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To: Members of the Hong Kong Institute of CPAs
All other interested parties

IAASB EXPOSURE DRAFT OF INTERNATIONAL STANDARD ON
AUDITING 600 (REVISED AND REDRAFTED) ON THE AUDIT OF
GROUP FINANCIAL STATEMENTS

Comments to be received by 7 July 2006

The Hong Kong Institute of Certified Public Accountants’ (Institute) Auditing and Assurance
Standards Committee is seeking comments on the IAASB Exposure Draft which has been
posted on the Institute’s website at:
www.hkicpa.org.hk/professionaltechnical/assurance/exposuredratt/.

The Explanatory Memorandum to the Exposure Draft provides background information and
explanation of the proposed ISA 600 (Revised and Redrafted) and highlights the significant
proposals.

In summary, following earlier consultations, the IAASB has modified the proposals and
reissued the Exposure Draft. The primary issues revolve around the extent to which the group
auditor needs to be involved in the audits of components that are audited by other auditors,
whether these auditors are independent of the group auditor (unrelated) or belong to the
group auditor’s national or international firm or network of firms (related auditors). The IAASB
is, therefore, seeking comments on the following two specific matters:

1. Previous proposals distinguished between the work that the group auditor needed to do,
depending upon whether other auditors were related or not. While this may be a relevant
factor, the strength of relationships varies. The IAASB considers that the distinction is not
itself a sufficient basis for determining the group auditor’'s work and has proposed
eliminating the distinction in the ISA. As a result of this, substantial changes have been
made to some of the proposed requirements. Respondents are asked to indicate whether
they are in agreement with the proposal and the effect that it has on the procedures that
the group auditor performs in relation to the work of other auditors.

2. The proposed ISA is drafted on the basis that a group auditor takes sole responsibility for
the audit opinion on the group financial statements. This requires that the group auditor
obtain sufficient appropriate audit evidence on which to base such an opinion. Given that
current group audit practices vary, the IAASB considered it necessary to be reasonably
specific about the steps to be taken, and the work effort required, by the group auditor to
acquire such evidence when other auditors are involved. Respondents are asked whether
this approach is justified.

In addition, respondents are invited to comment on the application of the clarity drafting
conventions.
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In accordance with the Institute’s ISA Convergence Due Process, comments are invited from
any interested party and the Institute would like to hear from both those who do agree and
those who do not agree with the proposals contained in the IAASB Exposure Draft.

Comments should be supported by specific reasoning and should be submitted in written
form.

To allow your comments on the IAASB Exposure Draft to be considered, they are requested
to be received by the Institute on or before 7 July 2006. Comments may be sent by mail,
fax or e-mail to:

Patricia McBride

Director, Standard Setting
Hong Kong Institute of CPAs
37/F., Wu Chung House
213 Queen’s Road East
Hong Kong

Fax number (+852) 2865 6776
E-mail: commentletters@hkicpa.org.hk

Comments will be acknowledged and may be made available for public review unless
otherwise requested by the contributor.
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REQUEST FOR COMMENTS

The International Auditing and Assurance Standards Board (IAASB) approved the enclosed
exposure draft for publication in March 2006. The proposed International Standard on Auditing
(ISA) may be modified in light of comments received before being issued in final form.

Please submit your comments, preferably by e-mail or on computer disk, so that they will be
received by July 31, 2006. All comments will be considered a matter for the public record.
Comments should be addressed to:

Technical Director
International Auditing and Assurance Standards Board
545 Fifth Avenue, 14™ Floor
New York, New York 10017 USA

Email responses should be sent to: Edcomments@ifac.org

This exposure draft is published in the English language. To achieve maximum exposure and
feedback, the International Federation of Accountants encourages the reproduction of this
publication in any format.

Copyright © March 2006 by the International Federation of Accountants. All rights reserved.
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EXPLANATORY MEMORANDUM

Introduction

1.  Thismemorandum provides background to, and an explanation of, the proposed I nternational
Standard on Auditing (ISA) 600 (Revised and Redrafted), “ The Audit of Group Financial
Statements,” approved for re-exposure by the International Auditing and Assurance
Standards Board (IAASB) in March 2006.

Background

2. Several bodieshave asked for guidance on the audit of group financial statements, including
the European Commission, the International Organization of Securities Commissions, the
former Panel on Audit Effectiveness in the United States, and the International Forum on
Accountancy Development. Accordingly, the IAASB commenced a project on the audit of
group financial statements (“group audits’). The objective of the project was to deal with
special considerationsin group auditsand, in particular, theinvolvement of other auditors. It
was agreed that extant | SA 600, “ Using the Work of Another Auditor” berevised to deal with
such considerations, and that itstitle be changed accordingly.

3.  InDecember 2003, the |AASB published aproposed revised | SA 600, under the new title of
“The Work of Related Auditors and Other Auditors in the Audit of Group Financia
Statements” and aproposed new I nternational Auditing Practice Statement (IAPS), under the
title of “ The Audit of Group Financial Statements.” Dueto the significance of the comments
received, and changes proposed based on them, the IAASB concluded that it was necessary
to re-expose the proposed revised requirements and guidance.

4. In March 2005, the IAASB published proposed 1SA 600 (Revised), “ The Audit of Group
Financial Statements’ (“ Exposure Draft”). The comment period closed on July 31, 2005.
Based on the commentsreceived, the [AASB processed changesto the Exposure Draft, and
redrafted the text to reflect the proposed clarity drafting conventions. The following
summarizes the more significant issues raised by respondents, and how the IAASB
addressed them.

Significant Issues and Related Proposals

Elimination of the Distinction Between Sole and Divided Responsibility

5. The Exposure Draft did not distinguish between sole and divided responsibility. The
proposed requirements and guidance were based on the following:

. The group auditor isresponsiblefor expressing an audit opinion on the group financia
statements (“ group audit opinion”).

. In order to obtain sufficient appropriate audit evidence to reduce audit risk for the
group financial statements to an acceptably low level, the group auditor has to
determinethe audit proceduresto be performed on the consolidation and thework to be
performed on the components' financial information, both by the group auditor and by
other auditors.
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e  Thegroup auditor’s procedures are the same whether he or she accepts sole or divided
responsibility. Asaresult, the requirements and guidance apply equally to al audits of
group financial statements performed in accordance with ISAs.

. Should the group auditor be unable to obtain sufficient appropriate audit evidencein
relation to acomponent, it constitutes a scope limitation and he or she hasto consider
the effect thereof on the group audit opinion. The group auditor is not able to refer to
the other auditor instead of modifying the group audit opinion based on the scope
limitation.

A maority of respondents supported the elimination of the distinction between sole and
divided responsibility. A small number of respondents were of the view that there are
situationsin which the divided responsibility alternativeis particularly useful, for example,
where an entity has significant components accounted for by the equity method of
accounting that are audited by other auditors. Some noted that the reference to another
auditor in the group auditor’s report is necessary to preserving transparency to the users of
group financia statements. Otherswere concerned about the resource and consequential cost
implications of the proposed requirements.

The IAASB concluded that no new arguments against the proposal to eliminate the
distinction between sole and divided responsibility were presented.

e  ThelAASB confirmedits previous conclusion that the group auditor isresponsiblefor
the group audit opinion and, consequently, has to obtain sufficient appropriate audit
evidence to reduce audit risk for the group financial statements to an acceptably low
level. Thisisexplained in paragraph 4 and reflected in the objective in paragraph 6 of
the proposed ISA.

e  Withregard to the comment on preserving transparency to the users of group financial
statements, the AASB concluded that, should the group auditor not be able to obtain
sufficient appropriate audit evidence on which to base the group audit opinion, the
Basis for Modified Opinion paragraph in the group auditor’s report will provide the
necessary information to the users of the group financial statements.

Digtinction between Related and Unrelated Auditor s and the Definition of Group Auditor

8.

The Exposure Draft defined “ group auditor” asthe auditor who signsthe auditor’sreport on
the group financial statements; “related auditor” as an auditor from the group auditor’sfirm
or from a network firm who (a) operates under, and complies with, common monitoring
policies and procedures as provided for in paragraph 87 of 1SQC 1, “Quality Control for
Firms that Perform Audits and Reviews of Historical Financial Information, and Other
Assurance and Related Services Engagements,” and (b) performs work on one or more
components for purposes of the audit of the group financial statements; and “unrelated
auditor” as an auditor other than the group auditor or arelated auditor, who performs work
on one or more component for purposes of the audit of the group financial statements. The
distinction between related and unrel ated auditor affected the nature, timing and extent of the
procedures that the group auditor performsin relation to the other auditor’s work.

Although amajority of respondents supported the proposal to strengthen the group auditor’s
procedures —in particular those performed in relation to the other auditor’s work — several
respondents were concerned about the consistent application of the distinction between
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related and unrelated auditor. Several respondents al so asked that the |AASB further clarify
the group auditor’s proposed involvement in the work of another auditor (including the
review of the other auditor’s audit documentation).

Some respondents noted that it was not clear whether an auditor from another office of the
group engagement partner’s firm is a member of the group engagement partner’'s
engagement team or arelated auditor.

Thel AASB acknowledgesthat the structures of audit firmsand audit firm networksvary and
that it isnot possibleto devel op adistinction between related and unrel ated auditorsthat will
apply consistently in all cases.

The IAASB concluded that:

. The nature, timing and extent of the proceduresto be performed by the group auditor to
obtain an understanding of another auditor are affected by factors such as the group
auditor’s previous experience with or knowledge of the other auditor; the degree to
which the group auditor and the other auditor perform, or are subject to, common
policies and procedures; and the consistency or similarity of laws and regulations,
professional oversight and discipline, education and training, professional
organizations and standards, and language and culture (see paragraph A15).

. The nature, timing and extent of the group auditor’sinvolvement in the other auditor’s
work are affected by the significance of the component, identified significant risksand
the group auditor’s understanding of the other auditor (see paragraph 26).

. Both these matters are affected by whether the auditors are related or not, but not in a
clear and consistent way.

Consequently, the IAASB has.

. Eliminated the distinction between related and unrel ated auditors.

. Deleted the notion that the group auditor can “ delegate” hisor her responsibilitiesto a
related auditor with the group auditor performing very limited or no procedures in
relation to the work performed by the related auditor on behalf of the group auditor.

. Revised the guidance to explain the effect on audit risk of using the work of another
auditor (see paragraphs 2-3).

. Revised the requirements to base the group auditor’s decision whether to review
relevant parts of another auditor’s audit documentation on hisor her evaluation of the
other auditor’s memorandum or report of work performed (see paragraph 41).

To clarify the distinction between members of the group engagement partner’s engagement
team and other auditors, the |AASB has defined members of the group engagement partner’s
engagement team as personnel of the group engagement partner’sfirm, including any experts
contracted by the group engagement partner’s firm in connection with the group audit
engagement, who are directed and supervised by the group engagement partner to the same
extent that a member of an engagement team responsible for the audit of the financial
statements of a single entity is directed and supervised by the engagement partner in
accordance with ISA 220, “Quality Control for Audits of Historical Financia Information”

(see paragraphs 7(d), (h) and (i)).
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Acceptance and Continuance as Group Auditor

15.

16.

17.

18.

According to the Exposure Draft, the group auditor’s decision to accept or continue an
engagement is subject to the group auditor being able to obtain sufficient appropriate audit
evidence on which to base the group audit opinion. Thisis achieved by the group auditor
performing the work on the financia information of significant components, or being
involved in the work that other auditors perform on the financial information of significant
components. “ Significant component” was defined as acomponent that has beenidentified at
the group level aslikely to include significant risks of material misstatement of the group
financial statements. Thiscould be dueto (@) the nature of, and circumstances specific to, the
components (risk), or (b) theindividual financial significance of the component to the group
(size).

The proposed guidance recogni zed that the group auditor may apply a percentageto achosen
benchmark as an aid to identify components that are of individual financial significance. It
also explained that a component representing 20% or more of group assets, liabilities, cash
flows, profit, or turnover isregarded asfinancially significant. The nature and circumstances
of the group, however, may make alower percentage appropriate.

Although amagjority of respondents supported the proposal referred to in paragraph 15 above
(subject to further clarification of the meaning of “involvement” as noted in paragraph 9 of
this memorandum), many respondents opposed the proposed guidance on the percentageto
be applied to the chosen benchmark. Some recommended del etion of the proposed guidance.
Others suggested a range of possible percentages, or expansion of the proposed guidance,
possibly with more examples.

ThelAASB isof the view that the proposed guidance on benchmarks and percentages will
enhance the consistent application of the proposed requirements. However, recognizing
responds concerns, the IAA SB revised the text to be less prescriptive. Furthermore, the text
now forms part of the application material. See paragraph A5.

Accessto Information

19.

20.

21.

According to the Exposure Draft, the group auditor could not accept a group audit
engagement if the group auditor’s access to component information, those charged with
governance of components, component management, or other auditors (including relevant
parts of their audit documentation) will be restricted, and the possible effect of the group
auditor’sinability to obtain sufficient appropriate audit evidenceismaterial and pervasiveto
thegroup financial statements, such that the group auditor islikely to disclaim an opinionon
the group financial statements.

Many respondents were concerned that the proposed requirement will give rise to practical
difficulty. They noted that jurisdictionsexist where, dueto legal or regulatory impediments,
the group auditor may not have the required access, or the group auditor may be prohibited
by law or regulation from refusing or resigning from an engagement. They believed that
there should be further guidance on what the group auditor should doif there arerestrictions
0N access.

Thel AASB isof theview that, before accepting or continuing agroup audit engagement, the
group auditor should have areasonabl e expectation of obtaining sufficient appropriate audit
evidence in relation to the consolidation process and the financial information of the
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components to reduce audit risk for the group financial statements to an acceptably low
level. Asexplained inthe proposed | SA, thisisachieved by the group auditor performing the
work on the consolidation process, and either performing the work on the financial
information of significant components, or being involved in the work that the other auditors
perform on the financial information of significant components to the extent necessary to
obtain sufficient appropriate audit evidence.

The IAASB recognizes that circumstances may exist where the group auditor is not able to
be involved in the work that another auditor will perform on the financia information of a
component that is likely to be significant. The IAASB is of the view that, in such
circumstances, it is unlikely that the group auditor will be able to obtain sufficient
appropriate audit evidence. Consequently, paragraph 12 of the proposed I SA requires the
group engagement partner to refuse or resign from the engagement if he or she concludes
that it will not be possible to obtain sufficient appropriate audit evidence, and the possible
effect of thisinability will result in adisclaimer of opinion onthe group financial statements.
This is in line with paragraph 17 of the “International Framework for Assurance
Engagements.” Where law or regulation prohibits the group engagement partner from
refusing or resigning from an engagement, he or she is required to express a disclaimer of
opinion on the group financial statements (see paragraph 13).

Distinction between Componentsthat Are Not Significant in the Aggregate and Other
Components

23.

24,

The Exposure Draft dealt with the group auditor’s procedures in relation to significant
components, components that are significant in the aggregate, and components that are not
significant in the aggregate. Some respondents were concerned about, or found it difficult to
understand, the distinction between components that are significant in the aggregate and
components that are not significant in the aggregate. The IAASB was asked not to convey
the impression that the group auditor may presumptively decide to limit the work on the
financia information of a component that is not significant in the aggregate to analytical
procedures performed at the group level.

In response to the commentsreceived, the |AASB concluded that the proposed | SA could be
simplified by combining the categories of components that are significant in the aggregate
and components that are not significant in the aggregate. The combined category is now
referred to as “components that are not individually significant.” To obtain sufficient
appropriate evidenceto reduce audit risk for the group financial statementsto an acceptably
low level, the group auditor hasto select componentsthat are not individually significant for
which the group auditor, or another auditor at the request of the group auditor, hasto perform
an audit of the component’s financial information, an audit of specified account balance,
specified audit procedures, or a review of the component’s financial information (see
paragraph 24). For components not selected, the group auditor has to perform analytical
procedures at the group level (see paragraph 25). Paragraph A28 of the proposed 1SA lists
factorsthat may affect the group auditor’s selection of componentsthat are not individually
significant, and the work to be performed on the financia information of the individual
components selected.
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The Responsibilities of Other Auditors

25.

26.

Paragraph 15 of extant | SA 600 requiresthe other auditor, knowing the context in which the
group auditor will use the other auditor’s work, to cooperate with the group auditor. This
requirement was not included in the Exposure Draft as the IAASB did not consider it
appropriate to include a requirement for another auditor in an 1SA that primarily contains
requirements and guidance for agroup auditor. Severa respondents, however, noted that it
would be helpful to clarify the responsibilities of the other auditor. Their comments mainly
related to the other auditor’s responsibility to provide the group auditor with access to
relevant parts of their audit documentation.

The lAASB continuesto be of the view that it will not be possible for the group auditor to
obtain audit evidence of another auditor’s compliance with arequirement to cooperate with
the group auditor. The group auditor could, however, obtain an understanding (and written
confirmation) whether the other auditor will provide him or her with the necessary accessto
relevant audit documentation. The IAASB therefore revised the Exposure Draft to require
the group auditor to obtain this understanding (see paragraph 14(d)).

Presentation of Requirements and Guidance

27.

28.

29.

30.

31.

The lAASB has always found the question of the division of the material between 1SA and
| APS troublesome. In considering the proposed requirements and guidance for approval as
an Exposure Draft in March 2005, the IAASB had before it a single ISA, and an ISA
together with a related IAPS. On balance the IAASB took the view that the single ISA
should be exposed. In this instance, the single ISA was thought to eliminate the need for
repetition, lead to ashorter document, and provide aclearer picture of the application of the
audit risk model to the audit of group financial statementsthan the alternative presentation. A
majority of respondents supported the single | SA approach.

Some respondents, however, commented that the single | SA was|engthy, duplicated some of
the requirements in other ISAs, and was overly prescriptive. Others were concerned about
the large number of cross-references and general lack of flow in the document. Several
respondents suggested that issues relating to the length, structure, positioning of guidance
(ISA vs. IAPS), etc. be considered when it is redrafted as part of the IAASB’s project to
improve the clarity of its pronouncements.

The IAASB concluded that many of the respondents concerns could be addressed by
applying the proposed clarity drafting conventions as set out in the Exposure Draft on
“Improving the Clarity of IAASB Standards,” which was issued in October 2005. To the
extent that the responses to the Exposure Draft on “Improving the Clarity of IAASB
Standards” give rise to further changes in the proposed clarity drafting conventions, these
will bereflected in the final 1SA 600 (Revised and Redrafted).

In redrafting the proposed ISA, the IAASB also reconsidered the number of requirements
and extent of application material. Some application material was moved to appendicesto
aid presentation.

The Appendix to this memorandum “maps” the “should” requirements and present tense
sentences in the March 2005 Exposure Draft to the related “shall” requirements and
application material in the proposed ISA.



EXPLANATORY MEMORANDUM

Effective Date

32. ThelAASB will determinetheeffective date of thefinal | SA 600 (Revised and Redrafted) in
due course, after considering the comments received on exposure.

Guidefor Respondents

Request for Specific Comments

33. ThelAASB hasconsidered carefully the responsestoitsinitial proposals. Itistherefore not
seeking further repetition of comments previously made (including in regard to mattersin
paragraphs 15-26 of thismemorandum), but rather viewson the effect of substantial changes
in the final proposals, such as:

(& The proposal to eliminate the distinction between related and unrelated auditor gave
rise to substantial changes to some of the proposed requirements. Respondents are
asked to indicate whether they arein agreement with the proposal, and the effect that it
has on the procedures that the group auditor performsin relation to the work of other
auditors. Respondents are asked also to consider the proposed definitions of “group
auditor,” “member of the engagement team under the direct supervision of the group
engagement partner,” and “ other auditor or another auditor.”

(b) ThelAASB is of the view that the proposed revised ISA will enhance the quality of
group audits. Where agroup auditor takes sole responsibility for the audit opinion on
the group financial statements, it will require that the group auditor obtains sufficient
appropriate audit evidence on which to base such an opinion. The |AASB recognizes,
however, that current group audit practices vary. This is one reason why the IAASB
considers it necessary to be reasonably specific about the steps to be taken, and the
work effort required, by the group auditor. Do respondents think that this approachis
justified?

(c) ThelAASB isawarethat, at this stage of the Project to Improve the Clarity of IAASB
Standards there are those who think that further exposure drafts should not be issued
until the clarity drafting conventionsarefinalized. However, the |lAASB considersthat
to avoid further delay in this project it is appropriate, given the changes from the
previous exposure draft, to seek views on the proposed revised 1SA at this stage. The
effect of finalizing the clarity proposals will be taken into account in finalizing the
resulting 1SA. With regard to the application of the proposed clarity drafting
conventions, respondents are asked to respond in particular to thefollowing questions:

(i) s the objective to be achieved by the auditor, stated in paragraph 6 of the
proposed | SAs, appropriate?

(i)  Have the guidelines identified by the IAASB for determining whether a
requirement should be specified been applied appropriately and consistently,
such that the resulting requirements are at alevel that promotes consistency in
performance and the use of professional judgment by auditors?*

1 Inaccordancewith the Exposure Draft on “Improving the Clarity of IAASB Standards,” the IAASB will determine

the requirements of a Standard as follows:
o Therequirement is necessary to achieve the objective stated in the Standard,;
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34. Comments are most hel pful when they refer to specific paragraphs, include the reasons for
the comments, and, where appropriate, make specific suggestionsfor any proposed changes
towording. When arespondent agreeswith proposalsin thisexposure draft (especially those

calling for changein current practice), it will be helpful for the |AASB to be made aware of
this view.

« Therequirement isexpected to be applicablein virtually all engagementsto which the Standard isrelevant; and
» Theobjective stated in the Standard is unlikely to have been met by the requirements of other Standards.

e In determining the requirements of a Standard, the IAASB will consider whether the requirements are

proportionate to the importance of the subject matter of the Standard in relation to the overall objective of the
engagement.

These guidelines, which are intended only to assist the IAASB in appropriately and consistently determining
requirements, may be refined as further experience is gained.
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Appendix

Thissupplement to the | AASB Exposure Draft, Proposed | SA 600 (Revised and Redrafted), “ The Audit of Group Financial Statements,” hasbeen
prepared by IAASB staff to demonstrate how the “should” requirements and sentences in the present tense in the March 2005 Exposure Draft
(appropriately amended based on the comments received on the March 2005 Exposure Draft) have been reflected in proposed 1 SA 600 (Revised

and Redrafted).

Thematerial included hereinisprovided only to assist readers of the Exposure Draft. It isfor information purposes only and does not form part of
the Exposure Draft. The |AASB has not approved, disapproved, or otherwise acted upon this supplement. It is neither authoritative nor an official

pronouncement nor statement of the IAASB.

the group auditor should determine (a) the audit

evidence to reduce audit risk for the group financial

“Should” Requirementsand Present Tense “Shall” in Equivalent in Proposed | SA 600 (Revised and Comments
Satementsin the March 2005 Exposur e Dr aft Proposed 1 SA Redrafted)
o —— (Paragraph Referencesare to
( ZV' Proposed | SA 600 (Revised and
an Redr afted))
(Redr afted)?
Introduction Introduction
1. ... Thegroup auditor aso appliesthe standards and No 1. This International Standard on Auditing (ISA) deals | Matter is addressed by the
considers the guidance in the other 1SAs. with special considerations in the audit of group | referenceto “specia consideration
financial statements (“group audit”) and, in particular, | in the audit of group financia
the involvement of other auditors, as defined in | statements.”
paragraph 7(i). This ISA, adapted as necessary in the
circumstances, also applies where other auditors are
involved in the audit of the financia statements of a
single entity.
Objectiveto be Achieved
4., The group auditor should obtain sufficient Rewrittenas | 6. Inrelation to thisISA, the objective of the auditor is
appropriate audit evidence on which to base the objective of to determine whether the auditor is able to act as the
group audit opinion. Toobtain such audit evidence, ISA group auditor, and to obtain sufficient appropriate audit

10
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“Should” Requirements and Present Tense
Satementsin the March 2005 Exposur e Dr aft

“Shall” in
Proposed 1 SA
600 (Revised

and
(Redrafted)?

Equivalent in Proposed | SA 600 (Revised and
Redrafted)

Comments

(Paragraph Referencesareto
Proposed | SA 600 (Revised and
Redrafted))

procedures to be performed on the consolidation,
and (b) the type of work to be performed by the
group auditor or other auditors on the financial
information of the components.

statements to an acceptably low level by:

(a) Determining the audit proceduresto be performed on
the consolidation process and the work to be performed
by the group auditor or the other auditors on the
financial information of the components;

(b) Determining the group auditor’sinvolvement in the
work performed by the other auditors;

(c) Establishing appropriate communication with the
other auditors; and

(d) Evauating the audit evidence obtained in relation to
the consolidation process and the financial information
of the components.

Acceptance and Continuance as Group Auditor

Acceptance and Continuance as Group Auditor

7. In deciding whether to accept or continue an
engagement to audit group financial statements, the
group auditor should also determine whether the
group auditor will be able to obtain sufficient
appropriate audit evidence on which to base the
audit opinion on the group financial statements....
In order to obtain sufficient appropriate audit evidence,
the group auditor performs the work on the
consolidation and, as described in this ISA, either
performs the work, or is involved in the work to be
performed by other auditors, on the financia
information of the components.

Yes

9. The group engagement partner shall be satisfied that
appropriate procedures regarding the acceptance or
continuance of an engagement to audit group financial
statements have been followed (see ISA 220, “Quality
Control for Auditsof Historical Financial Information),
and that there is a reasonable expectation of obtaining
sufficient appropriate audit evidence in relation to the
consolidation process and the financial information of
the components to reduce audit risk for the group
financial statements to an acceptably low level.

7. ... Thegroup auditor, however, takes responsibility
for the audit opinion on the group financial statements
(for purposes of this ISA referred to as “group audit

No

4. Although other auditors may perform work on the
financial information of componentsfor the group audit
and as such are responsible for their overall findings,

11
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“Should” Requirements and Present Tense “Shall” in Equivalent in Proposed | SA 600 (Revised and Comments
Satementsin the March 2005 Exposur e Dr aft Proposed |1 SA Redr afted)
o —— (Paragraph Referencesareto
( ZV' Proposed | SA 600 (Revised and
an Redrafted))
(Redrafted)?

opinion”) ... conclusions or opinions in their memoranda or reports

of work performed, the group auditor aone is

responsible for the audit opinion on the group financial

statements (“ group audit opinion”).
10. To obtain sufficient appropriate audit evidence | Paragraph has The requirement is embedded in
onwhich tobasethegroup audit opinion, thegroup been deleted other requirements of the proposed
auditor, at a minimum, should: ISA.
(a) Perform the work on the financial information
of significant components, or
(b) Be involved in the work that other auditors
perform on thefinancial information of significant
components.
11. For purposes of determining whether to accept Yes 10. For this purpose, the group auditor shall obtain an
or continuean engagement to audit group financial understanding of the group, its components, and their
statements, the group auditor should obtain an environments, sufficient to determine which of the
understanding of the group, its components, and componentsare likely to be significant and, where other
their  environments, sufficient to identify auditors will perform the work on the financia
componentswhere other auditorswill perform the information of such components, whether the group
work on the financial information, and determine auditor will be able to be involved in the work of those
which of those components are likely to be other auditorsto the extent necessary to obtain sufficient
significant. appropriate audit evidence.
12. In the case of a new engagement, this No Now application material to

understanding is obtained from information provided
by group management, discussions with group
management and, where applicable, discussions with
the previous group auditor, component management
and other auditors. In the case of a continuing
engagement, the group auditor considers significant
changes that may affect previous experience with the

paragraph 10. See paragraph A1,
which lists possible sources from
which the group auditor may
obtain the required understanding.
Thelist is not exhaustive.
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group.

13. The group auditor’s understanding includes: No Now application material to
paragraph 10. See paragraph A2,

» Thegroup struciure... which provides alist of matters
about which the group auditor may
obtain an understanding. Thelist is
not exhaustive.

14. In the case of a continuing engagement, the group No Now application material to

auditor considers whether there have been significant paragraph 10. See paragraph A3,

changes that may affect the group auditor’s ability to which lists significant changes that
obtain sufficient appropriate audit evidence on which may affect the group auditor’s

to base the group audit opinion ... ability to obtain sufficient
appropriate audit evidence. The list
is not exhaustive.

17. A group may consist only of components that are No Now application material to

not of individual financial significancetothegroup. In paragraph 10. See paragraph A6,

these circumstances, the group auditor and related which explains the circumstances

auditors (a) perform the work on the financial in which the group engagement
information of some of these components, and (b) are partner can reasonably expect to
involved in the work performed by unrelated auditors obtain sufficient appropriate audit
onthefinancia information of other componentsto the evidenceif agroup consists only of
extent the group auditor considers necessary to obtain components that are not likely to
sufficient appropriate audit evidence on which to base be significant.

the group audit opinion.

ACCESSTO INFORMATION

18. The group auditor should not accept an | Paragraph has Paragraph has been deleted based

engagement to audit group financial statementsif: been deleted, on comments received.

(@) The group auditor’'s access to component but see Respondents noted that the
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information, those charged with governance of | paragraphs 12- acceptance/continuance decision
components, component management, or other | 13 of proposed should be based on the group
auditors (including relevant parts of their audit SA 600 auditor’s expectation to obtain
documentation) will berestricted; and (Revised and sufficient appropriate audit
Redrafted) evidence; not on whether he or she

(b) The possible effect of the group auditor’s
inability to obtain sufficient appropriate audit
evidence is material and pervasive to the group
financial statements, such that the group auditor is
likely to disclaim an opinion on the group financial
statements.

will have access.

See, however, paragraphs 12-13.

21. Where restrictions on access cannot be overcome
by group management or it isimpractical for the group
auditor to be involved in the work of another auditor,
the group auditor considers whether sufficient
appropriate audit evidence can be obtained by other
means ... If the group auditor concludes that it does
not constitute sufficient appropriate audit evidence, the
group auditor considersthe possible effect onthe group
financial statements and the group audit opinion ...

No, but text has
been retained in
the
requirements
section

11. The group auditor may not be ableto beinvolvedin
the work that another auditor will perform on the
financial information of acomponent that islikely to be
significant. Wherethisisthe case, it is unlikely that the
group auditor will be able to obtain sufficient
appropriate audit evidence.

See paragraphs 19-22 of the
Explanatory Memorandum.

22. If the group auditor concludes that, because of
restrictions on access or impracticalities, the group
auditor will not be ableto obtain sufficient appropriate
audit evidence on which to base an unmodified group
audit opinion, the group auditor considersthe possible
effect of this inability on the group financial
Statements.

23. In some circumstances, the possible effect of the
inability to obtain sufficient appropriate audit evidence
is in the group auditor’s judgment material and
pervasive to the group financial statements, thus

Yes

12. If the group engagement partner concludes that it
will not be possibleto obtain sufficient appropriate audit
evidence and the possible effect of this inability will
result in adisclaimer of opinion on the group financial
statements (see [proposed] 1SA 705, “Modifications to
the Opinion in the Independent Auditor’s Report”), the
group engagement partner shall not accept the
engagement. In the case of acontinuing engagement, the
group engagement partner shall consider resigning from
the engagement. Thisis subject to paragraph 13.

13. Where law or regulation prohibits an auditor from

14
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requiring adisclaimer of opinion (see [proposed] ISA
705, “Modifications to the Opinion in the Independent
Auditor’sReport”). In these circumstances, the group
auditor informs group management that it is not
possible for the group auditor to accept the
engagement.

refusing or resigning from an engagement, the group
engagement partner shall express a disclaimer of
opinion on the group financial statements.

24. |f restrictionson accessoccur after acceptingan
engagement and these restrictions cannot be
overcome by group management, or by the group
auditor obtaining sufficient appropriate audit
evidence by other means, the group auditor should
consider the possible effect of thisinability to obtain
sufficient appropriate audit evidence on the group
financial statements ...

Paragraph has
been deleted

Covered by paragraphs 12-13.

25. ... When the possible effect of this inability is
material and pervasive to the group financia
statements, the group auditor considersresigning from
the engagement. Where law or regulation does not
permit resignation, the group auditor expresses a
disclaimer of opinion on the group financia
Statements.

Paragraph has
been deleted

Covered by paragraphs 12-13.

TERMS OF ENGAGEMENT

26. The group auditor should state, in the terms of
engagement, that restrictions on (a) the group
auditor’s access to component infor mation, those
charged with governance of components,
component management, or the other auditors
(including relevant parts of their audit
documentation), or (b) thework tobe performed on

No

Thiswas not considered an
essential step in an engagement to
audit group financial statements.
Now application material. See
paragraph A11, which lists matters
that may be included in the terms
of engagement in addition to those
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professional qualifications, independence, and
professional competence of the other auditors, and
the quality control systems of their firms.

involvement in the work performed by the other
auditors, the group auditor shall obtain an understanding
of the matters set out below and of any other factorsthat
may affect the ability of the group auditor to beinvolved
in the work performed by the other auditors:

(a) Theprofessional qualificationsof the other auditors;

(b) The other auditors' compliance with those ethical
requirements relevant to the group auditor and, in
particular, their independence and professional
competence;

(c) The quality control systems of the other auditors
firms, including whether their firms have implemented
International Standard on Quality Control (1SQC) 1,
“Quality Control for Firms that Perform Audits and
Reviews of Historical Financial Information, and Other
Assurance and Related Services Engagements;” and

(d) Whether the other auditor will provide the group

“Should” Requirements and Present Tense “Shall” in Equivalent in Proposed | SA 600 (Revised and Comments
Satementsin the March 2005 Exposur e Dr aft Proposed 1 SA Redrafted) h
600 (Revised (Paragraph Referencesareto
q Proposed | SA 600 (Revised and
an Redrafted))
(Redrafted)?
the financial information of the components, required by ISA 210, “Terms of
imposed after thegroup auditor’sacceptanceof the Engagements.” Thelist is hot
engagement, constitute a scope limitation that may exhaustive. Thisisin linewith
affect the group audit opinion. paragraph 8 of ISA 210, which
notes that “[w]hen relevant, the
following points could also be
made ... arrangements concerning
the involvement of other auditors
and experts in some aspects of the
audit ...”
Consideration of Other Auditors Obtaining an Under standing of the Other Auditors
27. The group auditor should consider the Yes 14. As part of determining the group auditor’s

16




EXPLANATORY MEMORANDUM

“Should” Requirements and Present Tense “Shall” in Equivalent in Proposed | SA 600 (Revised and Comments
Satementsin the March 2005 Exposur e Dr aft Proposed 1 SA Redrafted)
o —— (Paragraph Referencesareto
( ZV' Proposed | SA 600 (Revised and
an Redr afted))
(Redr afted)?
auditor with the necessary access to audit
documentation.
This requirement does not apply to members of the
engagement team under direct supervision of the group
engagement partner. Such individuals are subject to the
requirements of 1SA 220, “ Quality Control for Auditsof
Historical Financial Information.”
28. The group auditor considers, for example, whether No Now application material to
the other auditor: paragraph 14. See paragraphs A12-
e Possesses an understanding of the applicable 1153”']3 aragraph A(‘jltz l!StS examples
financial reporting framework... of the group aLiditor's
understanding of the other
e Possesses an understanding of auditing and other auditors’ compliance with relevant
standards applicable to the audit of the group ethical requirements and, in
financial statements... particular, their independence and
o Possesses the special skills necessary ... professional competence.
o Operatesin aregulatory environment ...

RELATED AUDITORS The distinction between related
and unrelated auditors has been
eliminated. See paragraphs 8-14 of
the Explanatory Memorandum.

32. The group auditor considers any communications | Paragraph has Paragraph 14(c) requires the group

received in accordance with ISQC 1, paragraph 87, been deleted auditor to obtain an understanding

regarding the result of the related auditor’s quality
control process that are relevant to the audit of the
group financial statements. The group auditor
considers whether any noted deficiencies (a) could
affect the audit of the group financial statements, and
(b) if so, whether measures taken by the related

of the quality control systems of
the other auditors' firms, including
whether their firms have
implemented 1SQC 1, “Quality
Control for Firmsthat Perform
Audits and Reviews of Historical
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auditor’sfirmto rectify such deficiencies appear to be Financial Information, and Other

sufficient in the audit of the group financial statements. Assurance and Related Services
Engagements.”

34. When arelated auditor will perform the work, or | Paragraph has

will be involved in the work to be performed by an been deleted

unrelated auditor, on the financia information of a

significant component, and the related auditor’'s

professional competenceisnot personally knowntothe

group auditor, the group auditor working with the

related auditor’s firm determines whether the related

auditor possesses the necessary professional

competence.

UNRELATED AUDITORS The distinction between related
and unrelated auditors has been
eliminated. See paragraphs 8-14 of
the Explanatory Memorandum.

35. The group auditor uses a number of sources to No Now application material to

obtain information about the professional paragraph 14. See paragraph A16,

qualifications, independence, and professional which lists sources that may

competence of an unrelated auditor, and the quality provide information about the

control system of that auditor’s firm... other auditors. Thelist is not
exhaustive.

36. Thegroup auditor should confirm whether: Paragraph has Paragraph 14(c) requires the group

been deleted auditor to obtain an understanding

(a) The unrelated auditor’s firm’s quality control
system complieswith ISQC 1; and

(b) Thereareany issuesnoted in recent
monitoring reportsthat arelikely to affect
significantly the work that the unrelated auditor

of the quality control systems of
the other auditors' firms, including
whether their firms have
implemented 1SQC 1.
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will perform on the financial information of the
component ...

36. ... Thisconfirmation is obtained either directly by
the group auditor, or by the person assigned
operational responsibility for thegroup auditor’sfirm's
quality control system, from the engagement partner,
who will be responsible for the work to be performed
on the financia information of the component, or the
person assigned operational responsibility for the
unrelated auditor’s firm's quality control system.

Paragraph has
been deleted

Viewed as application material, but

concluded that it was not
necessary.

37. The group auditor obtains a copy of any report of
the unrelated auditor’s latest review that is published
by the body responsiblefor conducting external quality
control reviews, and is publicly available.

Paragraph has
been deleted

Based on comments received on
the March 2005 Exposure Draft,
the IAASB concluded that such
reports often are not publicly
available. Furthermore, they may
not be specific enough for the
group auditor to draw any
conclusion.

38. When the unrelated auditor is not independent, or
the group auditor has serious concerns about the
professional qualifications or professional
competence of the unrelated auditor, or the quality
control system of the unrelated auditor’s firm, the
group auditor obtains audit evidence relating to the
financial information of the component without
using the work of the unrelated auditor. Where the
group auditor is unable to obtain sufficient
appropriate audit evidence relating to the financial
information of the component, the group auditor
considers the effect of this scope limitation on the

Yes

15. When another auditor is not independent of the
client, or the group auditor has serious concerns about
any of the other matters listed in paragraph 14, the
group auditor shall obtain audit evidence relating to the
financial information of the component without using
the work of that other auditor.

Independence is considered to be
so fundamental to an audit that
action needsto betaken in
responseto alack of it.
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group audit opinion.
Enhancing the Under standing of the Group, Its Obtaining an Under standing of the Group, Its
Components, and Their Environments, and Components, and Their Environments, and
Obtaining an Under standing of the Consolidation Assessing the Risks of Material Misstatement of
Process the Group Financial Satements
39. The group auditor should enhance the Yes 16. The group auditor shall enhance the understanding
under standing of the group, its components, and of the group, its components, and their environments
their environments, obtained in accordance with obtained during the acceptance or continuance stage,
paragraph 11, and obtain an under standing of the and obtain an understanding of the consolidation
consolidation process, sufficient to: process, including the instructions issued by group
(@) Identify, at group level, significant risks of management to components.
material misstatement of the group financial 17. Thegroup auditor’sunderstanding shall be sufficient
statements, and confirm the group auditor’sinitial to confirm the group auditor’s initial identification of
identification of significant components (see significant components and assess risks of material
paragraph 11); misstatement of the group financial statements at the
(b) Deter minetheaudit procedurestobeperformed group level.
on the consolidation; and
(c) Determinethetype of work to be performed
on the financial information of the components.
40. To enhance the understanding of the group, its | Paragraph has See paragraph 7 of 1SA 315,
components, and their environments, and to obtain an been deleted “Understanding the Entity and Its
understanding of the consolidation process, the group Environment and Assessing the
auditor performs the following procedures: Risks of Material Misstatement.”
(a) Inquiries. The IAASB did not consider it
q " necessary to repeat the requirement
(b) Application of analytical procedures... in proposed | SA 600 (Revised and
. . . Redrafted).
(c) Observation and inspection...
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Assessing the Risks of Material Misstatement of
the Group Financial Satementsat the Group
Level
42. The group auditor should assess, at the group | Paragraph has Section was revised and
level, the risks of material misstatement of the | been deleted restructured based on comments
group financial statements... received on the March 2005
Exposure Draft.
The requirement to assess the risks
of material misstatement is
established in I SA 315.
43. The group auditor’s assessment of the risks at the No Now application material to
group level isbased on (@) information obtained from paragraph 17. See paragraph A26.
the understanding of the group, its components, and
their environments, and of the consolidation process,
including audit evidence obtained in evaluating the
design and implementation of group-wide controlsand
controls relevant to the consolidation, and (b)
information obtained through discussions with other
auditors...
44, Theapplication of |SA 550, “ Related Parties’ toan No Now application material to

audit of a complex group structure, will need to
recognize that there is heightened risk of not
identifying related parties and related party
transactions. Itisthereforeimportant that, in ng
the risks of material misstatement of the group
financial statements, the group auditor and other
auditorsarealert for transactionsthat appear unusual in
the circumstances, and that may indicate the existence
of previously unidentified related parties.

paragraph 17. See Appendix 3,
which lists examples of conditions
or events that may indicate risks of
material misstatement of the group
financial statements.

Also see paragraph 38(d).
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Materiality Materiality
46. The group auditor determines materiality level(s) Yes 18. The group auditor shall determine the materiality | To ensure that the requirements on
for the group financial statements as a whole when level for thegroup financial statementsasawholewhen | materiality are complete.
establishing the overall audit strategy for the audit of establishing the overall audit strategy for the group audit
the group financial statements. (see [proposed] ISA 320 (Revised), “Materiality in
Planning and Performing an Audit”).
47. The group auditor should also determine the Yes 19. [Proposed] | SA 320 (Revised) requiresthe auditor to

materiality level(s) to be used by other auditorsin
performingthework on thefinancial information of
the components for purposes of the audit of the
group financial statements. To allow for aggregation
of identified misstatements and possible undetected
misstatements, the component materiality level(s) are
lower than the group materiality level(s).

49. When planning the work to be performed on the
financial information of a component for purposes of
the audit of the group financial statements, the auditor
responsible for performing that work ordinarily
establishes one or more levels of tolerable error lower
thanthe materiality level(s) referred to in paragraph 47.
This will alow for the possibility that some
misstatements of lesser amounts than the materiality
level(s) for the component could be material in the

aggregate.

determine an amount |ower than the materiality level for
the financial statements as a whole for purposes of
assessing the risks of material misstatement and
designing further audit procedures to respond to
assessed risks. Accordingly, to reduce the risk that the
aggregate of detected and undetected misstatementsin
the group financial statements exceeds the materiality
level for the group financial statements as a whole, the
group auditor shall determine materiality levelsfor the
componentsthat are lower than the materiality level for
thegroup financial statementsasawhole. Moreover, the
group auditor or the other auditor shall also determine
an amount lower than the materiality level for the
component for purposes of assessing the risks of
material misstatement and designing further audit
procedures to respond to assessed risks at the
component level. Where such lower amount is
determined by the other auditor, the group auditor shall
determine whether it is appropriate before significant
work is performed on the financial information of the
component.

Responding to Assessed Risks

Responding to Assessed Risks
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DETERMINING THE WORK TO BE PERFORMED ON
THE FINANCIAL INFORMATION OF COMPONENTS
50. Thegroup auditor should deter minethetype of Yes 20. The group auditor shall determine the work to be
work to be performed by thegroup auditor or other performed by the group auditor or the other auditors on
auditors on the financial information of the the financial information of the components (see
components to respond to the assessed risks of paragraphs 22-24). This determination is based on the
material misstatement of the group financial significance of the component, theidentified significant
statements. risks, and the group auditor’sevaluation of the design of
group-wide controls and determination of whether they
have been implemented. (Ref: Para. A27)
21. If the nature, timing and extent of the work to be
performed on the financia information of the
components are based on an expectation that group-
wide controls are operating effectively, the group
auditor shall test, or request another auditor to test, the
operating effectiveness of those controls.
DETERMINING THE WORK TO BE PERFORMED ON
THE FINANCIAL INFORMATION OF COMPONENTS
Significant Components Significant Components
52. For a component that, due to the nature of and Yes 22. For acomponent that is significant dueto its nature | To enhance consistency in practice,

circumstances specific to that component, has been
identified at the group level as likely to include
significant risks of material misstatement of the group
financial statements (see paragraph 15), the group
auditor ordinarily performs or requests other auditors
to perform one of the following:

« Anaudit in accordance with ISAs using either a
materiality level determined by the group auditor;

and circumstances, the group auditor, or another auditor
at the request of the group auditor, shall perform one of
the following:

(@ An audit performed using either component
materiality; or alower materiality level determined by
the other auditor where the circumstances in paragraph

29 apply.

the IAASB concluded that this
should be arequirement.
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or a lower materiality level determined by the
other auditor where the circumstances in

paragraph 57 apply.
« Anaudit of specified account balancesrelating to
the identified significant risks.

o Specified audit procedures relating to the
identified significant risks.

(b) An audit of specified account balancesrelating to the
identified significant risks.

(c) Specified audit procedures relating to the identified
significant risks.

53. For acomponent that, duetoitsindividual financial
significance to the group, is likely to include
significant risks of material misstatement of the group
financial statements (see paragraph 16), the group
auditor ordinarily performs or requests other auditors
to perform an audit in accordance with ISAs, using
either a materiality level determined by the group
auditor; or alower materiality level determined by the
other auditor where the circumstancesin paragraph 57

apply.

Yes

23. For a component that is significant due to its
individual financial significanceto the group, the group
auditor, or another auditor at the request of the group
auditor, shall perform an audit using either component
materiality; or alower materiality level determined by
the other auditor where the circumstances in paragraph

29 apply.

To enhance consistency in practice,
the IAASB concluded that this
should be a requirement.

Components that are Not Significant in the Aggregate

Components that Are Not Individually Significant

Based on comments received on
the March 2005 Exposure Draft,
the categorization of components
has been changed. See paragraphs
23-24 of the Explanatory
Memorandum.

54. After determining the work to be performed on the
financial information of significant components (see
paragraphs 52-53), the group auditor identifies
componentsthat are not significant in the aggregate ...
For these components, the group auditor’s procedures
ordinarily are limited to the analytical procedures

Yes, but
requirement has
been revised

24. 1f the work performed on the financial information
of significant components will not result in the group
auditor obtaining sufficient appropriate audit evidence
to reduce audit risk for the group financial statementsto
an acceptably low level, the group auditor shall select
components that are not individualy significant for

To enhance consistency in practice,
the IAASB concluded that this
should be arequirement.
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performed at the group level.

which the group auditor, or another auditor at the
request of the group auditor, shall perform one of the
following on thefinancial information of theindividual
components selected:

(@) An audit performed using either component
materiality; or alower materiality level determined by
the other auditor where the circumstances in paragraph
29 apply.

(b) An audit of specified account balances.

(c) Specified audit procedures.

(d) A review of the financial information of the
component. (Ref: Para. A28-A30)

25. For components not selected for the period under
audit, the group auditor shall perform analytical
procedures at the group level.

COMPONENTS SUBJECT TOAUDIT BY STATUE,
REGULATION OR OTHER REASON

COMPONENTS SUBJECT TOAUDIT BY STATUE,
REGULATION OR OTHER REASON

57. Stature, regulation or other authority may require
the audit of the financial statements of a component.
The group auditor may decide to use this audit to
provide audit evidence for the purposes of the audit of
thegroup financial statements. In these circumstances,
the group auditor evaluates the effect of the financial
reporting framework appliedin preparing thefinancia
statements of the component, and the auditing
standards applied by the other auditors. The group
auditor aso considerswhether the audit of thefinancial
statements of the component will be performedintime
to communicate the other auditor’s memorandum or

Yes

29. The other auditor may be required by statute,
regulation or for another reason to express an audit
opinion on thefinancial statementsof acomponent. The
group auditor may decide to use this audit to provide
audit evidence for the group audit, but the requirements
of this1SA shall nevertheless be met.

To reinforce the key point that the
statutory audit of acomponent’s
financial statements may be useful

but that it does not alow the group

auditor to ignore the requirements
of the proposed I1SA.
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report of work performed to the group auditor ...

58. When the group auditor decides to use the audit of
the financial statements of a component performed by
another auditor to provide audit evidence for purposes
of the audit of the group financial statements, the risk
assessment procedures and further audit procedures
may have already been performed by the other auditor
at the component (for example a component acquired
close to the group reporting date). To meet the
requirements described in paragraphs 59-68, the group
auditor reviews the risk assessment procedures and
further audit procedures aready performed, and
determines the additional audit procedures to be
performed.

INVOLVEMENT IN THE WORK OF OTHER
AUDITORS

INVOLVEMENT IN THE WORK PERFORMED BY THE
OTHER AUDITORS

59. Involvement in the work performed by another
auditor ordinarily includes the group auditor
undertaking some or all of the following actions:

«  Meeting with component management to obtain an
understanding of the component and its
environment.

e Peaforming risk assessment procedures and
participating in the assessment of risks of material
misstatement.

o« Determining and performing further audit
procedures. These may be performed with the
other auditor, or by the group auditor.

« Participatinginthe closing and other key meetings

Yes

26. The group auditor shall determinethe nature, timing
and extent of the group auditor’s involvement in the
work performed by the other auditors in accordance
with paragraphs 22-24. This determination is based on
the significance of the component, the identified
significant risks, and the group auditor’s understanding
of the other auditors. The group auditor shall evaluate
the other auditor’'s memorandum or report of work
performed and where considered necessary undertake
one or more of the following actions:

(a) Meeting with component management or the other
auditors to obtain an understanding of the component
and its environment.

(b) Reviewing the other auditors overall audit strategy

To enhance consistency in practice,
the IAASB concluded that, in the
first instance, the group auditor
should be required to determine
hig’her involvement in the other
auditor’s work.

Paragraph 41 requires the group
auditor, based on his’her evaluation
of the other auditor’s memorandum
or report of work performed, to
determine whether it is necessary
to review other relevant parts of
that auditor’s audit documentation.
(Paragraph 26(f) isin line with that
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between the other auditor and component and audit plan. requirement.)
management. : . ) .
(c) Performing risk assessment procedures and | The group auditor may also decide
« Reviewing relevant parts of the other auditor’'s participating in the assessment of risks of material | to undertake one or more of the
audit documentation. misstatement at the component level. These may be | other actions listed in paragraph
In the case of an unrelated auditor, the group auditor gﬁgi?cr)?]ed with the other auditors, or by the group | 26.
may request arelated auditor to undertake the actions '
on behalf of the group auditor. (d) Determining and performing further  audit
procedures. These may be determined and performed
with the other auditors, or by the group auditor.
(e) Participating in the closing and other key meetings
between the other auditors and component management.
(f) Reviewing other relevant parts of the other auditors
audit documentation.
Significant Components — Risk Assessment Significant Components — Risk Assessment
61. When another auditor isrequested to perform Yes 27. When another auditor performs the work on the | The distinction between related

the work on the financial information of a
significant component, thegroup auditor should be
involved in the other auditor’s risk assessment to
identify significant risksof material misstatement of
the group financial statements.

62. When an unrelated auditor performs the work on
the financia information of a significant component,
the group auditor, or arelated auditor on behalf of the
group auditor, is involved in the unrelated auditor’s
risk assessment procedures. As pat of this
involvement, the group auditor or the related auditor:

(a) Discusses with component management the
component’s business activities that are significant to

financial information of a significant component, the
group auditor shall be involved in the other auditor’s
risk assessment to identify significant risks of material
misstatement of the group financia statements. The
nature, timing and extent of the group auditor’s
involvement are affected by the group auditor’s
understanding of the other auditor. The group auditor
shall:

(@) Discuss with the other auditor or component
management the component’ sbusiness activitiesthat are
significant to the group, including the regulatory,
economic and political environments in which those
activities take place;

and unrelated auditors has been
eliminated. See paragraphs 8-14 of
the Explanatory Memorandum.
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the group, including the regulatory, economic and (b) Discuss with the other auditor the susceptibility of
political environments in which those activities take the component to material misstatement of the financial
place; information due to fraud or error; and
(b) Discusses with the unrelated auditor the () Review the other auditor’'s documentation of
susceptibility of the component to material identified significant risks. Such documentation may be
misstatement of the financial information dueto fraud in the form of a memorandum, reflecting the other
or error; and auditor’'s conclusion with regard to the identified
(c) Reviews the unrelated auditor’s documentation of significant risks.
the identified and assessed risks of materid
misstatement ...
63. When arelated auditor performs the work on the
financial information of a significant component, the
group auditor reviews the related auditor’'s
documentation of the identified and assessed risks of
material misstatement ...
64. When a related auditor, on behalf of the group
auditor, has been involved in the risk assessment
procedures of an unrelated auditor, the group auditor
reviews the related auditor’'s documentation of that
involvement ...
Significant Components — Further Audit Procedures Identified Significant Risks of Material Misstatement

— Further Audit Procedures

65. When significant risksof material misstatement Yes 28. When significant risks of material misstatement of | Based on comments received, the

of the group financial statements have been
identified in acomponent on which another auditor
performsthework, thegroup auditor and theother
auditor together should deter minethefurther audit
procedures to be performed to respond to the
identified significant risks.

the group financial statements have been identifiedin a
component on which another auditor performsthework,
the group auditor shall be satisfied with the further audit
procedures to be performed to respond to the identified
significant risks. The group auditor shall determine
whether, based on the group auditor’s understanding of

IAASB concluded that the group
auditor should be satisfied with the
further audit procedures to be
performed (rather than the group
auditor and other auditor together
having to determine them).
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67. When a related auditor, on behalf of the group the other auditor, it is necessary to be involved in | The requirement was further
auditor, has been involved in the further audit performing further audit procedures. revised to reflect the elimination of
procedures of an unrelated auditor, the group auditor the distinction between related and
reviews the related auditor’s documentation of that unrelated auditors. See paragraphs
involvement... 8-14 of the Explanatory
Memorandum.

Consolidation Consolidation Process
69. Thegroup auditor should determinethework to Yes 30. The group auditor shall determine the work to be
be performed on the consolidation torespond tothe performed on the consolidation processto respond to the
assessed risksof material misstatement of thegroup assessed risks of material misstatement of the group
financial statementsarising from the consolidation financial statements arising from the consolidation
process. process.
70. The consolidation processmay requireadjustments |  Yes, but parts | 31. Thegroup auditor shall evaluatethe appropriateness, | Essential requirement identified as
to amounts reported in the group financial statements have been compl eteness and accuracy of consolidation adjustments | such; considerations relevant to the
that do not pass through the usua transactions | movedtothe | and reclassifications, and consider whether any fraud | appropriateness, completeness and
processing system, and that may not be subject to the application risk factors or indicators of possible management bias | accuracy of the adjustments are
same internal controls to which other financial material exist. now described in the application

information is subject. These adjustments typically
consist of consolidation adjustments and
reclassifications. The group auditor:

(a) Considersthe appropriateness and compl eteness of
the consolidation adjustments, as well as the accuracy
of calculations;

(b) Considers whether the consolidation adjustments
appropriately reflect the events and transactions
underlying the adjustments;

(c) Determines whether significant adjustments have
been correctly processed, authorized by group
management and, where applicable, by component

material. See paragraph A32.
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management, and are supported by sufficient
appropriate documentation; and

(d) Checks the reconciliation and elimination of
intra-group transactions and unrealized profits, and
intra-group account balances.

71. Components that operate in diverse industry
segments, or are located in jurisdictions that require
different financial reporting frameworks, may use
inconsistent accounting policies ... In these
circumstances, the group auditor considers whether
group or component management has appropriately
adjusted the component’s financial information for
purposes of preparing and presenting the group
financial statements. Where another auditor performs
the work on thefinancial information of acomponent,
and component management has made such
adjustments, the group auditor requests the other
auditor to confirm to the group auditor that such
adjustments have been made.

Yes

32. If acomponent’ sfinancia information has not been
prepared in accordance with the accounting policies
applied to the group financia statements, the group
auditor shall evaluate whether the component’ sfinancial
information has been appropriately adjusted for
purposes of preparing and presenting the group financia
statements.

The IAASB viewed thisstep asan
essential part of a group audit.

72. The group auditor should determine whether
the financial information identified in the
communication of theother auditor isthefinancial
information that is incorporated in the group
financial statements. (See paragraph 103(€e).)

Yes

33. The group auditor shall determine whether the
financia information identified in the other auditor’'s
memorandum or report of work performed is the
financial information that is incorporated in the group
financial statements.

73. If the group financial statements include the
financial statementsof any componentswith year-ends
that differ from that of the group, the group auditor
determines whether this is acceptable under the
applicable financia reporting framework. The group
auditor also considersthe component’ sresults between

Yes

34. If the group financia statements include the
financial statements of any components with financial
reporting period-endsthat differ from that of the group,
and consolidation adjustments have not been made in
this respect, the group auditor shall determine whether
this is acceptable under the applicable financial

The IAASB viewed this step asan
essential part of agroup audit.
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its financial year-end and the date of the group
financial statements, and identifies significant
transactions, including intra-group transactions and
unrealized profits, or other events and disclosures that
need to be reflected in or eliminated from the group
financial statements. Where another auditor performs
the work on thefinancial information of acomponent,
the group auditor requests the other auditor to perform
the procedures the group auditor considers necessary
for that consideration and identification.

reporting framework. Whereit isnot acceptable, and the
effect on the group financia statements may be
material, the group auditor shall determine whether
group management has identified any significant
transactions, including intra-group transactions and
unrealized profits, or other events and disclosures that
need to be reflected in or eliminated from the group
financia statements.

74. Sometimes adjustments that are processed on
consolidation relate to misstatements. Where these
adjustments have not been processed in the relevant
component’s accounting records, the group auditor
reguests group management to have them processed
appropriately and, if applicable and not prohibited by
confidentiality requirements, informsthe other auditor.

Paragraph has
been deleted

Viewed as an accounting matter
rather than an audit matter.

Subsequent Events

Subsequent Events

75. For significant components, the group auditor
should perform, or request other auditors to
perform, procedures designed to identify events at
those componentsbetween the dates of thefinancial
information of the components and the date of the
auditor’sreport on thegroup financial statements.
The group auditor determines the date up to which
subsequent events reviews a components are
performed, i.e., the date of the auditor’ s report on the
group financial statements.

Yes

35. For significant components, the group auditor shall
perform, or request the other auditors to perform,
procedures designed to identify events at those
components between the dates of the financial
information of the components and the date of the
auditor’s report on the group financial statements that
may require adjustment to or disclosure in the group
financial statements.

76. For components that are significant in the

Yes

36. For componentsthat are not individually significant,

Considered necessary in order to
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aggregate, the group auditor ordinarily inquires from the group auditor shall request the other auditors to | complete the requirementsin
other auditors whether they are aware of subsequent communicate to the group auditor if they become aware | relation to subsequent events.
events that may require an adjustment to or a of subsequent events that may require an adjustment to
disclosure in the group financial statements. or adisclosure in the group financia statements.
Evaluating the Sufficiency and Appropriateness Evaluating the Sufficiency and Appropriateness of
of Audit Evidence Obtained Audit Evidence Obtained
EVALUATING THE ADEQUACY OF ANOTHER EVALUATING THE OTHER AUDITOR’'S
AUDITOR' SWORK MEMORANDA OR REPORTS OF WORK PERFORMED
41. Based on the group auditor’ sevaluation of theother | This section, and those that follow,
auditors memoranda or reports of work performed, the | have been revised and restructured
group auditor shall determine whether it is necessary to | based on comments received on
discuss significant matters arising from another | the March 2005 Exposure Draft.
auditor’'s memorandum or report of work performed | The other auditor’s memorandum
with the other auditor, component management or group | or report of work performed now
management; and whether it isnecessary toreview other | formsthe basis of the group
relevant parts of another auditor’ saudit documentation. | auditor’s decision as to the
procedures to be performed in
relation to the other auditor’s work.
See paragraphs 8-14 of the
Explanatory Memorandum.
77. Thegroup auditor should evaluatetheadequacy No See paragraphs 41 and 42.
of the work of another auditor for the group
auditor’s purposes.
79. When other auditors performed the work on the No See paragraph 41.
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auditors' lists of uncorrected misstatements. ..
80. When another auditor performed the work on No See paragraph 41.
the financial information of a significant
component, the group auditor should review
relevant parts of the other auditor’'s audit
documentation...
81. The partsof another auditor’ saudit documentation No Now application material to
that will be relevant may vary depending on the paragraph 41. See paragraph A34.
circumstances. Ordinarily the group auditor, or a
related auditor on behalf of the group auditor, focuses
on audit documentation that is relevant to the
significant risks of material misstatement of the group
financial statements...
82. When a related auditor, on behalf of the group No The distinction between related
auditor, has reviewed an unrelated auditor’'s audit and unrelated auditors has been
documentation, the group auditor reviews the related eliminated. See paragraphs 8-14 of
auditor's review memorandum, including the the Explanatory Memorandum.
conclusionsreached on the adequacy of thework of the
unrelated auditor for the group auditor’ s purposes.
83. If the group auditor concludes that the work of Yes 42. |f the group auditor concludes that the work of

another auditor is inadequate for the group auditor’s
purposes, the group auditor determines additional
procedures to be performed. Depending on the
circumstances, such additional procedures are
performed by the other auditor or by the group auditor.

another auditor is insufficient for the group auditor’s
purposes, the group auditor shall determine additional
procedures to be performed, and whether such
additional procedures are to be performed by the other
auditor or by the group auditor.

SUFFICIENCY AND APPROPRIATENESS OF AUDIT
EVIDENCE

SUFFICIENCY AND APPROPRIATENESS OF AUDIT
EVIDENCE
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84. The group auditor evaluates whether sufficient
appropriate audit evidence has been obtained from the
audit procedures performed on the consolidation, and
thework performed on thefinancial information of the
components on which to base the group audit opinion.
This evaluation includes the work performed by other
auditors.

Yes

43. The group auditor shall evaluate whether sufficient
appropriate audit evidence has been obtained from the
audit procedures performed on the consolidation process
and the work performed by the group auditor and the
other auditors on the financial information of the
components, on which to base the group audit opinion.

85. If the group auditor concludes that sufficient
appropriate audit evidence has not been obtained, the
group auditor obtains further audit evidence, if
possible. In the case of components on which other
auditors performed the work, the group auditor may
request the other auditors to perform additional
procedures. If thisis not feasible, the group auditor
performs the group auditor’s own procedures on the
financial information of the components. When the
group auditor has not been able to perform sufficient
additional audit procedures, the group auditor
considers the effect of this scope limitation on the
group audit opinion...

No

See paragraph 41.

Considering the Other Auditor’s Memorandum
or Report of Work Performed

Consider the Effect of the Other Auditor’s
Memoranda or Reportsof Work Performed on the
Auditor’'sReport on the Group Financial
Statements

44. The group auditor shall consider the effect of any
disagreement with component management or inability
to obtain sufficient appropriate audit evidence on the
group audit opinion.
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86. Thegroup auditor should consider the effect of No See paragraphs 41 and 44.
theother auditor’ smemorandum or report of work
performed (see paragraph 103) on the auditor’s
report on the group financial statements.
REPORTING CONSIDERATIONS
88. The group auditor considers whether matters No Not considered unique to group
communicated by another auditor are of such anature audits. Concept dealt with in
and significance in relation to the group financial proposed | SA 705, “Modifications
statements that a modification of the auditor’ s opinion to the Opinion in the Independent
on the group financia statementsis required. Auditor’s Report.”
89. ... The group auditor considers the aggregated Yes 45, The group auditor shall consider the aggregate effect | The IAASB viewed this step asan
effect of the uncorrected immaterial misstatements of of the uncorrected immaterial misstatements of the | essential part of agroup audit.
the financial information of the components on the financial information of the components on the group
group audit opinion. audit opinion.
Communication with Group Management and Communication with Group M anagement and Those
Those Charged with Governance Charged with Gover nance of the Group
COMMUNICATION WITH GROUP MANAGEMENT COMMUNICATION WITH GROUP MANAGEMENT
90. The group auditor makes group management Yes 46. The group auditor shall make group management

aware, as soon as practicable and at an appropriate
level of responsibility, of material weaknesses in the
design or operation of group-wide controls, including
controls over the preparation and presentation of the
group financial statements. The group auditor also
makes group management aware of material
weaknesses in internal controls at components that
have been identified by the group auditor, or that have

aware, on atimely basis and at an appropriate level of
responsihility, of:

(a) Material weaknesses in the design or operation of
group-wide controls, including controls over the
preparation and presentation of the group financial
Statements,

(b) Material weaknesses in internal controls at
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been brought to the attention of the group auditor by components that have been identified by the group

other auditors, that the group auditor judges are of auditor, or that have been brought to the attention of the

significance to the group. group auditor by the other auditors, that the group

auditor judges are of significance to the group.

91. If fraud has been identified in components, or Yes 47. If fraud has been identified in components, or

information indicatesthat afraud may exist, the group information indicates that a fraud may exist, the group

auditor communicates this as soon as practicable to auditor shall communicate this as soon as practicableto

group management. |f the group auditor believes or group management. |f the group auditor believes or

suspects that group management may be involved in suspects that group or component management may be

thefraud, the group auditor communicatesthisto those involved in the fraud, the group auditor shall

charged with Governance. communicate this to those charged with governance of

the group.

COMMUNICATION WITH THOSE CHARGED WITH COMMUNICATION WITH THOSE CHARGED WITH

GOVERNANCE GOVERNANCE OF THE GROUP

93. In an audit of group financial statements, the Yes 49. In a group audit, the group auditor shall | The paragraph hasbeen revised

group auditor should also communicate the
following to those charged with gover nance of the

group:

(a) Theportion of thegroup financial statementson
which the group auditor and related auditors will
perform the work, and the portion of the group
financial statements on which unrelated auditors
will perform the work.

(b) The components that have been identified as
significant.

(c) Instances wher e the group auditor isconcer ned
about theprofessional qualifications, independence,
and professional competence of another auditor and
the related effect on the group auditor’s planned

communicate with those charged with governance of the
group thefollowing mattersin addition to those required
by [proposed] 1SA 260, “Communications with Those
Charged with Governance:”

() The planned work to be performed on the financial
information of the components.

(b) The group auditor’s planned involvement in the
work to be performed by the other auditors on the
financial information of significant components.

(c) Instanceswhere the group auditor’s evaluation of the
work of another auditor gaveriseto aconcern about the
quality of the work performed by that other auditor.

(d) Any limitations on the group audit. For example,

based on comments received on
the March 2005 Exposure Draft
and further deliberations by the

IAASB.
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involvement in the work to be performed by that
other auditor.

(d) The planned type of work to be performed on
thefinancial infor mation of the components.

(e) Thegroup auditor’splanned involvement in the
work to be performed by other auditors on the
financial information of significant components.

(f) Instances where the group auditor’s evaluation
of the work of another auditor gave rise to a
concer n about thequality of thework performed by
that other auditor.

(@) Any limitations on the audit of the group
financial statements. For example, the group
auditor’s access to component information, those
charged with governance of components,
component management, or other auditors
(including relevant parts of their audit
documentation) may have been restricted.

where the group auditor’'s access to component
information, those charged with governance of
components, component management, or the other
auditors (including relevant audit documentation sought
by the group auditor) may have been restricted.

Communications with Another Auditor

Communication with the Other Auditors

95. When another auditor performsthework on the
financial information of a component, the group
auditor should communicate the group auditor’s
requirementstotheother auditor. Thegroup auditor
issues this communication as early as possible,
ordinarily in theform of aletter of instruction that sets
out (a) the work to be performed, (b) the nature of the
other auditor's memorandum or report of work
performed, and (c) the confirmations required by the
group auditor ...

Yes

37. Communication with other auditors that perform
work on the financial information of components in
accordance with paragraphs 22-24 takes place
throughout the group audit. The group auditor shall
communicate, as early as possible, the group auditor’s
requirements to the other auditor. This communication,
ordinarily in the form of aletter of instruction, sets out
the work to be performed and the form and content of
the other auditor’s memorandum or report of work
performed.
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96. The group auditor requests the other auditor to
confirm (a) receipt of the group auditor’s letter of
instruction, (b) that the other auditor will undertakethe
requested work, and (c) that the other auditor
understands that the group auditor will consider and
may use the other auditor’s work for purposes of the
audit of the group financial statements.

No

Viewed as application material.
See paragraphs A12 and Appendix
4.

97. In the case of an unrelated auditor, the group
auditor requests confirmation whether (a) theunrelated
auditor’ s firm's quality control system complies with
ISQC 1, and (b) there are any issues noted in recent
monitoring reportsthat arelikely to significantly affect
the work that the unrel ated auditor will perform on the
financial information of the component (see ...

No

The distinction between related
and unrelated auditors has been
eliminated. See paragraphs 8-14 of
the Explanatory Memorandum.

98. Thegroup auditor’sconfirmation requirements
should include the following:

(@ Confirmation whether the other auditor
sufficiently under stands, and will comply with, the
relevant  ethical requirements,  including
independence, to fulfill the other auditor’s
responsibilities in the audit of the group financial
statements.

(b) Confirmation whether the other auditor
sufficiently understands the applicable financial
reporting framework to fulfill the other auditor’s
responsibilities in the audit of the group financial
statements. (The group financial reporting
procedures manual often describes the
characteristicsof theapplicablefinancial reporting

No

Based on respondents’ request that
the IAASB reconsider the number
and appropriateness of the
proposed requirements, the IAASB
has concluded that this paragraph
could be viewed as application
material. See paragraphsA12 and
Appendix 4.
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framework.)
(c) Confirmation whether the other auditor
sufficiently understands the auditing or other
standards applicable to the audit of the group
financial statements to fulfill the other auditor’s
responsibilities in the audit of the group financial
Statements ...
99. The group auditor should communicate the Yes 38. The group auditor’s communication about the work

following to the other auditor:

(@ The type of work to be performed on the
financial infor mation of the component.

(b) Themateriality level for the component and the
threshold above which misstatements cannot be
regarded as clearly trivial to the group financial
statements.

(c) Significant risks, including fraud risks,
identified at thegroup level that arerelevant tothe
work of the other auditor ... The group auditor
should request the other auditor to inform the
group auditor of any other identified significant
risksthat may affect thegroup financial statements.

100. The group auditor communicates to the other
auditor laws and regulations applicable to the parent
that arerelevant to the other auditor’ swork. Thegroup
auditor requests the other auditor to communicate any
non-compliance with laws and regulations applicable
to the component that could materially affect thegroup
financia statements.

101. The group auditor should provide the other

to be performed in accordance with paragraphs 22-24
shall include the following:

(a) Where applicable, component materiality, the lower
amount for purposes of assessing the risks of material
misstatement and designing further audit procedures to
respond to assessed risksat the component level, and the
threshold above which misstatements cannot be
regarded as clearly trivial to the group financia
statements.

(b) Identified significant risks, including fraud risks, that
are relevant to the work of the other auditor. This
communication occurs when the group auditor is not
involved in the other auditor's risk assessment
procedures. The group auditor shall request the other
auditor to inform the group auditor of any other
identified significant risks that may affect the group
financial statements.

(c) Laws and regulations applicable to the parent that
could have a direct bearing on the work that the other
auditor performs at the component level. The group
auditor shall request the other auditor to communicate
any identified non-compliance with lawsand regulations

The lAASB viewed this
information as relevant as the other
matters referred to in this

paragraph.
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auditor with a list of related parties prepared by
group management, and request the other auditor
to be alert for transactions that appear unusual in
the circumstances and that may indicate the
existenceof previously unidentified related parties.
Thegroup auditor should request theother auditor
to communicatethe namesof any additional related
parties, and the types of transactions with such
related parties.

applicableto the component that could materially affect
the group financial statements.

(d) A list of related parties prepared by group
management, and any other related parties the group
auditor is aware of. The group auditor shall request the
other auditor to communicate the names of any
additional related parties, and the types of transactions
with such related parties. The group auditor shall
communicate such additional related partiesto the other
auditors.

102. The group auditor should request timely
communication of material weaknessesin controls
that have cometo the attention of the other auditor
duringtheperformanceof thework on thefinancial
infor mation of the component, and infor mation that
indicatesthat a fraud may exist.

No

Based on respondents’ request that
the IAASB reconsider the number
and appropriateness of the
proposed requirements, the IAASB
has concluded that this paragraph
could be viewed as application
material. See Appendix 5.

103. The group auditor should obtain from the
other auditor amemorandum or report of thework
performed on the financial information of the
component. In particular, thismemorandum or report:

(a) States whether the other auditor has complied with
the quality control policies and procedures of that
auditor’s firm;

(b) States whether the other auditor has complied with
the relevant ethica requirements, including
independence;

(c) States whether the other auditor has complied with
auditing or other standards applicable to the audit of

Yes

39. The other auditor’s memorandum or report of work
performed in accordance with paragraphs 22-24 shall
contain matters relevant to the group auditor’s
conclusion with regard the group audit. In particular, it
shall:

(a) Statewhether the other auditor has complied with the
quality control policies and procedures of that auditor’s
firm;

(b) State whether the other auditor has complied with

those ethical requirementsrelevant to the group auditor,
including independence and professional competence;

(c) Statewhether the other auditor has complied with the

The lAASB isof the view that, at a
minimum, it will always be
necessary for the group auditor to
obtain the information listed in
paragraph 39. Thisinformation
formsthe basis of the group
auditor’s evaluation as to whether
sufficient appropriate audit
evidencein relation to the financia
information of the components has
been obtained (and assistsin
meeting the audit documentation
requirements). Based on this
information, the group auditor
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EXPLANATORY MEMORANDUM

“Should” Requirements and Present Tense “Shall” in Equivalent in Proposed | SA 600 (Revised and Comments
Satementsin the March 2005 Exposur e Dr aft Proposed |1 SA Redr afted)
o —— (Paragraph Referencesareto
( ZV' Proposed | SA 600 (Revised and
an Redrafted))
(Redrafted)?
the group financial statements; group auditor’s requirements; decides whether to perform
(d) States whether the other auditor has complied with (d) Identify the financial information of the component aﬁd'“ﬁ”a' pg.’cedf“S . re alt'%r.‘ to
the group auditor’s other instructions; on which the other auditor is reporting; the other auditors wor (m_c uaing
' ' the review of the other auditors
(e) ldentifies the financia information of the (e) List uncorrected misstatements of the financial | audit documentation).
component on which the other auditor is reporting; information of the component (the list does not include
o misstatements that were below the threshold
(f) Sets outt the work performed by the other auditor; communicated by the group auditor for clearly trivial
(g) Lists uncorrected misstatements of the financial misstatements), and note identified indicators of
information of the component (thelist doesnot include possible management bias;
missiatements et were beow the ihreshold (f) Describe any identified material weaknesses in
misstatements): Y the group y internal control over financial reporting at the
' component level;
g\?erEéﬁﬁgizln:at%rﬂnV\./eaknm in internal control (g) Set out other significant matters that the other
P 9 auditor communicated or expects to communicate to
(i) Sets out other significant matters that the other those charged with governance of the component;
?#g;oéhﬁmgwk%mignggg? ttrc])ecgﬂ]mg;\;cn&:t.e 0 (h) Set out any other matters that the other auditor
9 9 P ' wishesto draw to the attention of the group auditor; and
(i) Sets out any other matters that the other auditor (i T -
d i o i) Set out the other auditor's overall findings,
\;Vr:?% to draw to the attention of the group auditor; conclusions or opinion.
e . 40. To the extent not already communicated to thegroup
f)k)i r?%tsout the other auditor’sfindings, conclusionsor auditor, the other auditor’s memorandum or report of
P ' work performed shall aso include alist of significant
risks that have been identified in the component, the
other auditor’s response to such risks, and the results
thereof.
104. Where the group auditor is unable to obtain the | Paragraph has Not considered unique to group
other auditor’'s memorandum or report of work been deleted audits. Concept dealt with in

performed, the group auditor considers the effect of

proposed | SA 705, “Modifications
to the Opinion in the Independent
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EXPLANATORY MEMORANDUM

“Should” Requirements and Present Tense
Satementsin the March 2005 Exposur e Dr aft

“Shall” in
Proposed 1 SA
600 (Revised

and
(Redrafted)?

Equivalent in Proposed | SA 600 (Revised and
Redrafted)

Comments

(Paragraph Referencesareto
Proposed | SA 600 (Revised and
Redrafted))

this scope limitation on the group audit opinion

Auditor’s Report.”

Communication with Another Auditor Who is
Required to Audit the Financial Satementsof a
Component

(Forms part of the section: Communication with Group
Management and Those Charged with Governance of
the Group — Communication with Group Management)

105. Where another auditor isrequired by statute,
regulation or for another reason to expressan audit
opinion on thefinancial statementsof acomponent,
and the group auditor becomes awar e of matters
that may be significant to the financial statements
of the component of which component management
may be unawar e, the group auditor should request
group management to inform component
management of such mattersfor the purpose of the
component audit ...

Yes

48. Where ancther auditor is required by statute,
regulation or for another reason to express an audit
opinion on thefinancial statements of acomponent, and
the group auditor becomes aware of mattersthat may be
significant to thefinancial statements of the component
of which component management may be unaware, the
group auditor shall request group management toinform
component management of such matters. If group
management refuses to communicate the matter to
component management, the group auditor shall discuss
the matter with those charged with governance of the

group.

106. Group management may need to keep certain
materia sensitive information confidentia. In these
circumstances, the group auditor ordinarily discusses
with group management the risk of component
management issuing misleading financial statements,
and requests group management to require component
management not to issuethefinancial statementsof the
component ... When group management remains of the
opinion that the matter should not be communicated to
component management, the group auditor considers
resigning from the engagement.

No

See, however, paragraph 48, which
requires the group auditor to
discuss the matter with those
charged with governance of the
group. The revision was based on
comments received on the March
2005 Exposure Draft and
subsequent deliberations by the
IAASB.

Documentation

Documentation
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EXPLANATORY MEMORANDUM

“Should” Requirements and Present Tense “Shall” in Equivalent in Proposed | SA 600 (Revised and Comments
Satementsin the March 2005 Exposur e Dr aft Proposed |1 SA Redr afted)
o —— (Paragraph Referencesareto
( ZV' Proposed | SA 600 (Revised and
an Redrafted))
(Redrafted)?
107 ... In an audit of group financial statements, the Yes, but 50. In a group audit, the group auditor shall document | The requirement was revised based
group auditor should also document thefollowing: | requirement has | the following matters in addition to those required by | on comments received on the
(8) The basis for the group auditor’s conclusion to been ISA 230 (Revised), “Audit Documentation” and the | March 2005 Exposure Draft. The
t or contin thg P tasr ds th significantly other ISAs: IAASB also agreed to eliminate
accept or continue the engagement as regaras the revised those parts of the requirement that

group auditor’s ability to obtain sufficient
appropriate audit evidence on which to base the
group audit opinion where other auditors will
perform the work on the financial information of
some components.

(b) The results of the consideration of the
professional qualifications, independence, and
professional competence of the other auditors, and
the quality control systems of their firms, and the
nature, timing and extent of the group auditor’sor
related auditors involvement in the work
performed by the other auditors.

(c) Theresultsof therisk assessment performed at
the group level, and a description of the audit
procedures to be performed on the consolidation
and the work to be performed on the financial
information of the components.

(d) Identified and assessed significant risks of
material misstatement of the group financial
statements, thefurther audit procedures performed
to respond to such risks, and therelated results.

(e) Thegroup auditor’'scommunicationswith other
auditor s about the group auditor’srequirements.

(f) Thegroup auditor’sconclusion astowhether the
group auditor has obtained sufficient appropriate
audit evidence of the adequacy of the work of the

(a) The nature, timing and extent of the group auditor’s
involvement in thework performed by the other auditors
and the basi s thereof.

(b) The group auditor’s communications with the other
auditors about the group auditor’s requirements.

are dealt with in other |SAs.
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EXPLANATORY MEMORANDUM

“Should” Requirements and Present Tense
Satementsin the March 2005 Exposur e Dr aft

“Shall” in
Proposed 1 SA
600 (Revised

and
(Redrafted)?

Equivalent in Proposed | SA 600 (Revised and
Redrafted)

Comments

(Paragraph Referencesareto
Proposed | SA 600 (Revised and
Redrafted))

group auditor and other auditors for the group
auditor’s purposes.

(g) Thegroup auditor’s conclusion on uncorrected
misstatements, and the effect of the other auditors
reportsor memor andumsof work performed on the
group audit opinion.

(h) Discussions of significant accounting, auditing
and financial reporting mater swith those charged
with governance, group management, component
management, or other auditors.

Appendix 2 — MattersAbout Which the Group
Auditor Obtainsan Understanding

GROUP CONTROL ENVIRONMENT

The group auditor obtains an understanding of the
group control environment ...

No

Application material to paragraph
16. See paragraph A17 and
Appendix 2.

GROUP-WIDE CONTROLS

The group auditor obtains an understanding of the
group-wide controls ...

No

Application material to paragraph
16. See paragraph A17 and
Appendix 2.

Whereinternal audit isregarded as part of group-wide
controls, for example, when theinternal audit function
is centralized, and the group auditor plans to use the
work of internal audit, the group auditor evaluates the
competence and objectivity of the internal auditors.

No

Application material to paragraph
16. See paragraph A17 and
Appendix 2.
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EXPLANATORY MEMORANDUM

“Should” Requirements and Present Tense “Shall” in Equivalent in Proposed | SA 600 (Revised and Comments
Satementsin the March 2005 Exposur e Dr aft Proposed 1 SA Redrafted)
o —— (Paragraph Referencesareto
( ZV' Proposed | SA 600 (Revised and
an Redr afted))
(Redr afted)?
CONSOLIDATION PROCESS
The group auditor obtains an understanding of the Yes 16. The group auditor shall enhance the understanding | Also see paragraph A16 and
consolidation process... of the group, its components, and their environments | Appendix 2.
obtained during the acceptance or continuance stage,
and obtain an understanding of the consolidation
process, including the instructions issued by group
management to components
The group auditor ordinarily considers the proposed | Yes, but only | 16. The group auditor shall enhance the understanding | Also see paragraphs A19-A21.
reporting package for components at an early stage of partly of the group, its components, and their environments :
the audit of the group financia statements, to obtained during the acceptance or continuance stage, Rrggrndtreg:; xveirseosfhéﬁ dvll)iN |t/h§1
determinewhether it will provide sufficient appropriate and obtain an understanding of the consolidation tgo the Pou auditor’s consi der%[tion
information to prepare and present the group financial process, including the instructions issued by group of thegi]n str%ctions issued by arou
statements .. management to components y group
management.
FRAUD
... Inan audit of group financial statements, the group No Application material to paragraph
auditor obtains an understanding of the following: 16. See paragraph A22.
o  Group management’s assessment ...
e  Group management’s process...
o  Whether there are particular components for
which arisk of fraud islikely.
« How those charged with governance of the group
monitor group management’s ...
The group auditor inquires of those charged with No Application material to paragraph

governance of the group, group management, internal
audit (and if considered appropriate, component

16. See paragraph A22.
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“Should” Requirements and Present Tense “Shall” in Equivalent in Proposed | SA 600 (Revised and Comments
Satementsin the March 2005 Exposur e Dr aft Proposed 1 SA Redrafted) h
600 (Revised (Paragraph Referencesareto
q Proposed | SA 600 (Revised and
an Redrafted))
(Redrafted)?
management, other auditors, and others), whether they
have knowledge of any actual, suspected, or alleged
fraud affecting a component or the group.
DISCUSSION AMONG ENGAGEMENT TEAM
MEMBERS REGARDING THE RISKS OF MATERIAL
MISSTATEMENT OF THE GROUP FINANCIAL
STATEMENTS, INCLUDING RISKS OF FRAUD
... The group auditor determines, based on prior No Application material to paragraph

experience with the group and knowledge of current
developments, who to include in the discussions, how
and when they occur, and their extent. In an audit of
group financial statements, the group auditor and other
auditors may also discuss these matters.

... The group auditor, or arelated auditor on behalf of
the group auditor, holds discussionswith other auditors
who perform work on the financial information of
significant components.

16. See paragraph A23.
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International Standard on Auditing (ISA) 600 (Revised and Redrafted), “The Audit of Group
Financial Statements’ should beread in the context of the* Prefaceto the International Standardson
Quality Control, Auditing, Review, Other Assurance and Related Services,” which sets out the
application and authority of ISAs.
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Introduction
Scope of this|SA

1.

ThisInternational Standard on Auditing (1SA) dealswith specia considerationsin theaudit of
group financia statements (“group audit”) and, in particular, theinvol vement of other auditors,
asdefinedin paragraph 7(i). This1SA, adapted as necessary in the circumstances, also applies
where other auditors are involved in the audit of the financia statements of a single entity.

The Effect on Audit Risk of Using the Work of Other Auditors

2.

ISA 200, “Objective and General Principles Governing an Audit of Financial Statements’
explains that audit risk is a function of the risk of material misstatement of the financial
statements and the risk that the auditor will not detect such misstatements. In a group audit,
this includes the risk that the auditor of a component may not detect a misstatement in the
financial information of the component that could cause amaterial misstatement of the group
financial statements, and the risk that this misstatement is not detected by the group auditor.

This I1SA specifies the extent to which the group auditor needs to be involved in the work
performed by the other auditorsto obtain sufficient appropriate audit evidence to reduce audit
risk for thegroup financial statementsto an acceptably low level. The nature, timing and extent
of thisinvolvement isaffected by factors such asthe significance of the components, identified
risks of material misstatement of the group financial statements, and the group auditor’s
understanding of the other auditors.

Although other auditors may performwork on thefinancial information of componentsfor the
group audit and as such are responsible for their overall findings, conclusions or opinionsin
their memoranda or reports of work performed, the group auditor alone isresponsible for the
audit opinion on the group financial statements (*“group audit opinion”).

Effective Date

5.

ThisISA iseffective for audits of group financial statementsfor periods beginning on or after
[date].

Objectiveto be Achieved

6.

Inrelationtothis|SA, the objective of the auditor isto determinewhether the auditor isableto
act asthe group auditor, and to obtain sufficient appropriate audit evidenceto reduce audit risk
for the group financial statements to an acceptably low level by:

(@ Determining the audit procedures to be performed on the consolidation process and the
work to be performed by the group auditor or the other auditors on the financial
information of the components;

(b) Determining the group auditor’s involvement in the work performed by the other
auditors;

(c) Establishing appropriate communication with the other auditors; and

(d) Evauating the audit evidence obtained in relation to the consolidation process and the
financia information of the components.
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Definitions

7.  Thefollowing terms are introduced in this I SA:

(@

(b)

(©)

(d)

(€)

(f)

(9)

(h)

(i)

Component - A head office, parent, division, branch, subsidiary, joint venture, associated
company, or other entity whose financial information is or should be included in the
group financial statements.

Component management - Management responsible for preparing the financial
information of a component.

Component materiality - Materiality levelsfor the components determined by the group
auditor. Component materiality islower than the materiality level for the group financial
statements as a whole.

Group auditor® - The engagement partner who is responsible for the performance of the
group audit and for the auditor’s report on the group financial statements issued on
behalf of the group engagement partner’sfirm. The obligationsor responsibilities of the
group auditor may be fulfilled by either the group engagement partner or another
member of the engagement team under the direct supervision of the group engagement
partner. Whereit isexpressly intended that the obligation or responsibility befulfilled by
the group engagement partner, the term “ group engagement partner” rather than “ group
auditor” is used.

Group financia statements- Financial statementsthat include or should includefinancial
information of more than one component. The term “group financial statements’ also
refers to combined financial information aggregating the financial information of
components in circumstances where there is no parent.

Group management - Management responsible for preparing and presenting the group
financial statements.

Group-wide controls - Internal controls established by group management over group
financia reporting.

Members of the engagement team under the direct supervision of the group engagement
partner — Personnel of the group engagement partner’s firm, including any experts
contracted by the group engagement partner’s firm in connection with the group audit
engagement, who are directed and supervised by the group engagement partner to the
same extent that members of an engagement team responsible for the audit of the
financia statements of a single entity are directed and supervised by the engagement
partner in accordance with I SA 220, “Quality Control for Audits of Historical Financial
Information.”

Other auditor or another auditor - An auditor, other than the group engagement partner or
amember of the engagement team under the direct supervision of the group engagement

1

Where the group audit is conducted by joint auditors, the joint auditors collectively constitute the group auditor.

ThisISA, however, does not deal with the relationship between joint auditors and the work that one joint auditor
performsin relation to the work performed by the other joint auditor.
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partner, who performswork on thefinancial information of one or more componentsfor
the group audit.

() Significant component - A component identified by the group auditor that, due to the
nature of, or circumstances specific to, that component or the individual financial
significance of that component to the group, has been identified as likely to include
significant risks of material misstatement of the group financial statements (i.e.,
significant risksthat require special audit consideration —see ISA 315, “Understanding
the Entity and Its Environment and Assessing the Risks of Material Misstatement”).

Reference to “the applicable financia reporting framework” means the financial reporting
framework applicable to the group financial statements. Reference to “the consolidation
process’ includes the recognition and measurement of components in accordance with the
equity method of accounting, and the aggregation of the financial information of components
in circumstances where there is no parent.

Requirements
Acceptance and Continuance as Group Auditor

0.

10.

11.

12.

13.

The group engagement partner shall be satisfied that appropriate procedures regarding the
acceptance or continuance of an engagement to audit group financial statements have been
followed (see I SA 220, “ Quality Control for Audits of Historical Financial Information), and
that there is a reasonable expectation of obtaining sufficient appropriate audit evidence in
relation to the consolidation processand the financial information of the componentsto reduce
audit risk for the group financial statements to an acceptably low level.

For this purpose, the group auditor shall obtain an understanding of the group, its components,
and their environments, sufficient to determine which of the components are likely to be
significant and, where other auditors will perform the work on the financial information of
such components, whether the group auditor will be able to be involved in the work of those
other auditorsto the extent necessary to obtain sufficient appropriate audit evidence. (Ref: Para.
A1-A6)

The group auditor may not be ableto beinvolved in thework that another auditor will perform
on the financial information of a component that is likely to be significant. Where thisisthe
case, it is unlikely that the group auditor will be able to obtain sufficient appropriate audit
evidence. (Ref: Para. A7-A9)

If the group engagement partner concludes that it will not be possible to obtain sufficient
appropriate audit evidence and the possible effect of thisinability will result in adisclaimer of
opinion on the group financial statements (see [proposed] I1SA 705, “Modifications to the
Opinioninthe Independent Auditor’s Report”), the group engagement partner shall not accept
the engagement. In the case of a continuing engagement, the group engagement partner shall
consider resigning from the engagement. This is subject to paragraph 13.

Where law or regulation prohibits an auditor from refusing or resigning from an engagement,
the group engagement partner shall express a disclaimer of opinion on the group financial
statements. (Ref: Para. A10)
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Obtaining an Under standing of the Other Auditors

14.

15.

As part of determining the group auditor’s involvement in the work performed by the other
auditors, the group auditor shall obtain an understanding of the matters set out below and of
any other factors that may affect the ability of the group auditor to be involved in the work
performed by the other auditors:

(@ Theprofessional qualifications of the other auditors;

(b) The other auditors' compliance with those ethical requirements relevant to the group
auditor and, in particular, their independence and professional competence;

(c) The quality control systems of the other auditors’ firms, including whether their firms
haveimplemented International Standard on Quality Control (1SQC) 1, “ Quality Control
for Firms that Perform Audits and Reviews of Historical Financial Information, and
Other Assurance and Related Services Engagements;” and

(d) Whether the other auditor will provide the group auditor with the necessary access to
audit documentation. (Ref: Para. A12-A16)

Thisrequirement does not apply to members of the engagement team under direct supervision
of the group engagement partner. Such individual s are subject to the requirements of I SA 220,
“Quality Control for Audits of Historical Financial Information.”

When another auditor is not independent of the client, or the group auditor has serious
concerns about any of the other matters listed in paragraph 14, the group auditor shall obtain
audit evidencerelating to thefinancial information of the component without using thework of
that other auditor.

Obtaining an Under standing of the Group, 1ts Components, and Their Environments, and
Assessing the Risks of Material Misstatement of the Group Financial Satements

16.

17.

The group auditor shall enhance the understanding of the group, its components, and their
environments obtained during the acceptance or continuance stage, and obtain an
understanding of the consolidation process, including the instructions issued by group
management to components. (Ref: Para. A17-A24)

The group auditor’s understanding shall be sufficient to confirm the group auditor’ s initial
identification of significant components and assessrisksof material misstatement of the group
financial statements at the group level. (Ref: Para. A18, A25-A26)

Materiality

18.

19.

52

The group auditor shall determine the materiality level for the group financial statementsasa
whole when establishing the overall audit strategy for the group audit (see[proposed] | SA 320
(Revised), “Materiality in Planning and Performing an Audit”).

[Proposed] 1SA 320 (Revised) requires the auditor to determine an amount lower than the
materiality level for thefinancial statements asawhole for purposes of assessing the risks of
material misstatement and designing further audit procedures to respond to assessed risks.
Accordingly, to reducetherisk that the aggregate of detected and undetected misstatementsin
the group financial statements exceedsthe materiality level for the group financial statements
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as awhole, the group auditor shall determine materiality levels for the components that are
lower than the materiality level for the group financial statements as awhole. Moreover, the
group auditor or the other auditor shall also determine an amount lower than the materiality
level for the component for purposes of assessing the risks of material misstatement and
designing further audit proceduresto respond to assessed risks at the component level. Where
such lower amount is determined by the other auditor, the group auditor shall determine
whether it is appropriate before significant work is performed on the financial information of
the component.

Responding to Assessed Risks
Determining the Work to Be Performed on the Financial Information of Components

20.

21.

The group auditor shall determine the work to be performed by the group auditor or the other
auditors on the financial information of the components (see paragraphs 22-24). This
determination is based on the significance of the component, the identified significant risks,
and the group auditor’s evaluation of the design of group-wide controls and determination of
whether they have been implemented. (Ref: Para. A27)

If the nature, timing and extent of thework to be performed on the financial information of the
components are based on an expectation that group-wide control s are operating effectively, the
group auditor shall test, or request another auditor to test, the operating effectiveness of those
controls.

Significant Components

22.

23.

For a component that is significant due to its nature and circumstances, the group auditor, or
another auditor at the request of the group auditor, shall perform one of the following:

(@ An audit performed using either component materiality; or a lower materiality level
determined by the other auditor where the circumstances in paragraph 29 apply.

(b) Anaudit of specified account balances relating to the identified significant risks.
(c) Specified audit procedures relating to the identified significant risks.

For acomponent that issignificant dueto itsindividual financial significanceto thegroup, the
group auditor, or another auditor at the request of the group auditor, shall perform an audit
using either component materiality; or a lower materiality level determined by the other
auditor where the circumstances in paragraph 29 apply.

Components that Are Not Individually Significant

24,

If thework performed on thefinancial information of significant componentswill not resultin
the group auditor obtaining sufficient appropriate audit evidence to reduce audit risk for the
group financial statements to an acceptably low level, the group auditor shall select
componentsthat are not individually significant for which the group auditor, or another auditor
at the request of the group auditor, shall perform one of the following on the financial
information of the individual components sel ected:

(@ An audit performed using either component materiality; or a lower materiality level
determined by the other auditor where the circumstances in paragraph 29 apply.
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(b) Anaudit of specified account balances.
(c) Specified audit procedures.
(d) Areview of the financia information of the component. (Ref: Para. A28-A30)

For components not selected for the period under audit, the group auditor shall perform
analytical procedures at the group level.

Involvement in the Work Performed by the Other Auditors

26.

The group auditor shall determine the nature, timing and extent of the group auditor’s
involvement inthework performed by the other auditorsin accordance with paragraphs 22-24.
This determination is based on the significance of the component, the identified significant
risks, and the group auditor’s understanding of the other auditors. The group auditor shall
evaluate the other auditor’s memorandum or report of work performed and where considered
necessary undertake one or more of the following actions:

(@ Meeting with component management or the other auditorsto obtain an understanding of
the component and its environment.

(b) Reviewing the other auditors overall audit strategy and audit plan.

(c) Performing risk assessment procedures and participating in the assessment of risks of
material misstatement at the component level. These may be performed with the other
auditors, or by the group auditor.

(d) Determining and performing further audit procedures. These may be determined and
performed with the other auditors, or by the group auditor.

(e) Participating in the closing and other key meetings between the other auditors and
component management.

(f) Reviewing other relevant parts of the other auditors’ audit documentation.

Significant Components—Risk Assessment

27.

When another auditor performs the work on the financial information of a significant
component, the group auditor shall be involved in the other auditor’s risk assessment to
identify significant risks of material misstatement of the group financia statements. The
nature, timing and extent of the group auditor’s involvement are affected by the group
auditor’ s understanding of the other auditor. The group auditor shall:

(@ Discuss with the other auditor or component management the component’s business
activities that are significant to the group, including the regulatory, economic and
political environments in which those activities take place;

(b) Discuss with the other auditor the susceptibility of the component to material
misstatement of the financial information due to fraud or error; and

(c) Review the other auditor’'s documentation of identified significant risks. Such
documentation may be in the form of a memorandum, reflecting the other auditor’s
conclusion with regard to the identified significant risks.
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Identified Significant Risks of Material Misstatement—Further Audit Procedures

28.

When significant risks of material misstatement of the group financial statements have been
identified in acomponent on which another auditor performsthe work, the group auditor shall
be satisfied with the further audit procedures to be performed to respond to the identified
significant risks. The group auditor shall determine whether, based on the group auditor’s
understanding of the other auditor, it is necessary to be involved in performing further audit
procedures.

Components Subject to Audit by Statute, Regulation or Other Reason

29.

The other auditor may be required by statute, regulation or for another reason to express an
audit opinion on thefinancial statements of acomponent. The group auditor may decideto use
thisaudit to provide audit evidence for the group audit, but the requirements of this1SA shall
nevertheless be met. (Ref: Para. A31)

Consolidation Process

30.

31

32.

33.

The group auditor shall determine the work to be performed on the consolidation process to
respond to the assessed risks of material misstatement of the group financial statementsarising
from the consolidation process.

The group auditor shall evaluate the appropriateness, completeness and accuracy of
consolidation adjustments and reclassifications, and consider whether any fraud risk factorsor
indicators of possible management bias exist. (Ref: Para. A32)

If a component’s financial information has not been prepared in accordance with the
accounting policies applied to the group financial statements, the group auditor shall evaluate
whether the component’ sfinancial information has been appropriately adjusted for purposes of
preparing and presenting the group financial statements.

The group auditor shall determine whether the financial information identified in the other
auditor’'s memorandum or report of work performed is the financial information that is
incorporated in the group financial statements.

If the group financial statements include the financial statements of any components with
financial reporting period-ends that differ from that of the group, and consolidation
adjustments have not been made in thisrespect, the group auditor shall determinewhether this
is acceptable under the applicable financia reporting framework. Where it is not acceptable,
and the effect on the group financial statements may be material, the group auditor shall
determine whether group management has identified any significant transactions, including
intra-group transactions and unrealized profits, or other events and disclosuresthat need to be
reflected in or eliminated from the group financial statements.

Subsequent Events

35.

For significant components, the group auditor shall perform, or request the other auditors to
perform, procedures designed to identify events at those components between the dates of the
financia information of the components and the date of the auditor’s report on the group
financial statements that may require adjustment to or disclosure in the group financial
statements.
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36. For componentsthat are not individually significant, the group auditor shall request the other
auditorsto communicate to the group auditor if they become aware of subsequent eventsthat
may require an adjustment to or adisclosure in the group financial statements.

Communication with the Other Auditors

37. Communication with other auditors that perform work on the financial information of
componentsin accordance with paragraphs 22-24 takes place throughout the group audit. The
group auditor shall communicate, asearly as possible, the group auditor’srequirementsto the
other auditor. Thiscommunication, ordinarily inthe form of aletter of instruction, setsout the
work to be performed and the form and content of the other auditor’s memorandum or report
of work performed.

38.

39.
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The group auditor’s communication about the work to be performed in accordance with
paragraphs 22-24 shall include the following:

@

(b)

(©

(d)

Where applicable, component materiality, thelower amount for purposes of ng the
risks of material misstatement and designing further audit procedures to respond to
assessed risks at the component level, and the threshold above which misstatements
cannot be regarded as clearly trivial to the group financial statements.

Identified significant risks, including fraud risks, that are relevant to the work of the
other auditor. This communication occurs when the group auditor isnot involved in the
other auditor’s risk assessment procedures. The group auditor shall request the other
auditor to inform the group auditor of any other identified significant risks that may
affect the group financial statements.

Laws and regulations applicable to the parent that could have a direct bearing on the
work that the other auditor performs at the component level. The group auditor shall
request the other auditor to communicate any identified non-compliance with laws and
regulations applicable to the component that could materially affect the group financial
statements.

Alist of related parties prepared by group management, and any other related partiesthe
group auditor is aware of. The group auditor shall request the other auditor to
communicate the names of any additional related parties, and the types of transactions
with such related parties. The group auditor shall communicate such additional related
parties to the other auditors. (Ref: Para. A33 and Appendix 5)

The other auditor’s memorandum or report of work performed in accordance with paragraphs
22-24 shall contain matters relevant to the group auditor’s conclusion with regard the group
audit. In particular, it shall:

@

(b)

(©

State whether the other auditor has complied with the quality control policies and
procedures of that auditor’s firm,;

State whether the other auditor has complied with those ethical requirementsrelevant to
the group auditor, including independence and professional competence;

State whether the other auditor has complied with the group auditor’s requirements;
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(d) Identify the financial information of the component on which the other auditor is
reporting;

(e) List uncorrected misstatements of the financial information of the component (the list
does not include misstatements that were below the threshold communicated by the
group auditor for clearly trivial misstatements), and noteidentified indicators of possible
management bias,

(f) Describeany identified material weaknessesininternal control over financial reporting at
the component level;

(g Set out other significant matters that the other auditor communicated or expects to
communicate to those charged with governance of the component;

(h) Set out any other matters that the other auditor wishes to draw to the attention of the
group auditor; and

(i)  Set out the other auditor’s overall findings, conclusions or opinion.

To the extent not already communicated to the group auditor, the other auditor’s memorandum
or report of work performed shall also include a list of significant risks that have been
identified in the component, the other auditor’s response to such risks, and the results thereof.

Evaluating the Sufficiency and Appropriateness of Audit Evidence Obtained

Evaluating the Other Auditors’ Memoranda or Reports of Work Performed

41.

42.

Based on the group auditor’s evaluation of the other auditors memoranda or reports of work
performed, the group auditor shall determine whether it is necessary to discuss significant
matters arising from another auditor’s memorandum or report of work performed with the
other auditor, component management or group management; and whether it is necessary to
review other relevant parts of another auditor’s audit documentation. (Ref: Para. A34)

If the group auditor concludes that the work of another auditor is insufficient for the group
auditor’s purposes, the group auditor shall determine additional procedures to be performed,
and whether such additional procedures are to be performed by the other auditor or by the
group auditor.

Sufficiency and Appropriateness of Audit Evidence

43.

The group auditor shall evaluate whether sufficient appropriate audit evidence has been
obtained from the audit procedures performed on the consolidation process and the work
performed by the group auditor and the other auditors on the financial information of the
components, on which to base the group audit opinion.

Considering the Effect of the Other Auditors Memoranda or Reports of Work Performed
on the Auditor’s Report on the Group Financial Satements

44,

45.

The group auditor shall consider the effect of any disagreement with component management
or inability to obtain sufficient appropriate audit evidence on the group audit opinion.

The group auditor shall consider the aggregate effect of the uncorrected immaterial
misstatements of the financial information of the components on the group audit opinion.
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Communication with Group Management and Those Char ged with Gover nance of the Group

Communication with Group Management

46.

47.

48.

The group auditor shall make group management aware, on a timely basis and at an
appropriate level of responsibility, of:

(& Material weaknesses in the design or operation of group-wide controls, including
controls over the preparation and presentation of the group financial statements,

(b) Material weaknessesininternal controlsat componentsthat have been identified by the
group auditor, or that have been brought to the attention of the group auditor by the other
auditors, that the group auditor judges are of significance to the group.

If fraud has been identified in components, or information indicatesthat afraud may exist, the
group auditor shall communicate this as soon as practicable to group management. If the
group auditor believes or suspects that group or component management may be involved in
the fraud, the group auditor shall communicate this to those charged with governance of the
group.

Where another auditor is required by statute, regulation or for another reason to express an
audit opinion on the financial statements of a component, and the group auditor becomes
aware of mattersthat may be significant to thefinancial statements of the component of which
component management may be unaware, the group auditor shall request group management
to inform component management of such matters. If group management refuses to
communicate the matter to component management, the group auditor shall discussthe matter
with those charged with governance of the group. (Ref: Para. A36)

Communication with Those Charged with Governance of the Group

49,

In agroup audit, the group auditor shall communicate with those charged with governance of
the group the following matters in addition to those required by [proposed] ISA 260,
“ Communications with Those Charged with Governance:”

(@ The planned work to be performed on the financia information of the components.

(b) The group auditor’s planned involvement in the work to be performed by the other
auditors on the financial information of significant components.

() Instanceswherethegroup auditor’sevaluation of thework of another auditor gaveriseto
aconcern about the quality of the work performed by that other auditor.

(d) Any limitations on the group audit. For example, where the group auditor’s access to
component information, those charged with governance of components, component
management, or the other auditors (including relevant audit documentation sought by the
group auditor) may have been restricted. (Ref: Para A37)

Documentation

50.
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In agroup audit, the group auditor shall document the following matters in addition to those
required by ISA 230 (Revised), “ Audit Documentation” and the other ISAs:

(@ Thenature, timing and extent of the group auditor’sinvolvement in the work performed
by the other auditors and the basis thereof.
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(b) The group auditor’s communications with the other auditors about the group auditor’s

requirements.

*k*

Application Material

Acceptance and Continuance as Group Auditor

Obtaining an Understanding at the Acceptance or Continuance Stage (Ref: Para. 10)

Al. In the case of a new engagement, the group auditor’s understanding of the group, its
components, and their environments may be obtained from:

Information provided by group management;
Discussions with group management; and

Where applicable, discussions with the previous group auditor, component management
and other auditors.

A2. Thegroup auditor’s understanding may include matters such as the following:

The group structure.

Components business activities that are significant to the group, including the
regulatory, economic and political environments in which those activities take place.

The use of service organizations, including shared service centers.
A description of group-wide controls.
The complexity of the group financial statements.

Whether other auditors will perform work on the financia information of any of the
components and group management’s rational e for appointing more than one auditor.

Whether the group auditor:

o  Will have unrestricted access to those charged with governance of the group, group
management, those charged with governance of the component, component
management, component information, and the other auditors (including relevant audit
documentation sought by the group auditor); and

o Will be able to perform necessary work on the financial information of the
components.

A3. In the case of a continuing engagement, the group auditor’s ability to obtain sufficient
appropriate audit evidence to reduce audit risk for the group financial statements to an
acceptably low level may be affected by significant changes, for example:

Changes in the group structure (e.g., acquisitions, disposals, or reorganizations).
Changes in components' business activities that are significant to the group.

Changes in the composition of those charged with governance of the group, group
management, or key management of significant components.

59



THEAUDIT OF GROUP FINANCIAL STATEMENTS

. Difficulties experienced by the group auditor with regard to the integrity and competence
of group or component management.

. Changes in group-wide controls.

Identifying Significant Components (Ref: Para. 10)

A4.

A5.

The group auditor may identify acomponent aslikely to include one or more significant risks
of material misstatement of the group financial statements due to the nature of and
circumstances specific to that component. For example, acomponent could be responsiblefor
foreign exchange trading and thus expose the group to a significant risk of material
mi sstatement even though the component is not otherwise of individual financial significance
to the group.

A component may also be likely to include significant risks of material misstatement of the
group financial statements due to its individua financial significance to the group. As the
individual financial significance of acomponent increases, the risks of material misstatement
of the group financial statementsordinarily increase. Generally, arelatively small number of
components will constitute a large portion of the group’s operations and financial position,
making them financially significant. The group auditor may apply a percentage to a chosen
benchmark as an aid to identify componentsthat are of individual financial significance. The
group auditor exercises professional judgment in identifying abenchmark and determining a
percentageto be applied to such benchmark. Depending on the nature and circumstances of the
group, appropriate benchmarks might include group assets, liabilities, cash flows, profit or
turnover. For example, after identifying componentsthat arelikely toinclude significant risks
of material misstatement of the group financial statements, the group auditor may consider that
other components, which exceed 15% of the chosen benchmark, are also significant. A higher
or lower percentage, however, may be deemed appropriate in the circumstances.

Expectation to Obtain Sufficient Appropriate Audit Evidence (Ref: Para. 10)

AG.

A group may consist only of components that are not judged to be significant. In these
circumstances, the engagement partner can reasonably expect to obtain sufficient appropriate
audit evidenceto reduce audit risk for the group financial statementsto an acceptably low level
if the group auditor will be able to:

(@ Perform the work on the financial information of some of these components; and

(b) Beinvolvedinthework performed by the other auditors on the financial information of
other componentsto the extent necessary to obtai n sufficient appropriate audit evidence.

Access to Information (Ref: Para. 11-13)

AT.
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Thegroup auditor may not be ableto beinvolved in thework that another auditor will perform
on the financia information of a component that is likely to be significant. This may be
because the group auditor’s accessto component information, those charged with governance
of components, component management, or the other auditors (including relevant audit
documentation sought by the group auditor) isrestricted, and group management isnot ableto
overcomesuch restrictions; or it isimpractical for the group auditor to beinvolved inthework
of that other auditor.
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The group auditor’s access may be restricted by circumstance or group management. Where
access is restricted by circumstances, the group auditor nevertheless may be able to obtain
sufficient appropriate audit evidence. For example, the group auditor may not have accessto
those charged with governance, the management, or auditor (including relevant audit
documentation sought by the group auditor) of acomponent that isaccounted for by the equity
method. The group auditor, however, may have a complete set of financial statements of the
component, including the auditor’s report thereon, and information retained by group
management in relation to that component. The group auditor may concludethat, based onthe
relative insignificance of the component, this information constitutes sufficient appropriate
audit evidence. Asthe significance of the component increases, however, thisislesslikely to
constitute sufficient appropriate audit evidence.

Where accessisrestricted by group management, it is unlikely that the group auditor will be
able to obtain sufficient appropriate audit evidence.

There may be circumstances where law or regulation prohibits an auditor from refusing or
resigning from an engagement. For example, in somejurisdictionsthe auditor isappointed for
aspecified period of time and is prohibited from resigning before the end of that period. Also,
in the public sector, the option of not accepting or resigning from an engagement may not be
available to the auditor due to the nature of the mandate or public interest considerations. In
these circumstances, this|SA isapplied to the group audit, and the effect of the group auditor’s
inability to obtain sufficient appropriate audit evidence on which to base the group audit
opinion is considered in terms of [proposed] |SA 705. Appendix 1 contains an example of an
auditor’sreport containing aqualified opinion based on the group auditor’sinability to obtain
sufficient appropriate audit evidence in relation to a component accounted for by the equity
method where, in the group auditor’s judgment, the effect is material but not pervasive.

Terms of Engagement

All.

Inagroup audit, matters such asthe following may be included in the terms of engagement in
addition to those required by 1SA 210, “Terms of Audit Engagements.”

. The applicable financial reporting framework.

. Thefact that the communi cation between the group auditor and the other auditors should
be unrestricted.

. Thefact that important communications between the other auditors, those charged with
governance of the component, and component management, including communications
on material weaknessesininternal control, should be made availableto the group auditor.

. Thefact that important communi cations between regul atory authorities and components
related to financial reporting matters should be made available to the group auditor.

. The fact that, to the extent the group auditor considers necessary, the group auditor
should be permitted:

o Access to component information, those charged with governance of components,
component management, and the other auditors (including relevant audit
documentation sought by the group auditor); and
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o To perform work on the financial information of the components.
. The fact that restrictions on:

o thegroup auditor’saccessto component information, those charged with governance
of components, component management, or the other auditors (including relevant
audit documentation sought by the group auditor); or

o thework to be performed on the financial information of the components,

imposed after the group auditor’s acceptance of the engagement, constitute a scope
limitation that may affect the group audit opinion. In exceptional circumstances, it may
even giverise to resignation from the engagement, i.e., where not prohibited by law or
regulation.

Obtaining an Under standing of the Other Auditors (Ref: Para. 14)

Al12.

A13.

Al4.
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When performing work on the financial information of a component for a group audit, the
other auditor may be subject to ethical requirementsin addition to those relevant to the other
auditor. Such additional requirements are those relevant to the group auditor. The group
auditor’s understanding of the other auditors’ compliance with those ethical requirements
relevant to the group auditor includes, for example, whether they:

. Possess an understanding of those ethical requirements relevant to the group auditor,
sufficient to fulfill their responsibilities in the group audit;

. Possess an understanding of the applicable financial reporting framework sufficient to
fulfill their responsibilitiesin the group audit (instructionsissued by group management
to components often describe the characteristics of the applicable financial reporting
framework);

. Possess an understanding of auditing and other standards applicable to the group audit,
sufficient to fulfill their responsibilitiesin the audit of the group financial statements; and

. Possess the special skills necessary to perform the work on the financial information of
the particular components.

Thegroup auditor may consider it appropriate to request the other auditor to confirminwriting
these and other relevant matters early in the audit process to enable the group auditor to
consider their possible effect on the group audit. Appendix 4 contains an example of written
confirmations by another auditor.

The group auditor’s understanding may include whether the other auditors operate in a
regulatory environment that actively oversees and enforces the professional qualifications,
independence, and professional competence of auditors, and the quality control systems of
their firms.

The nature, timing and extent of the group auditor’s understanding of and involvement in the
work performed by the other auditors may also be affected by factors such as the following:

. Previous experience with or knowledge of the other auditors.
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. The degree to which the group auditor and the other auditors perform, or are subject to,
common policies and procedures. For example, whether the group auditor and another
auditor share:

o Common policies and procedures for performing the work (e.g., audit
methodologies);

o  Common quality control policies and procedures; or
o  Common monitoring policies.
. The consistency or similarity of:
o Lawsandregulationsor legal system;
o Professional oversight and discipline;
o  Education and training;
o Professional organizations and standards;
o Language and culture.

These factors interact and are not mutually exclusive. For example, the extent of procedures
performed by the group auditor to obtain an understanding of another auditor who issubject to
common policiesand procedures or operatesin the same jurisdiction asthe group engagement
partner may belessthan those performed to obtain an understanding of another auditor whois
not subject to common policies and procedures or operates in aforeign jurisdiction.

A15. Similarly, the extent of the group auditor’sinvolvement in the work of another auditor that is
subject to common policies and procedures or operates in the same jurisdiction as the group
engagement partner may belessthan the extent of the group auditor’sinvolvement in thework
of another auditor who is not subject to common policies and procedures or operates in a
foreign jurisdiction.

A16. A number of sources may provide information about the other auditors. For example, the
group auditor may:

. Visit the other auditors,
. Request the other auditors to complete questionnaires or written representations;

. Discussthe other auditors with colleaguesin the group auditor’sfirm, or with anetwork
firm who has dealt with them;

. Obtain confirmations from the professional bodies to which the other auditors belong,
the authorities by which they are licensed, or other third parties; or

. Consider the results of previous contacts with the other auditors.

Obtaining an Under standing of the Group, Its Components, and Their Environments, and
Assessing the Risks of Material Misstatement of the Group Financial Statements

Matters About Which the Group Auditor Obtains an Understanding (Ref: Para. 16)

Al7. ISA 315 contains guidance on matters the auditor may consider when obtaining an
understanding of the industry, regulatory, and other external factors that affect the entity,
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including the applicablefinancial reporting framework; the nature of the entity; objectivesand
strategies and related business risks; and measurement and review of the entity’s financia
performance. Appendix 2 contains guidance on matters specific to a group, including the
consolidation process.

A18. The group auditor’s understanding is the basis for confirming the group auditor’s initial
identification of significant components at the acceptance or continuance stage, and for
assessing risks of material misstatement of the group financial statements at the group level.

Instructions Issued by Group Management to Components (Ref: Para. 16)

A19. To achieve uniformity and comparability of financial information, group management
ordinarily issues instructions to components. Such instructions specify the requirements for
financial information of the componentsto be included in the group financia statements and
often include financial reporting procedures manuals and a reporting package. A reporting
package ordinarily consists of standard formats for providing financial information for
incorporation in the group financial statements. Reporting packages generally do not takethe
form of complete financial statements prepared and presented in accordance with the
applicable financial reporting framework.

AZ20. Theinstructions ordinarily cover:

. The accounting policies to be applied;

. Statutory and other disclosure requirements applicableto the group financial statements,
including:

(0]

(0]

(0]

(0]

The identification and reporting of segments;
Related party relationships and transactions;
Intra-group transactions and unrealized profits; and
Intra-group account balances; and

e A reporting timetable.

A21. The group auditor’s evaluation of the instructions may include the following:

64

. The clarity and practicality of the instructions for completing the reporting package.
. Whether the instructions:

(0]

Adequately describe the characteristics of the applicable financial reporting
framework;

Provide for disclosures sufficient to comply with the requirements of the applicable
financial reporting framework, for example disclosure of related party relationships
and transactions, and segment information;

Provide for theidentification of consolidation adjustments, for example intra-group
transactions and unrealized profits, and intra-group account balances; and

Provide for the approval of the financial information by component management.
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Fraud (Ref: Para. 16)

A22. Information used to identify the risks of material misstatement due to fraud may include the
following:

Group management’ s assessment of the risksthat the group financial statements may be
materially misstated as a result of fraud.

Group management’ s process for identifying and responding to the risks of fraud in the
group, including any specific fraud risks identified by group management, or account
balances, classes of transactions, or disclosures for which arisk of fraud islikely.

Whether there are particular components for which arisk of fraud islikely.

How those charged with governance of the group monitor group management’s
processes for identifying and responding to the risks of fraud in the group, and the
controls that group management has established to mitigate these risks.

Responses of those charged with governance of the group, group management, internal
audit (and if considered appropriate, component management, the other auditors, and
others) to the group auditor’s inquiry whether they have knowledge of any actual,
suspected, or aleged fraud affecting a component or the group.

Discussion among Engagement Team Members Regarding the Risks of Material Misstatement of
the Group Financial Statements, Including Risks of Fraud (Ref: Para. 16)

A23. ISA 315 and ISA 240, “The Auditor’s Responsibility to Consider Fraud in an Audit of
Financial Statements’ require the key members of the engagement team to discuss the
susceptibility of an entity to material misstatement of the financial statements due to fraud or
error, with a specific emphasis on the risks due to fraud. In a group audit, these discussions
may also includethe other auditors. The group engagement partner’s determination of who to
include in the discussions, how and when they occur, and their extent is affected by factors
such as prior experience with the group and knowledge of current developments. The
discussions, however, may include the other auditors who perform work on the financial
information of significant components.

A24. The discussions provide an opportunity to:

Share knowledge of the components and their environments, including group-wide
controls.

Exchange information about the business risks of the components or the group.

Exchangeideas about how and where the group financial statements may be susceptible
to material misstatement due to fraud or error, how group management and component
management could perpetrate and conceal fraudulent financial reporting, and how assets
of the components could be misappropriated.

| dentify practices followed by group or component management that may be biased or
designed to manage earnings that could lead to fraudulent financial reporting, for
exampl e revenue recognition practices that do not comply with the applicable financial
reporting framework.
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Consider known external and internal factors affecting the group that may create an
incentive or pressure for group management, component management, or others to
commit fraud, provide the opportunity for fraud to be perpetrated, and indicate aculture
or environment that enables group management, component management, or others to
rationalize committing fraud.

Consider the risk that group or component management may override controls.

Consider whether uniform accounting policies are used to prepare the financial
information of the components for the group financial statements, and whether
differences in accounting policies are identified and adjusted (where required by the
applicable financial reporting framework).

Discuss fraud that has been identified in components, or information that indicates
existence of afraud in acomponent.

Share information that may indicate non-compliance with national laws or regulations,
for example payments of bribes and improper transfer pricing practices.

Risk Factors (Ref: Para. 17)

A25. Examplesof conditionsor eventsthat may indicate risks of material misstatement of the group
financial statements, including risks dueto fraud, are set out in Appendix 3.

Risk Assessment (Ref: Para. 17)

A26. The group auditor’s assessment at the group level of the risks of material misstatement of the
group financial statementsis based on information such as the following:

Information obtained from the understanding of the group, its components, and their
environments, and of the consolidation process, including audit evidence obtained in
evaluating the design and implementation of group-wide controls and controls relevant
to the consolidation.

Information obtained through discussions with the other auditors.

Responding to Assessed Risks
Determining the Work to be Performed on the Financial Information of Components
(Ref: Para. 20-25)

A27. Thediagram below illustrates how the group auditor may decide on the work to be performed
on the financial information of the components.
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SIGNIFICANCE OF COMPONENT

Has the component been identified at

TYPE OF WORK PERFORMED

Audit of the component’s financial

information;* or
Audit of specified account balances
relating to the identified significant
risks; or

the group level aslikely to include Yes
significant risks of material
misstatement of the group financial

Statements? Specified audit procedures relating to
the identified significant risks
No
Isthe Componmt ||ke|y toinclude Yes Audit of the Component’s financial
significant risks dueto itsindividual ~ |——» information
financial significance to the group?
No
v
Is the component selected by the group Audit of _th;a component’s financial
ditor from the remaining component information;* or
aucttor fr remani gh Ponents Audit of specified account balances; or
(|.e.,_ ro.m_ compongntg t at are not Ves Specified audit procedures; or
individually significant)? Review of the component’s financial
—_— > information
No
Component not selected Yes Analytical procedures performed at the

group level

A\ 4

* Performed using either a materiality level determined by the group auditor or alower materiality level determined by the other auditor.

Components that Are Not Individually Significant (Ref: Para. 24)

A28. Thegroup auditor’s selection of components that are not individually significant and work to
be performed on the financial information of the individual components selected may be
affected by factors such as the following:

. The extent of audit evidence expected to be obtained on the financial information of the
significant components.

. Whether the component has been newly formed or acquired.

e  Whether significant changes have taken place in the component.
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e  Whether internal audit has performed work at the component and the effect, if any, it has
on the group audit.

. Whether the components apply common systems and processes.
. The operating effectiveness of group-wide controls.
e  Abnormal fluctuationsidentified by analytical procedures performed at the group level.

. The risks posed by, or the individual financial significance of, the component in
comparison with other components within this category.

. Whether the component is subject to audit required by statute, regulation or for another
reason.

The group auditor may vary the selection of components and work to be performed on their
financia information over a period of time.

For example, analytical procedures performed at the group level might have indicated a
significant increase in revenue and accounts receivable. Discussions with group management
may have revealed that the increase is due to the establishment of anew market for one of the
group’s products. The new market may have been established in a country with severe
economic problems, which might affect the collection of the accounts receivable. In this
example, the group auditor determined that the product is manufactured and sold by three
subsidiaries in the group. Although these subsidiaries are not individually significant, they
might be significant in the aggregate. Based on the risk assessment performed at the group
level, the group auditor may decide to include the subsidiariesin the sel ection of components
onwhichto perform, or requirethe other auditorsto perform, work and the group auditor may
decide that an audit of the accounts receivable at these three components may be the
appropriate work.

A review of the financial information of a component may be performed in accordance with
International Standard on Review Engagements (ISRE) 2400, “Engagements to Review
Financial Statements” or ISRE 2410, “Review of Interim Financial Information Performed by
the Auditor of the Entity,” modified as appropriate. The group auditor may specify additional
procedures to supplement this work.

Components Subject to Audit by Statute, Regulation or Other Reason (Ref: Para. 29)

A3L
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Factors that affect the group auditor’s decision whether to use an audit required by statute,
regulation or for another reason to provide audit evidence for the group audit, include the
following:

. The effect of the financial reporting framework applied in preparing the financial
statements of the component and the auditing standards applied by the other auditor
where they are different from those applied in preparing the group financial statements
and in the audit thereof, and whether additional audit procedures are necessary; and

. Whether the audit of thefinancial statements of the component will be completedintime
to meet the group reporting timetable.
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Consolidation Process
Consolidation Adjustments and Reclassifications (Ref: Para. 31)

A32. The consolidation process may require adjustmentsto amounts reported in the group financial
statementsthat do not passthrough the usual transaction processing systems, and that may not
be subject to the same internal controls to which other financial information is subject. The
group auditor’'s evaluation of the appropriateness, completeness and accuracy of the
adjustments may include:

. Evaluating whether significant adjustments appropriately reflect the events and
transactions underlying them;

. Determining whether significant adjustments have been correctly calcul ated, processed
and authorized by group management and, where applicable, by component
management;

. Determining whether significant adjustments are properly supported and sufficiently
documented; and

. Checking the reconciliation and elimination of intra-group transactions and unrealized
profits, and intra-group account balances.

Communication with the Other Auditors
Letter of Instruction (Ref: Para. 38)

A33. Appendix 5 contains guidance on matters, in addition to those listed in paragraph 39, that may
be included in the group auditor’s letter of instruction.

Evaluating the Sufficiency and Appropriateness of Audit Evidence Obtained
Reviewing Another Auditor’s Audit Documentation (Ref: Para. 41)

A34. The partsof another auditor’saudit documentation that will be relevant to the group audit may
vary depending on the circumstances. Often the focus is on audit documentation that is
relevant to the significant risks of material misstatement of the group financial statements. The
extent of the review often is affected by the fact that the other auditor’s documentation has
been subjected to the other auditor’s firm’'s review procedures.

Performing Analytical Procedures in the Overall Review at the End of the Group Audit

A35. Inaccordancewith |SA 520, “ Analytical Procedures,” analytical procedures are performed at
group level at or near the end of the group audit when forming an overall conclusion as to
whether the group financial statements as a whole are consistent with the group auditor’s
understanding of the group. The conclusions drawn from the results of such audit procedures
are intended to corroborate conclusions formed during the work performed on the financial
information of the components or elements of the group financial statements. For example, the
group auditor may consider whether information obtai ned from the components about complex
transactions between them reflects the group auditor’s understanding of such transactions
when consolidated.
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Communication with Group Management and Those Char ged with Gover nance of the Group

Communication with Group Management (Ref: Para. 48)

A36. Group management may need to keep certain material sensitive information confidential.
Examples of matters that may be significant to the financial statements of the component of
which component management may be unaware include the following:

. Potential litigation.

. Plans for abandonment of material operating assets.
. Subsequent events.

. Significant legal agreements.

Communication with Those Charged with Governance of the Group (Ref: Para. 49)

A37. The matters that the group auditor communicates to those charged with governance of the
group may include those matters brought to the attention of the group auditor by other auditors
that the group auditor judges to be significant to the responsibilities of those charged with
governance of the group. Communication with those charged with governance of the group
takes place at various times during the group audit. For example, the matters referred to in
paragraph 49(a)-(b) may be communicated after the group auditor has determined the work to
be performed on the financial information of the components. On the other hand, the matter
referred to in paragraph 49(c) may be communicated at the end of the audit, and the matter
referred to in paragraph 49(d) may be communicated when it occurs.

70



THEAUDIT OF GROUP FINANCIAL STATEMENTS

Appendix 1

Example of a Qualified Opinion wherethe Group Auditor isNot Ableto
Obtain Sufficient Appropriate Audit Evidence on which to Base the Group
Audit Opinion (Paragraph A10)

In thisexample, the group auditor isunableto obtain sufficient appropriate audit evidencein relation
to a significant component accounted for by the equity method (recognized at $15 million in the
balance sheet, which reflects total assets of $60 million) because the group auditor did not have
access to the accounting records, management, or auditor of the component.

The group auditor has read the audited financial statements of the component as of December 31,
20X5, including the auditor’s report thereon, and considered related financial information retained
by group management in relation to the component.

In the auditor’s judgment, the effect on the group financial statements of this inability to obtain
sufficient appropriate audit evidence is material but not pervasive.

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]
Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of ABC
Company and its subsidiaries, which comprise the consolidated balance sheet as at
December 31, 20X 5, and the consolidated income statement, statement of changesin
equity and cash flow statement for the year then ended, and a summary of significant
accounting policies and other explanatory notes.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and the fair presentation of these
consolidated financial statementsin accordancewith International Financial Reporting
Standards. This responsibility includes: designing, implementing and maintaining
internal control relevant to the preparation and fair presentation of consolidated
financia statementsthat are free from material misstatement, whether due to fraud or
error; selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility isto express an opinion on these consolidated financial statements
based on our audit. Except for the matter described in the Basisfor Qualified Opinion
paragraph, we conducted our audit in accordance with International Standards on
Auditing. Those standards require that we comply with ethical requirements and plan
and perform the audit to obtain reasonabl e assurance whether the consolidated financial
statements are free from material misstatement.
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An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the consolidated financial statements. The procedures selected
depend on the auditor’ s judgment, including the assessment of the risks of material
mi sstatement of the consolidated financial statements, whether dueto fraud or error. In
making those risk assessments, the auditor considers internal control relevant to the
entity’ s preparation and fair presentation of the consolidated financial statementsin
order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal
control.> An audit also includes eval uating the appropriateness of accounting policies
used and the reasonabl eness of accounting estimates made by management, aswell as
evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

Basis for Qualified Opinion

ABC Company’ sinvestment in XY Z Company, aforeign associate accounted for by
the equity method, isrecognized at $15 million inthe balance sheet asat December 31,
20X5, and ABC Company’s share of profit of XYZ Company is recognized at $1
millionin theincome statement for the year ended December 31, 20X5. Although ABC
Company provided uswith XY Z Company’ saudited financia statementsfor the year
ended December 31, 20X5, we were unable to obtain the access to the accounting
records, management, or auditor of XY Z Company necessary for usto obtain sufficient
appropriate audit evidence in relation to the financial information of XY Z Company.

Qualified Opinion

In our opinion, except for the possible effect of the matter described in the Basis for
Qualified Opinion paragraph, the consolidated financial statementsgiveatrueandfair
view of (or ““present fairly, in all material respects’) the financia position of ABC
Company and its subsidiaries as of December 31, 20X5, and of their financia
performance and cash flows for the year then ended in accordance with International
Financial Reporting Standards.

Report on Other Legal and Regulatory Requirements

[Form and content of this section of the auditor’s report will vary depending on the
nature of the auditor’s other reporting responsibilities.]

[Auditor’s signature]

[Date of the auditor’s report]

[Auditor’s address]
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In circumstances where the auditor also has responsibility to express an opinion on the effectiveness of internal
control in conjunction with the audit of the consolidated financial statements, this sentence would be worded as
follows: “1n making those risk assessments, the auditor considersinternal control relevant to the entity’s preparation
and fair presentation of the consolidated financial statementsin order to design audit proceduresthat are appropriate
in the circumstances.”
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Appendix 2

MattersAbout Which the Group Auditor Obtains an Under standing
(Paragraph A17)

Group-wide Controls
1.  Group-wide controls may include a combination of the following:

Regular meetings between group and component management to discuss business
developments and to review performance.

Monitoring of components operations and their results, including regular reporting
routines, which enables group management to monitor components' performance against
budgets, and to take appropriate action.

Group management’ srisk assessment process, i.e., the processfor identifying, analyzing
and managing business risks, including the risk of fraud, that may result in material
misstatement of the group financial statements.

Monitoring, controlling, reconciling, and eliminating intra-group transactions and
unrealized profits, and intra-group account balances at the group level.

A processfor monitoring thetimelinessand ng the accuracy and compl eteness of
financia information received from components.

A central IT system controlled by the same genera IT controls for al or part of the
group.
Control activitieswithin an IT system that is common for all or some components.

Monitoring of controls, including activities of internal audit and self-assessment
programs.

Consistent policies and procedures, including a group financial reporting procedures
manual .

Group-wide programs, such as codes of conduct and fraud prevention programs.
Arrangements for assigning authority and responsibility to component management.

2. Internal audit may be regarded as part of group-wide controls, for example, when theinternal
audit functioniscentralized. | SA 610, “Using the Work of Internal Audit” dealswith the group
auditor’ seval uation of the competence and objectivity of theinternal auditorswherethe group
auditor plans to use their work.

Consolidation Process

3.  Thegroup auditor’ s understanding of the consolidation process may include matters such as
the following:

Matters relating to the applicable financial reporting framework:
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The extent to which component management has an understanding of the applicable
financia reporting framework.

The process for identifying and accounting for components in accordance with the
applicable financial reporting framework.

Theprocessfor identifying reportabl e segmentsfor segment reporting in accordance with
the applicable financial reporting framework.

The processfor identifying related party relationships and related party transactionsfor
reporting in accordance with the applicable financial reporting framework.

The accounting policies applied to the group financial statements, changes from those of
the previousfinancial year, and changes resulting from new or revised standards under
the applicable financial reporting framework.

The proceduresfor dealing with components with financial year-endsdifferent fromthe
group’s.

Matters relating to the consolidation process:

Group management’ s process for obtai ning an understanding of the accounting policies
used by components, and, where applicable, ensuring that uniform accounting policies
are used to prepare the financial information of the components for the group financial
statements, and that differencesin accounting policiesareidentified, and adjusted (where
required in terms of the applicablefinancial reporting framework). Uniform accounting
policies are the specific principles, bases, conventions, rules, and practices adopted by
the group, based on the applicable financial reporting framework, that the components
useto report similar transactions consistently. These policiesare ordinarily describedin
the financial reporting procedures manual and reporting package issued by group
management.

Group management’s process for ensuring complete, accurate and timely financia
reporting by the components for the consolidation.

The process for trandating the financial information of foreign components into the
currency of the group financial statements.

How I T isorganized for the consolidation, including the manual and automated stages of
the process, and the manual and programmed controlsin place at various stages of the
consolidation process.

Group management’ s process for obtaining information on subsequent events.

Matters relating to consolidation adjustments:

The process for recording consolidation adjustments, including the preparation,
authorization and processing of related journal entries, and the experience of personnel
responsible for the consolidation.

The consolidation adjustments required by the applicablefinancial reporting framework.
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Business rationale for the events and transactions that gave rise to the consolidation
adjustments.

Fregquency, nature and size of transactions between components.

Procedures for monitoring, controlling, reconciling, and eliminating intra-group
transactions and unrealized profits, and intra-group account balances.

Steps taken to arrive at the fair value of acquired assets and liabilities, procedures for
amortizing goodwill (where applicable), and impairment testing of goodwill, in
accordance with the applicable financial reporting framework.

Arrangementswith amajority owner or minority interestsregarding lossesincurred by a
component (for example, an obligation of the minority interest to make good such
losses).
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Appendix 3

Examples of Conditionsor Eventsthat may I ndicate Risks of M aterial
Misstatement of the Group Financial Statements (Paragraph A25)
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A complex group structure, especially where there are frequent acquisitions, disposals, or
reorganizations.

Poor corporate governance structures, including decision-making processes, that are not
transparent.

Non-existent or ineffective group-wide controls, including inadequate group management
information on monitoring of components’ operations and their results.

Components operating in foreign jurisdictions that may be exposed to factors such as unusual
government intervention in areas such as trade and fiscal policy, and restrictions on currency
and dividend movements; and fluctuations in exchange rates.

Businessactivities of componentsthat involve high risk, such aslong-term contractsor trading
in innovative or complex financial instruments.

Uncertainties regarding which components require incorporation in the group financial
statements in accordance with the applicable financia reporting framework, for example
whether any specia purpose entities or non-trading entities exist and require incorporation.

Related party relationships and transactions.

Prior occurrences of intra-group account balances that did not balance or reconcile on
consolidation.

The existence of complex transactions that are accounted for in more than one component.

Components' application of accounting policies that differ from those applied in the group
financial statements.

Componentswith different financial year-ends, which may be utilized to manipulate thetiming
of transactions.

Prior occurrences of unauthorized or incomplete consolidation adjustments.
Aggressive tax planning within the group or large cash transactionswith entitiesin tax havens.
Frequent changes of auditors engaged to audit the financial statements of components.
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Appendix 4

Example of Another Auditor’s Confirmations (ParagraphsA12)

Thefollowing letter isnot intended to be astandard | etter. Confirmationsmay vary from one auditor
to another and from one period to the next.

Confirmations often are obtained before the work on the financial information of the component is
commenced.

[Other Auditor Letterhead]
[To Group Auditor] [Date]

This letter is provided in connection with your audit of the group financial statements of [name of
parent] for the year ended [date] for the purpose of expressing an opinion on whether the group
financia statementsgiveatrueandfair view of (present fairly, in al material respects) the financial
position of the group as of [date] and of its financial performance and cash flows for the year then
ended in accordance with [indicate applicable financia reporting framework].

We acknowledge receipt of your instructions dated [date], requesting us to perform the specified
work on the financial information of [name of component] for the year ended [date].

We confirm that:

1.  Wewill beableto comply with the instructions. / We advise you that we will not be able to
comply with thefollowing instructions[specify instructions] for thefoll owing reasons[ specify
reasons|.

2.  Theinstructions are clear and that we understand them. / We would appreciateit if you could
clarify the following instructions [specify instructions].

3. Wewill provide you with the necessary access to relevant audit documentation.
We acknowledge that:

1. The financia information of [name of component] will be included in the group financial
statements of [name of parent].

2. Youmay consider it necessary to beinvolved inthework you have requested usto perform on
the financial information of [name of component] for the year ended [date].

3. Youintend to evaluate and, if considered appropriate, use our work for the audit of the group
financial statements of [name of parent].

In connection with the work that we will perform on the financial information of [name of
component], a [describe component, e.g. wholly-owned subsidiary, subsidiary, joint venture,
associate company] of [name of parent], we confirm the following:

1. Our firm hasimplemented a quality control system in accordance with ISQC 1.

2. We have an understanding of and will comply with [indicate relevant ethical requirements|,
sufficient to fulfill our responsibilities in the audit of the group financia statements. In
particular, and with respect to [name of parent] and the other componentsin the group, we are
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independent within the meaning of [indicate relevant ethical requirements] and are in
compliance with the applicable requirements of [refer to rules] promulgated by [name of

regulatory agency].

We have an understanding of International Standards on Auditing and [indicate other national
standards applicable to the audit of the group financial statements], sufficient to fulfill our
responsibilitiesin the audit of the group financial statementsand will conduct our work onthe
financial information of [name of component] for the year ended [date] in accordance
therewith.

We have an understanding of [indicate applicable financial reporting framework or group
financial reporting procedures manual], sufficient to fulfill our responsibilitiesin the audit of
the group financial statements.

Wewill inform you of any changesin the above representations during the course of our work onthe
financial information of [name of component].

[Auditor’s signature]
[Date]
[Auditor’s address]
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Appendix 5

Additional Mattersto beIncluded in the Group Auditor’s L etter of
Instruction (Paragraph A33)

Matters relevant to the planning of the other auditor’s work

The timetable for completing the audit.

Dates of planned visits by group management and the group auditor, and dates of planned
meetings with component management and the other auditor.

A list of key contacts.

The use to be made of the other auditor’ s work, the work to be performed, and arrangements
for the coordination of efforts at theinitial stage of and during the audit, including the group
auditor’s planned involvement in the work of the other auditor.

Work to be performed on intra-group transactions and unrealized profits and intra-group
account balances.

Guidance on other statutory reporting responsibilities, for example reporting on group
management’ s assertion on the effectiveness of internal control.

Where there is likely to be a time lag between completion of the work on the financial
information of the components and the group auditor’s conclusion on the group financia
statements, specific instructions for a subsequent events review.

M atters relevant to the conduct of the other auditor’s work

The findings of the group auditor’s tests of control activities of a processing system that is
common for all or some components, and tests of controls to be performed by the other
auditor.

The findings of internal audit, based on work performed on controls at or relevant to
components.

A request for timely communication of audit evidence obtained from performing work on the
financia information of the componentsthat contradictsthe audit evidence on which the group
auditor originally based the risk assessment performed at the group level.

A request for written representation on component management’s compliance with the
applicable financial reporting framework, or a statement that differences between the
accounting policiesapplied to thefinancial information of the component and those applied to
the group financial statements have been disclosed.

Matters to be documented by the other auditor.

Other information

A request that the following are reported to the group auditor in atimely basis:

o  Significant accounting, financial reporting and auditing matters, including accounting
estimates and related judgments.
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o  Mattersrelating to the going concern status of the component.
o  Mattersrelating to litigation and claims.

o  Material weaknesses in controls that have come to the attention of the other auditor
during the performance of the work on the financial information of the component, and
information that indicates that a fraud may exist.

A request that the group auditor be notified of any significant or unusual events as early as
possible.
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Following earlier consultations, the IAASB has modified the
proposals and reissued the ED. The primary issues revolve
around the extent to which the group auditor needs to be
involved in the audits of components that are audited by other
auditors, whether these auditors are independent of the
group auditor (unrelated) or belong to the group auditor's
national or international firm or network of firms (related
auditors). The IAASB is, therefore, seeking reaction on the
following two specific matters:

e Previous proposals distinguished between the work that
the group auditor needed to do, depending upon
whether other auditors were related or not. While this
may be a relevant factor, the strength of relationships
varies, and the IAASB considers that the distinction is
not of itself a sufficient basis for determining the group
auditor's work. The IAASB has, therefore, proposed
eliminating the distinction in the proposed ISA; this has
given rise to substantial changes to some of the
proposed requirements. Respondents are asked to
indicate whether they are in agreement with the
proposal and the effect that it has on the procedures
that the group auditor performs in relation to the work of
other auditors.

e The proposed ISA is drafted on the basis that a group



auditor takes sole responsibility for the audit opinion on
the group financial statements. This requires that the
group auditor obtain sufficient appropriate audit
evidence on which to base such an opinion. Because
current group audit practices vary, the IAASB
considered it necessary to be reasonably specific about
the steps to be taken, and the work effort required, by
the group auditor to acquire such evidence when other
auditors are involved. Respondents are asked whether
this approach is justified.

In addition, respondents are invited to comment on the
application of the clarity drafting conventions.

John Kellas, Chairman of the IAASB, explains: "Our
proposals respond to public expectations for continuous
improvement in auditing standards. In particular, a number of
regulatory bodies and studies supported the need for this
project. The IAASB has shown itself to be prepared to tackle
such major audit areas. The project has not been an easy
one, but we are confident that the proposed standard will
enhance current practice and promote consistency
worldwide."

In developing the requirements and guidance, the IAASB
considered regulatory and standard-setting developments
around the world, the interests of small entities, and the
expectations of various stakeholders.

How to Comment

Comments on the ED are requested by July 31, 2006. The
ED may be viewed by going to http://www.ifac.org/EDs.
Comments may be submitted by email to
EDComments@ifac.org. They can also be faxed to the
attention of the IAASB Technical Director at +1-212-286-9570
or mailed to the IAASB Technical Director at 545 Fifth
Avenue, 14th Floor, New York, NY 10017, USA. All
comments will be considered a matter of public record and
will ultimately be posted on the International Federation of
Accountants' (IFAC's) website.

About IAASB

The objective of the IAASB, an independent standard-setting
board within IFAC, is to serve the public interest by setting
high quality auditing and assurance standards and by
facilitating the convergence of international and national
standards, thereby enhancing the quality and uniformity of
practice throughout the world and strengthening public
confidence in the global auditing and assurance profession.
The Public Interest Oversight Board* oversees the activities
of the IAASB and, as one element of that oversight,
establishes the criteria for its due process and working
procedures.



* Note to Editors

The Public Interest Oversight Board was formally established
in February 2005 to oversee IFAC's auditing and assurance,
ethics, and education standard-setting activities as well as
the IFAC Member Body Compliance Program. The objective
of the PIOB is to increase confidence of investors and others
that such activities, including the setting of standards by the
IAASB, are properly responsive to the public interest. PIOB
members are nominated by international institutions and
regulatory bodies.
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