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The AASB fully supportsthe IAASB’s effortsin this areaand is following the IAASB project with great interest. The AASB believesthat it isimportant to improve both the
clarity of professiona standards and the structure of standards. It has undertaken a project that will addressthisissue with respect to Canadian auditing and assurance standards.
TheAASB’stask forceisundertaking this project in two phases. Thefirst phaseisto develop ahierarchy of the authority of the auditing and assurance guidancethat apractitioner
may refer to when performing an assurance engagement. The AASB issued an exposure draft on this hierarchy in October 2004 titled “ Authority of Auditing and Assurance
Standards and Other Guidance”. We find that the proposalsin the ED arelargely consi stent with the Canadian exposure draft. The second phase of the AASB project isto monitor
the IAASB’s Clarity Project and consider the implications of that project on the terminology and structure of Canadian auditing and assurance standards.

At its simplest level, the Proposed Policy Statement could be viewed as proposing simple changes to reduce possible ambiguity in existing pronouncements. Because of the
difficulty of making some changes (for example, eliminating the use of the present tense), however, IAASB proposes that such changes be made on a prospective basis. This
would mean that users would have to cope with two sorts of presentation of standards in the medium term. Moreover, the fact that such an extensive change is thought to be
necessary callsinto question the advisability of making it without also incorporating the benefits of proper consideration of the wider issues of clarity.

We believethat establishing the fundamental principlesof auditing isanimportant driver of the quality of auditing standards. We a so believethat extensive changeisrequiredto
International Standards on Auditing (ISAs) to make them usable outside major capital markets aswell asinside. A changeto a‘think small first’ basis of preparation isvital to
facilitate the adoption of 1SAsin jurisdictions where small and medium-sized enterprises are the drivers of economic growth and devel opment.

The examplesthat have been provided in the exposure draft show how existing standards might appear after the application of certain of the proposals. We are all concerned that
the number of mandatory requirements has substantially increased. If, when revising standards, similar thinking were applied in areal-life situation, many hundreds of extra
requirements would be added to ISAs. This would be incompatible with the proper application of a principles-based approach. It isimportant that auditors devote sufficient
attention to the specific circumstancesthey facein order to respond appropriately to risk. Thereisadanger that attention will be diverted to performing proceduresin amechanical
fashion and this‘ box ticking’ approach will devaluethe audit. In addition, such amechanical processwill not attract talented individual sinto the auditing profession and that may
result in long-term problems in audit quality that are inherently difficult to redress.

We wel come the decision toissue a Consultation Paper allowing consideration of thewider aspectsof clarity in relation to the Proposed Policy Statement. We believethat thetime
isright to beginafull consideration of thefundamentd principles of auditing and the objectives and nature of auditing standards. We caution agai nst making short-term changesto
the presentation of existing standards when resources would be better devoted to improving their quality and usability for all audits.

We do not underestimate the difficulty of, or time needed for, such considerations. It isimportant that, at the beginning, IAASB undertakes a separate and rigorous process of
stakeholder engagement to identify the fundamental principles underlying an audit.
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We are concerned that if anarrowly focused clarity project goes ahead in the short term it will result in aproliferation of mandatory requirements. These will detract from the
many advantages of a principles-based approach to auditing in which auditor judgement playsavital role. A ‘tick-box’ approach to auditing will not serveinvestorswell if anew
Enron isin prospect.

We would like to commend the International Auditing and Assurance Standards Board (IAASB) on theissuance of this exposure draft. We support the goal of improving the
clarity of International Standardsissued by the|AASB. However, aswediscuss bel ow, we believethat most of the proposal sin the exposure draft do not go far enough to increase
clarity, and will in most cases, lead to less clear guidance for practitioners.

We believe that the following conditions are necessary for determining the clarity of an International Standard:

e Themost important condition for clarity isthe clear and consistent use of the English language. If this condition is not met, professional accountants cannot be expected to
interpret and apply the standards appropriately; and trand ations into other languages are more likely to misconstrue the spirit and intent of the standards.

e Theauthority in the standards to impose a requirement (or presumptive requirement) should be clearly defined by the language that imposes the requirement.

e Theclarity of the standards should not be determined by their length.

e Auditing standards should be based on fundamental principles, however we believe that auditors around the world benefit from clear and concise guidance on how to apply
those principles.

We believe that clarity cannot be achieved unless these foregoing conditions are met.

Themission of the| AASB isto establish high quality auditing, assurance, quality control and related services standards and to improvethe uniformity of practice by professional
accountantsthroughout the world, thereby strengthening public confidencein the global auditing profession and serving thepublicinterest. We believethat to achieveitsmission,
thefirst step isfor the IAASB to adopt the definitions of shall (or must, as we recommend) and should as outlined in this exposure draft. Further, we believe that in order to
implement this proposal, the IAASB must establish aset of principlesto be followed in setting the standards that will definewhat isor isnot arequirement. Finally, we believe
that the structure of each standard should be considered on a case by case basis, but that each standard needs to include all the requirements that are necessary to achieve the
objective and provide sufficient context for the auditor to understand the requirements.

...Although APB has adopted | SAsin their entirety, the Board has noted that the more recent standards issued and proposed by IAASB are:

. Increasingly long and detailed,
. Contain alarge number of imperative ‘shoulds', and
. Seem to be written mainly for the audits of large entities.

APB isconcerned that thisrecent trend may not necessarily result inimprovementsin audit quality and, if accentuated, could conversely lead to adeterioration in audit quality. In
APB’sview anumber of the proposalsincluded inthe |AASB paper on clarity seem likely to accentuate thetrend. In particular, the APB fearsthat the proposals contained in the
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IAASB Exposure Draft will lead to an overwhelming number of requirements that will be applied with a* check list mindset’ which will detract from experienced practitioners
adopting a thoughtful and sceptical assessment of the risks of financia statements being misstated and then performing work in response to such risks.

1. Strong APB support for the development of ‘fundamental principles.

APB believesthat |AASB should giveahigh priority to developing aframework of fundamental principlesand should not commenceitsproject to clarify thelanguagein existing
ISAs until this has been finalised. A framework of principles would:

. Inform IAASB when distinguishing ‘shall’ and ‘ should’ requirements,

. Assist auditors and users of financial statements understand what is required of auditors, and why.

. Avoid a‘rules-based’ mindset from devel oping where auditors follow the ‘letter’ rather than the spirit of the Standards, and

. Reducetherisk that by building from the ‘ bottom-up’, IAASB will create aunacceptably complex set of auditing standards which will have anegativeimpact on audit
quality.

2. Strong APB support for undertaking all aspects of the “clarity’ project simultaneously.

APB supports IAASB in seeking to ensure that international auditing standards should be clear to all parties; without this there will be inconsistenciesin the application of the
standards and an inadequate basis for audit monitoring and disciplinary actions. However,

APB does not see this as a ‘burning priority’ and believe that this should be undertaken as part of a broader ‘clarity’ initiative, al aspects of which should be undertaken
simultaneously. Features of a broader project that APB would support are:

. Writing the standards in simple English using short sentences to facilitate understandability and translation,

. Separating the Standards from application guidance,

. Integrating auditing and ethical standards for auditors, and

. Conforming, as far as possible, the style and structure of international auditing standards with internationa accounting standards.

3. Encouragement to IAASB to link the “clarity’ project with an international convergence strategy.

Rather than treating ‘ clarity’ as a discreet project APB believes that it should be seen as part of the wider challenge of ‘ convergence’ in international auditing standards. One
approach to theissue of convergence would beto identify those aspects of the Standardsthat need to beimplemented throughout theworld consistently (and may therefore need to
betrand ated verbatim) from those aspectsthat are best tailored to national circumstances (and for which amore flexible trand ation approach can be adopted). The benefit of this
approach would be that guidance could be written in amanner to achieve effective implementation of the standardsin different languages and cultures. Adopting this viewpoint
would also assist IAASB in determining which, if any, of the existing | APSs need to be retained.
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4. Encouragement to IAASB to defer implementing any of the aspects of the current “clarity’ project until the important ISAs have been updated and the fundamental principles
have been developed and then to adopt a ‘big-bang’ approach to implementation.

APB believesthat revising the | SAson aprospectivebasisislikely to be confusing for auditors, audit regulators and users of audited financial statements. We strongly recommend
abig-bang’ approach having completed the:

. Updating of the remaining | SAs using the existing convention,
. Development of the fundamental principles, and
. The adoption of an international convergence strategy.

Achieving clarity in JAASB pronouncementsisvital but, as previously explained, the APB isvery concerned that some of the current IAASB proposals, if takenin apiecemea
manner, could |ead to deterioration in audit quality. The APB encourages | AA SB to defer implementing any of the aspects of the current ‘ clarity’ project until al of theimportant
I SAs have been updated and the fundamental principles have been developed.

The AUASB supportsthe IAASB’s proposal sto improve the clarity, consistency and degree of responsibility attached to professional requirementsin International Standardson
Auditing (ISAs). Our comments on the questions listed in the exposure draft are attached. As you are probably aware, the AUASB was recently reconstituted as a statutory
authority. The AUASB isrequired over atwo-year transition period to make and i ssue auditing standards as del egated | egislation, which will be enforceable by the Australian
Securities & Investments Commission from 1 July 2006. Accordingly, the AUASB believes requirements in auditing standards need to be clear and capable of being readily
complied with by auditors.

Tothat end, theAUASB’s preferenceisfor thel AASB to expeditiously proceed towards concluding upon its principles, conventions, procedures and overall approach to adoption
of the clarity propoals for re-engineering |SAs. Consequently, we encourage the IAASB to begin redrafting |SAs in accordance with the clarity proposals, with aview to re-
issuing al ‘clarified’ ISAsat theonetime. A full and complete (‘ big bang’) approach will ensure auditing standards are operative on a consistent basi s, without the need for two
subsets of standards, that is, | SAsthat have versusthose that have not been subject to the clarification proposals. We do not believeit isdesirableto have auditing standards with
differing degrees of responsibility in the market at the sametime.

Alternatively, if aretrospective approach (wherein al 1SAs are revised and reissued at the one time) is not adopted, we strongly encourage the IAASB to:

o findise the clarity proposals, in regards to the principles, conventions, protocols and methodology that it will adopt to make 1SAs in accordance with the new drafting
conventions; and

¢ publish aWork Program indicating the likely time frame for redrafting I SAs in accordance with the clarity proposals.

Additionally, under the alternative option, we support the proposal to issue exposure drafts, issued during the transition period, that reflect the new drafting conventions.
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Theclarity project proposa swill impact onthe AUASB infinalising theway in which auditing standardsin Australiaare redrafted as disallowableinstruments having the force of
law. Tothat end, if the clarity proposals can be finalised within the AUASB’stimeframe, that is, preferably in thefirst half of 2005, then thereis potentially an opportunity for
redrafting someAUSsand | SAs concurrently, while a so retaining significant convergence between Australian auditing standardsand | SAs. Of course, if timely agreement on the
clarity proposalsis not possible, in view of the AUASB’s statutory obligations and time constraints, the AUASB will need to determine its own approach.

The Basel Committee on Banking Supervision has a strong interest in high quality and independent audits of banks. Adequate arrangements for the drafting of international
standards for auditing ensuring that they are understandable, clear and capable of consistent application are therefore important for banking supervisors.

Asbanking supervisors, we...have an interest in ensuring that auditing standards which are the basisfor audit work are of ahigh quality and are clear and capable of consistent
application. In general we support the clarity project and the approach that is being proposed in clarifying the proposed categories of professional requirements and the rel ated
obligationsthey impose on auditors. However, we do have some reservations about the precise wordsthat are being proposed and theway inwhichitis suggested the project will
be implemented. Though we do not have strong feelings about the restructuring of the ISAs, we do believeit isimportant that a principles based approach istaken to the ISAs,
supported by detailed requirementsto ensure that thereis clear and consistent application of the | SAs. We would therefore wel come the proposed identification of fundamental
principles of auditing.

We generally agree with the approach that has been taken and wish to lend our support to the positions expressed in the exposure draft. The direction that the IAASB is
progressing, in our opinion, is appropriate. With regards to the concern about the length and complexity issue, as we al know these are complex times in the accounting
profession. It is better to be lengthy and cover &l the relevant issues than to be too brief and |eave the readers wondering what the point is.

We agreethat theissue of clarity in auditing standardsisof great importance and that theincreasing length and complexity of some recently issued auditing standards representsa
considerable burden, particularly on small auditing practitioners, without any proportionate benefit in terms of audit quality. We do not however believe that the current
consultation addresses the issues in a satisfactory manner. In particular, we are extremely concerned at the IAASB'’s stated intention that ‘the delay in resolving the issues
addressed in the consultation paper should not preclude the adoption of the proposalsin the exposure draft, subject to comments received on exposure.” The consultation paper
attemptsto makethe case for anumber of radical changes on the basis of argumentsfrom principles. The policy statement, on the other hand, proposesto make major changesin
thewording of international standards on auditing, justified on the basisthat the current wording conventions are confusing but without any attempt to explain why the proposed
changes are superior to other alternatives.

We believethat the proposed changesin the policy statement should not beimplemented without ahigh level of international agreement over thefundamental principlesdealt with
in the consultation paper. Accordingly, we do not agree that the new requirements contained in the proposed policy statement should beimplemented for periods commencing on
or after 15 June 2005. Implementation should not proceed until thereisasignificant degree of consensuson the fundamental principles set out in the consultation paper; thiswill
reguire a postponement of at least one and possibly two years.
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Simultaneity of the two aspects of the project

Thetwo French Institutesfirst wish to expresstheir support to IFAC (and the IAASB) initsstated goal to achieveinternational convergencein audit onthebasisof thelSAs. The
French Institutes believe in the benefits for everybody of achieving international convergence in audit. The two French Institutes have, however, repeatedly expressed their
concernsfor at least the last two years about the increasing length and complexity of the IAASB standards and the rel ated drift towards standards which are becoming more and
more “rulesbased”, despite the continuing assertion by the |AASB that they are*principlesbased”. They have highlighted therisks of theimpact of thisdrift onthe overall audit
approach per se, which could become more procedural, as well as the difficulties this creates in the adoption of international standards within national standards and the
application of the standards by auditorsin the audits of entitiesof al sizesincluding SMEs. They believethat thisdrift could constitute athreat to the achievement of international
convergencein auditing on the basisof 1SAs. These difficultieswere expressed in January 2004 at the national standard setters meeting and were shared by avast majority of the
countries represented. The same concerns were also expressed in a report by Peter Wong published in September 2004, on this very topic: “Challenges and Successes in
Implementing International Standards: Achieving Convergenceto IFRSsand ISAS’. On page 13 it isnoted that “ parti cipantswere of the view that theinternationa standardsare
increasingly becoming longer, more complex, and rules-based, and the structure and complexity of the standards are affecting largely, in an adverse way, both their adoption and
implementation”. On that same page, thereport also statesthat “it isrecommended that theinternational standards setters become more attuned to the challenges national standard
setters and preparers, auditors and users of financial statements face in adopting and implementing the internationa standards. In particular, participants recommend that
international standard setters devel op standards that continue to be principles based and the structure of which lendsitself to incorporation in national law or regulation and to
implementation.”

Clarity isnot only to be sought for the regul ator. It should also serve the auditor and it istherefore not only anissue of codifying wheretherequirementsliein astandard; itisalso
aquestion of producing atext whichissufficiently and universally understandable so asto drive the behaviour of the auditor in every cultura context. Cultureisavery important
element in the debate between long detailed “ rulesbased” standards and shorter more*“ principlesbased” standards. What can be seen asdriving the behaviour of theauditor inone
cultural context can be counterproductive in another.

For this reason, the two French Institutes wish to clearly state that they support the overall “clarity” project only if the two aspects of the project, i.e. the “codification of the
language” and the “restructuring” are carried out simultaneously.

They consider the“codification of thelanguage” side of the project would entail great risksif it wereto be carried out alone, sincethey consider that it would not solvein any way
the problem of understandability and clarity of the standards.

They consider that “ codification of the language” aone carries with it asignificant risk of drifting towards even more “rules based” standards because it can only result in an
increase of the number of “shall(s)” and “should(s)”. Such an increase could turn the audit into a purely procedural (“tick the box™) approach where the role of the auditor’s
professional judgement would no longer be prevalent. The French Institutes consider that it could therefore result in a decline of the overall audit quality.

TheFrench institutes consider that what is most important isthe clarity and understandability of the standardsfor all the practitioners, including those responsiblefor the audits of
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small entities and who perceive the standards to be more and more irrelevant to their audits. Similar views are also expressed in the Wong report where it is stated on page 16;
“with respect to | SAs, participants were of the view that the focus of 1SAs has changed from the audits of financial statements of entities of all sizes to the audit of financial
statementsof large, complex, publicinterest, and often multinational entities. The | SAs are progressively becoming more difficult to apply to theaudits of financia statements of
small entities.”

The French Institutes therefore support the clarification of the ISAs which should be achieved by:

e Working on identifying the fundamental principles underlying an ISA audit.

e Separating in two distinct documents the principles and the regquirements from the application guidance.

The French Ingtitutes consider that by first separating the principles and the requirements from the appli cati on guidance thiswould help to clarify wherethe exact responsibilities

of the auditor lie. This could then be followed by the “codification of the language” aspect of the project.

The French Ingtitutes therefore only support the exposure draft on the proposed policy statement” Clarifying Professional Requirementsin International Standardsissued by the

IAASB” if thefollowing aspects of the Consultation Paper “Improving the Clarity and Structure of IAASB Standards and Rel ated Considerationsfor Practice Statements” arere-

inserted in the exposure draft:

e Thedefinition of the fundamental principles underlying an ISA audit

e Theuse of those fundamental principles as the driver to a“shall” requirement

e Theapplication of option A to, at least, the standards of the audit risk model (1SA 315 and ISA 330) and” Fraud” (ISA 240), wherethe work has al ready been done, asthiswill
provide illustrative examples and test the proposal.

International Convergence

The French Institutes consider that the restructuring of the standardswould certainly help the |AASB to adopt aclear convergence policy which would be viablefor most Member
Bodies and Regulators. A strict convergence policy could be set for the “ professional requirements and principles’ side of the standard whilst, at the same time, allowing more
flexibility to adapt the appli cation guidanceto the national environment. Thiswould facilitate the acceptance and, consequently, theimplementationin practice of the standards by
national practitioners. It would also indicate to the Regulators and other stakeholders that the professional requirements and fundamental principles of an audit are harmonised
around the world and that international convergence is progressing.

Translation

The French Institutes foresee trandlation difficulties, if “shall” and “should” are to be used to identify professional requirementsin the standards. The nuance between the two
would be difficult to convey in French. Furthermore, irrespective of the of thetrand ation difficulties, the French I nstitute considers that theword “must” isclearer than “shdl” in
the English language.

In general, we wel come the proposal s which should serve to enhance the clarity of IAASB standards. The perceived clarity of the ISAsis particularly important at thistimein
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Norway and elsewhere in Europe as the adoption by law of 1SAsis being considered. In general, we support the main proposal s which reflect sound reasoning about i mportant
issues of great importance to the future auditing standard setting. However, we urge that |AASB consider the possibility of taking some of the proposal s further, as set out in our
comments to your specific questions below.

We are strongly supportive of IAASB’s overall objective to serve the public interest by setting high quality international auditing standards, and continually improving those
standards over time, and believe the proposed Policy Statement and Consultation Paper, taken together, are asignificant contribution towards establishing the means of achieving
that objective.

We especially see them as an important factor in ensuring that the standards are understandabl e by those who perform audits, are clear and are capabl e of consistent application.

As noted in the Consultation Paper, the challenge for IAASB isto issue high quality auditing standards that, among other things, meet the three following objectives:
e They arerecognized by the various regulators around the world;

e They are accepted by the profession at the international and national levels;

e They are applicable to and are applied in practice by all auditorsfor all audits, regardless of the size and structure of their firm or of the entity audited.

Successfully balancing these objectivesis asignificant challenge. To better understand this challenge we identified three major issues with respect to the clarity of auditing
standards:

. Definition of the terms to describe requirements and guidance
. Principles by which the board determines requirements including the level of their specificity
. The organization of requirements and guidance

We agreewith the Board's proposal to define requirements and presumptive requirements and discontinue the use of the present tense. Becausethe Board did not addresstheissue
of how to determine the requirements, we do not believe that the ED and CP provide abasisfor resolving the continuing i ssues about the number and specificity of requirements.
We provide some thoughts on the matter bel ow. Some of our member firms believe that restructuring isessential. Othersdo not believeit isnecessary or urgent. Nevertheless,
we support option B provided that the requirements are sufficiently specific to meet the principles we propose bel ow.

The Board must address the three i ssues mentioned above substantively and timely to retain credibility asastandard setter. Accordingly, the Board needsto demonstrate action
rather than entirely relegate theissuesto lengthy study. Actionsto addressclarity issues must also engage the user community constructively to agreeon theleve of specificity of
requirements. To accomplish this we propose the following actions:

1. Agreeonthedefinition of termsasdescribed in the ED by December 2005. 1n so doing, the Board will be taking decisive and substantive action on atimely basisto promote
convergenceand to clarify what isrequired in the existing literature. The question of whether the requirements are sufficient or overly detailed inthe existing literatureisa
different question that should be addressed prospectively.

2. Seek adiadog with regulators, investors and appropriate parties concerning the level of detail of the requirements and the principles on which the board decides what the
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requirementsare and their level of specificity. Theobviousforumsfor discussions arethe Consultative Advisory Group (CAG) and the national standard setter’sforum. If the
various parties are willing to make a good faith effort to achieve a satisfactory compromise, the resulting prize of a single set of internationally recognized, high quality
auditing standards, realistically capable of being implemented by audit practitioners around the globe, would bewell worth that effort. We will be pleased to contributeinthis
debate.

3. Agreeon principles by which the Board will determine what requirements are, their level of detail and whether they are absolute or presumptive by December 2005. Our
thoughts are:

Reqguirements should:

. Describe an audit in sufficient detail to provide aframework for understanding the objectives of the audit and appropriate responses by the auditor to those objectives,
. Be necessary to performing an effective audit,

. Promote a reasonabl e degree of consistency in performance, and

. Be capable of reasonable measurement of performance.

Absolute requirements generally should be applied to higher level descriptionsof principle. Presumptive requirements are better suited to more detailed descriptions of procedures
or considerations because all circumstances cannot be foreseen.

Implementation of changes all at onceis not possible because of the length of time it would take to revamp all the existing standards. Accordingly we recommend

. Apply the definitions of requirements to existing standards as of January 1, 2006
. Apply the principles for determination of the requirements and the new structure of standards to exposure drafts i ssued beginning January 1, 2006
. Update al the existing standards as of January 1, 2006 over a5 year cycle.

This approach combines immediate action to promote understanding of the requirements with an orderly approach to resolving the use of the present tense in the existing

standards.

The IAASB should give the highest possible priority to this project, in particular compared to the development of new standards. Thisis of paramount importance for the EU

which might moveto | SA in the next years. As such, the language and structure of standards with which the EU isgoing to livefor along period of time are key matters. At this

point in time, we particularly welcome this initiative to consult on both language and structure of the standards. This is a unique opportunity to meet the criteriafor a smooth

adoption by the EU.

We have summarised our views below:

e Wegenerally support upgrading the language and structure of 1SAs. Language: we support the use of “should” and “shall” (although we have adight preference for “ must”
instead of “shall”). Structure: separating the standards from the guidance in one way or another is key. We favour Option A offered in your exposure draft.

e TheEuropean ingtitutions have decided to improvetheir legislative approach through the Better Regulation program. Thisis meant to ensure that regulation i s proportionate,
but al so effective and enforceable once adopted under EU law. Ensuring that the regulatory environment and effective implementation issimple and of high quality isakey
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objective of the European Union.

Weinvitethe Board to ensure that |SAswill remain as principle based as possible. We believe that principle based approaches arethe best way to addressall typesof situations
in the field. Principle based approach leaves enough room for “professional judgment”, and avoid the inflation of too detailed prescription. The prominence of ethical
professional behaviour isreminded in the Commission proposal for aDirective on statutory audit. In addition, a principlesbased approach isbound to help auditing standards
converge throughout the world. We consider that thiswill be akey for the future success of 1SAs.

Wewould support any consideration to accommodate the specificities of the audits of SMEs, and inclusion of the Board's conclusionsin the conduct of the“ Clarity” project.
When going through the policy statement and consultation paper, it appears clearly to us that it would be more effective to revise the standards, not only in respect of their
language, but also in respect of their structure. Thisiswhy we support designing a set of clear drafting guidelines encompassing such issues as language (use of “shall” or
“must”, “should”), principle based approach, provisions proportionate to the objective pursued, and considering SME issues. We urge the Board to state such drafting
guidelines in Statements with sufficient authority.

Finally, the question of how to apply “Clarity” tothe existing standards, and the timing thereto, iskey. The Commission and assi sting committees may start reviewing certain
aspectsrelated to | SAs starting 2005 or 2006 with the view of apossible subsequent adoption of | SAs. We therefore support the retrospective application, even at the cost of
delaying the Board's current work program for afew months. The Board should publish an agenda for thereview of the standardswith “ Clarity”, so that the completerevision
of the standards is performed by mid 2007.

We wel come the opportunity to contributeto the debate over the clarity, style and structure of International Standardsissued by the|AASB. Itisimportant that the structure, style
and clarity of International Standards drivetheddivery of quality audit and assurance services, and we believethat having arigorousand effective set of standardsthat are capable
of consistent application hinges on getting them clear, unambiguous and understandable.

We have some comments on the proposed Policy Statement and Consultation Paper, and our views are described in detail |ater in thisletter. However, in summary, our overall
conclusions are;

We support the IAASB’s proposal to discontinue the use of the present tense in relation to actions by the professional accountant;

We support the use of bold lettered text to highlight the professional requirements and related obligations imposed on the professiona accountant;

We support the use of ‘should’ to denote a professional requirement, but have concerns over the attempt to distinguish professional requirements and presumptive
requirements by the use of ‘shall’ and ‘should’ for reasons that are set out in detail later in this comment | etter;

We support the proposal to document any departures from professional requirements;

We strongly prefer the current structure of International Standards, with the use of bold lettered text to denote requirements, and grey letter text for guidance, rather
than the other options proposed;

We support the IAASB’s proposal to apply changes on a prospective basis, but would recommend that IAASB also embark on a project to reword the entire body of
ISAs over athree year period, giving priority to the recently issued standards on risk assessments and fraud;

We would support a debate and further consultation about the adoption of ‘fundamental principles of auditing’, which we believe would be of value.
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Overal Comments

1 We considered our response to the proposed Policy Statement and the Consultation Paper together, and these overall comments apply to both documents. The
answers to the questions posed within the documents have been cross referenced to this section where applicable.

2 References to paragraph numbersin normal style refer to the numbered paragraphs within this | etter; references to paragraph numbersin italics refer to the
numbered paragraph within the Policy Statement or Consultation Paper.

3 We will aso refer to theillustrative examples which were provided in making many of our points below. We would like to compliment the IAASB on the
inclusion of these examples — they served the purpose of demonstrating the changes proposed by the IAASB very clearly.

Present tense

4 We support the IAASB’s proposal to discontinue the use of the present tense in relation to actions by the professional accountant. We believe that this change will
aid clarity and make standards and other guidance easier to understand and trandate.

5 Whilst the benefit of the use of the present tense provides the simplest and most direct sentence structure, the point raised in the Explanatory memorandum to the
Proposed Policy Statement (page 7) is valid — the use of the present tense can be confusing in interpreting whether an action is optional or imposes an obligation.
Thiswould be a particul ar issue on translation from English.

6 In addition, reading the illustrative examples was easier where the text has been amended to demonstrate the proposed changes, because the wording was less

stilted as the tense was drafted to make the IAASB’s intentions clearer.

Use of Should and Shall

7

10
11

We support the use of bold lettered text and language to highlight the professional requirements and related obligations imposed on the professional accountant.
However, we believe that the use of ‘shall’ and ‘ should’ to distinguish ‘requirements’ and ‘ presumptive requirements’ is an unnecessary distinction which is hard to
sustain.

We therefore recommend that a single word be used throughout to denote a‘ requirement’, with avery strong and explicit presumption that this requirement would
seldom be departed from. Where a departure occurs, a documented explanation, as set out in paragraph 4 of the Policy Statement (ie the action to be taken for a
presumptive requirement) would be required in al cases.

The distinction between ‘requirements’ and ‘ presumptive requirements’ will not add to clarity, especially for non-native English speakers. Firstly, itismore
difficult for a non-native English speaker to understand when reading the English text. And, it is aso more difficult to ensure an accurate trandation - not al
languages have an easily trandatable distinction between ‘shall’ and ‘ should’.

In devel oping the drafting rules for requirements, care should be taken over two other matters, as explained below.

Firstly, we have a particular concern with the use of ‘should consider’. Theillustrative example demonstrated how difficult it isto use appropriately. For example,
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in paragraph 25, ‘ The auditor should consider whether local regulations specify...’, itsuse is entirely appropriate. However, in paragraph 9, ‘ The auditor should
consider performing other procedures where in the auditor’s judgement the information may be helpful...’ (italics added for emphasis), it produces a presumptive
requirement that is vague and too widely drafted.  Another example where the use of ‘should consider’ resultsin too vague a requirement isto be found in
paragraph 14, in which the ‘the auditor should consider whether information ... may be helpful...” We do not believe that it is appropriate that these examples
would be presumptive requirements.

12 Because statements with ‘ should’ require an explanation if they have been departed from, the auditor will need to evidence that a‘ should consider’ has been dealt
with: the level of documentation quickly becomes an issue when attempting to justify a decision against awidely drawn requirement where the auditor has judged
that no further procedures would be hel pful, ie where there are no additional procedures to evidence that the requirement has been considered.

13 Secondly, requirements need to be complete. For example, in theillustrative example, there are a number of instances where the ‘ should’ or ‘shall’ is qualified, for
example, at paragraph 36, ‘..., including performance measures used by management and others...” or, at paragraph 8(a), by ‘...inquiriesof others...who may
have information... '. Where arequirement exists, it should not be qualified in away that is vague or open-ended, for the reasons set out in paragraphs 11 and 12
above.

FAR hasintroduced new standards on auditing in Sweden RS effectivefor statutory auditsfor periods commencing on or after 1 January 2004. The RSsare based on atrandation
of the ISAswith additions of requirements and guidance imposed by Swedish laws and regulations.

However having had no obviousdifficultieswith clarity and structure of thetrandated | SAs so far, thelength and complexity of the |SAsissued by IAASB in recent yearsin our
view highlights such matters as overview, understanding and user friendliness of the | SAs. Thus, to us, theissue of clarity ismore about those mattersthan about restructuring the
professional requirements. A restructuring that would risk opening for a process resulting in additional requirements without obvious merit (see also our answers to Policy
Statement-questions 2, 3 and 7 below).

Thechallengefor IAASB isto produce standards and guidance that strike the proper balance of being excellent and logical technically and being understandabl e and operational
for everyday use by the auditor aswell as being understandabl e for those representing the public interest. IAASB would need to accept that such abalanceisnecessary as (or if)
the Board wants to achieve that the |SAs should be internationally accepted and seen good enough for an audit regardless of the size both of the practitioner’s operation/firm
performing the audit and of the entity”s operation being the subject of the audit. We believe that there should be and in fact is no contradiction in achieving this proper balance.
And we believe that taking into account our comments and proposals below would be helpful for the IAASB in such efforts.

Improving overview, understanding and user friendliness of the ISAs

We would like to share with you for your consideration the following views related to improving overview, understanding and user friendliness of the ISAs and thus being
important driverstoimprove clarity and structure of the | SAsaswell asthe quality of audits. Our proposalsbelow arenot related to the restructuring, if any, of thel SAsasaresult
of your exposure. They are rel evant regardless of any action from IAASB in that respect.

The present trend noted above towardslonger, more detailed standardsis a problem. One overarching problem isto see, overview and understand the message of the standard. In
addition one major shortcoming of the present |SAsis the lack of description of the thinking behind the standard. We propose the following.
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¢ Introducethe standard better including establishing alinkage between fundamental principlesunderlying an | SA audit and professiona requirementsin the standard. At present
the purpose of astandard isvery scantily and technically mentioned. The requirements of the standard are counted at the beginning of astandard however not put in the broader
audit context where the standard isamean. It would be better to describe briefly but still comprehensively the audit objective that isto be met by the standard and therole the
particular standard hasin the whol e | SA-picture. Summarize, applicableto the standard in question, the audit environment and the thinking behind it. Picture how the objective
is supposed to be met by linking the thinking to the fundamental principles underlying an | SA audit. Picturein itsturn how that would result in audit steps that would make
either of thetwo categories of professional requirementsfairly obvious. The aim of such asummary would be to hel p putting the professional requirements of the particular
standard into an overall context. It would contribute to a (better) understanding of the choice and why the choice of the specific respective professional requirements and it
would giveaclear picture of the objective of the standard, all at the very beginning of the standard. Such asummary isnot about to describe the requirementsasin paragraph 3
of the present ISA 315 or in paragraph A2. in | SA 315 Application Material in Exhibit 2. In our mind is more arestructure and refocusin linewith the above of what issaidin
paragraph 4 of the present I1SA 315 or in paragraph A3. in |SA 315 Application Material in Exhibit 2.

¢ Seeand use headings as a pedagogic tool, i.e. make use of more sub-headings so that the“road of thinking” through the standard becomes (more) obvious. Reflect thisin the
Contents-section to map the standard. To illustrate our point: with reference to ISA 315 Standardsin Exhibit 11 paragraphs 3-7, 8-16 and 17-19 should have sub-headings. A
recent very good exampl e to the point from you isthe contents section of the proposed revised 1SA 540 (10-A page 1 in the New Orleans background papers). It illustrates a
very helpful roadmap of the standard and should be the good example for all other ISAs.

FEE strongly supportsthe initiative of the IAASB to improve the clarity of International Standards on Auditing (“ISAS’). The present standards have been developed over a
period of years during which the drafting conventionshave changed, and it istimely to consider improving their presentation and clarity astheimplementation of | SAsthroughout
the European Union gathers momentum. This said, FEE also recognises that the existing standards should not be dismissed asin some way inadequate. Whiletheir clarity can
certainly beimproved, FEE believes that they provide sufficient basisfor an expert auditor to undertake agood audit or to assess the quality of an audit after its completion. It
would be wrong to view the clarity project asasignal that ISAs are not ready to be implemented.

...Determining the outcome of the proposals

Certain paragraphsin section “111 Understandability of IAASB Standards” of the Proposed Consultation Paper indicate that the IAASB has yet to determine what the specific
outcome of the proposals included in the Proposed Policy Paper and Proposed Consultation Paper will be. It appears that IAASB has not performed significant research to
determine for instance to what extent the number of professiona requirementswill increase. FEE is very concerned at this apparent step into the unknown.

Theillustrative examples suggest that adopting the proposed new approach will resultin myriad presumptive requirementsor “shoulds’, which may havelong term consequences
for the nature and quality of the auditing profession. Thisapproach will encourage abox-ticking approach rather than the exercise of skilled professional judgement, particularly
given the proposed documentation approach. Together, these proposal s suggest anarrow view of audit quality which risks emphasising documentation over insight and compliance
over thought. Webelievethat IAASB must be very comfortablethat each proposal to add afurther “should” iscarefully tested to make surethat it will in practice result in better
audit quality at an appropriate cost to stakeholders. Thisisvery important asthe proposals madewill resultinradical changes. In FEE'sopinion, itisessential that IAASB should
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link the proposal sincluded in the Proposed Policy Paper to theissuesincluded in the Proposed Consultation Paper. No clarity project resulting in more standards should be carried
out without considering and improving the style of the International Standards, including the restructuring of the professional requirements, the identification of fundamental
principles and clarification of the status of the Practice Statements; all i ssues which are considered in the Proposed Consultation Paper.

Exposure Draft - Proposed Policy Statement, “Clarifying Professional Requirements in International Standards Issued by the IAASB”

Preference for objectives-based International Standards

FEE has always been astrong proponent of “principles-based” or “objectives-based” International Standardson Auditing. Thisdoes not mean FEE supportslightweight standards,
withno “rules’ ,fromwhichitisimpossibleto judgethe quality of audit work. Rather, a“ principles-based” or " objectives-based” systemisoneinwhich specific objectivesmust
be achieved at each stage of an audit in support of the overall opinion, but in which the procedures set out in the standards as necessary to achieve those objectivesare limited to
thosethat are essential and where other procedures have to be devel oped by the expert auditor to fit the circumstances. The onusison theauditor to explainin theworking papers
how the objectives have been achieved and how the opinion has been supported. Ina“rules-based” or “detailed procedures-based” system, thereisan inevitabletendency tolose
sight of the objectiveswhilefocusing on following all the required procedures. Preparing audit papersthat comply with the mandatory procedures becomes an objectiveinitsown
right, in the mistaken belief that compliance is an adequate defence after an audit has failed and investors have suffered loss.

FEE isof theopinionthat it isessential to theauditing profession that international professiona standards are based on aset of robust principlesor clear objectives, asopposed to

more detailed procedure-based standards. High quality standards based on basic principles or objectives will best serve the public interest by dliciting thoughtful auditor

assessment of the particular circumstances of each engagement. Inits 2002 Annua Report, IAASB also expresses such aclear preference for the principles-based approach.

Once principlesor objectives have been set out clearly it isunnecessary to over-el aborate the procedures and actionsto achieve these objectives. The professional must be ableto

exercise judgement on what is appropriate to the circumstances. In deciding on the objectives and how much detail needs to go into standards we believe that:

e An objectives-based approach is appropriate because it provides aflexible framework for amulti-cultural, multi-lingual and multi-jurisdictional environment. Adoption of
obj ectives-based standards and the application of them by numerous countries (in casu member states of the European Union) will work as adriver of high audit quality;

e Standards must be responsive to the changing needs of the public interest, which can be achieved in a more effective way through achievement of objectives than through
technical compliance with procedures;

e Auditing isahighly judgemental processthat hasto adapt to an infinite range of circumstances. An objectives-based approach allowsfor the use of professional judgement;

e An auditing approach based on robust principles or objectives allows for responsivenessin complex situations or following new developments;

¢ For auditing techniquesto continue to devel op there must be space for innovation. Innovation, whichislargely driven by competition between firms, would be restricted if
their audits were required to follow procedures which have become out of date;

e Quality auditing reliesto the greatest extent on the abilities and attitudes of the peoplein theprofession. A profession that puts compliance with procedures above thought and
professional judgement, in whichinnovation and initiative are suppressed by excessive regulation, will not be ableto attract and retain people with the ability needed to fulfil
their public duty;
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e A unique set of objectives supports the conviction that “an audit is an audit”, according to which the same objectives are applicable to the audit of all entities, regardless of
their juridical form, size and ownership (government/private owners), which allowsfor the harmonisation of professional standards at the national, European and international
level;

¢ Although an objectives-based approach must be supported by anumber of essentia procedures, that number must be carefully considered, and the* objectives-based” character
of the standards must be preserved.

FEE therefore believes that the objectives-based approach to International Standards on Auditing (1SAs) must be retained and strengthened in the future. Any restructuring or

clarification of standards must achievethisaim. Because FEE believesin standards being based on principles or objectivesit isimportant that IAASB developsin further detail its

proposals for fundamental principles underlying an I SA audit. We comment later on the proposalsin Section IV of the Proposed Consultation Paper.

Think small first

We encourage |AASB to give high priority to considering the applicability of its proposalsto the audit of small and medium sizeentities. FEE isespecialy concerned that some
of thefindings of the study “ Challenges and Successesin Implementing | nternational Standards: Achieving Convergenceto IFRSsand ISAS’ and of the study “Implementation of
International Accounting and Auditing Standards — L essons Learned from the World Bank’s Accounting and Auditing ROSC Program, September 2004” seem not to have had
sufficient influencein the proposal s of the Proposed Policy Paper and Proposed Consultation Paper. FEE believesthat |AASB should give moreweight to the “think small first”
principle. If the objectives and essential procedures had regard to their applicability to all entities thiswould result in clearer and more effective standards. The basic standards
could be extended with additional procedures specific for certain sectors or more complex situations.

FEE agrees with IAASB that in addition to objectives, anumber of rules or requirements should be included in International Standards, as long as the number of professiona
requirementsremainswithin acceptablelimits. However, FEE isconcerned that the proposal sfor requirements and presumptive requirementsasincluded in the Proposed Policy
Paper and as commented on hereafter, risk increasing the number of requirements in an unacceptable way. Thisis not compatible with an objectives-based standard setting
approach and will be a significant additional burden for professional accountants, with a significant risk that it will result in reduced audit quality, both in the short term as
atention is diverted to box-ticking when time could be better spent on thoughtful analysis and responses to risks; and in thelong term to the extent that talented people may be
inhibited from joining the profession. Theserisks are especially gravefor small and medium-sized practitioners on whom an excess of requirementswill have adisproportionate
impact.

FEE recommendsthat SME issues shoul d be at the heart of the standard-setting process, not an afterthought. For example, the approach takenin I SA 315 and 330 of adding afew
paragraphs on SME auditsis not satisfactory and needsreconsideration. Thereisgenuine concern that | SAs are becoming more complex and over-lengthy for all practitionersbut
in particular for SMPs. Principles-based standards are essential for SMPs since thiswill help reduce the size and complexity of standards and the burden on them.

The use of presumptive requirements and the related documentation issues
FEE isconcerned that the proposal sfor two categories of professional requirements, i.e. requirements and presumptive requirements, included in paragraphs 2 to 5 of the Proposed
Policy Paper, will increase the number of bold type requirements to such an extent that audit quality will not be served. Therefore, FEE recommends |AASB to reconsider the
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proposals as follows:

Departure from presumptive requirements should be alowed, in fact encouraged, in circumstances where application of such requirementsis not meaningful and a more
thoughtful approach will achievethe audit objective. Therefore, FEE proposes deletion of the stipulation that the professiona accountant may depart from the presumptive
requirement only “inrarecircumstances’. FEE isespecially concerned about theterm ”inrare circumstances’ for characterisation of apresumptive requirement asit resultsin
presumptive regquirementsthat are so close to “shall” requirements as hardly to be distinguishable;

We agree that departure from presumptive requirements should be alowed if aternative procedure(s) have been performed that are sufficient to achieve the objectives of the
presumptive requirement. But it should be unnecessary in this case to impose a documentation burden on the professional accountant in addition to having to document the
alternative procedures performed,;

Should presumptive requirements should be imposed as little as possible and should be restricted to those circumstances where performing those procedures or actionsis
clearly the most effective way to achieve the objective of the presumptive requirement. We note that adopting an objectives approach will require careful drafting by IAASB;
We favour more frequent use of the presumptive requirements indicated by the words “should consider” whereby the professional accountant is required to consider
compliance with the presumptive requirement in al casesin which the circumstances exist to which the presumptive requirement applies but the professional accountant may
use his professional judgement to consider to depart from the requirement in the circumstances and is allowed flexibility depending on the circumstances of the audit
engagement. Thisshouldin our view be encouraged, rather than over-emphasising “ should” requirementsthat may not always be the most efficient and effective procedure;
We consider that the proposed documentation requirement surrounding the“ should consider” requirement needsto be clarified. It seemsto be proposed that documentation of
the “should consider” isonly required if the procedure or action was not considered, but if the auditor has to document not considering the matter does that not effectively
mean that the matter will have to be considered. We consider that ordinarily, where procedures are performed and documented it should not be necessary to separately
document the “considering”. Also, as above, if satisfactory alternative procedures are performed it should be unnecessary to document why a different procedure was not
performed.

Basis of application

In paragraph 12 of the Proposed Policy Paper, it isexplained that the provisions of the Policy Statement will apply on aprospective basis. FEE isof the opinion that such approach
will be problematic and that the provisions of the Policy Statement included in the Proposed Policy Paper should apply to all existing International Standards aswell asto future
exposure drafts on the date of final approval of the Proposed Policy Statement. From a practitioner perspective the "first approach” described by IAASB in its Explanatory
Memorandum as ‘ consisting of developing and issuing for exposure at a single point in time a complete package of al International Standards on Auditing (1SAS), revised
following the conventions proposed in the Proposed Policy Statement”, is preferable to astepped approach whereby therevision of the existing standardsis performed following a
predetermined time schedulein order to resolve the staff resource i ssue without compromising the IAASB due process. FEE recommends the ‘first approach’ for the following
reasons

IAASB’s first priority should be to get the existing ISAs adopted by regulatory authorities around the world, including the endorsement of the ISAs by the European
Commission. After thisisdonethe | AASB should take the time necessary to clarify and restructure all the 1 SAs, if necessary putting on hold theissue of new ISAsduring this
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restructuring period. Thisholding period could last from six monthsto one year and the objective would beto allow countries astable period for theinitia implementation of
ISAs. It would also create the opportunity for the IAASB staff and board to do both clarification and restructuring at the same time and to implement “the first approach”;
Endorsement of International Auditing standards (I SAs) which are based on two distinct approaches or which will al need to beamended in the near futurewill in our view be
more difficult. The existence of two separate sets of |SAs (old and new style ISAs) will not be perceived as contributing towards the quality of auditing;

In casethe | SAsbecome astatutory instrument, such instrument cannot assign different meaningstoidentical terminology. From alegal point of view, thelanguage, wordsand
termsused in International Standards should each time mean the same and need to be understood in auniform way. Thiswould not bethe casewheretwo setsof | nternational
Standards (old and new) exist. Taking the example of “should”, in many existing International Standardsthistermisused for requirements which are mandatory whereasin
the new International Standards “should” would be used for presumptive requirements, from which the auditor may deviate within certain conditions. If both applications
remain unchanged and areto be applied simultaneoudly it will lead to lega uncertainty and inconsi stent application internationally and ultimately undermine acceptance of the
ISAs. It would be extremely difficult, for third partiesin particular, to ascertain the level of authority pertaining to for instance, "should" statementsin any given ISA;

It will at best potentially be confusing and may not be practicable that professional accountantswill need to perform an audit based on two different sets of standardswhich
differ significantly inthelevel of applicability of technical requirements, typesand categorisation of requirements, language, structure and wordsand termsused. Thiswould
result in reduced understanding of the procedures and actionsto be performed, personal interpretation of the meaning of International Standards and consequently decreased
audit quality;

Certain EU member states are al ready adopting the“first approach” to theintroduction of ISAs. Inthose countriesit hasbeen widely accepted asaclearer and better approach
than piecemeal introduction, because it provides greater certainty and a stronger implementation focus.

Other comments

Theterms*“ professional requirements”’, “requirements’ and “ presumptive requirements’ are used in the Proposed Policy Paper startingin paragraph 2 and afterwards. These
terms do not form part of the current IAASB lexicon of the auditor; these terms are not defined in the IFAC Auditing and Assurance Glossary of Terms.  FEE therefore
suggests that these terms as well as the detailed criteria for using these terms are further clarified and included in the Glossary of Terms whereby the link and distinction
between requirements and obj ectivesisfurther detail ed. We al so recommend | AA SB to clarify the objectives of new standards*at two levels’. We suggest that whenissuing
new Exposure Drafts the IAASB should clearly explain in the accompanying material why a distinction is made between “shall” and “should” proposals in the specific
Exposure Draft proposals.

Although we appreciate that the Practice Statements are further discussed in the Proposed Consultation Paper, we believe that consideration of the status of the Practice
Statements is imperative in the section on “Explanatory Materia (paragraphs 7 and 8)” in the Proposed Policy Paper. We are of the opinion that a Policy Statement on
Clarifying Professional Requirementsin International Standards I ssued by the IAASB should not be approved and become part of the International Standards without also
considering the status of the Practice Statements. We refer to our responses to Questions 2, 12 and 12 (bis) of the Proposed Consultation Paper and to our comments on
Practice Statements as explained in our main comment on the Proposed Consultation Paper on “ status of application material and Practice Statements’ for further details.
Related to the appendices as described in paragraph 9, FEE is of the opinion that the application or use of the appendices should be clarified. It should be made clear that the
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appendices should never include any “requirements” but could be useful to provide the professional accountant with explanatory material, examples and checklists.

Status of application material and Practice Statements
Following careful consideration of the Restructuring Options A and B as described in paragraphs 19 and 20 of the Proposed Consultation Paper, FEE is of the opinion that a
restructuring similar to Restructuring Option A is preferable. The restructuring option favoured by FEE would require:

All professional requirements(shall or must —asexplained infurther detail hereafter) and presumptive requirements (should and should consider) areincluded in the standard
(I1SA);

All definitions, concepts, clarification of termsand further description (essentia application material) or materia needed in order to understand and apply therequirementsand
presumptive reguirements are also included in the standard (ISA) so that the standard can be understood and used as a stand-al one document;

All other material, including additional application material not needed to understand the requirements and presumptive requirements, all other explanatory material, al
interpretative guidance, al additional guidance, al best practices, al other considerations, al examples, etc, do not form part of the standard and are thereforeto beincluded in
a Practice Statement (IAPS);

The Practice Statement would not form part of I SA but would be referred to in | SA as material having |AASB authority and that therefore should be considered by auditors

applying ISAs.

The advantages of the restructuring option as described above are as follows:

Such restructuring would be expected to result in shorter, more understandable, less complex standards — such shorter 1ISAs would however contain all principles and
requirements applicable to al audits;

Such restructuring followsastructure and approach similar to existing | SAswhereby bold and grey lettering and application material continuesto beincluded in the standard
itself, but whereby only necessary application material is retained in the standard;

Thiswill be amore evolutionary than revolutionary approach and will likely be seen as more straightforward to implement;

Having essential application guidance after the relevant standards allows for readier understanding of the points relevant to considering how the principle or essential
procedure should be applied;

Adopting the different wording convention in the same document clearly indicates the different impact of the convention on both the requirements and the application
guidance; there is for example no doubt what is a requirement (bold type) and what is application guidance (grey type);

Using Practice Statements for supplementary application notes and explanatory material givesflexibility for such statementsto cover different situations, including different
regulatory environments, different types and complexity of entities;

As the Practice Statements may not need to go through the same due process as the standards, the guidance can be prepared and updated more easily.

However, arestructuring aspreferred by FEE will a so requirethat certainitems, which it can beargued are currently not compl etely clear, arefurther considered and clarified by
the IAASB:

Itiscrucia that for the restructuring option as described aboveto work properly in practice, the status or authority of aPractice Statement (IAPS) versusastandard isclarified
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by IAASB;

e Thisresultsfromthefact that IAPS currently cover several different types of statementsand the contentsincludes, it would appear, material that may needto beinfuturel SAs
that should contain essential application material;

e The status or authority of a Practice Statement (IAPS) should be authoritative in the sense that it isissued by the IAASB but the guidance contained therein is advisory in
nature, comprising good practice;

e Theauditor would be expected to be ableto justify why the guidancein the Practi ce Statement has not been followed but it would be unnecessary to document why it has not
been followed;

¢ Where the ISA makes reference to the IAPS, the auditor would be expected to consider the IAPS;

¢ During the period where both “old” and “new” |APSs exist together, atransitional arrangement for the status of the IAPSs will be required.

It should be noted that the illustrative examples as included in the Supplement to the Proposed Consultation Paper only demonstrate the impact of the proposalsincluded in the
Proposed Policy Statement on the clarification of the professional requirementsand the resulting wording changesand do not il lustrate the effects of any restructuring option. We
have therefore chosen not to comment on the illustrative examples as included in the Supplement to the Proposed Consultation Paper.

We support the Proposed Policy Statement and believe that it isin the public’s best interest to adequately describe the professional accountant’s responsibilities by using clear,
concise and definitive imperatives. Such imperatives not only promote consistent application, but also enhance the understandability and clarity of professional standards by
distinguishing the professional requirements from the explanatory material. We further believe that the Proposed Policy Statement is appropriate and necessary for the
convergence of international and national standards and that it will be accepted by regulators, legisators and the profession.

Alternative approaches to implementation

We understand the |AASB’ sconcernsrel ated to theimportance of completing current projects and the time and resource constraintsthat would beimposed by converting existing
standardsto the conventionsin the Proposed Policy Statement. However, we also note the significance of the audit risk and fraud standardsto the performance of quality audits.
These standards build the foundation of the audit risk model by, among other things:

. requiring a comprehensive understanding of the entity, its environment, and itsinternal control
. presenting arigorous approach to risk assessment based on that understanding

. requiring linkage between such risk assessments and the audit procedures performed

. distinguishing the auditor’s responsibilities with respect to fraud and error

. providing for adequate procedures to assess and respond to the risk of fraud.

Accordingly, in light of the current environment and the importance of the audit risk and fraud standardsto the performance of aquality audit and to the further development of
International Standards on Auditing (1SA), we prefer that the IAASB adopt the second approach to implementation to redraft and reissue these standards using the proposed
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conventions. We believe thiswould help to ensure consistent application and further increase the quality of auditsby clearly identifying the professional requirementsimposed on
the professiona accountant.

Wewould liketo stress, however, our opposition to restructuring the | SAs by separating the professional requirementsfrom the explanatory material. We believe, for thereasons
set forth in Appendix B, that such separation would adversely affect the consistent application and the quality of audits, regardless of whether or not the explanatory material
carried the samelevd of authority.second approach, wewould support the prospective approach, aslong asthe audit risk and fraud standards are reviewed and revised within the
near future.

The H3C has found the subject matter highlighted in the abovementioned documents of great interest. The scope of the subject matter plays arole of great importance in the
proper exercise of tasks undertaken by the profession of statutory auditor.

Thequality of auditing standardsisamatter of great interest to the H3C. Asaregulatory body which overseesthe supervision of the auditing profession, it has observed the effect
of these standards on the overall audit approaches by practitioners. On this matter, it wishesto express that current auditing standards are excessively long, with alacking in
clarity inthe exposure of important principles, and imply difficultiesin application. All of which contributeto the declinein overall audit quality and reaffirm the need for better
understandability in standards which provide clear, concise principles, without the creation or usage of separate terms in the endeavour for improvement.

Itisequally the opinion of the H3C that thefocus of current ISAshasbeen on audits of financia statementsof large, publicinterest entities, with insufficient attention givento the
difficulty of their application on the audit of medium-small entities. Without further clarification on this matter, the risk of standards being perceived asirrelevant to audits of
medium-small practices shall continueto run high, and the creation of specialized | SAsfor these entities highly foreseeable. It isthe position of the H3C that an audit firm should
be made to comply with the principles of 1SAs, regardiess of the size and nature of the entity.

Onmattersof trandation, it ishighly foreseeabl e that trand ation difficultieswoul d be encountered for the proposed terms of “shall” and “ should”, inthat such nuanceswould not
be clearly conveyedin the French language. Inorder for aclear establishment of professional requirements, amandatory status would need to be imposed on standards through
the usage of “must”.

Theissueof clarity in auditing standards islong overdue for consideration. We believe that the increasing complexity, length and structure of recently issued auditing standards
represents aconsiderable burden on practitioners, most of all small practitioners, without a proportionate corresponding benefit interms of audit quality. Whilst wefully appreciate
the correl ation between increasing complexity in business and auditing standards, we do not believe that the right balance has yet been struck. Compl exity and length represent:

. asignificant threat to the proper adoption of IAASB standards internationally and therefore to the status and credibility of IAASB;
. apotential threat to audit quality to the extent that the ever-increasing level of prescription encourages a compliance mentality;
. an increasingly unmanageabl e burden on small practitioners and the businesses that they serve.

We believethat much greater account of the needs of small practitioners should have been taken in the drafting of theseimportant proposals. The findings of the recent Wong and
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World Bank reports on accounting and auditing standards emphasi se the need for standard-setters to address the needs of small practitioners as a matter of priority.

We support to objectives of the exposure draftsin concept. We support the proposa sto improve clarity through the use of requirements and presumptive requirements using the
words*“shall” and“ should” respectively. We believethat if implemented the clarification will assist inimproving audit quality and compliance with the professional standards. The
transition period proposed for theimplementation of the proposed Policy Statement is somewhat aggressive and we would recommend animplementation date sometime after 1st
January 2006.

While supporting the proposal we believethat thereisasignificant risk that the revised format could result in standards which are rule based and not principle based. Thereisa
risk that with the devel opment of new standards and therevision of the existing standardsin linewith the new framework, using the requirements and presumptive requirements,
that the number of “required” procedures asopposed to “required” principleswill become excessive. If the proposed framework is adopted the board and its staff must take great
care to ensure that the standards do not become a procedure based framework and remain a principle based framework.

Overall it is encouraging that the IAASB is actively working to improve the clarity and structure of IAASB Standards. Thisis an important issue and one which will have a
significant impact on many jurisdictions that have adopted the ISAs or are in the process of doing so.

The* Clarity Project’ isatimely development which we believeisnecessary to addresstheincreasing length, complexity and structure of recently issued international standardson
auditing. Recently issued standards represent an increasing burden on practitioners without demonstrably comparableimprovementsin audit quality. The greatest burdensare
placed on smaller practitioners who have more limited resources with which to address devel opmentsin auditing and accounting; and regulation moregenerally. Thereisalsoa
growing perception that the phrase ‘ an audit isan audit’ (meaning that an audit is ahomogeneous product for al entities, regardless of their size or nature) cannot bejustified as
developments in standards are clearly targeted towards the audit of listed companies.

The ' Clarity Project’ isan opportunity to stand back and reflect not only on the detailed text and structure of international standards but also on theimpact on audit quality of a
more rules based approach to standard setting. We believethat thisisan opportunity for the| AASB to demonstrate that its approach to standard setting is principlesbased, amove
which the Institute would keenly support.

General Matters Relating to Both the Policy Statement and Consultation Paper

IAASB pronouncementsrepresent information for their users. To be of benefit to users, theinformation in pronouncements must both beinherently useful (that is, it must fulfil the
purposefor whichit has been designed) and understandable. We consider the lAASB pronouncementsto bethe best standards currently availablefor an international environment.
However, we are concerned about current tendencies in the latest standards issued by the IAASB that may affect the usefulness and understandability of these standards.

The recognition of the ISAs as the standards to be applied for audits of financial statements required by law or regul ation (statutory audits) invariably resultsin these standards
becoming defacto or dejurelegal instruments. In the European Union, the anti ci pated recognition of the | SAsas being required for statutory auditsin the EU ispredicated upon
the |SAsbecoming apart of the EU legal framework. Unfortunately, the |SAsand related pronouncements have not been prepared using the principlesof legal drafting, which has
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resulted in ambiguity with respect to the obligations of the auditor.

Usefulness of Standards

We are under theimpression that some regulators appear to believethat increasingly definitive and detailed standards containing more requirementswill strengthen audit quality.
We do not believe that the increasing complexity of, and detail in, the ISAs with more requirements and the consequent reduction in the room left for professional judgment
actually improves audit quality. In fact, we believe that the reduction in the room for professional judgment due to increasingly complex and detailed standards endangers the
quality of audits.

Thisisparticularly the case where detailed rules and guidance are supposed to be applied across different jurisdictions, |anguages and cultures, since detailed rules and guidance
may drivevery different behaviour depending upon the environment in which they are applied. In addition, the morerulesand guidance that standardsinclude, the greater therisk
that i nconsi stencies among these rules and guidance may arise or that the rules and guidance becomeinapplicable or ineffectivein certain jurisdictions. Consequently, in our view,
principles-based international standards that encompass the objectives that requirements are to achieve have a greater potential to influence auditor behaviour in a global
environment than detailed rules that are followed slavishly, possibly irrespective of whether they meet the objectives.

The issue here is whether the IAASB wants standards to control auditor input or output. We believe that controlling auditor output (the objectives to be achieved) using a
principles-based approach ismore effective, efficient and robust (i.e., not subject to constant change) than trying to control auditor input (proceduresto be performed) by means of
detailed rules. To put it bluntly, in this context, sometimes|essismore. Neverthel ess, we are not suggesting that standards glossover complex matters: the standards should be as
simple as possible— but not simpler. On thisbasis, we support the notion that “an audit isan audit” — regardless of the size of the entity — and that in devel oping objectives and
principles upon which to base auditing standards, it may be useful to “think small first”.

Understandability of Standards

We have also become increasingly concerned about the understandability of the | SAs —without which their inherent usefulness ceases to be beneficia to users. This concern
appearsto be shared by others, aswas noted in the IFAC report “ Chall enges and Successesin I mplementing International Standards: Achieving Convergenceto IFRSsand | SAS”
(the so-called “Wong Report”) and in meetings of the national standards setters under the auspicesof the|AASB. Standardsthat fail to be understandablewill not gain acceptance
and hence may not be applied or applied properly. To this effect, we welcome the IAASB’s initiative to clarify professiona requirements by using clearly defined terms to
represent requirements and eliminate the ambiguous use of the present tense.

However, overall we consider the drafting style of the | SAsto be somewhat repetitive and that in many casesthe use of terminology and definitionsis not performed with enough
care to ensure understandability across different jurisdictions, languages and cultures. Imprecision in the use of words and concepts is magnified upon translation and further
impairs understandability. These mattersare critical in thosejurisdictionsin which IAASB standards may become statutory instruments of some sort. The structure of headings
and subheadings does not allow enough depth to alow readers to follow the logical flow of conceptsin the standards.

Thelength of standards also has an impact on understandability. In our view, it may be better to have afew short standards dealing with different aspects of certain issuesrather
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than to try to have a single standard encompass too many issues

In our view, the lAASB must make aconcerted effort to improve the understandability of its standards. Without such improvement, the IAASB may endanger itsposition asthe
internationa standards setter, for unlike standards and rulesissued by regulators, IAASB standards are issued by a private organization and hence are relevant only if they are
widely applied.

The Impact of the Regulatory Environment on Structure and Drafting

As IAASB pronouncements become statutory instruments of some sort in the jurisdictions in which governments or regulatory authorities recognize them, IAASB
pronouncements will be subjected to legal analysisto determine the nature and level of obligations that they impose upon professional accountants. While writing useful and
understandabl e standardsthat clarify level sof obligation within astandard isanimportant step in theright direction to help ensure |AASB standards stand up to legal analysis, this
step alonewill not alleviate difficulties caused by theincorporation of additional guidance, examples, best practice and other material into the standardsthat do not clearly impose
obligations on the auditor, but that may have legal implications. In other words, clarifying levels of obligation and improving drafting so that it can stand up to legal anaysis
cannot be separated from the structure of IAASB pronouncements. For these reasons, our comments will tend to addressissues of structure together with wording issues.

General comments - ED

The approach applied in thisdocument does not appear to be principles-based because it concentrates on the requirements(i.e., rulesregul ating auditor input, or procedures) and
thereislittle reference to the objectivesto be achieved. In our view, atop-down approach would highlight the fact that it is essential for the professional accountant to establish
what to achieve and why before addressing professiona procedural reguirements, considering guidance, and applying professional judgement in selecting aternative or additional
procedures designed to achieve a particular objective.

Along these lines, we believe that the reference to objectives in paragraph 7 of the proposed Policy Statement does not emphasize the objectives to be achieved enough.
Explanatory material should not merely contain the objectives included in the standard; rather these objectives should be made more prominent in the standards and then be
supported by the requirements and presumptive requirements. First it must be clear to the professional accountant what must be achieved and why, and then what must, or may
need to, be done to achieve these objectives can be addressed. The IAASB has hitherto not accorded a high priority to the identification of these objectives; consequently, the
IAASB standards are not as principles-based as they ought to be.

....We appreciate the enormity of the task, but nevertheless continue to urge the IAASB to accord this project the highest priority and to actively seek a solution to the practical
problems of implementing it.

The ED is a welcome step toward improving the clarity of standards
Improving the clarity of the International Standards on Auditing (ISAs) and other guidanceissued by the IAASB isan undertaking of the highest importance. Theissuance of the
Exposure Draft is an important step toward improving the clarity of 1SAs and we commend the IAASB for proposing to use clear and unambiguous terminology.
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We understand that the subject of adding requirements and other guidance that makes standards longer has raised concern among some |AASB members and others in the
profession. We want to emphasize that we recognize that each audit is unique and that all audits require the exercise of considerable judgment on the part of the auditor. At the
same time, we are firmly convinced that there are certain procedures that should be required in all audits of public listed companies, and other procedures that should be
presumptively required. Wetherefore support the ED’soverall approach to communicating the two level s of requirements. We do have anumber of commentsregarding details
of the approach, which we will outline later in thisletter.

The proposals in the Consultation Paper for restructuring

We understand the desire to explore aternative forms of organizing theinformation in auditing standardsto i mprove understandability among those who usethe standards and we
agreethat understandability isof paramount importancein devel oping and using auditing standards. However, we are concerned about the assertion that the present form of 1ISAs
needs to be compl etely restructured. We are troubled by statements that trained professional auditors are finding it difficult to understand and use some of the recently issued
auditing standards simply becausethey arelonger and moredetailed. In our view, the recently-issued | SAshave been improvements over earlier versions, and to reverse course
now would be a step backward.

We understand and agreethat international auditing standards need to be principles-based. High quality standards should contain substantive objectivesand clear principlesthat
are consistent with a sound conceptual framework. It isalso important that standards contain a sufficient amount of implementation guidance to make the application of the
principlesclear. Wethink that the complexities of the businessworld and of the listed compani eswhosefinancia statementsarethe subject of auditswill tend to add requirements
and length to audit standards over time. Length of a standard should not be viewed as a problem in and of itself.

Where understandability of a standard is a concern, regardless of length, additional work should be done in the development process to ensure that the standard is clear and
understandable by all who will useit. Inour view, provided that such additional work is done, clarity can be accomplished within the present format of standards without the
necessity for arestructuring of standards. Ultimately, | SAs must contain whatever specific requirements are needed to address public interest concerns and support high-quality
audits.

We area so not convinced that restructuring of | SAsisnecessitated by legal requirementsin somejurisdictions. While some of our members do have two-level auditor guidance
in placetoday, we do not consider that the existence of such national approaches createsalegal requirement for |SAsto bewrittenintwo parts. Wenotethat in somejurisdictions
auditing and accounting standards are incorporated into law by general referenceto the body of standards, rather than by including the entire text of each standard in legislation.
Such a practice eliminates the necessity to seek a change in the text of legislation each time that any change in an auditing standard, however minor, is made.

We believethat convergence and consistency in national and international standardswill not beimpeded aslong as| SAsand national standardsare consistent intheir contents. In
our view, asignificant measure of convergence can be achieved while improving the standards, if the Board focuses on clarifying the content and the objectives, principles, and
requirementsinvolved in each standard, asit works on agenda projects. Aswe comment later in thisletter, if the |AASB decidesto pursue a project on fundamental principles,
presenting such principlesin aseparate | SA would not necessarily conflict with national standards. Regardless of whether the sets of standards presently do or do not contain
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descriptions of such high level principlesin separate standards, consistency can be achieved so long as the principles themsel ves appear in both sets of standards.

Our members do not reject theideathat some changesin formatting or presentation of standards might be useful in making standardsmore easily readable. For example, wethink
that | SAsmight be enhanced if each future standard would begin with short statements of objectivesand principles. We have addressed possible approachesfor doing thiswithout
amajor restructuring in all the standardslater in thisletter, in our responsesto the questionsin the ED and Consultation Paper (see Parts| and 11). However, in any exploration of
other waysto write or format standards, it will be extremely important to ensure that changes made do not create, or appear to create, reduced requirementsfor auditors. Wealso
think it would be wrong to encourage auditors not to read the full content of standards.

Implementation of the ED changes should occur as quickly as possible

We believe it is very important that the implementation of clarified language for |SAs should not be delayed while consideration is given to broader issues of other ways that
standards might beimproved, including any potential restructuring, separate work on overarching principles, and other longer-term matters. The adoption of the ED changesand
consideration of other matters should be two separate streams of effort. We urge the |AASB to implement the ED’s language changes promptly, as a matter of priority.

How to introduce the changes described in the ED

We understand that a prospective-only approach might be the easiest and quickest way for the Board to get started in using a new approach in standards; however, revising
standards one at atime asthey come up on the Board's regular project agendawould implement clarity changes far too slowly. Such an approach aso would not address some
important | SAsthat need prompt clarificati on because of their broad impact on other ISAsand on audits. If it were possibleto doan “all at once” revision of standardson atimely
basis, our members believe that thiswould be the most desirable approach. Realistically, however, such an approach would involve aprotracted length of time before the entire
body of clarified ISAs could become available. 1t would be very undesirable to wait an extended period of time before clarifying I1SAs.

Our members therefore urge the IAASB to undertake a“ modified prospective” approach that would involve arewrite of afew of the more recently-issued | SAs into the new
language over arelatively short period of time, and would couplethispriority revision effort with the gradual replacement of al other standards. A modified prospective approach
such asthiswould be capable of executing much-needed improvementsin amoretimely fashion. The Audit Risk and Fraud standards should be rewritten quickly to ensurethat
these standards are clear. Thefundamental nature of the Audit Risk standard, and its pervasive effect on al aspects of the audit process, demand clarity. The Fraud standard has
particul ar significance given recent major reporting and audit failures. Some members have also cited the Quality Control standards asal so warranting priority updating to clarify
requirements. Asto thetransition period where both old and new standardswill bein existence, our membersare naturally concerned about the understandability, consistency, and
enforceability of having two types of standards in wide use. It will be important to distinguish between “old format” and “new format” standards, and to set out very clear
instructions as to the interpretation of bold letter text and “should” statementsin the old standards. In another transition issue, the ED isinterpreted by some to consider all
previously bold lettered text as only “presumptive requirements’ during the transition period, while others understand the intent to be that bold text and “should” statementsin
previous standards would continue to have the same status as they have in their present text, i.e., are procedures that could only be departed from if such action would “more
effectively” achieve the objectives. Which of these interpretations is correct needs to be made clear in the final policy paper.
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The illustrative rewrite of ISA 315

When we reviewed theillustrative revision of 1SA 315 contained in the Exposure Draft, some of the “shall” and “should” statements included were not what we would have
expected. For example, the statement in paragraph 13, “When the auditor intendsto use information about the entity and its environment obtained in prior periods, the auditor
should determine whether changes have occurred that may affect therelevance of such informationinthecurrent audit.” Weunderstand that thisisjust anillustrative exampleand
that | SA 315 was not re-discussed by the Board, but one would think that paragraph 13 would be amandatory requirement if the auditor intendsto rely on previously-obtained
information. We have other comments about theillustrative rewrite later in this | etter.

Departures from presumptive requirements

The inclusion of appropriate mandatory and presumptive requirements in audit standards is an important part of supporting high quality audits, asis having good criteriafor
departing from apresumptive requirement. A departure from apresumptive requirement should be permitted only if the auditor judgesthe aternative procedureto be asgood as or
better than the stated requirement and concludes that the alternative procedure will adequately protect the interests of investors. Without such criteria, we are concerned that
departures from presumptive requirements will not be “rare” as stated in the ED. This creates the further concern that audit quality will not be supported and enhanced by the
standards.

The IRE wantsto expressits support to the IAASB in its stated goal to achieveinternational convergence in audit on the basis of the ISAs. The IRE believesin the benefitsfor

everybody of achieving international convergencein audit. The | RE also recognisesthat the existing | SAs should not be dismissed asin someway inadequate. Whiletheir clarity

can certainly be improved, the IRE believesthat they provide sufficient basisfor an auditor to undertake agood audit or to assess the quality of an audit after its completion. It

would be wrong to view the clarity project asasignal that ISAs are not ready to be implemented. Moreeover, the IRE believesthat it is essential to the auditing profession that

international professional standards are based on a set of robust principles as opposed to detailed rules-based standards:

e Auditing isahighly judgmental process, and a principles-based approach within the ISAs allows for the use of professiona judgment;

e Auditing principles encourage compliance with the fina objective of an audit of financia statements (substance over form), whilst detailed auditing rules and procedures
encourage technical avoidance and a ‘tick the box’ mentality;

e An auditing approach based on robust principles disposes of the flexibility to be applied in complex situations or following new developments;

e Auditing principles constitute a flexible tool within a multi-jurisdictional environment, and the application of them by numerous countries (in casu member states of the
European Union) will work as adriver of high audit quality;

e Auniqueset of principles supportsthe conviction that ‘ an audit isan audit’, according to which the same principles are applicableto the audit of all entities, regardlessof their
juridical form, size and ownership (government/private owners), which allowsfor the harmonization of professional standards at the national, European and international level;

e Standards must be responsive to the changing needs of the public interest, which can be achieved in amore effective way through compliance with principles than through

technical compliance with rules;

If aprinciples-based approach must be supported by anumber of rules, that number must be limited to astrict minimum, and the* principles-based’ character of the standards
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must be highlighted.

Up to now, aclear preference for the principl es-based approach has been expressed by the IAASB itself (cf. IAASB, Annual Report, 2002, p. 9): “The |AASB continuesto believe
that high quality standards based on basic principles and essential procedures will best serve the public interest by diciting thoughtful auditor assessment of the particular
circumstances of each engagement.” The | RE agrees with this viewpoint, and believes that the principles-based approach to international standards on auditing (1SAS) must be
retained in the future, regardless of the options that the IAASB will take into account in relation to a possible restructuring of 1SAs in the future.

We would like to refer to the Peter Wong Report published on the IFAC website in September 2004, on the topic: ‘ Challenges and Successes in Implementing International
Standards: Achieving Convergenceto IFRSs and ISAS'. On page 13, it is noted that:“ participants were of the view that the internationa standards are increasingly becoming
longer, more complex, and rules-based, and the structure and complexity of the standards are affecting largely, in an adverse way, both their adoption and implementation”.
On that same page, the report also states that “it is recommended that the international standards setters become more attuned to the challenges national standard setters and
preparers, auditors and users of financia statements face in adopting and implementing the international standards. In particular, participants recommend that international
standard setters devel op standardsthat continue to be principles based and the structure of whichlendsitself to incorporation in national law or regulation and to implementation.”

Clarity is not only to be sought for the regulator. It is aso to serve the auditor and it is therefore only an issue of codifying where the requirementsliein astandard; itisaso a
question of producing atext, which is sufficiently understandable and universal to drive the behaviour of the auditor in every cultural context.

For this reason, the IRE wishes to clearly state that it supports the overall ‘clarity’ project only if the two aspects of the project, i.e. the ‘ codification of the language’ and the
‘restructuring’ are carried out together and simultaneously. Our institute considers the ‘ codification of the language’ side of the project would entail great risks if it wasto be
carried out aone, since they consider that it would not solvein any way the problem of understandability and clarity of the standards.

It considersthat the ‘ codification of thelanguage’ alone bearsthegreat risk of drifting towards even more‘rulesbased’ standards because it cannot but result in anincrease of the
number of ‘shall(s)’ and ‘should(s)’. Such increase could turn the audit into a purely procedural approach (‘tick the box approach’) where the role of the auditor’s professional
judgement would not be prevalent anymore. The IRE considersthat it could therefore result in a decline of the overall audit quality.

The IRE considers that what is most important is the clarity and understandability of the standards for all the practitioners, including those working for small clients who
progressively perceive the standards as being irrelevant to their audits. Similar views are also expressed in the Wong report whereit is said on page 16; “with respect to ISAS,
participants were of the view that the focus of 1SAs has changed from the audits of financial statements of entities of all sizes to the audit of financial statements of large,
complex, public interest, and often multinational entities. The ISAs are progressively becoming more difficult to apply to the audits of financial statements of small entities.”

The IRE therefore supports clarifying the ISAs by:
¢ Working on what the fundamental principles underlying an | SA audit are;
e Separating the principles and the requirements from the application guidance.
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ThelRE considersthat separating the principles and the requirements from the application guidance would better serve the objective of clarifying wherethe exact responsibilities

of the auditor lie pursued by the ‘ codification of the language’ aspect of the project. The IRE would therefore only support the exposure draft on the proposed policy statement

‘Clarifying Professional Reguirementsin International Standardsissued by the|AASB' if the foll owing aspects of the Consultation Paper ‘ Improving the Clarity and Structure of

IAASB Standards and Related Considerations for Practice Statements' were re-inserted in the exposure draft:

¢ Thedefinition of the fundamental principles underlying an ISA audit;

¢ The use of those fundamental principles as the driver to a‘shall’ requirement;

¢ The implementation of option A to, at least, the standards of the audit risk model (ISAs 315, 330 and 240), where the work has aready been done to provide illustrative
examples, and test the proposal, althoughit ispreferablethat all existing | SAsbe modified according to option A and anew rel ated exposure draft isissued, hereby takinginto
account all comments received by IAASB on the ‘clarity’ ED and consultation paper.

According to the principle ‘an audit isan audit’, the fundamental principleswithin the | SAs should be applicableto al entities, including smaller and less complex entities. The
IAASB should keep in mind that regulators always have the possibility to impose additional specific rulesto entities of public interest (cf. actual situationin e.g. theUSandin
France).

Generally, we support this Exposure Draft and agree with the modifications outlined in the Exposure Draft.

Before providing our views on the proposals, it is important to emphasize that we believe International Standards issued by IAASB are of high quality and that the current
conventions and language used in | SAs generate an appropriate level of performance from auditors. However, we also recognize that existing | SAs are a mixture of recently
revised Standards that are long and detailed and other Standards devel oped a number of years ago by the |APC, which had a different mandate than the IAASB. The Clarity
project therefore provides |AASB with a unique opportunity to improve existing |SAs by bringing them al under acommon Framework and set of drafting conventions.

Wetherefore agreethat thereis merit in reconsidering drafting conventions and the structure of International Standardsand commend |AASB for undertaking such aproject. We
support the issuance of a proposed Policy Statement that clarifies professional requirementsin International Standards issued by IAASB. We a so support a project aimed at
changing the structure of International Standards. However, we have some concerns with the proposals. These concerns along with our comments, recommendations and
responses to the questions posed in the exposure draft and consultation paper are set out below.

Need for a Framework that underlies International Standards on Auditing

We believe that the development of individual | SAs should be based on a Framework that defines the obj ectives and key elements of an audit conducted in accordance | SAsand
thefundamental principlesthat underlie such an audit. Whilethefundamental principlesincluded inthe Consultation Paper areimportant, they need to be rewritten and organized
inthe context of aFramework that provides | AASB with the necessary foundation under which existing and futureindividual | SAscan be drafted and organized. Werecommend
that IAASB undertake a project, on ahigh priority basis, to develop a Framework that definesthe objectives and key elements of an | SA audit and the fundamental principlesthat
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underlieit.

Scope of the Requirements Category
Whilewe agree with the proposal to havetwo categories of professional requirements, we are concerned that excessive use of the ‘ requirements’ category may havethe effect of
turning an audit of financial statementsinto aprocedural exercisethat focusesthe auditor’s attention away from the audit and onto the compl etion of checklistsand documentation
requirements. To avoid this, we recommend that IAASB limit use of the “requirements’ category to the fundamental principles which we believe should form part of the
Framework underlying an I SA audit.

Proposal for Prospective Application
While, asstated above, we agree with issuing aproposed Policy Statement whose objectiveisto clarify the professional requirements of International Standards, we disagreewith
the proposal to apply the provisions of the Policy Statement on a prospective basis to Exposure Drafts approved for issue after final approval of the Policy Statement.

Recommendations for Future Action by IAASB

We agree that the IAASB should undertake a project that is aimed at improving the language and structure of ISAs so that they flow from fundamental principles and the

Framework we refer to above. Whileideally, it would be best for IAASB torevise al existing ISAs and expose the revisionsin one document, we recogni ze that the size of the

undertaking does not make this aviable aternative.

We therefore recommend that, as part of the Clarity project, IAASB:

e Agreeon an appropriate structurefor ISAsthat will bereferred to in drafting new |SAs. We believe such a structure should be comprised of: (i) A Framework that describes
the objectives and key elements of an | SA audit and that includes the fundamental principlesthat underlieit (i.e., mandatory requirements); and (ii) Specific | SAsthat support
the Framework and include presumptively mandatory requirements;

e Establish policiesrelating to the structure and language to be used in drafting the specific ISAs. Our preference, aswe discussbelow, isto structure the | SAsalong thelines of
Option A because it isthe easiest way of differentiating requirements from explanatory paragraphs and examples. However, we also do not object to Option B.

o Establishawork programthat isaimed at identifying how and in what order existing | SAswill berevised so that they conform to the approved policiesrelating to structure and
language.

Until thework program is completed, we believe that the structure and language of existing ISAs, when coupled with the current Preface (that requires auditorsto “ consider the

whole text of a Standard to understand and apply the basic principles and essential procedures), is clear enough to generate appropriate behaviour from auditors.

To strengthen existing | SAs, we recommend that | AASB revisethe Preface now to require auditorsto document adeparture from basic principles and essentia procedures (bold
text), assuming the departureisrelevant and not insignificant to the specific circumstances of the audit being carried out. We believethat such departures should berareand that it
isin the public interest to require auditors to document the rationale for a departure and how the aternative procedure performed achieved the objective of the bold letter
requirement. Implementation of this type of documentation requirement will essentially result in clarifying that all bold letters in existing International Standards are
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presumptively mandatory.

Our committee has considered the ICAEW responsein detail. We particularly commend the ICAEW’s clearly thought-out and logical exposition of the so-called * principles (or
objectives-oriented) vsrules' debate, and the reasonswhy it isso fundamentally important for the | AASB to agree the guiding approach to setting its standards and issuing other
authoritative material before going much further with itswork to produce and amend standards. Failureto do so will lead to constant argument going forward and the resulting
standards are likely to be poorer for it.

Asregulators, we applaud the IAASB’s efforts to enhance clarity of requirements.

Westrongly support theinitiative of the|AASB toimprovetheclarity of International Standardson Auditing (“1SAS”). Webelievethat it isimportant to emphasize our view that
the ISA’s should focus on clear principles. We would be concerned if the | SA’s become a set of detailed and too prescriptive rule-based standards.

South Africa has adopted International Standards on Auditing and the related pronouncements with effect from 1 January 2005. We believe that it is important that a stable
platform existswhich will support those countriesthat have adopted theinternational standards and that such platform be updated periodically to reflect devel opmentsin business,
while maintaining a balance between the benefits derived and costs of doing so. We support initiatives that will assist in achieving this objective.

Webelievethat it isimportant that the I nternational Auditing and Assurance Standards Board (IAA SB) does not lose sight of the main reasonsfor initiating these projects, which
areto support auditors and ensure consistent application of International Standards. Wefully support initiativesthat will achieve these objectives. We further believe that careful
consideration should be given toincurring costs and expending effort on projectswhich may not justify the benefits and indeed, may result in more confusion and inconsistencies,
and we al so caution against trying to bal ance the needs and requirements of various and diverse constituencies and organi zations and in doing so lose focus of the main aimsof the
project.

We continue to support standards that are based on principles. Careful consideration should therefore be given to attempting to write standards that will apply in every possible
situation which the auditor will encounter. Attempting to base the application of professional requirements on rigid rules exposes the profession to the risk that the auditor’s
professional judgment is no longer one of the most important discretions that the auditor is required to exercise. We wish to emphasise the importance of the auditor’s need to
apply professional judgment.No matter how rigid the rules for the interpretation of standards are, it cannot protect the auditor against litigation in all circumstances.

We recommend that the |AASB consider establishing adrafting policy for all standards. The manner in which standards are drafted dependsonindividual preferencesand given
the unavoidabl e changesin members of the secretariat and the IAASB, it isimportant that the drafting remain consistent. It is also important to consider who uses the standards
and then to ensure that the language and clarity satisfiestheir needs. Current users consist of experienced auditors at the one extreme and university students on the other. The
standards should be written in amanner to address the needs of both extremes. Whichever optionisfollowed in clarifying and restructuring the standards, the project will require
substantial capacity. It will therefore becritical that, should it proceed, those who areresponsible for theinitiative display real leadership and commitment to the project to ensure
consistency and see it through to completion.
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In conclusion, wefully support thel AASB’s objectivetoissue clear, concise and definitive Standards that can be applied consistently. With the adoption of I nternational Standards
in South Africa, it is particularly important that astable platform is established from which to apply these Standards. However, we do not believethat clarity will necessarily be
achieved by further complicating drafting conventions or by restructuring the Standards.

Finally, we again emphasisethat it isimportant that the |AASB does not lose sight of the aimsit wishesto achieve with the project while simultaneously paying careful attention
to the benefits and costs involved in doing so.

PROPOSED POLICY STATEMENT

In genera, we very much support the |AASB's proposed Policy Statement to clarify professiona requirementsinitsstandards. Infact, the PCAOB recently adopted PCAOB Rule
3101 which definesimperatives used to describe the different degrees of an auditor's responsibility when conducting engagementsin accordance with professiona standards. We
agree with the proposed definitions of the terms“shall”, “should”, and "should consider" in the proposed Policy Statement as they are largely consistent with the categories of
professional requirementsin PCAOB Rule 3101. In addition, the |AASB's proposed Policy Statement includes adocumentation requirement for adeparture from apresumptive
requirement, whichissimilar to arequirement adopted by the PCAOB. Such consistency should promote common application of auditing requirementsamong auditorsand further
enhance the quality of audits. However, we believe that the proposed Policy Statement could be improved in several respects and offer our comments bel ow.

Implementation

Thel AASB proposestoimplement the proposed Policy Statement prospectively and not to revise existing or recently exposed standardsto conform to the provisions of the Policy
Statement in the near term. The proposed definition of theterm “should” issignificantly different than theuse of that sameterm in the existing International Standards on Auditing
("ISAS"). Specifically, we believe that many auditorscurrently understand “ should” in the context of abold-lettered paragraphin the existing | SAssimilar to theway the proposed
Policy Statement defines“shall.” Asaresult, we question whether auditors will understand the difference between the meaning of theword “should” in an existing I SA and the
meaning of the sametermin an | SA issued under the proposed Policy Statement. Therewill be an extended period of time during which different definitions of the sametermwill
apply to different portions of the body of the ISAs. Thereisarisk that auditorswill apply the new definition to the existing | SAs which could result in reduced audit qudity. In
addition, we are concerned that auditors will find it difficult to follow and interpret two sets of standards— those under the current drafting convention and those under the new
convention. We believe the IAASB's proposal does not adequately address these risks.

Authority of the standards in the "Preface to the International Standards on Quality Control, Auditing, Assurance and Related Services"

The Explanatory Memorandum to the proposed Policy Statement states that "the provisions of the Policy Statement will be adopted through amendment to the Preface to the
International Standards on Quality Control, Auditing, Assurance and Related Services.” The Prefaceincludes, among other things, adiscussion of the number of IAASB members,
proceduresfor |AASB memberswho absent themsel ves from meetings, and the procedures for the appointment of task forces. We are concerned that auditorswill not recognize
the significance of the proposed Policy Statement’s provisions, or recognizethat these provisionsarean integral part of thelSAs, if they areincluded with this other information.
Accordingly, we recommend that the IAASB present the information regarding the authority of the standards and definition of termsin a manner that more
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clearly indicates its significance. Creating a stand-alone document, for example, would further enhance the IAASB's objective of establishing standards that are
"understandable, clear and capable of consistent application."

Authority of the appendices

According to the proposed Policy Statement, " Appendicesarean integral part of an International Standard.” It isnot clear, however, whether the appendices carry the samelevel of
authority as a standard. Without a clear designation of the authoritative status of appendices, auditors may be confused as to whether appendices need to be considered. We
recommend that the IAASB designate the appendices as authoritative because they are an integral part of a standard.

Use of bold type lettering

We recommend that the | AASB discontinuethe use of bold typelettering. Bold typelettering, by itsnature, placesspecia prominence and distinction on the highlighted text. The
proposed Policy Statement recognizesthat "[p]rofessional accountants have aresponsibility to consider the entiretext of an International Standard in carrying out their work onan
engagement and in understanding and applying the professional requirementsof therelevant International Standard(s).” To ensurethat auditorsread the entiretext, and not just the
bold letters, the bold type | ettering should be discontinued.

Number of bold type requirements

If the lAASB decidesto continueitsuse of bold type | ettering, we are not concerned about any anti cipated increase of bold type requirementsthat may result fromimplementation
of the proposed Policy Statement. The IAASB should increase the number of bold type requirementsif it considers it necessary to clarify the ISAs. The IAASB's proposal is
intended to enhance the clarity of the standards' requirementsand more clearly describe the requirementsthat the lAASB intended. Therefore, there should be no concern that the
number of bold type requirements may increase.

CONSULTATION PAPER

ThelAASB seeks comment on whether the | SAs should berestructured in light of their increasing length and perceived complexity. Specifically, the Consultation Paper requests
comment on three restructuring options...We recommend that the lAASB continueits policy of including professional requirementstogether with related guidanceinthelSAs.
Much of the explanatory material isnecessary to fully understand the requirements, and the bal ance servesto increase consistency in application. If such guidanceisincludedina
separate sectionin an 1SA or in aPractice Statement, much duplication from the standards section of the | SA will be needed to understand the explanatory material, thusincreasing
the overal length of the documentsissued by the|AASB. Further, thereisarisk that auditorswill not pay appropriate attention to the separate section or Practice Statement, which
could result in diminished audit quality.

Overall support for the objective of clarity in the ISAs
We support IAASB’sinitiative to consider waysto improvethe clarity of the|SAs. In doing so, we do not want to givetheimpression that we believe that the existing ISAsare
not high quality auditing standards. Indeed, the fact that our global methodology uses the | SAs as our common policy platform demonstrates our belief that the |SAs provide a
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sound basisfor high quality audits. Applying the existing | SAsin the conduct of an audit requires appropriate application of the professional judgement, but wedo not believethis
brings into question the quality or clarity of those standards. Indeed, we believe that if auditing standards are to drive high quality audits, they must embrace the exercise of
professional judgement in applying them. Thus, our support for the initiative is not based on a concern regarding the quality of the existing standards; rather, we support the
initiative because we believe that a commitment to quality carries with it a commitment to continuous improvement.

Serious concerns about proposals

Although supporting the overall initiative, we have serious concerns about the proposals in both the Exposure Draft and Consultation Paper and would not support issuing the
proposed Policy Statement. Asexplained morefully bel ow, we are concerned that, if implemented as proposed, the recommendationswill inevitably result in much more detailed,
procedural-oriented standards and excessive documentation requirements. Thiswould, in our view, negatively affect audit quality because it would inevitably drive behaviour
towards a preoccupation with compliance with the standards rather than focus auditor attention on the application of judgement to achieve the objective of the audit. Thelonger
term effects could a so include adeclinein the quality of people attracted to the profession, which would further impact audit quality. Thisis clearly not in the public interest.

We can appreciate what the proposal s are trying to achieve but have cometo the conclusion that any short term solutionsthat attempt to retrofit the existing body of standardsare
ill-advised. Rather, we strongly encourage IAASB to take the time to develop a concept-based framework for the ISAs and a robust structure that can guide the drafting of
individua standards in future. In our response, we offer some suggestions to illustrate our vision for a cohesive body of objective-based auditing standards built on such a
framework. We do not believe that this necessarily needsto be done at the cost of progressing other projectsin IAASB’s current work programme, but rather could be developed
over time. Wewould urge, however, that priority be placed on devel oping the conceptual framework and an agreed structurefor individual | SAsso that new and revised | SAscan
begin to be drafted using the new model.

Our concernsand proposal s are described morefully below. In Appendices 2 and 3, we a so comment specifically on the questionsidentified on pages 9 to 10 of the Explanatory
Memorandum, and those identified throughout the Consultation Paper.

Field-testing the proposals

When we first read the Exposure Draft and Consultation Paper, our initial reaction was that we were broadly supportive of the proposals for “clarifying the professional
requirements’ as long as they were judiciously implemented. To ensure that we fully understood the impact of the proposals, however, we applied the proposed wording
conventionsto two additiona | SAs—ISA 505, External Confirmations, and | SA 570, Going Concern. The Supplement to the Exposure Draft included anillustration of how the
wording conventionswould be applied to | SA 315, but thisisarecent | SA that was written during atime when the |AASB was already conscious of the views held by somethat
the use of the present tensein the guidance should be kept to aminimum. Wethought thereforeit would be useful to test theimpact of the proposalson | SAsthat had been drafted
earlier.

Applying the principles to older | SAs proved to be very illuminating. For example, when we applied the proposed wording conventions to | SA 570, we found that, with the
exception of definitions, virtually all of the guidance could become bol d-lettered requirements. There are nine bol d-l ettered requirementsin the existing | SA 570 that describe the
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auditor’swork effort (i.e., excluding the section on audit conclusions and reporting). This could increase to more than twenty-fiveif al sentencesin the guidancethat arein the
present tense were made bol d-lettered requirements. In I SA 505, the numbers of bold-lettered requirements|eapt from eleven to thirty-eight. For thel SAsasawhole, we counted
more than 350 existing individual bold-lettered requirementsand at least 300 more sentencesin guidance that describe responsibilities of auditors using the present tense. Whilst
we acknowledgethat itisunlikely that IAASB would concludethat every existing present tense sentence in the gui dance should become a bol d-1 ettered requirement, thereisno
doubt that many would. Thus, we concluded that implementing the proposal swould result in asubstantial increase in the number of requirements and —equally important —in the
specificity of the procedural requirements.

Theresult of implementing the proposalsin | SAs 505 and 570 did not, in our view, improvethe“ clarity” of those | SAsand their requirements. Infact, it detracted fromit because
it obscured the key objectives governing the auditor’swork effort. Nor did we believe that the additional documentation that would be necessary under the proposalsin the Clarity
and Documentation Exposure Drafts would improve the quality of the audit process and judgements made. Indeed, we are very concerned that the proposed requirement in the
Exposure Draft to document all departures from presumptive reguirements will effectively create a presumption that failure to document how the auditor has addressed each
reguirement indicatesthat the requirement was not carried out. The need to document how the auditor complied with every professional requirement inthe |SAswouldresultina
significant increase in documentation that, in our view, will not add value to the audit process and will detract from audit quality (which would be exacerbated if more present
tense sentences became bol d-l ettered requirements). We also found it very difficult to decide which requirements should be mandatory “shall’s” versus presumptively mandatory
“should’s”. This demonstrated to us that trying to distinguish between requirements and presumptive requirements has little, if any, merit.

Asaresult, we concluded that we had serious concerns about applying the proposalsto the existing ISAs. We aso came to the conclusion that there would be merit in alonger
term project to reflect on the approach, format and structure of the ISAs asawhole.

An alternative model

Having cometo the conclusion that an aternative approach is needed, we started by reflecting on what we believe would constitute a robust model for a cohesive body of high
quality internationa auditing standards. Whilst admittedly our vision is preliminary and would require further development, we thought it important to provide avision of a
possible structure and approach to the body of ISAsin order to show the nature and extent of the revision that we believe IAASB should be undertaking.

Premises underlying our vision

Our proposals are based on the following premises:

e ThelSAsshould beseen asabody of standardsin their own right rather than asaframework establishing abasisfor convergenceamong nationa standards. Thus, they should
constitute a complete and cohesive body of standards. Adoption of the ISAsinto national standards should be atrandation rather than transformation exercise. Additional
guidance at anational level (for jurisdictions adopting the |SAs) should be limited to guidance that provides greater clarity on how specific requirements apply in the context
of thejurisdiction’slegal and regulatory environment, or additional standards or guidance that are needed to address specific additional requirementsrelating to the scope of
the statutory audit in that particular jurisdiction. Thisis a necessary premiseif the ISAs are to serve as the global benchmark for audit quality worldwide.
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e ThelSAsshould bewritten with auditors as the primary audience. Whilst there are others who will undoubtedly need an understanding of the ISAs and their requirements,
including those who read and use audit reports, other forms of communication in addition to the |ISAsmay be better able to meet thoseinformation needs. The primary purpose
of the ISAs should be to set out clearly the objectives and professiona requirements with which auditors are expected to comply in the conduct of audits.

e ThelSAsshould beviewed as an integrated body of standards. Thus, each | SA need not be written as a stand-alone exploration of all aspects of a particular topic. Thiswill
avoid unnecessary repetition in the overall body of ISAs.

e Asaninternational body of auditing standards, | SAs have to be written to allow professional judgement in their application because they will be applied in the context of
different legal and regulatory structures in different jurisdictions and countries, and in audits of not only large, global public companies, but also small, owner-managed
businesses, partnerships, and not-for-profit entities. This does not mean that it is not possible to have a set of internationa standards that can effectively serve as agloba
benchmark for audit quality. We believeit isboth possible and important that the | SAs serve that purpose. But it does mean that the | SAs need to focus on the objectiveto be
achieved rather than how to do it and to enable auditors to exercise appropriate judgement in applying the requirements in the various circumstances that will be faced by
different auditorsaround the globe. Certain limited differential requirements, for example, with respect to documentation and other communication responsibilities, may also
be justified, as explained below.

A possible model for objective-based standards

InAppendix 1, weillustrate an alternative structure for the |SAs as a coherent body of objective-based standards. Theillustration isnot intended to demonstrate how all existing
standards and guidancein the existing | SAswould be repositioned under thisnew approach. Rather, it shows how aconceptual framework could be devel oped that would provide
an appropriate framework to guide the application of professiona judgement by auditorsin designing and performing audit engagements to achieve the objective of the audit.
Such a framework would & so avoid the need for excessive guidance in setting out specific requirements as the framework would provide the underpinning for any specific
requirementsin the |SAs.

The conceptual framework envisaged includes a description of the objectives of an audit; the preconditions necessary to support audit quality (such asindependence and ethical
requirements, due care and competence); underlying auditing concepts (such as materiality, audit risk, reasonabl e assurance, professiona scepticism, and the definitions of and
auditor’sresponsibilitiesin relation to misstatements dueto fraud and error); the audit process; and concepts underlying el ements of the audit process (for example, for obtaining
evidence).

Although not shownin the overview in Appendix 1, we can al so see arolefor audit technique guidance. Thiswould be practical guidance on how to perform, for example, tests of
control, analytical procedures, sampling techniques, or specific types of substantive procedures. In our view, such guidance would serve avaluableroleinthe auditing literature
and is anecessary element of audit training, but should not need to be embedded in auditing standards.

Impact on existing ISAs
Implementing thismodel would involve afundamental rewriting of the existing | SAs, but we believe that this could be accomplished over time. Whilst thiswould resultin some
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overlap in the short term, we do not believe it would result in any fundamental conflicts or discrepancies.

Much of the material that would form the basisfor the conceptual framework already existsbut isspread out in anumber of thel SAs. Thus, devel oping the conceptual framework
would be more arestructuring exercisethan afundamental reconceptualisation of the | SAsthemselves. As such, we re-emphasi seand strongly believethat our proposal doesnot
bring into question the quality of the existing body of 1SAs. Rather it reconstitutes them and provides a better framework for their future development. Guidance related to
underlying conceptsthat is now found in anumber of |SAswould form the starting point for devel oping the underlying conceptual framework and, eventually, asexisting ISAsare
rewritten under the new approach, such guidance could be eliminated from individual | SAs containing specific requirements.

Once the conceptual framework isin place, ISAs containing specific requirements could be rewritten over time as they are revised in response to specific needs or as part of a
planned revisions programme. We believe that, in eliminating guidance that repeats what would now be in included in the conceptual framework, the revised |SAswould be
considerably shorter. In redrafting them, appropriate attention could be paid to identifying the requirements that are necessary in the circumstances and the wording of those
requirements so that they are described in the context of the objectivesin the conceptual framework. Guidance in the body of the |SAs could be kept to a minimum and include
only the definitions and guidance necessary to ensurethat the objectives of therequirementsare clear and to identify any relevant mattersthat need to be considered in exercising
judgement in implementing them. For example, we were intrigued by the illustrative restructured 1SA 240 that was included in Agenda Item 2-D.1 for the June 2004 IAASB
meeting. Wethought that the nature and extent of the gui danceincluded in the Standards section of that example had about theright level of detail we envisagefor thel SAs. That
being said, we believe that there would be considerable merit in supporting each | SA with aBasisfor Conclusionsthat would explain the rational e for the requirements and how
they fit within the conceptual framework. Other explanatory guidance, including illustrative examples that are now included within the body of the ISAs or in accompanying
appendices, should be moved to supporting Practice Statements.

We also believe that IAASB should devel op a consistent format and structure for the | SAs that constitute the Requirements under our model. For example, at aminimum, they
should include aclear statement of the audit objective(s), set out relevant definitions, identify the main requirementsto fulfil the objective(s) and then, separately, set out the basis
for conclusions and any necessary implementation guidance. A significant benefit of our proposed approach—in contrast to the approaches proposed in the Exposure Draft and
Consultation Paper which simply retrofit the existing standards—is that the existing body of literature can be rationalised.

A consistent approach is a so needed to documentati on and communication requirements, in particular whether they areincluded in eachindividual | SA or whether documentation
and communication responsibilities are addressed comprehensively in aseparate ISA. In viewing the | SAs as an integrated body of standards, the latter approach is probably
preferable becauseit avoidstherisk of duplication in the requirementsand confusion if requirementsthat areintended to complement one and other fail to do so because different
words have been inadvertently used to describe them.

In rewriting the ISAs under this approach, we would not anticipate that the number of bold-lettered requirements would significantly increase, if at all. We would, however,
anticipate that they could be better articul ated because they would be clearly based on the application of a consistent underlying set of concepts.

Need to consider the impact on smaller audit engagements
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It seemsalmost inevitabl e that as standard settersrespond to the current regul atory preoccupation on audits of publicinterest entities, the compliance burden on audits of smaller
entities increases disproportionately. The cost/benefit of the requirements always needs to be considered, but it is particularly important to be mindful of the impact on new
requirements on that segment and to challenge whether all of the requirements are necessary in al circumstances. We are not proponents of differential auditing standardsin
relation to the underlying concepts and audit processitself, but do question whether the cost-benefit of proposed requirements regarding documentation and communication are
justified in al circumstances. A significant advantage of the proposed structure is that it would enable IAASB to establish different requirements responsive to specific
circumstances in these areas whilst retaining the common conceptua framework underpinning all audits.

Implementation of the proposals

We have indicated above that we would support implementing this approach over time. Developing and issuing for exposure the complete package of 1SAs has obvious
advantages. On the other hand, such a project would dominate IAASB's agenda and resources for the foreseeable future. Full due process is vital and IAASB should not
underestimate the debates that will inevitably ensueinimplementing any of the proposal s or approaches. Our vision contempl ates quite significant revision of each | SA and doing
so incrementally seems logical. As noted in our introductory remarks, however, at a minimum, we strongly encourage |AASB to place priority on developing the conceptual
framework and an agreed structure for individual 1SAs so that new and revised | SAs can begin to be drafted using the new model. Should IAASB decidethat it would be best to
devote all resources for a shorter period time to accomplish an overall revision of the entire body of 1SAs, we would not oppose that decision.

Closing remarks

We do not underestimate the importance of this Exposure Draft and Consultation Paper and commend IAASB for tackling the complex and controversial matters in them.
Practitioners and stakeholders alike have strongly held views on this topic and we anticipate that IAASB may face significant challenges in reconciling the various views it
receives on this exposure. IAASB may also face pressure to seek a short-term solution from certain stakeholders.

For the reasons set out above, however, we do not believe that a“quick fix” is either needed or desirable. In fact, we strongly caution IAASB against adopting the short-term
solutions proposed in the Exposure Draft and Consultation Paper aswe have serious concerns about the negativeimpact any strategy to retrofit theexisting | SAswill have on audit
quality. Weurge |IAASB to give serious consideration to the alternative strategy that we propose in this response and to the merits of devel oping objective-based international
auditing standards firmly supported by arobust conceptual framework.

Since bold type letters represent standard sentences and plain type letters represent background or understanding information for the standard sentences, in my opinion these
should be continued. Present tense discontinuation in futureiswelcome. Equal authority is necessary for compliance review purposes as otherwise only bold type sentencesare
only standards. The word “should” need not be treated as a presumptive requirement. For presumptive requirement the word must be used in future standards, asit is a new
requirement of mandatory compliance with documentation for deviation/alternative procedure.
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