the objective. The Task Force agrees that 
this change should be made. 

16. One11 respondent was concerned that the ED’s objective was an incomplete reflection of 
the objectives of redrafted ISA 330 (Redrafted) and [proposed] ISA 500 (Redrafted). This 

                                                 
8  ACAG, AICPA, BDO, CICA, DTT, GT, HKICPA, ICAS, IEC, KPMG, PwC, SAICA, SNAO 
9  ACCA, APB, FEE, GAO, IBR-IRE, ICAEW, ICAI, ICJCE, IDW, IOSCO, WAO 
10  AIA, EY, IOSCO 
11  EY 
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respondent suggested that the objective be restated with closer reference to the objectives 
of these ISAs. The Task Force agreed that the proposed ISA should more clearly describe 
links with ISAs 330 and 500 – see paragraphs 1, 3 and A1 of Agenda Item 8-B. However, 
the Task Force did not believe that such reference should be made in the objective.  

17. Upon consideration of these and other editorial comments, the Task Force proposes that 
the objective be revised as follows: 

 The objective of the auditor, when the auditor has determined that using external 
confirmation procedures is appropriate in the circumstances of the audit, is to 
design and perform such procedures to obtain relevant and reliable audit evidence. 

Matter for IAASB Consideration 
Does the IAASB agree with the amended objective in the proposed ISA? 

E. ELECTRONIC CONFIRMATIONS 

18. Some respondents believed that the ED did not provide sufficient guidance on the use of 
external confirmation procedures in an electronic context 12 . One made reference to 
guidance issued by the AICPA’s Auditing Standards Board on the use of electronic 
confirmations as a useful basis for developing application material specific to electronic 
confirmations.  

19. The Task Force did not add application material on this topic because: 

•  The proposed ISA accommodates the use of external confirmation procedures by 
electronic means. 

•  Providing guidance on electronic confirmation procedures represents guidance on 
execution of a procedure in a particular circumstance. Such guidance is most 
appropriately disseminated as execution guidance outside the auditing standards. 

•  Electronic confirmation procedures comprise just one aspect of the gathering of audit 
evidence. There is limited guidance within the ISAs on electronic audit evidence. It 
would be inconsistent to provide detailed guidance about electronic confirmation 
procedures in this ISA when there is limited guidance on this topic within other ISAs. 

Matter for IAASB Consideration 
Does the IAASB agree with the approach taken by the Task Force on this matter? 

F. WHEN A RESPONSE TO A POSITIVE CONFIRMATION REQUEST IS NECESSARY TO OBTAIN 
SUFFICIENT APPROPRIATE AUDIT EVIDENCE 

20. The ED addressed those circumstances when the auditor believes that the auditor must 
obtain audit evidence in the form of a positive external confirmation in order to conclude 
that sufficient appropriate audit evidence has been obtained. If the auditor is unable to 

                                                 
12  AICPA, EC, EY, GAO, ICAS, IOSCO 
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obtain relevant and reliable audit evidence in the form of a positive external confirmation, 
for example because of a non-response or an unreliable response, the auditor will not have 
obtained sufficient appropriate audit evidence regarding the assertion. The references are in 
the second sentence of paragraph 12 and paragraphs A6 and A23 of the ED. 

21. Comments received from some respondents suggest that the ED did not clearly articulate 
this circumstance13. A few respondents14 also commented that the second sentence of 
paragraph 12, which deals with non-responses, also is relevant in the circumstance when 
the auditor does not receive a reliable confirmation response. Several respondents believed 
that paragraph A23 does not provide further guidance on the requirement in paragraph 12 
and should be deleted15. 

22. The Task Force proposes to relocate the second sentence of paragraph 12 of the ED to a 
new paragraph under a new sub-heading that deals solely with when a response to a 
positive confirmation request is necessary to obtain sufficient appropriate audit evidence. 
The wording in this paragraph and paragraph A6 has been revised in an effort to clarify the 
concept. Paragraph A23 has been deleted and replaced by paragraph A6. 

Matter for IAASB Consideration 
Does the IAASB agree with the Task Force’s proposed changes to paragraphs 12, A6 and A23? 

G. RELIABILITY OF RESPONSES TO CONFIRMATION REQUESTS 

23. Paragraphs A16-A20 of the ED provided guidance dealing with obtaining audit evidence 
to resolve doubts about the reliability of a response to a confirmation request. Paragraph 
A16 stated: “No response is without some risks of interception, alteration or fraud.” 

24. Paragraph A22 of the ED dealt with alternative audit procedures with respect to non-
responses to a confirmation request. Paragraph A22 stated: “A non-response to a 
confirmation request may indicate a previously unidentified risk of material misstatement.” 

25. A few respondents believe that these paragraphs appear to expect the auditor to adopt an 
excessively skeptical approach, and over-emphasize the risks of fraud relative to risks of 
error16. In regards to paragraph A22 in particular, those respondents believe that it is 
unrealistic to suggest that a non-response alone may be indicative of a fraud risk factor and 
it would not be practicable for auditors to treat all non-responses in that context. 

26. Recent financial scandals have highlighted that unreliable confirmations may play a role in 
auditors not detecting fraud. The Task Force believes that it is appropriate for auditors to 
elevate their level of professional skepticism when considering the reliability of responses 
to confirmation requests. In regards to paragraph A22, the Task Force does not believe that 
it places a requirement on the auditor to treat all non-responses as evidence of a fraud risk 

                                                 
13  APB, ICAEW, IDW, JICPA 
14  Basel, IDW 
15  AICPA, APB, DTT, EY, IDW, JICPA 
16  FEE, IBR-IRE, ICAEW 
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factor. The Task Force also notes that Appendix 3 to ISA 240 (Redrafted)17 includes 
missing evidence as a result of fewer responses to confirmations than anticipated as an 
example of circumstances that indicate the possibility of fraud. For these reasons, the Task 
Force does not propose making changes to the ED for this matter. 

Matter for IAASB Consideration 
Does the IAASB agree with the Task Force’s approach relative to this matter? 

H. EXTANT GUIDANCE 

27. Several respondents suggested that various paragraphs of the extant ISA 505 should be 
retained in the proposed revised and redrafted ISA 50518. The Task Force has added extant 
paragraph 21 to the application material in the proposed ISA (see paragraph A9 in Agenda 
Item 8-B). The Task Force believes that this is useful additional guidance not already 
addressed in the proposed ISA. 

Matter for IAASB Consideration   
Does the IAASB agree with the Task Force’s proposal in this regard? 

 

                                                 
17  ISA 240 (Redrafted) “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements” 
18  APB, Basel, CEBS, CNCC-CSOEC, EC, IOSCO, IRBA and HKICPA 
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Appendix 
List of Respondents to the Exposure Draft 

 
Abbreviation Category 
Professional Organizations 
AIA The Association of International Accountants 
AICPA American Institute of Certified Public Accountants 
ACCA The Association of Chartered Certified Accountants 
CIPFA Chartered Institute of Public Finance and Accountancy 
CNCC-CSOEC Compagnie Nationale des Commissaires aux Comptes + Conseil Superieur 

de l’Ordre des Experts-Comptables 
FEE Fédération des Experts Comptables Européens 
FICPA Florida Institute of Certified Public Accountants 
HKICPA Hong Kong Institute of Certified Public Accountants 
IBR-IRE Institut des Reviseurs d'Entreprises/Instituut der Bedrijfsrevisoren 
ICPAC The Institute of Certified Public Accountants of Cyprus 
ICPAK Institute of Certified Public Accountants of Kenya 
ICABC Institute of Chartered Accountants of British Columbia 
ICAEW The Institute of Chartered Accountants in England and Wales 
ICAI The Institute of Chartered Accountants in Ireland 
ICAP Institute of Chartered Accountants of Pakistan 
ICAS The Institute of Chartered Accountants of Scotland 
ICJCE Instituto de Censores Jurados de Cuentas de España 
IDW Institut der Wirtschaftsprüfer 
JICPA The Japanese Institute of Certified Public Accountants 
NZICA New Zealand Institute of Chartered Accountants  
SAICA The South African Institute of Chartered Accountants 
Public Sector Organizations 
ACAG Australasian Council of Auditors-General 
GAO United States Government Accountability Office 
Provincial 
Auditor-SK 

Provincial Auditor Saskatchewan 

SNAO Swedish National Audit Office 
WAO Wales Audit Office 
Regulators and Oversight Authorities 
Basel Basel Committee on Banking Supervision 
CEBS Committee of European Banking Supervisors 
CPAB Canadian Public Accountability Board 
EC European Commission 
IOSCO International Organization of Securities Commissions 
Audit Firms 
BDO BDO Global Coordination B.V. 
DTT Deloitte Touche Tohmatsu 
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Abbreviation Category 
EY Ernst & Young Global 
GT Grant Thornton International 
KPMG KPMG 
PwC PricewaterhouseCoopers 
National Auditing Standard Setters 
APB UK Auditing Practices Board 
Au AASB Australian Government, Auditing and Assurance Standards Board 
CICA Auditing and Assurance Standards Board of the Canadian Institute of 

Chartered Accountants 
IRBA Independent Regulatory Board for Auditors, South Africa 
Others 
CC Capital Confirmations 
IEC International Eurogroup Consult 
Joseph Maresca Joseph Maresca 
Kevin Wilson Kevin Wilson 
SCU Southern Cross University 
 


