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Comments Received on Clarity Consultation Paper

Detailed Comments

Respondent Respondent Comment

Under standability of IAASB Standards
Q1. Hasthelength and style of these standards ai ded or impaired their understandability and clarity? Please explain the reasonsthat are persuasivein reaching your
view and provide examples that help illustrate your view.

AASB-CICA TheAASB hasrecently adopted, or isadopting, anumber of | SAs, such asaudit risk, fraud and quality control into Canadian standards. We believethat thelength
and compl exity of these standardsis problematic. Thisisevidenced by thefact that the number of responsesto Exposure Drafts of these standardswas considerably
lower than for other proposed standards. We believe that respondents found the materials daunting due to their length and because they may be difficult to
understand.

We have a so received increased call sto provide summaries, analyses and moreimplementation guidance to assist practitioners, studentsand others understand and
apply the standards. We believe that practitioners are increasingly relying on such summaries, analyses and guidance rather than referring to the standards
themselves. We are al so receiving more frequent requeststo extend theimplementation periodsfor new standardsto allow timefor such materia sto be developed
so that it accompanies new standards.

ACAG Given therecent global focus on the auditing profession, it isappropriate that International Auditing Standards are sufficiently detailed so that the requirements of
professional accountants are clearly articulated. The current length and style of the IAASB’s standards achieves this objective.

ACCA The length and style of recent |SAs has impaired their understandability and clarity. It is difficult, however, to separate length and style from substance. If the
subject of an ISA is complex and detailed it is difficult to deal with it in a concise manner. Length results from the need to cover the subject adequately.
Furthermore, complexity also givesriseto additional length because terminology and sentence construction are driven by the need to achieve precision in meaning.
Precision in meaning is generally thought to be essentia to clarity. In the drafting of 1SAs, the opposite is more often true, however, as the balance between
understandability and precision has become distorted by the excessive detail of the language.

As an example, consider the first sentence of 1SA 315 The Auditor’s Procedures in Response to Assessed Risks:
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The purpose of thisInternational Standard on Auditing (1SA) isto establish standards and provide guidance on determining overall responses and designing and
performing further audit proceduresto respond to the assessed risks of material misstatement at thefinancia statement and assertion levelsin afinancia statement
audit.

Thereisreally no need to include thewords: ‘. . . at the financia statement and assertion levelsin afinancial statement audit’.

Theissueof length is separate and distinct from theissue of clarity. Webelievethat drafting style and proper use of language, not thelength, affectstheclarity of a
standard. A standard that isdrafted in astylethat clearly identifiesthe requirements and providesrelated (and necessary) guidanceto the professional accountant
will provide clarity irrespective of itslength. Therewill beinstances where a clear drafting style will mitigate the need for length. On the other hand, a“ short”
standard that provides only high-level principlesas*regquirements’ without corollary guidancewill provideless clarity. When additional guidanceisprovided, it
may add to both the length and clarity of a standard. However, clearly expressed ideas and necessary guidance on implementation clarifies the principles, and
contributes to the consistent application of those principles around the world.

In 1995 the APB issued its Statements on Auditing Standards (SASs). The SASswereclosely aligned (both in style and content) withthe ISAsinissueat that time.
Theintroductory rubricto SASsstated * ...they contain basic principlesand essentia procedures (* Auditing Standards’) indicated by paragraphsin bold type, with
which auditors are required to comply in the conduct of an audit. SASs also include explanatory and other material which is designed to assist auditors in
interpreting and applying Auditing Standards’.

APB is not aware that there has been any uncertainty in the UK and Ireland as to the status of the ‘ grey letter’ guidancein SASs or of any pressure to clarify it.
Furthermorein 2000 the APB undertook asurvey asto the usability of its standards and the overwhe ming number of respondents confirmed that the SASsareclear
and provide a satisfactory framework of standards.

The APB hasfollowed closely the revision of the ISAson audit risk and fraud and has consulted on them within the UK and Ireland. While the APB recognises
(and supports) the need for some greater specificity within these standards the APB believes that the new 1SAs 240, 315 and 330 contain too many bold letter
reguirements and, for the first time, APB has detected a concern as to the applicability of the standards from auditors of small entities.

The AUASB believes the understandability of and compliance with auditing standards is enhanced if their requirements are clear and concise. We believe the
current structure, that is, bold letter requirementsfollowed by explanatory guidance or commentary on implementation of those requirements should be retained.
Nonetheless, we strongly encourage the IAASB to give much greater consideration to the style, length and genera nature in which auditing standards are
expressed.

We appreciate some of the new |SAs have dealt with complex issues from both a business and audit perspective; nevertheless | SAs have become increasingly
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lengthy (especially the accompanying commentary). The AUASB believesthisisneither conduciveto their comprehension, understandability nor implementation
by auditors, particularly for auditorsfrom smaller practiceswith limited accessto technical resources. We believe the explanatory guidance or commentary inISAs
ought to bemore succinctly expressed and lessdiscursiveinits nature; perhapsit should be made somewhat similar to theformat adopted in International Financial
Reporting Standards.

Basel In general, regulators are supportive of longer and more detailed standards as they provide for a tighter regulatory environment and consistent application.
Regulators a so favor requirements with overarching principles.

CEBS Thelength of astandardislessof anissuethat the understandability (coherence, clarity and consistency) of each standard. Asregulatorswe arefully supportive of
a principles based approach to auditing standards. However we also approve of detailed requirements to support the principles to ensure that there is clear and
consistent application.

CIPFA On balance we believe that the length and style of the standards hasimpaired understandability and clarity. Thisis particularly the case with therisk ISAswhich
contain agreat deal of detail but do not highlight precisely which aspects of controls auditors are required to identify, understand and in some casestest. Thisisa
key issue especially for auditors of smaller entities where controls are frequently either non-existent or largely undocumented. There also appears to be a
preferencein drafting for the use of passive rather than active and negative rather than positive constructions which does not help understanding.

CNCC-CSOE Yes, the increased length and detailed style of the standards has begun to create significant difficulties since the issuance of the revised fraud standard which
preceded the current fraud standard approved in February 2004.

These standards have been perceived by certain members of the profession astoo long, overly detailed, difficult to understand and therefore unclear. Their styleis
seen as very repetitive and this is one of the reasons why the standards do not flow well.C0In France, the new style of the ISAs is jeopardising convergence,
especially in view of the newly introduced legal backing of the standards.

DnR We believe that the change has impaired rather than aided the understandability and clarity of the standards as far as our members are concerned.

DT We have divergent views on this point within our member firms.

Some believe that recent | SAs have moved away from the previous widely-accepted principles basis (repeatedly confirmed by the IAASB), to lengthy, detailed,
repetitive, complex rules, inspired by highly regulatory environments applicableto public interest entities. Thishasimpaired the overall understandability of the
standards. Moreover this trend has clearly called into question the applicability and relevance of the standards to small and medium size entities. The recently
issued standards such as those dealing with fraud or the audit risk model illustrate the concern.
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EY

FAR

FEE

Others believe that the length and style of the recent | SAs are appropriate to the issues faced by the profession and that they are quite understandable and clear.
They believe that the objections to length and style really are objections to the number and specificity of requirements.

Thetrend towards |onger standards observed in recent rel eases may reflect a shift towards amore rules based approach, which we do not approve (see § 1.7), but
also the increasing complexity of the auditor’s environment.

Inour view, thelength and style of therecently issued standards hasimpaired understandability and clarity. AsIAASB notes, the recent standards have dealt with
complex issues, and have aimed to be comprehensive. To ensure consistent application, the drafting of complex issues needsto be very clear. Lengthisnot a
particular issue, in itsdlf, if the drafting and structure of the standard are clear. However, the combination of a difficult style —in particular, long and complex
sentences coupled with long, detailed paragraphs — with length will mean that the contents of the standards become difficult to apply. For examples, see the
response to question 2 below.

Length and style of the recent standards have impaired the understandability and clarity of the standards. For further details on that and the reasons for our view,
please see our Introductory comment and the answers to the Policy Statement-questions above.

Somerecently issued standardsliketherisk ISAsarelonger than previoudy issued | nternational Standards and arguably more complex. Asregardswhether thishas
adversely impacted understandability and clarity:

e Increased length will not necessarily mean increased complexity; indeed longer documents can be clear enough if the drafting is good;

e Inthe case of the risk ISAs their length is a chalenge to their understandability and clarity for some practitioners. The combination of reguirements and
application guidance in the one document has in some cases been considered to make for unduly complex documents;

e Thelength of an International Standard can also contribute to atime-consuming exercise on some audits or in somefirms of running through the standardsto
know which aspects of the application materia are relevant to which audits;

e Itshouldfinally benoted that the length of the International Standardsisaparticular concern for small and medium-sized practitioners performing relatively
simple audits.

We believe that one of the key areas of improvement to | SAs worth making is the need for clarification of the objective of the standards. Thisis at two levels:

1. It helps to provide a description of the thinking behind the standard to enhance the understandability of the standard overadl; for example, a brief,

comprehensive description of the overall audit objective that isto be achieved by the standard and the role the particular standard hasin the whole ISA picture
would be very helpful;
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2. Secondly, as explained at the beginning of this letter, it is essential that individual requirements in standards combine the basic principle or essential
procedureswith explanation of the audit objectivesto be achieved by them. Further, explanation of how the objectiveis supposed to be met by linking thethinking
to the fundamenta principles underlying an 1 SA audit would be equaly useful.

Asfar asstyleisconcerned, we believe that aclear policy should be set out on the standard of written English lAASB intendsto achieveinitsoutput. For example,
avoidance of long, complex sentences and idiomatic phrases would facilitate trand ation into the 20 languages of the European Union. Also, the meaning of the
words and terms used should be unambiguous and clear.

GT It isour understanding that significant concerns have been expressed with regard to the length and detail provided in recently issued | SAs, particularly the audit risk
and fraud standards. We believethat thelength of astandard does not necessarily impair its understandability or clarity. Additional detail is sometimes necessary
to adequately explain the professiona accountant’s obligations and to provide sufficient guidance on the application of the professional requirementsin certain
circumstances.

Asstated previously, the audit risk and fraud standardslay the foundation for all other standards and therefore, are of such importanceto the audit risk model that
thelack of sufficient detail and guidance would diminish the quality of audits. For example, thefraud standard requires certain inquiries of management; however,
it provides specific guidance and exampl es of more probing questions and detailed discussionswith those charged with governance. Such explanatory material aids
inthe performance of high-quality management inquiries and, asaresult of performing suchinquiries, the professional accountant may revise audit proceduresto
address fraud risks. The fraud standard also provides explanatory material with regard to the planning discussions amongst the audit team. Such explanatory
material iskey to asuccessful planning discussion and, if absent from the standard, would weaken what is meant to be an essentia professiona requirement.

H3C Thecurrent length and style of IAASB standards shoul d be changed to amore synthetic and clear expression of fundamenta principles, asthey have been foundto
be too extensive and impair understanding. Construction of standards should be made in a normative manner, and all which concerns or is relevant and open to
interpretation, commentary and expectation, be refrained from inclusion, as it would imply difficulties for the application of standards. Standards should be
construed in manner which makes it evidently clear that there would not be the need for interpretation, and that requirements are clearly understood to be
mandatory without the need for presumptive interpretation.

ICAEW On the whole, the length and style of these standards has impaired their understandability and clarity, particularly for small practitioners.

Thel CAEW set up an I SA Implementation group over ayear ago to help practitionersfromfirmsof al sizesdea with the UK moveto | SAs. Thisgroup developed
responsesto therisk, fraud and quality control | SAson behalf of the ICAEW. Thisgroup has been consistently supportiveto themoveto | SAsinthe UK, primarily
intheinterest of audit quality. But our responsesto |AASB, particularly on therisk ISAs, have madeit clear that whilst we believe that these ISAswill improve
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audit quality, they will not do so in proportion to the additional costs to practitioners of implementing them.

The following examplesillustrate this view:

al of therecently issued standards deal with issuesfor small practitioners, but the number of paragraphs devoted to smaller auditsisnegligible by comparison
with the length of the documents as a whole. Many such paragraphs appear to have been added as an afterthought and these paragraphs are not clearly
highlighted; practitioners need to trawl the document for such references. We have consistently argued that the level of guidance in these standards is
insufficient for smaller audits (and that | APS 1005 should not have been withdrawn) whilst at the same time arguing that the standards are too long. Better
structuring and greater consideration of the needs of those conducting smaller audits would help. Similar concerns have been raised recently in the Wong and
World Bank reports and we are surprised that this issue has not been clearly followed up in these proposals;

I SA 330 at paragraph 9 containsavery important referenceto the auditor’sinability to identify control activitiesin very small entities, and the need to consider
whether it is possibleto obtain sufficient appropriate evidencein such circumstances. Thisimportant paragraph should be highlighted clearly in the sections of
ISA 315 that deal at great length with control activities;

ISA 315 at paragraphs 41 to 99 deals at length with internal control, internal control components and I T issues. The structure of this section is not transparent
andtheessential featuresareeasily lost inthelevel of detail provided, whichisunnecessarily lengthy. Seemingly ‘ hidden’ in paragraph 91, isastatement to the
effect that the audit does not require an understanding of all of the control activities or every relevant assertion. This statement is of great significanceto all
practitioners, but particularly small practitioners;

the distinction between understanding the design and implementation of controls, and testing their operational effectivenessiscrucia to understanding therisk
ISAs. But nowhere arethese essentially simpl e distinctions made loudly and clearly — once again, important features arelost in the detail. A key element of an
ICAEW Audit and Assurance Faculty Roadshow on | SAs dealt with this distinction which is not readily apparent;

in the recent ED on documentation, the wording of paragraph 7 (d) (abold letter requirement) is obscure at best;

thewording of paragraph 25 of | SA 330 isunnecessarily convoluted and isjust one example of the use of an unnecessary negative structurewhere apositiveone
would do (as we have noted before);

the extensive use of passive constructions does not aid clarity and generally increases length.

Whilst al of the examples above could be ‘fixed’, we believe that they are representative of awider structural problem.

Thelength and style of recent standards does not necessarily assist the auditor in understanding what is required and quickly identifying proceduresthat should be

Agendaltem 9-D.2
Page 6 of 82



Comments Received on Clarity Consultation Paper
IAASB Main Agenda (June 2005) Page 2005 1367

Respondent Respondent Comment

applied. Older standards dealt with principlesin a simpler manner and the newer standards are mixing principle and rules based approaches to standards. This
resultsininconsistent level sof principle, procedures and guidance. Thisinconsistency leadsto difficultiesfor readersinidentifying the principlesand requirements
that apply in specific circumstances. An example of a standard which leads to this type of confusion is the standard on auditing fair values.

ICANZ We believe that the length and style of certain of the recently revised | SAs hasimpaired their understandability and clarity. In addition the nature of the changes
required by the new audit risk model may have exacerbated concerns about clarity.

Consider the new audit standards | SA 315 and | SA 330 which intotal comprise 195 paragraphs. Theserevised standardsreplace 1SA 310, | SA 400 and | SA 401 —
which comprise atotal of 73 paragraphs.

Theincreased length of the standardsislikely to deter some professional accountants from reading and understanding the standards. In addition, wefound that the
nature of the changesin these standards was difficult to understand and to explain to professional accountants. When changes are introduced it is essentia that
auditors are able to easily understand the changes and how thiswill affect their audit methodol ogies moving forward.

The new standards are longer and more complex documents. There will need to be significant investment in education and training to assist professional
accountants with the proper understanding and implementation of these standards and the related guidance.

We believethat the proposed changesto the format of the standards would enable professional accountantsto more easily understand the substantive changesand
therefore aid effective implementation of new standards.

ICAP The changing scenario of the corporate world has forced an auditor to carry out audits with much care, because of which an auditor needsto carry out hisduties
very carefully, so the resultant length of the ISAsisjustified to cover relevant issues pertaining to an audit.

Like ISA 315, which is spread over 124 paragraphs (42 pages) is quite lengthy. The audit evidence generated from carrying out the risk assessment procedures
giveninthe ISA isvital to support auditor’s assessment of the risks of material misstatements.

The additional guidance in the ISA 315 in Appendix | on the Understanding the Entity and its Environment followed by Appendix Il about Internal Control
Componentsand Appendix 111 about Conditions and Events That May Indicate Risks of Material Misstatement do add to thelength of the|SA but also aid in their
understandability and clarity.

Whilst we understand that the length of the recently issued | SAs have assisted in addressing complex issues and have aided their understandability and clarity.
However, it is felt that with this sort of substantial increase in length of the standard, continuing with the same style i.e. bold type lettering and continuous
paragraph numbering has impaired the clarity of these standards.
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IDW

For instance, to determine the risk assessment procedures given in 1SA 315, the user will have to go from paragraph 7 to 13 initially and then to other paragraph
from 100 to 119 as well as the three appendices. These are scattered in standard.

Thelength and style of the standards have aided their understanding. Some standards haveto be explained point by point for themto be clearly understood. Others
may not require alot of details. Examples | SA 240 will certainly require more time to understand as compared to |SA300. The length and styleis driven by the
need for clarity and understanding.

Werefer to the general comments on general mattersrelating to both the proposed Policy Statement and the Consultation Paper. Based upon thisdiscussion, length
isan inherent problem because:

Detailed rules and guidance lead to long standards, which, if applied across different jurisdictions, |languages and cultures may drive very different behaviour
depending upon the environment in which they are applied

The more rules and guidance, the greater the risk that inconsistencies among these rules and guidance arise (and the more difficult drafting becomes)
The more detailed the rules and guidance, the greater the risk that parts of it become inapplicable or ineffective in certain jurisdictions

More rules and guidance on auditor inputs (proceduresto be performed) are, in our view, less efficient and eff ective than defining auditor outputs (objectivesto
be achieved)

Length does impact understandability by overtaxing the attention span of users

Furthermore, the greater the length, the more difficult standards are to translate and to understand by users accustomed to different drafting traditionsfor standards.

Intermsof drafting style we have the following comments, some of which are from our general comments on general mattersrelating to both the proposed Policy
Statement and the Consultation Paper:

We support the intentions of the proposed Policy Statement to replace some of the present tense text, but our comments on that Statement do indicate our
concerns on the proposed implementation of these intentions

The style used currently is often repetitive

The principlesof legal drafting have not been employed, e.g., the use of definitions and terminology isnot performed with enough care using a princi ples-based
approach to ensure understandability across different jurisdictions, languages and cultures, and definitions are often not placed near the beginning of astandard
(for example in ISA 500 the term assertion is used in paragraph 8 but not defined until paragraph 17)

Agendaltem 9-D.2
Page 8 of 82



Comments Received on Clarity Consultation Paper
IAASB Main Agenda (June 2005) Page 2005 1369

Respondent Respondent Comment

e Imprecision in the use of words and concepts is magnified upon trandlation
e The structure of headings and subheadings does not allow enough depth to allow readers to follow alogical flow of concepts

Overall, the ISAs contain copious amounts of guidance, explanation, and examples that, while generally useful, are not always applicable in every jurisdiction.
Furthermore, IDW trandators have remarked that the style of language adopted in the most recent standards is sometimes overly complex and contains
unnecessarily long sentences. We consider that, as the standards are designed for application on aworldwide basis, and therefore will have to be translated into
numerous languages, it is entirely appropriate and indeed necessary for the IAASB to ensure that the style of English is kept as simple as possible and that the
sentences are accordingly shortened. Perhaps greater use of bullet points may reduce the complexity of some sentences.

10SCO Asstated earlier in thisletter, we believe that recent | SAs have been an improvement over earlier standards. Thelength of astandard does not necessarily impair
the understandability or clarity of a standard. We do believe, however, that there is an important need for the language in standards to be explicit as to
requirements. We have had this concern for some time. We believe this concern can be appropriately addressed by setting forth mandatory and presumptive
reguirements as described in the ED, subject to the other comments we have made in this letter about the proposed |anguage for the requirements.

JCPA The length and style of the recently issued I SAs hasimpaired their understandabilty and clarity because one sentence consists of long and complex contents.

KPMG [Responseto Q1-Q4] We believethat thelength and style of recently i ssued standards makestheir understandability more difficult, primarily when they are being
trandated in another language. Generally speaking, werecognizethat thereisabenefit to structuring I nternational Standards so that the explanatory material either
follows or is very close to the professiona requirements. This type of structure should enhance the understandability of the Standards because it enables
practitionersto read the guidancein context. However, when due to the complexity of the subject matter (for example, fraud or audit risk) it isnecessary to provide
extensive guidance, we bdlieve that the benefit of having the guidancein context is outweighed by the fact that the professional requirements are obscured by the
amount of explanatory material. Thereisafurther disadvantagein jurisdictionsthat haveaconvention of incorporating al of thetext of aparticular standardinthe
legidation that addresses the responsibility of auditors.

NIVRA Although we believe that length and style should not impair the understandability and clarity of the standards, we do believe that due to the length of the recent
standardsit isespecially for the professional accountants amore time-consuming exerciseto read and interpret. For that reason we emphasize to ensure consistent
application the importance of the clarity of the standards. We can understand that the length of the standards may be of concern for small and medium sized
practices. Solutions are needed to assist them with the implementation.

PAAB South Africahas adopted the International Engagement Standards with effect from 1 January 2005. Whilewe consider the additional guidancein the Standardsto
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be useful to small and medium size practices, there does appear to be arisk that the Standards are becoming too lengthy. We have commented on this aspect in our
submissions on recent exposure drafts.

We appreciate that the business environment has become more complex and that auditors now operate within complex conceptual accounting and auditing
frameworks, but recommend that the |AASB striveto achieve abal ance between i ssuing Standards that address these changeswhile ensuring that practitionersare
not ‘intimidated’ and overwhelmed by their complexity and volume.

Examples of complex and lengthy Standards include the recently issued Standards on Risk and Fraud.

I do not think that the length of recent standards hasimpaired their clarity, but | do think that it hasimpaired their understandability. Thereader of along document
has to keep more in mind and tie together more thoughts than the reader of a short document.

I do not think that the practice of intermingling bold type and plain type sentences and paragraphs impairs clarity, but rather helpsit. It allows explanations and
clarifications to be sited near the paragraphs they explain rather than having them in separate locations.

However, | believethat the clarity of drafting inthe | AASB’ srecent standards has suffered because of the perceived need to ensurethat certain standardscameinto
effect by the end of this year. This has meant that less time has been available to spend making sure that standards are written in away that is easy to read.

Q2. If thereis concern over thelength of the standards, please also explain what isviewed as being problematic —the amount of explanatory guidance provided, the
scope of matters addressed or other aspects of the standards. How do respondents consider such matters might be resolved?

We believe that the concerns are caused not only by the amount of guidance but also the complexity of matters addressed. Recent standards reflect increased
expectations of practitionersto understand and apply standards on complex topics. While standards must respond to the complexities of our audit environment, we
areof theview that well written and concise standards significantly enhance understandability, even of complex matters. We believethat the proposed terminol ogy
changes may help alleviate some of the concerns, but we are aso of the view that standards should be more carefully reviewed for redundant guidance, and
unnecessarily complex phraseology or “technica” terminology.

Concerns about the length of standards may be aleviated if the main principles were succintly explained at the start of the standard, and other supplementary
materials were contained in the appendices.

Currently, ISAsaredrafted in such away asto be directly applicableto large audits carried out by large audit firms. They are, therefore, too complex and too long
for efficient application to simpler audits.

Theonly way to resolvethisproblemisto rewrite | SAs so that they are directly applicableto simple audits. Further requirementsfor large and complex audits may
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then be added as necessary. This solution has been recommended by many parties and is generally known as the ‘ think small first’ approach.

APB In its response to IAASB on the audit risk exposure drafts APB identified issues relating to the volume of guidance and the inapplicability of some of the
requirements on small audits.

In relation to the volume of guidance the APB observed:

‘The APB hasavery significant concern that the proposed | SA “ Understanding the entity and its environment and assessing therisks of material misstatement” is
not sufficiently clear and conciseto allow consistent application by auditors. Intheview of the APB the draft containstoo much detail ed guidance which obscures
the key principles and makes the audit risk model appear more complex and less ableto be adapted to the particular circumstances of individual auditsthan should
be the case'.

In relation to the inapplicability of some of the requirements on small audits the APB observed:

"The APB strongly encourages |AASB to promulgate | SAsthat are of general applicability to audits of entitiesof al levels of size and complexity. The quality of
auditsof listed and other publicinterest entitiesisof great importance, but it should not be forgotten that the vast majority of audits completed each year worldwide
are of unlisted entities and are undertaken by relatively small firms and sole practitioners: the ISAs need also to be relevant and understandable to them and,
accordingly, readily capable of being properly applied to the audits undertaken by them’.

AUASB As mentioned above, the AUASB supports the retention of the existing structure for ISAs, that is, standards followed by accompanying explanatory material.
Therefore, only when it is absolutely necessary to include extensive supplementary explanatory material to the requirements in the standard, should another
document (e.g. an | APS) beissued to complement the standard. Onthewhole, ISAs (or AUSs) should be* stand a one’ documents, capabl e of comprehension and
implementation by an auditor, without needing to refer to accompanying pronouncements.

When auditing standards are to be developed and issued, and compliance therewith is within a legally enforceable environment, the inclusion of extensive
explanatory guidance or commentary in the standards can potentially create uncertainty about auditors' compliance obligations. Thisis particularly a problem
where explanatory material and guidance accompanying ‘ black letter’ standardsimplicitly incorporate and/or impose responsibilities or mattersthat auditors might
or ought to take into consideration. We acknowledge this problem is likely to be significantly reduced by discarding the use of the present tense in auditing
standards.

CIPFA Thereisaconsiderable amount of materia especially intherecently revised ISAswhichisprimarily educational in nature. Whilethismaterial may well be useful,
it does not need to be in a standard with which auditors are required to comply. Itisalso likely that such material will become out of date relatively quickly as
practice develops. We would prefer such material to be included in separate Best Practice Guidance, which would not have mandatory status.
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CNCC-CSOE In their response to the audit risk model ED, the French Institutes expressed their concerns over the length of the standards as follows:

DnR

DT

“The length of the proposed standards appears to be partly due to the many repetitions they contain, which sometimes state the obvious. It makes the plan and
structure of the standards difficult to follow because thetext of the standards does not flow well. In certain cases, it leadsto certain statementswhich appear to be
simple common sense and which in the French cultural context, for example, will be counterproductive.”

They consider that these comments remain valid and that the i ssue of excessive length has not been resolved in the standardsissued or revised after the audit risk
model.

The difficulties and concerns over the length of the standards are caused by:
e Theincreased risk for the auditor of being sued for not having applied to the letter the excessively detailed guidance in the standard.
o Therisk of the progressive disappearance of the use of professional judgement

e Theincreased risk of having to perform what may be considered to beirrelevant work in order to meet the requirements of the standard and, perhaps omitting
relevant procedures simply because they may not have been specifically included in the standard.

Wethink that thelength of the standardsisaproblem. The structure of the standards need beimproved so that the professional requirements are presented clearly.
The present guidance tends to be unstructured and repetitive. Large parts of the explanatory guidance should be removed from the standards and presented in a
separate document. The guidance document could have aless or none authoritative status compared to the standards. In the standards, guidance to explain the
mandatory requirements should beretained. Inthelessauthoritative guidance, examples and implementation guidance coul d be given. See our answersto questions
5 below.

There are two fundamental issues about the length of the standards:
. Thelevel of detail and specificity of the requirements
. The amount of explanatory guidance and its level of detail

With respect to thelevel of detail and specificity of the requirementsdifferent cultures have significantly different views. Thisiswhy agreeing upon the principles
for the determination of the requirementsisessential. Our recommendationsincluded some thoughts on these principles. We believethelevel of specificity and
detail exemplified in the reworked | SA 315 is acceptable.

With respect to the amount and level of detail of explanatory guidance, the restructuring should help address concerns but it isimportant for the requirements to
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have sufficient context to understand them.

Some people question the need for greater specificity and, therefore, numbers of requirements for audits of smaller entities. When requirements clearly are
necessary for listed entities only, the standards should reflect that.

Inaddition thelegidation in certain countries provideslegal backing to the standards, by incorporating them into national law. The more explanatory text isinserted
in the ISAs which are not by nature suitable for inclusion in alegal instrument, the more difficult it will be to converge national and international standards.

EY The‘Risk ISAS' (ISA 315 Understanding the entity and its environment and assessing therisks of material misstatement and | SA 330 The auditor’s proceduresin
response to assessed risks) are, we believe, the main examples of recently issued standards where length and complexity are of concern. These standards differ
from previous ISAsin two key areas, in terms of the way they are drafted.

First, ISA 315, for example, contains alarge number of different, though related, topics. This makesit harder to find the information related to any given topic:
although the headings and the bold text are a guide, there is always a concern that some aspect of the topic being researched might be elsewhere within the
standard.

Second, given both its absol ute length, and the length of many of the component paragraphs, it isdifficult to be surethat the professional accountant has considered
all aspects of one of the topics: the volume of guidance makesit difficult to assimilate the content of individual paragraphs.

Possible solutions might include:

o Splitting very long, complex standardsinto anumber of more specialized standards which can be arranged together within the framework of standards. For
example, in | SA 315, topicssuch asinternal control could bedealt within aseparate standard. The requirementsrelating to understanding the entity and those
relating to assessing risks could also be separated into two standards.

e Chalenging the length of the component paragraphs of the standard — splitting paragraphs makes picking out the core idea easier and therefore helps
understanding. In particular, any paragraph containing a requirement (ie bold text) should usualy stand aone, with guidance following in subsequent
paragraphs.

e Challenging the guidance provided. While acomprehensive standard is helpful in many respects, and we would not advocate removing the guidance which
helps clarify the standard, the guidance should not be a textbook of auditing or a comprehensive methodol ogy.

e Guidance on applying the standard on a smaller engagement. The standards, especialy the ‘Risk 1SAS’, as drafted, are more easily applied to larger
engagements. Guidance for application to smaller engagements, especially in terms of extent of documentation, would be helpful.
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The overarching problematic arearegards how asingle | SA isintroduced. Please see the section “Improving overview, understanding and user friendliness of the
ISAS’ in the Introductory comment as well as the answer to Policy Statement-question 3 for further details on that and our improvement proposals.

Werefer to our comments on thelength of the International Standardsaready stated in our main comment on the Proposed Consultation Paper on “ determining the
outcome of the proposal”, “think small first” and to our commentsincluded in question 1 of the Proposed Consultation Paper.

Standard setting should be based on the “think small first” principle. The basic requirements common to al engagements should be included in the standards,
which would in our opinion result in shorter standards which clearly indicate which basic procedures and actions the professiona accountant is expected to
perform. Internationa Standards should be accompanied, where necessary, by practice statements or application notes which are specific for acertain sector like
small and medium-sized entities or the public sector. See also our responses to Question 13 on the Proposed Consultation Paper.

... we are less concerned about the length of the standards than their clarity and understandability.

We are considerably concerned over the amount of explanatory guidance provided in the written IAASB standards which serves merely to cloud the effect of
mandatory requirements and providesthe professiona with the possibility of openinterpretation. Standards should be further devel oped and construed in amanner
which makesit evidently clear of requirements, reducing or diminishing the need for interpretation, so asto be clearly understood to be mandatory even with the
alternative procedures

Thereare many causes of over-complexity in the substance and structure of auditing standards; excessive length isone of them. Whilst in theory, length should not
of itself result in complexity, in practiceit does and thereisawaysacost associated with length. Complexity, structural or otherwise, isnow perceived asareal bar
to efficiency in many areas. Thereisincreasing pressure for businesses to reduce complexity, or rather to manage essential complexities such that they do not
frustratethe day to day operational activitiesof users. The obviousparallel iswith complex technologies. Practitioners havedifficultiesin finding their way around
long and complex auditing standardsin the sameway that they have difficulty infinding their way around complex software. Even if recently issued standardsare
not ‘ hard to understand’, at | east on the second or third read, putting the requirementsinto practiceishard for practitionerswith limited resources simply because
for amost every additional requirement, there is an element of uncertainty in interpretation which can always be challenged by regulators. Long, complex and
prescriptive auditing standards are less likely to be read, understood or properly implemented than shorter, objectives-oriented standards.

The key to efficiency isnot to remove the complexity, which is probably not possible, but to structure complexity in amanner that is‘user friendly’. Recently-
issued auditing standards are not user friendly; we believe that they should be, and that they can be.

We believe that one major cause of complexity in auditing standardsisalack of aproper understanding of the nature and merits of objectives-oriented standards,
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thewholly erroneousbelief that such standards are lightweight and impossible to enforce and the equally erroneous belief that longer more prescriptive standards
areeasier to enforceand result in better quality audits. The FASB has described objectives-oriented standards asthe same as princi ples-based standards, in order to
avoid confusion with principles-only standards. Whilst existing |AASB standards certainly do contain objectives, they also mandate many detailed procedures and
contain much non-essential guidance; wedo not believethisis compatible with objectives-oriented standards. The proposal s asthey stand represent afurther move
towards rules-based standards and will result in a much greater number of professional requirementsthan at present. We believe that much greater consideration
should be given to permitting auditors to consider the application of a procedure, rather than effectively mandating it by the use of the terms ‘shall’ or ‘should’.

Objectives-oriented standards set out the obj ectivesthat the auditor must achievein the performance of an audit, provide essential guidance on how those objectives
can be achieved and mandate the performance of specific procedures only where absol utely necessary. Such standards do not contain educational or background
material which, whilst important, does not belong in auditing standards. Thereisagreat deal of detailed material intherecently revised SAswhich iseducational
in nature, useful to some but not to others, which does not constitute objectives, essential guidance or absolutely necessary specific procedures. Webelievethatitis
necessary to create anew type of IAASB document for thistype of educational material, which auditors should be encouraged to consider, but no more than that.

We are aware that regulators have a positive approach to longer, more prescriptive standards because they believe that they have difficulties in monitoring and
enforcement without the back-up of detailed rules. But we strongly believe that an ever-increasing armoury of detailed rules provides only short term answersto
transient problemsand is ultimately futilein the greater battle against manipul ative and fraudulent financial reporting. Effective monitoring and enforcement inthe
publicinterest require aproper understanding of how objectives-oriented standardswork, abelief in the merits of such standards and the confidence and experience
to uphold those standards when they are attacked on points of detail. We appreciate that this sometimes requires quiteasignificant changein mindset, particularly
in an environment where alegalistic and compliance approach to standard-setting, monitoring and enforcement has been the status quo for many years. Inour view,
whilst this change of mindset may take sometime to achieve, an objectives-oriented approach to standard-setting, monitoring and enforcement isthe only effective
way to protect the public interest in the long term.

UK standard-setters have taken this type of approach to standard-setting for many years. This approach is rapidly taking root elsewhere in the EU. We note the
continuing work by the FASB and the SEC on the devel opment of objective-oriented standardsin accounting standard-setting and believethat the clear benefits of
this approach should also be applied to auditing standard-setting.

...thereisagreat dea of detailed material in the recently revised ISAswhich is educational in nature. The descriptive materia on IT controlsin ISA 315isone
such example. Whilst the material may be helpful to some, we do not believethat it ishelpful to have such material in adocument with which auditorsarerequired
to comply (or arerequired to consider). Theinclusion of extended discussions of such detailed technical mattersin standards, or even Practice Statements, means
that thereisarisk that moreimportant messageswill be obscured. It isalso difficult to see how regulatorswill monitor ‘ compliance’ with such discursive material
and it isinevitable that such material will become out of date within arelatively short time period.
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The matter might be resolved by considering a new category of document produced by IAASB; guidance for those auditors who lack technical expertise,
representing best practice, but which would not form part of the corpus of material with which auditors are required to comply (or are required to consider).

The restructuring options outlined in Question 6 will be of little valueif thereisno overal reduction in the length of material with which auditors are required to
comply (or are required to consider).

Itisproblematic for usersto find very detailed requirements on oneissue (e.g. audit of fair values) whichisalso addressed in general standardsand not find similar
levelsof detailsrelated to others (e.g. audit of leases). Thisinconsistency leadsto confusion and difficulty in interpreting and applying the standards. The matters
may beresolved by reducing the standardsto the key principles, general procedures and guidance on applying the procedures. The specific examples (e.g. auditing
fair values) should be addressed in practi ce guides on how to apply the required proceduresin specific situations and not incorporating such detail into standards.
This suggestion is consistent with Restructuring Option A paragraph 19 of the consultation paper.

The main issues regarding the length of the new standards and theinclusion of explanatory guidance are: (i) determining which provisions of astandard must be
complied with, and which provisions are intended to provide guidance; and (ii) the nature and extent of certain changes, as noted above.

Wherethere isuncertainty over the objective of astandard and which provisions must be complied with, implementation of the standard and achievement of the
overal aim of improving audit quality will be undermined.

In addition, the more extensive the changesto astandard the higher the coststo professional accountantsin terms of investing timeto understand the changesand to
amend audit methodologies. The lAASB’s communication and education strategy is therefore vital to the IAASB achieving its overall objectives.

Asfar asconcern over thelength of the standard i s expressed, the problem area appearsto be in ascertaining the scopes of the matters addressed. A combination of
bold and plain text in | SA 315 over 124 paragraphs serially numbered creates confusion about the actual scope of the matter addressed.

For instance, to determinetherisk assessment procedures given in the standard, the user will haveto go from paragraph 7 to 13 initially and then to other paragraph
from 100 to 119 as well as the three appendices. These are scattered in standard.

The contents of the standards should be segregated section wise to introduction, requirement explanation with A ppendices, procedures and documentation. This
would add to the clarity and understanding.

Please refer to our response to question 1.

Onthewhole, it isthe amount of explanatory guidancethat appearsto cause most of the length and henceimpairsthe understandability of the standards. However,
there are anumber of cases (e.g., | SA 315) where the scope of the standard was too broad for the applied depth, so that the contents of that standard should have
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been distributed among two or more standards. We will address the issue of explanatory guidance first.

Inlinewith the views we had expressed in our answer to question 2 in the proposed Policy Statement, the | SAs should contain the objectivesthat an auditor must
achieve, the requirements and presumptions that an auditor applies to achieve those objectives, together with application materia (definitions, descriptions and
other explanations) required by the auditor to be able to understand and achieve the objectives and to understand and apply the requirements and presumptions.
Only those definitions, descriptionsand other explanations essential for thereader to understand the | SA should beincludedin an 1SA. To thiseffect an | SA should
be a stand-al one document.

However, al additional considerations aprofessional accountant should be aware of and consider (guidance, good practi ces and exampl es) should be relocated to
an appropriate |APS. We agree that the IAASB should continue to provide the current level of guidance; however as noted above not every item of guidance or
every example will necessarily be applicable in every country or jurisdiction or even in every audit circumstance. Relocating guidance, good practices and
examplesto an IAPSwith adiffering level of authority from | SA would have the additional advantagethat | FAC member bodies or other standard setterswould be
able to provide guidance tailored to circumstances more commonly encountered in their countries or jurisdictions.

In our view, relocating guidance, good practices and examplesto |APSs would lead to significant reduction in the length of the ISAs and thereby improve their
conciseness and hence clarity.

From a standard-scope perspective, it isimperative that the IAASB reconsider the current structure of the |SAs and the fact that no overall audit process standard
exists. Such an overarching standard would allow standards (e.g., |SA 315) addressing further obligations to be shortened to digestible lengths.

10SCO As stated elsewherein thisletter, we do not believe the length of standardsisamatter that should affect the understandability of standards. We believe that any
increasing requirements for auditors are a reflection of the need to strengthen the quality of audits so that, wherever possible, they better meet the legitimate
expectations of the public. We urge the IAASB to focus on clearly explaining the content of each standard, including the objectives, principles, and application
guidanceinvolved.

IRE In the view of the IRE, the length itself of the ISAs doesn’t impair the understandability of the ISAs. On the contrary, the new audit risk modd is now clearly
presented with | ots of explanatory material, which contributesto abetter understanding of the principlesregarding the audit strategy and itslink to risksof material
misstatement due to error or fraud, and to the detection risk. However, the IRE believes that the style of the standard might have an impact on the clarity of the
standards, e.g.:

- the use of the present tense (what is the difference compared to a‘shal’, or a‘should’ requirement ?) ;

- the structure of the guidance or the * application material’ (the application material could be better structured, with the objective of better reflecting the guidance
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needed by an auditor of asmaller or less complex entity, a public sector entity, alisted entity, or an entity in general) ;

- thefact that the standards are lengthy unfortunately contributesto avery time-consuming exercise of running through the standardsto know which aspects of the
application material are relevant to which entities.

The IRE believes that clarity will be served if the standards are restructured following option A. Although the ‘ standards’ section is the same for every audit of
financial statements (‘an auditisan audit’), the application material can bemoreclearly redirected towardssmall practitioners (rel ated paragraphsalready available
intheaudit risk model, e.g. paragraphs 34, 40, 45, 57, 66, 71, 73 and 79 of | SA-315, together with some additional material in the appendix 2 of 1SA-315), towards
public sector aspects (in some | SAsapublic sector perspectiveaready exists(cf. IFAC, Annual Report, 1994, p.3)). Moreover, the cooperation of the|AASB with
INTOSAI will facilitate the development of the needed public sector guidance.

Intheview of the IRE, the application material can bere-allocated to a‘ general guidance’ section, aspecific ‘ small practitioners perspective’ and aspecific ‘ public
sector perspective’ . Moreover, thisway of restructuring may al so facilitate the cooperation between IFAC’s Public Sector Committee, IAASB and INTOSAI, as
well as between IFAC's different task forces (e.g. SME Task Force) and the IAASB;

Such arestructuring will by no meansweaken the audit requirements, or reduce the applicability of the |SAs: it will only strengthen them, provided that the status
of the IAPSsis clarified.

Thelonger standard resulted from unnecessary explanatory material, appendices and example, and aduplication of explanatory material among the standards, and
also appendices. We believe that the IAASB should eliminate unnecessary or duplicated explanatory material, appendices and example.

As stated in paragraph 1, not the length of the standards but the clarity is of importance. Aswe have said before the standards should only contain professional
reguirementsrelevant and applicableto every audit. Explanatory material separated from the standard likeisdonein exhibit 2 in theillustrative examplesiswhat
we prefer and what we believe will support the individual professional accountant to find his way in the standards.

Whilethe additional guidanceisconsidered useful, especially to small and medium size practitioners, theincreased requirements may become problematic for the
same firms.

Thelength of astandard islinked to the detail that the |AASB wishesit to contain: moredetail means alonger standard. The standardsthat introduced the revised
audit risk model had to belonger than previous standards because they were explai ning concepts that would be brand new to many auditors. Thisrequired afairly
detailed and lengthy explanation. | do not think that the other recent standards are excessively long bearing in mind the detail they contain.

Q3. Hasthe degree of detail provided in the standards aided or hindered their adoption or implementation? Pl ease provide specific details of the circumstancesthat
have arisen as aresult of the stylein which |SAs are written.
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AASB-CICA As stated above for question 1, we have received requests to increase the implementation period for new standards. This arose specifically with respect to the
quality control standard. We believe that standards generally require alonger implementation period when they are more difficult to integrate into existing audit
approaches and into training programs.

ACAG To our knowledge the level of detail provided in the standards has not hindered their adoption or implementation. Recent changes, such as the increase in
explanatory material withinthe AASB’saudit risk standard, led ot revisions of therelevant Australian Auditing Standards. Thiswasuseful inthe early adoption of
the principlesin these revised standards.

ACCA Asindicated in our answer to Question 2 above, detailed coverage of material that isonly relevant to large audits makes | SAsless usable for the mgjority of audits.

APB APB has made the strategic decision to take advantage of the recent updates to auditing standards undertaken by IAASB. APB has accomplished thisby issuing
ISAs (UK and Ireland) which incorporate the |SAs. Thisapproach was chosen at atimewhen APB did not antici pate that the number of professional requirements
would increase significantly as aresult of the ‘clarity project’.

AUASB The AUASB believesthat increasing the degree of detail in standards hinderstheir adoption and implementation, especialy by practitionersfrom smaller practices.
Decisive changesin audit practice could be obstructed if auditors cannot readily identify and implement changes arising from newly issued or revised standards.
Going forward, in Australiathis latter aspect will be important, given auditing standards will be legally enforceable.

Basel We cannot provide exampleswherethe detail provided in the standards has hindered their application. We consider the explanatory guidance ashelpful in clarifying
the scope and application of the Standards. We believe that the argumentsin support for the present style are more convincing (paragraph 15) than the concerns
(paragraph 14).

CEBS We are not aware that the degree of detail provided in the standards has hindered their adoption. In many of our jurisdictions, the adoption of international standards

has been implemented by areference to themin local legidation, rather than including the whole standard in the legislation.

CNCC-CSOE See above, the excessive length is due essentially to the excessive level of details. It endangers convergence in France.

DnR Practitioners have raised concerns that the standards are not easily understandable. The lengthe and detail leads to difficulties in separating requirements from
guidance.
DT Asindicated inthe Wong report, the detail and complexity of recent standards has caused implementation difficultiesin somejurisdictions. However the|AASB

should not sacrifice what is needed to meet the objectives of high quality standards because their implementation is difficult. 1t should be no surprise that
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substantive change is difficult.

The Commission has not yet adopted or implemented 1SAs, but has already gained experience in adopting IAS /IFRS in the past. The more rules based and
prescriptive the standards — as opposed to principles based — the more lengthy the adoption, and the more difficult the convergence or equival ence assessment
exercises are.

We are still in the process of implementing the ‘Risk ISAS', which are not yet effective. Consequently, we are not in a position to answer this question.

Please see the answers to questions 1 and 2 above. Regarding the number of words, we would like to refer to Agenda Item 11-A in the New Orleans background
papers: The proposed | SA 701 Quadlificationsto the Opinion in the Independent Auditor”s Report, an 1 SA which dealswith acomplex issue, is concise and to the
point.

We refer to our responses to Question 2 of the Proposed Consultation Paper and to our main comments on the Proposed Policy Statement.

Despitetheissuerelated to the use of the present tense, we believe that the detail provided in the standards has aided with their adoption and implementation. Such
detail clarifiesthe professional requirementsand the professional accountant’s obligations, where such requirements and obligations are not readily determinable.
It also enhances the professional accountant’s ability to make better professional judgments by providing clarifying guidance and examples.

The current length and style of IAASB standards are far too detailed and impair clear understanding for the professional. Too much detail in standards would
hinder its implementation for the professional in leaving room for interpretation.

See answers to Questions 1 and 2.

Thelevel of detail generally has not hindered or aided adoption of standards. The level of detail hasin some circumstances has hindered implementation and in
other circumstances assisted in the implementation. The level of detail assists some users and does not assist other users.

We believethat the degree of detail provided in the standards hasto a certain extent hindered the adoption of 1SAsor at |east made adoption more difficult for the
reasons outlined above, especially for jurisdictionswith established standard setting functions. However, we believe providing guidance, outside of the standards
themselves, islikely to aid implementation by assisting professional accountants to understand the reasons for the changes and explaining the objectives of the
various requirements.

We agree with the format proposed in Exhibit 2 which we believe: provides national standard setters with greater scope to incorporate national requirements and
guidance within the ISA framework; is more concise and user-friendly enabling users of the standards to focus on the principles, and lends itself to further
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innovations, such as a web-based applications, that will assist the widespread adoption and use of international standards.

ICAP The degree of detail provided in the standards aided their adoption but difficulties arise in implementation of the same particularly in case of small and medium
practiceswho are not well equipped to fully implement risk based audit procedures specially wherethe clients' systems are not sophisticated enough to support and
enable the auditor to obtain sufficient appropriate audit evidence from the risk based procedures.

ICPAK The degree of detail has aided | SA's adoption and implementation in some standards but has hindered adoption of others.

IDW In our view, the degree of detail in the new standards has hindered their adoption or implementation: please refer to our response to questions 1 and 2 for further
details.

10SCO We have aready noted our belief that the degree of detail in recent | SAs represents an improvement over earlier standards. We do not see why detail should bea

hindrance in adoption or implementation, when the detail (a) communicates or explains important requirements for auditors and (b) is well-written so asto be
clearly understandable by those who use the standards. More information to provide guidance to auditorsis not a negative outcome.

JCPA Because of the explanatory material and appendices that do not always enhance understadability, we propose a restructuring of 1SAs and more flexibility for
implementation of the explanatory material and appendicesin national standards.

NIVRA No, the degree of detail provided in the standards did not hinder the implementation, but we are not sure up to what level our professional accountants really
understand and are able to interpret fully the standards.

RR Thisisadifficult question to consider in part because “ adoption” can mean different thingsto different people. A lack of detail might mean that people adopt the
standards in wholly inconsistent ways. | believe the degree of detail aids consistent application but | can see how that detail might make adoption harder.

Q4. Are there other options for improvement in standards that should be considered by the IAASB?
AASB-CICA We have not identified other options for improvement in standards for the IAASB to consider.

ACAG Another option that may be considered is that which is currently used by the International Accounting Standards Board. For more complex standards, the
International Accounting Standards Board issues ‘implementation guidance’ which includes a range of examples, etc. to supplement that which iswrittenin the
standard. This approach, however, relies upon the reader to be aware of the existence and authoritative status of the ‘implementation guidance’ document.

APB APB favours an approach based on: (i) identifying the fundamental principles of auditing, (ii) separating out the standards from the supporting implementation

Agendaltem 9-D.2
Page 21 of 82



Comments Received on Clarity Consultation Paper

IAASB Main Agenda (June 2005) Page 2005 1382

Respondent

AUASB

Basel

CEBS

CNCC-CSOE

CPA Aus

DnR

Respondent Comment

guidance (preferably moving the implementation guidance to IAPSs), and (iii) IAASB withdrawing most of the existing |APSs.

The AUASB supportsthe | AASB’s continued use of ‘ plain English’ expertsin drafting | SAs. Furthermore, consideration should be given to making greater use of
other formats and methods to communicate requirementsin an ISA. For example, the AUASB encourages the IAASB to use:

. bullet points—as away of breaking down the complexity of long sentences
. Tables, flowcharts and diagrams—to illustrate various requirements or explanatory material, and
. different styles and fonts, formats or layouts—to differentiate between various requirements or explanatory material.

When, and only when, substantial guidance in addition to explanatory commentary accompanying standardsisrequired, consideration could begiventoissuing an
implementation guide for anew 1SA.

TheBoard could consider following the approach of the IASB intheir latest IFRSs: presenting an introduction to the standard, application guidance and thebasis
for conclusions. Thiscould aid readability, clarity and application of the standards. Thekey principles, the explanatory guidance and theframing of theissuescould
be separately explored.

ThelAASB could consider following the approach of the IASB in their latest IFRSs and presenting an introduction to the standard, the standard, the application
guidance and the basisfor conclusions. This could aid readability, clarity and application asthe objective of the |SA, itskey principles, the explanatory guidance
and the framing of the issues could be separately explored.

The French Institutes consider that significant improvement could be achieved by:

- Identifying the fundamental principles of auditing, which would serve as a basis for the “shall” requirements
- Separating the professiona requirements from the explanatory material as proposed in the consultation paper
- Using cross-references from one | SA to another instead of developing |SAs which “retell the entire story”.

CPA Australiawould like to recommend the use of aplain English consultant involved at the exposure draft phase, as leaving this consultation until after the
exposure draft may limit the effectiveness of this process.

As stated above, we would wel come practical guidance, e.g. relating to different industries, a supplement to the SAs. Such guidance should not be authoritative.
The developing of su guidance might be outsourced from the IAASB.
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DT See our recommendations. In addition, establishing clear linkages between the different levelsand cross-references from one | SA to another instead of having each
ISA “retell the entire story” will reduce repetition.

EC Yes. Along with the EU “better regulation” project, the Commission supports principles based standards, the avoidance of duplicated text, and short sentences.
EY No additional comments, but see also our responses to the Policy Statement regarding use of ‘should’ and bold text.
FAR Tofacilitate understanding and trand ation, we urge | AA SB to be consistent when giving common English words an explicit and specific use and meaning for the

purpose of the | SAsand, thereafter, when using thosetermsin the | SAs. A recent exampletoillustrate what we mean isthe use of the word “representation” in the
Assurance Framework. By issuing | SA 580, IAASB, we believe, has given “representation” an explicit and specific use and meaning for the purpose of the|SAs
(i.e. audit evidence obtained from management as described in that standard). However, whilethe purpose of obtaining “representation” in paragraphs 40 and 44 of
the Framework to us seemsto bethat of 1SA 580, we believe that thereisadifferent purpose of obtaining “representation” according to paragraphs 10 and 26, all
considering the respective context of the paragraphs. If we have apoint here, thus such akey 1 SA-term as*“ representation” would be used by IAASB inthe same
pronouncement having a different meaning which would be very unfortunate and confusing.

FEE We recommend to issue International Standards based on the policy that clear words and terms are used, with short sentences, avoiding idiomatic phrases and
unnecessarily complex sentences or paragraphs. Asalready indicated, such policy would also facilitate trand ation into the 20 languages of the European Union.

GT We do not believe that there are any other options other than those addressed by the Proposed Policy Statement and Consultation Paper.
H3C Construction of standards should be madein anormative manner, and all which concernsor isrelevant and open to interpretation, commentary and expectation, be
refrained frominclusion, asit would imply difficultiesfor the application of standards. Standards should be construed in manner which makesit evidently clear

that thereisno need for presumptive interpretation, and that requirements are clearly understood to be mandatory. Commentaries should not be written into asit
would leave too many doors open to interpretation by the professional. They should be construed separately from the standards.

It is our opinion that standards could be improved through the identification of the fundamental principles of auditing, which could then serve as abasisfor the
application of the “shall” requirements.

ICAEW See answer to Question 2.

ICAI See answer to Question 2.
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Development of a basis for conclusions that explains the IAASB rationae for a new standard or for changes to an existing standard would help auditors to
understand new standards or new requirements. We note that the |AASB has decided to prepare abasis for conclusionswhere necessary. We believethat abasis
for conclusionsisfundamental to understanding the objective of astandard and the rationale for the various requirements and should be prepared as amatter of
course. Thisisimportant to facilitate adoption and to encourage acceptance of the standards.

Thestyleinwhich 1SAsare currently written uses bold and plain text and continuous paragraph number. The standard does not appear to be structured in amanner
so asto provide the main headingsthat woul d determine the scope of mattersfollowed by audit procedures, explanati ons and appendi ces, documentation and use of
audit evidence for additiona procedures and planning.

Other options for improvement in standards would be to classify the contents under uniform headings followed by sub-headings.

Asnoted in our previous commentsin thisletter, we believe that standards should move to defining auditor output (objectivesto be achieved) instead of trying to
detail auditor input (procedures to be applied), for there are often a number of aternative procedures by which an objective can be adequately achieved.

The proposed solution in the Policy ED regarding new language to specify mandatory and presumptive requirements has the potential to make a major
improvement in both clarity and quality of 1SAs, and should be moved forward as quickly as possible. Thiswork should not be delayed while studies and debates
take place about other ways that standards could be enhanced.

Standards should continuously beimproved. Aswe have noted, high quality standards need to be based on a consi stent conceptual framework and should contain
introductory statements of objectives and principles, along with sufficient detail and implementation guidance to make the application of the standard clear.
Settling on the best way to highlight objectives and principlesin standards has evolved over timein relation to accounting standards, and it islikely to evolve over
timein relation to auditing standards.

Over timethel AASB may need to explore the advantages and disadvantages of avariety of approaches such asthose used by other auditing standards settersand
that used by the IASB in their latest IFRSs, i.e., presenting an introduction to the standard, the standard, the application guidance and the basis for conclusions.
Such an analysis might identify approachesthat could further enhance readability, clarity and application of | SAs, but we do not believe any such work should be
allowed to delay achievement of the immediate and needed improvement in the clarity of 1SAs that would result from prompt implementation of the changes
proposed in the Exposure Draft. We urge that the changes proposed in the Exposure Draft be implemented as quickly as possible.

ThelRE would also liketo suggest the |AASB to use shorter sentencesin drafting the | SAs, thereby assisting the (principal) trand atorsto trand atethe ISAs more
faithfully.
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Moreover, the IAASB may wish to include a‘basis of conclusions', next to the ‘ standards’ and ‘ application material’ section of an 1SA, thereby following the
example of the |ASB and the PCAOB. Thiswill aso strengthen the ‘ standards’ section, asthe IAASB will be given another possibility (next to the ‘ application
material’) to explain to the public (and to the auditorsin particular) why (or why not) specific requirementswithin the | SA have (not) been withheld. Inthisrespect,
wekindly refer to our comment letter of October 4, 2004 regarding the |AASB's recent Exposure Draft Preface to the International Standards on Quality Control,
Auditing, Assurance and Related Services-|AASB Due Process and Working Procedures.

ACCA Potentially, this questionisvery wide. IAASB has consulted separately in relation to issues such as governance and due process and so we confine our answer to
the production of documents embodying standards for auditors.

As explained above, we believe that 1SAs should be rewritten on a ‘think small first’ basis. We also consider that it is hecessary to adopt a principles-based
approach to the development of 1SAs. We would encourage IAASB to carry out a separate consultation on this, as it will have far-reaching and significant
consequences.

ACCA haspreviously called for holistic updating of 1SAs. We believe that the current, project-based, piecemeal devel opment of new and revised standardsresults
in unacceptableinconsistenciesin | SAs. The prospect of acomplete changeto | SAs, either resulting from the matters dealt with in the Proposed Policy Statement,
or awider consideration of hecessary changes, presentsanideal opportunity for lAASB to changeits methods of working. Therewould be considerable advantages
for auditors and the users of their work if ISAs were updated no more than annually.

NIVRA No additional comments.

PwC Asnotedin our responseto the IFAC Survey on Challenges and Successesin Implementing International Standardsin June 2004, recent | SAs have been longer and
more complex, and thishas made it more challenging to implement them in our methodol ogy and to document our compliancewith them. TheAudit Risk ISAs, as
an exampl e, are centrally important to professional guidance and required amore complex mapping exerciseto ensure our methodology wasin compliancewith the
requirements of the standards. That being said, we have not encountered any insurmountable difficulties in implementing them.

As explained more fully in our covering letter, however, we believe that there would be considerable merit in IAASB reconsidering the overall structure and
approach to thel SAs, including taking the timeto devel op aconcept-based framework for the | SAsand arobust structure that can guide the drafting of individual
standardsin future. Under our proposal s, we envisage that the | SAs addressing specific requirementswould be considerably shorter asthey would be supported by
awell articulated conceptual framework. Thus, the guidance related to specific requirements could be left to a minimum, with illustrative examples moved to
implementation guidance in Practice Statements.
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RR

Thelength and complexity of auditing standards poses particular challenges when applying them to audits of smaller, non-complex entities. This segment of the
audit population isconsiderable. For exampl e, when the European Union adoptsthe | SAsfor statutory auditsin Europe, the ISAswill not only apply to the audits
of the approximately 7,000 listed companies—it will also apply to the audits of approximately two million unlisted companies, most of which have less complex
operations. As |SAs become longer and more complex and documentation reguirements more onerous, the burden on audits of smaller entities increases
disproportionately and the cost/benefit needs to be challenged.

Wewould welcome aninitiativeto consider the burden of auditing standards on the audits of small and medium enterprises (SMEs). We understand that the IFAC
Board's plansan international forum to address SME issuesearly in 2005. Wefully support thisinitiative. Whilst the audit processdescribed inthel SAsisequally
applicableto listed entities, small and medium enterprises and not-for-profit organizations, we believethat consideration needsto be given to how guidancefor the
audits of small and medium enterprisesisbest provided. One of the advantages of our proposed approach isthat it would facilitate thisasit would enable IAASB
to establish different requirements for documentation and communications, for example, that are responsive to the specific circumstances of this segment whilst
retaining the common conceptual framework underpinning all audits.

I think the lAASB needsto be clear about itsintended audience. Sometimesit seemsto bewriting for auditors, sometimesit seemsto bewriting for regulatorsand
sometimes it seems to be writing for users of the financial statements. | think the IAASB should decide who its primary audience is and should then addressits
standardsto that audience. If necessary it should say in the preface that, for example, its standards are written for professional accountants performing assurance
engagements and that although other readers might find them useful in understanding what an assurance engagements entails the standards do not on their own
provide sufficient information to understand the role and responsibilities of professional accountants performing assurance engagements.

Restructuring Options

Q5. Do respondents believe that the | AASB should continuewithiits present style of 1SAs, or isthereaneed for | SAsto be restructured? What are the reasonsthat
are persuasive in reaching your view?

AASB-CICA We believethat the issue of the clarity of the standards is much greater than other issues relating to their length and structure. As previously stated, the changes

proposed in the ED to improve the clarity of standards may assist in addressing some of those other issues.

Canadadoes not face, to the same extent, the concernslaid out in paragraph 14 of the Consultation Paper. Firstly, Canadian standards are not incorporated directly
into Canadian law. Secondly, while Canadatransl ates adopted | SAsinto French, the AASB hasgeneral ly had little difficulty in adopting | SAsvirtually unchanged
into Canadian standards. Thirdly, whilein common with many countriesthe mgjority of audits are of small- or medium-sized private companiesand practitioners
providing servicesto these companies are concerned about standards overload, we believethat thisisabroad and complex issuethat will not be resolved solely by
restructuring standards. Nevertheless, we believe there is aneed for ISAs to be restructured for the previously stated reasons.
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In considering the options proposed in the Consultation Paper, Canadian respondents did have some concerns over separating professiona requirements and
explanatory materid, either by way of two sectionswithin one document or two separate documents. Thisisbecause existing standards have not been written with
the specific intention of setting out alogical flow of professional requirements, and clearly distinguishing thisfrom explanatory material. However, webelievethat
such concerns can be overcome. Firstly, we believethat the |AASB could ensurein restructuring existing sections, and in devel oping new standards, that thereisa
logical flow to the professional requirements and that these are self-standing. Additionally, the use of electronic versions of standards allows for means of more
closely linking professional requirements and the application guidance than is obtained when using the paper version of material.

On balancetherefore, we support the direction being taken by the TAASB to restructure the |SAs. We do so with the proviso that significant effortswill berequired
when revising the structure of existing standards to improve the understandability of the text.

ACAG We believe the current approach whereby the main principles and explanatory materials are integrated and presented together in |SAsis an acceptable approach.

ACCA For the reasons referred to above, we are in favour of a fundamental restructuring of 1SAs. In the Consultation Paper, Questions 5 and 6 address a limited
restructuring of existing material.In this context, on the grounds of ease of use, we favour retaining aformat in which professional requirements and guidance are
kept together, with the former identified by bold |ettering.

APB APB believes there would be benefit in restructuring the ISAs as part of awider ‘clarity’ initiative.

AUASB Asmentioned, theAUA SB’s preferenceisto retain the existing format and structure of the standards, that is, retention of the present layout in which both standards
and accompanying guidance or commentary on application of the bold-letter requirements are retained in the one document. We believe Australian and other
constituents are familiar with the present structure and would prefer requirements and guidance to be self-contained in the one document.

Nonetheless, we believe the style, in which the standards and accompanying guidance are written, requires considerable attention and could be improved. In
severa standards the guidance (and sometimes the standards themselves) is wordy and expressed in complex and lengthy sentences. This potentially hinders
understandability and comprehension of an 1SA, especially for practitionersfrom small audit firmswho do not have accessto technical resourcesto decipher the
implied imperative obligati ons often contai ned within the commentary sectionsof I1SAs. Inorder toimprovetheclarity of ISAsand attain changesin audit practice
from promulgating new requirementsin the standards, we believe the requirements and accompanying guidance must be stated more precisely and in general, the
whole standard should be more succinct. Indeed, given legal authority (viavarious mechanisms) isbeing afforded to auditing standardsin several countries, itis
essential standards are clear and precise, in respect of mandatory and presumptively mandatory requirements, whilst still alowing auditorsto exercise professional
judgement in carrying out the audit.
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Respondent Comment

In general, the Committee has no strong feelings about restructuring the standards.

We have no strong feelings on thisissue, though some members of the committee would prefer that the | SAswould follow the structure proposed under Option B
(i.e. retain both the professional requirements and explanatory material in one document, but separated into two distinct sections).

Webelievethat | SAs should be restructured aswe have dready indicated. In particular they should be shorter, clearly set out essential principlesand includefar
lessillustrative and educational material.

Asexplained in the general comments, the French Institutes strongly support the restructuring of 1SAs.

CPA Australia believe that the current structure and style of ISAs, that is bold letter requirements followed by explanatory guidance, should be retained. This
enabl esthe standard to provide not only the mandatory requirements, but guide the auditor. For exampl e, the explanatory material in | SAssuch as” responsibility to
consider” isessential to understanding the requirements placed on an auditor and therefore should be kept with the * unconditional requirements’ (requirements) and
‘ presumptively mandatory requirements’ (presumptive requirements). Thisapproach still distinguishes professional requirementsfrom explanatory materia within
one authoritative document.

However wedo feel that alot of explanatory material isbackground informationie codifying existing practice and believe that practitionerswill benefit from more
succinct standards.

Moreover, itis CPA Australia’ s bdlief that auditing standards are sector neutral and therefore the professional requirements should not differ between audits. The
IAPSwill still have asignificant roleto play regarding specific industry guidance where, for example, that guidanceis appropriate across anumber of standards
such as with banking ingtitutions.

CPA Australiabelievethat astandard should be a’ stand alone’ document, capabl e of comprehension and implementation by an auditor, without needing to refer to
accompanying pronouncements.

We believerestructuring is necessary. We support theideathat both the professional requirementsand explanatory material should beretained in one document, but
separated into two distinct sections, where thefirst section would set out the professional requirements of the ISA (both requirements and presumed requirements
contained therein). Thisshould flQi be called the “ standard section” aslong asthetota document iscalled astandard. The second section should contain necessary
explanatory material to support the proper application of the ISA. Thiswill eliminate the need for bold type |ettering.

Clear guidelines should be developed for the IAASB to decide the extent of the necessary explanatory material to be included in the standard itself.
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Further practical guidance should be developed and presented as separate Practice Statem or as appendixes to individual 1SAs.

DT Some of our member firms believe that restructuring isessential. Othersdo not believeit isnecessary or urgent. We do have aconsensusview that the ambiguity
of the use of the present tense must be eliminated. We have aconsensusview that restructuring using option B isacceptabl e provided that appropriate principlesfor
the determination of requirements are adopted. We believe the example of the reworked I1SA 315 is acceptable.

EC We support restructuring the ISAsin order to allow easier adoption and inclusion of ISAsin the EU regulation, and in order to deal with particular issues such as
the audit of SMEs. Seealso § 2.6.

EY We strongly believe that the IAASB should continue with its present style of ISAs, and do not favour restructuring. The arguments we find persuasive are:

e |tiseasier for aprofessional accountant to find the standard and the related guidance when it is contained within the same document. The professional
accountant may find that he or she wishesto refer to guidance, but, presented with the need to search within aframework that contains alarge number of other
documents, may find it difficult to find everything that relates to the I SA under consideration. This may also be anissueinterms of timelagsin translation,
where priority may be given to trandating the standards, but the translation of the guidance lags behind.

¢ Guidanceisoften context sensitive, and therewould be aneed, if the guidance was presented separately (either asaseparate document or as a separate section
withinthe standard) to set that context. The danger isthen that only the guidanceisused, and, unlessthe professional requirementsarerepeated intheir entirety
within the guidance, the professional accountant will not appreciate that he or she has not carried out all the professional requirements.

o While guidance may be self-evident or familiar, it isimportant that it is available, especialy when the standard is new. The guidance will help professional
accountants to determine what is new and aid in interpreting how to carry out the requirements of the standard.

e Werecognizethat thiswill affect the length of the standards. In view of this, see our suggestions for improving the clarity and understandability, aswell as
helping to navigate within the standardsin question 2 above.

FAR We believe that IAASB should restructure the ISAs in line with what we have suggested above.
FEE FEE isin favour of restructuring the ISAs. We believe that the major reason for arestructuring isto clarify the structure of the ISAs as well as the status of the

different parts of an 1SA such as the professional requirements and the application and explanatory material. Restructuring is expected to strengthen the audit
requirements and enhance the applicability of the ISAs. Restructuring would also aid in clarifying the authority and applicability of the |APSs.

GT We believe that the present style of 1SAs, as modified by the Proposed Policy Statement, should be continued. The professional requirements must be read in
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ICAI

ICANZ

ICAP

ICPAK

conjunction with the explanatory material to fully gain an understanding of the obligationsimposed. Thus, the separation of the requirements from the guidance
would reducethelevel of understanding and clarity and therefore, hinder the adoption and implementation of the | SAs. By separating the professional requirements
from the explanatory material, the IAASB increases the risk that the professional requirementswill be read out of context and without regard to the explanatory
guidance, which in effect reduces understandability, clarity and consistency in application.

We are in favour for ISAs to be restructured, with a more structured construction and further development in its clarification and reduction in the need for
commentary. The current length and style of ISAs impairs the clear understanding of its fundamental principles, and should be construed in a manner which
produces |ess commentary — which allows awide interpretation of standards.

We strongly believe that there is aneed for ISAs to be restructured for the reasons set out in the covering letter and answers to the preceding questions.
The structure of the standards, subject to the proposal on the required and presumptively required procedures, should be retained. One suggestion isto consider the
suggestion in the answer to question 2 above. We would not consider this a restructuring but an application of the current structure of the ISAsand IAPSs.

Theworld of financial reporting and auditing has become more complex in recent years, in part dueto callsfor greater regul ation of the profession driven by recent
financial scandals and the perceived failure by the profession to regulate its members. A consequence of thisis the belief that: standards need to be more
prescriptive and provide greater detail regarding the procedures auditors are required to undertake when conducting an audit; and standards need to be more
rigorously enforced.

It isnot surprising therefore that the revised | SAs require auditors to undertake additional procedures and also provide more detailed guidance on how auditors
should implement the requirements of the standards. Nor isit surprising that anumber of jurisdictions have introduced auditor oversight functionsand have given
audit standards legal backing or are considering doing so. These developments have implications for drafting audit standards.

Thesearesignificant changesand we believethat it isnecessary to restructure the | SAsto reflect these changes and the environment in which audits are conducted.

The overall objective of the devel oping audit standards and related guidance isto improve the quality of audits. Restructuring the | SAs as proposed in Exhibit 2
will clarify the status of the audit procedures and principles and provide scope to devel op guidance essentia to assisting consistent implementation of the ISAs.

Thereis aneed for ISAsto be restructured. For reasons see our responses to questions 1, 2 and 3 above.

Yes IAASB should restructure. The present styleis to be retained but IAASB move alarge part of the explanatory material to arelated Internationa Auditing
Practice Statements (IAPS). Page 23 of the draft option A.
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IDW ... wedo not support continuance of the present style of | SA. Therefore, we believethat the | AASB should restructurethe | SAsas noted in our previous comments
asamatter of priority. Aswe have pointed out, the current structure of the standards does not allow aclear delineation of auditor obligations between application
material and other considerations. This makes the current structureill suited to allow the I SAsto become statutory instruments and impairs the clarity of auditor
obligations.

10SCO Webelievethat the |AASB should continue with the present style of | SAs, with language changesto clarify mandatory and presumptive requirementsasnotedin
the Exposure Draft and as we have commented on in this letter. Please also see our answer to question 4 above.

JCPA We propose restructuring of the |SAsto separate professional requirement and explanatory material because the length of the recently issued | SAs hasimpaired
their undestandability and clarity.

KPMG We believe that there is a need for IAASB to reconsider the structure of the ISAs so that professional requirements are clearly differentiated from explanatory
material and other guidance

NIVRA We strongly belief, that the | SAs should be restructured in away more supportive to the principle-based approach. The reasons we find persuasive are:

- The standardsincluding the professional requirementswill be more concise by separating professional reguirementsand explanatory material (either by
way of two sections within one document or two separate documents).

- Itisfar easier to trandate on aword by word basis a concise standard and make the explanatory guidance more country and context specific.

PAAB We recommend that the current style of drafting the Standards be continued but at the same time that an attempt be made to simplify the Standards. We do not
support restructuring if it resultsin the separation of principlesand guidance asit isimportant that the requirements are understood in the context of the overarching
principles. Itisalso our view that restructuring will not necessarily result inimproved clarity —indeed, by separating the gui dance from the principles, the auditor
may be more exposed to overlooking explanatory material which isimportant in the context of complying with the main requirement.

RR | do not believe that thereisaneed to restructure the ISAs. The IAASB’s objectiveisto produce a set of standardsis applied consistently around the world. The
varying nature of financial systems, commercial law and regulatory requirements means that explanatory material and guidance is more necessary in the
international realmthanitisinthedomestic one. Thisin turn makesthe explanatory material and guidance amoreintegral part of internationa auditing standards
than of domestic standards.

Consistent application of | SAsrequiresmore than just the consistent trandl ation of the | SAs: it requires consistent understanding of the | SAs. This can come about
only if auditorsare required to treat the explanatory material and guidance asevery bit asimportant asthe standardsthemselves. | do not believethiswill happen if
the explanatory material and guidance is shunted off to a separate document or to a separate section of the standard.

Q6. If ISAsareto berestructured, which option should be pursued and why? Are there other optionsthat the |AASB should consider, particularly in hel ping with
the ability for auditors of both large and small- and medium-sized entities to implement I1SAS?
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AASB-CICA We prefer restructuring option B because it retains al the guidance in one document compared to option A. We believe that this option will reduce the risk that

ACAG

AICPA

APB

readers will not read both the professiona requirements and the explanatory material .

We see merit in the IAASB developing Basis for Conclusions documents, not necessarily for all standards, but at least for those where the IAASB decidesthat a
Basiswould beuseful to stakeholders (for example, when astandard islong and/or complex). However, including the Basisfor Conclusionsin the same document
as the explanatory material will make these documents much longer and therefore make it less likely that the explanatory material will be read.

Asoutlined at question 4 above, restructuring |AASB standards and removing the explanatory material does require the reader to be aware of the existence and
authoritative status of the ‘implementation guidance’ document. Of the restructuring options provided, option B is preferred on the basis that the professional
requirements and explanatory material would be available within a single document.

We do not support either Restructuring Option A, to retain the present structure of the International Standards on Auditing (1SA) but move a large part of the
explanatory material to arelated International Auditing Practice Statement or Restructuring Option B, to retain both the professional requirementsand explanatory
material in one document, but separated into two distinct sections. We believethat any proposal that removesthe guidance from the | SA runstherisk of severely
weakening the ISA.

The Proposed Policy Statement requires the auditor to consider the entire text of an International Standard. Removing the “grey letter” text from the standard,
either completely or to aseparate section, will reduce the ability of the professional accountant to understand the standard onitsown. If theideaisthat the entire
text isrelevant and should be considered by the auditor, we question what purpose it serves to separate it from the requirements.

Further, if either Restructuring Option A or Restructuring Option B isto be pursued, in order to provide someflow withinthel SA, therewill likely be considerable
repetition. Thiswill increase the length of the overall body of standards and lead to more complaints of “standards overload” and thus lack of clarity.

We support retaining standards and guidance in integrated documents. However, if the IAASB determines to undertake either restructuring option A or
restructuring option B, we believe that the approach taken to redrafting the standards should be the modified prospective approach, whereby the redrafting of the
basic audit model | SAs (as discussed above) isprioritized. If either option A or B isfollowed, standards-setters, like the AICPA’s Auditing Standards Board, may
find it especialy difficult to follow endeavors to converge with the IAASB’s standards.

APB has a preference for Option A as this most clearly distinguishes the standards from implementation guidance material. However, it would find option B
acceptable if other commentators had a strong preference for keeping the implementation guidance in the same document.
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AUASB The AUASB believes in any restructure of 1SAs, their requirements and accompanying guidance should be retained within a single document so as to avoid
auditors having to refer to multiple documents and sourcesto ensure compliance with auditing standards. Therestructure should allow auditorsto quickly ascertain
and implement reguirements, including differentiating between mandatory requirements versus those that should or may be considered, having regard to the
particular circumstances. It will be necessary to highlight requirementsthat are unconditionally mandatory and required for all audits versus other requirements.
We suggest the |AASB should continueto obtain advice from plain English and other appropriate experts regarding various options that might be used in ISAsto
improve delivery of their messagein more concise terms. One option that might be considered to illustrate the diff erences between the requirementsin |SAsisto
adopt the format listed in the Table below.

[INSERT TABLE]

Basel If the Board prefersto restructure the standards, the Committee sees some merit in option B, because this option may facilitate theincorporation of the standards
into legislation in some countries. However, the Committee is not sure that the benefits of restructuring will compensate for the additional burden incurred in
restructuring al standards. See also our response to question 4.

CIPFA Thetwo options suggested are (a) taking explanatory materia into an International Auditing Practice Statement (1APS) or (b) segregating explanatory material from
professional requirementswithin each ISA. The merits of option (a) depend largely upon the view one takes of the current and future status of IAPSs—whichis
addressed in questions 13-15 below. On balance, we favour including the materia in |APS, rather than adding athird tier of pronouncement. We do not support
option (a) because we do not think that | SAs are the appropriate place for such material.

CNCC-CSOE The French Institutes favour option A because it more clearly separates the professional requirements from the explanatory material.

With respect to the second part of the question, the French Institutes consider that the restructuring of the standards is the best solution to ensure that one set of
standards are maintained for the audits of both large and medium sized entities and al so to deal with the perception issue by SMPthat the standards do not apply to
them and their clients.

If additional guidanceisneeded to explain the application of the standardsin the context of the SMEs, it should be provided either inthe explanatory material orin
alower level of text such asimplementation guidance or training material.

DnR See under 2 and 5.
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DT

EC

EY

We support option B because, while permitting a clear distinction between the professional requirements and the “application material” by locating themin two
distinct sections, it centralizes in one single document the requirements and the relevant explanatory material supporting proper application in specific
circumstances (complex environments, small entities, etc.) in acomprehensive manner.

Webelieve, moreover, that there would be aseriousrisk of relevant and important text in the application material not being considered by auditorsif thetwo were
separated. National standard-setters should not be allowed to present one without the other, or to make any changesto the application material in the course of the
trandation process that could weaken their substance.

We support Option A. Option B could be acceptabl e provided that thefirst part isthe stand alone standard, and that thisis clearly stated in the body of thetext. In
order to facilitate the adoption and enforcement process of auditing standards, there is a need for a clear-cut structure. We suggest the following guidelines to
substantiate two distinct components:

- A first component, comprised of the whole set of text necessary to represent the stand alone standard. This might become subject of law inthe EU. The
ISAs must clearly state that a standard is only comprised of this component. This component may include objectives, definitions, mandatory professional
requirements, references, etc. which, altogether form the standard.

- A second component including only non binding guidance and explanatory material. As such, it should not add any professional requirements to the
standard, and the guidance would be clearly evidenced as not being part of the standard.

- Particular issues: audit of SMEs

International auditing standards will apply in the near future not only to the audit of listed companies, but also to all statutory audits performed in the EU. This
encompasses the audit of several millions of private companies, and not only that of 7,000 to 8,000 listed companies.

We support theidea of accommodating the needsfor the audits of SMEs, and particularly theideaof taking advantage of the*“ clarity” project to take thismatter on
board. We could support any solution that would allow addressing appropriately specific issuesimplied by the audit of SMEs.

Asnoted in question 5, we do not favour restructuring. However, in the event that arestructuring option is pursued, we would favour Option B. Option B hasthe
advantage of keeping the professional requirements and the guidance within one document, which we believeto be of overriding importance. Thereisalso some
appeal in having al the professional requirements gathered together without the guidance — to have a complete set of requirements in one place for ease of
reference. However, because of the need to place both the professional reguirements and the guidancein context, wefavour the continued use of bold paragraphsto
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denote professiona requirements, with the related guidance following immediately.
Restructuring Option A together with what we have suggested above we believe would result in pedagogic and operational standards.

FEE is of the opinion that a restructuring similar to Restructuring Option A is preferable to Restructuring Option B.

Werefer to our comments on the“ status of application material and practice Statements” asexplained in our main comment on the Proposed Consultation Paper for
further details on the reasons that were persuasive in reaching our view.

To be clear, we strongly oppose the restructuring that is proposed. If the IAASB chooses to proceed to restructure the ISAs, we would prefer Option B, asiit
maintains the professional requirements and the explanatory materia in one authoritative document. This approach minimizes the risk that the professiona
accountant considersthe professional requirementswithout regard to the explanatory material by maintaining the explanatory material that isdirectly related tothe
professional requirementswithin the same document. International Auditing Practice Statements can then be used to address other interpretive guidance, industry
considerations, guidance for small and medium sized accounting firms, and public sector matters.

Asweareof the opinion that there should be a single document which sets out the ISAsin aclear, structured manner, the description of Restructuring Option A fits
closest to how we would like to see the construction of 1SAs.

The following comments should be taken in the light of the our comment in response to Question 2 above to the effect that restructuring options will be of little
valueif thereisno overall reduction in the length of materia with which auditors are required to comply (or are required to consider) and that a new category of
document representing best practice might form an appropriate home for a substantial amount of material currently in both I1SAs and IAPSs. That said, any
restructuring involving either taking essential explanatory material away froman existing ISA, or segregating such material withinan1SA, carriestherisk that the
perceived status of the material removed or segregated has either been downgraded or can be ignored. This risk can be reduced to a very low level by a clear
explanation of the authoritative status of each category of pronouncement.

Option A: Taking explanatory material to an IAPS

The merits of this option depend on the perceived current and future status of |APSs (see answers to Questions 12 — 14, below). As noted below, the current
authority of Practice Statementsisclear and understandable, but is perceived asweak, and i sinconsi stent the authority of explanatory material in 1SAs. Thisissue
must be addressed if | APSs (or a certain category thereof) are to be effectively used as used as arepository for some essential explanatory material currently in
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ISAs.

The current difficulties with the perceived status of | APSs, and their adoption in some jurisdictions but not others, mean that this option may not be the optimum
solution.

Option B: Segregate professional requirements from explanatory material within an ISA

Whilst there are drawbacksto thisoption, it isour preferred option. We agree with the reasoning set out in the Consultation Paper for this option which maintains
the integrity of the I SA.

Option B Alternative: Create a new document for explanatory material

We envisage that this model would provide greater flexibility for the updating of essential explanatory material than the main option B, however, the principal
drawback — the fear that such material might be ignored — outweighs the benefits of flexibility.

Option A paragraph 19—which we would not consider this a restructuring but an application of the current structure of the ISAsand |APSs.

We support the proposal to restructure the |SAs as set out in Exhibit 2 and agree with the benefits outlined in paragraph 24 of the Consultation Paper.

If the | SAsareto berestructured, the restructuring option B is more appropriate; asunder thisoption, areader could easily identify the professional requirementsat
one place while referring to the relevant explanatory material requirements as and when required/desired.

Thiswould also help the auditors particularly in differentiating mandatory compliance requirements that are currently being lost in the length of standard.

We appreciate the idea of referencing the application material with the professional requirementse.g. in Exibit 2 of the supplement illustrative exampl es the sub-
heading “Inquiries of management and others within the entity is referenced as (Ref: 1SA 315, 4 (a)).

However, in order to facilitate the usersin identifying whether application material is available for aparticular professiona requirement, it is suggested that the
linkage between the two sections may be improved by cross-referencing both sectionsi.e. professional regquirements with the application material.

For instancein Exibit 2 of the supplement illustrative examples- | SA 315 Standards foll owing heading may be cross-referenced as. “ Risk A ssessment Procedures
and Activities (Ref: Application Material A6 —A9).”

On the issue of restructuring, we favour Option B, as set out on page 23 of the Consultation Document. This Option retains the professional requirements and
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explanatory material in one document but in distinct sections and we favour this Option on the basis of the arguments set out on page 24 of the Consultation
Document. We believe concernsthat the explanatory material will beignored can be addressed effectively through the clear statement proposed by thelAASB on
page 9 of the Explanatory Memorandum. Such a statement should clarify that it isthe responsibility of the professional accountant to consider all aspects of the

standards.
ICPAK Option A.
IDW We strongly favour restructuring option A to the extent that, in line with our previous comments, and in particular our answer to question 2 posed in the proposed

Policy Statement, option A involves including all objectives, requirements, presumptions and application material into the ISAs and including all of the other
considerations into the |APSs as described in our previous comments.

Aswe noted in our general comments to both the proposed Policy Statement and the Consultation Paper, we believe that applying the principle “an audit is an
audit” and “think small first” would go along way to allowing the ISAsto be applied with equal facility to large and small audits. For thisreason weview option A
asided. It would be possible for the IAASB to provide additional considerations within an lAPS for the audits of large or listed entities, varying jurisdictional
issues, or for industry sectors, for example, as and when circumstances dictate.

10SCO Wedo not believethe need for restructuring the | SAs has been demonstrated. 1 it isdecided to make some changesin thedrafting format of standardsto highlight
objectives in standards and/or to enhance readability, this should be explored as described in our answers to questions 4 and 8 of the Consultation Paper.

We believe the length and detail of recent standards has not been excessive or added undue complexity - we believe the standards are describing basic audit
procedures and related guidance that properly trained auditors, including auditors of small and medium-sized entities, should be able to understand.

JCPA We support Option B because one document with two separate distinct sections for professional requirement and explanatory material enhance the
understandability and clarity of the standards. We also propose a more flexibility for implementation of the explanatory material and appendices in nationa
standards because the explanatory material and appendices do not always enhance understandability.

KPMG We believe that this differentiation is most easily achieved by including the explanatory material and other guidance in the Practice Statements as proposed in
Option A, however, Option B is also acceptable. The advantages to restructuring | SAs along these lines are that it:

o Enables practitioners to easily identify what they are required to do in order to comply with International Standards;

o Gives|AASB added flexibility in developing necessary guidance including guidance for owner managed entities and industry specific guidance; and
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o Facilitatestranslation and reference to professional requirementsin jurisdictions that incorporate such requirementsin their legidlation.

We prefer astructure as set out under Option B. That option has the advantage of keeping the professional requirements and the explanatory guidance within one
document.

We are under theimpression that the structure chosen by the |FAC Education Committeein drafting their standards might be an alternative. They recognizethree
layersin the standards namely: the standard itself followed by guidelines and on thelowest level best practices. If thisapproach istransferred to the | SA'swetill
can adopt the option B asthe standard and the related guideline drafted in one document and bring al| the other materialslikethoserelated to small- and medium-
size entities, public sector or specific branchesand other specificitemsnow drafted in |APSsinto astandard related best practice document. The advantages of this
approach isthat IFAC will have only one structurein its standards which makes its standard setting process more transparent to regul ators and member bodies.

We believe that IAASB should embark on arevision of the |SAs. Asdescribed in our covering | etter, however, we propose an aternative approach that isamore
fundamental restructuring and revision than any of those proposed in the Consultation Paper. We believe that |AASB should take the timeto devel op aconceptual
framework for the |SAsand arobust structurethat can guide the drafting of individual standardsin future. We believethat any short term solutionsthat attempt to
retrofit the existing body of standards are ill-advised and are concerned that they could have a significantly negative on audit quality.

I do not think either option should be pursued and find it difficult to select aleast worst alternative. In my view, practice statements should berestricted to covering
specific subject matters or specific industries and should not be used for mattersthat affect either all auditsall aspects of a particular audit. Asa practical matter, |
do not think it will be possibleto move the explanatory material and guidance to a separate | APS without there being considerabl e duplication of material that is
included in the ISA.

| also think that a separate application section would be unhelpful. | think that the same problems that currently bedevil establishing the status of non bold type
paragraphs will bedevil establishing the authority of the application section. Some people will regard it as part of the standard and others will not. Although
superficially similar to the basisfor conclusionsthat the IASB includesinitsifrss, the application section would serve acompletely different purpose and so such a
comparison would be misleading.

Pursuing a Restructuring Approach

Q7. Notwithstanding the decisions of the | AASB regarding the proposed Policy Statement (see accompanying Exposure Draft), inthe event thereis strong support
for the restructuring of ISAs, do respondents agree that any such restructuring should be applied on a prospective basis? Or should restructuring be applied
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prospectively, but on apriority basisfirst to alimited number of | SAsthat have attracted concernsabout their length and compl exity, namely the IAASB’srecently
issued audit risk and fraud ISAS? If so, what are the reasons that are persuasive in reaching your view?

AASB-CICA We believe that prospective application isthe only practica aternative for implementing the restructuring. We would prefer the approach of identifying those
standards that are particularly long and complex and restructuring them on a priority basis on the presumption that doing so will more quickly addressthe main
areas of concern. Asstated in our response to question 5, we believe that parti cular emphasis needsto be given to ensuring that the professional requirementsare
self-standing and arein alogical flow.

ACAG Should restructuring of 1SAs be undertaken, we believe it should be undertaken on a prospective basis, to free up the IAASB’s resources to continueits current
program of projects.

ACCA Our answer to this question depends upon what ismeant by arestructuring of | SAs. If such arestructuring merely involvesthereordering of material, thenit may
be applied on a prospective basis. If the restructuring arises from areconsideration of the purpose and nature of 1SAs, it would not be appropriate on that basis.
Different forms of standards would make compliance and monitoring unnecessarily difficult.

APB As explained in response to question 9 to the Exposure Draft APB would prefer the IAASB to move forward in the short term on a two-track approach by: (i)
Identifying the fundamental principles, and (ii) Revising the ‘ older | SA’s using the current convention. At an appropriate point in the futureit should then adopt a
‘big-bang’ approach by restructuring the | SAs.

AUASB The AUASB, as noted above, supports the adoption of new drafting conventions to improve the specificity and clarity of the requirementsin ISAs. Indeed, it
would be of significant assistanceto thework of the AUASB, asit revises and reissuesits auditing standards as del egated | egidl ation having theforce of law, if the
IAASB wereto undertake acompletereview of al its| SAsand subsequently reissuethe revised standards with acommon commencement date. It isappreciated
progress on existing projectswould be del ayed if such an approach were adopted, though nonethelesswe believea'big bang’ strategy ispreferableto revision and
reissue on apiecemeal basis.

Asmentioned, ideally, the AUASB’s preference is to progressits revision of standards alongside asimilar review of 1SAs by the IAASB, given the respective
revisionshave similar objectives. Also, thisapproachisthe easiest way of retaining thelinkage and conformity between AUSsand | SAs. However, adopting this
approach isdependent on finalisation of the clarity proposalsand conventionsby the IAASB. Itisappreciated thismay not be possiblewithinthe AUASB’stime
horizon.
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Therefore, if a prospective approach were adopted, it would be helpful if the |IAASB:

. issued itsfinal approach towards adoption of the clarity proposals, that is, in regards to the principles, conventions, protocol s and methodol ogy that would
be adopted to make ISAs in accordance with the new drafting conventions; and

. published a Work Program indicating the likely time frame for redrafting | SAs in accordance with the clarity proposals.

Thiswould assist the AUASB in finalising its approach toward issuing auditing standards as delegated |egislation within its prescribed timeframe.
Please refer to our earlier response to question 9 on the Exposure Draft.

Asalready noted in our answer to question 9 in the ED above, though we would favour theissuing for exposure at asingle point in time of acomplete package of
revised | SAs, we appreciate that this might consume an inordinate amount of time when there are other pressing demands on the IAASB. Therefore, we would
support an approach which focuses at first on arevision of the key standards followed, as soon as possible, by arevision of the other existing standards.

We stated our view under A9 abovethat preferably all 1 SAsshould berevised and re-issued with effect from the same date. However, if apriority basisisadopted,
we agree that the risk and fraud |SAs should be dealt with first.

Although, as mentioned in the response to the exposure draft, the French I nstitutes would have preferred a big-bang approach, they agree that the restructuring
should be applied prospectively but on apriority basis to the audit risk and fraud I SAs.

CPA Australiawould prefer that the IAASB issueitsrevised ISAsina‘big bang’ approach rather than taking a prospective approach. Thereasonisthat Australia
is required to re-issue al its standards as disallowable instruments prior to July 2006 and the clarity project would provide a framework for the AUASB to
undertake this review.

Therestructuring may be so fundamental that it will be easier to reeducate everyone at the one point in time, particularly students gaining CPA qualification and
established practitioners who need to consider how the changes impact on their audit practice. Therefore the big bang approach may be the easiest option.

However, we do acknowledgethat acompletereview of all ISAsat thistimewould impede progressin existing projectsand isunlikely to be practicable. A more
practical approach may beto issue standardsin packages of related standards such asthe audit risk standardson apriority basis. Standards can be*“packaged” by
topic and addressed in order based upon their impact on audit outcomes.
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DnR Preferably, all 1SAs should be restructured. Provided that principlesfor the restructuring outlined, the technical work might be outsourced to nationa institutesor
audit firms.

Asaminimum, we believe that the risk and fraud | SAs should be restructured.

DT Although a big-bang approach is desirable in a perfect world, time considerations make it impossible.

As suggested earlier we believe the standards should al berevised over a5 year period beginning as soon asthe principlesfor the determination of requirements
and the structure are agreed. Some of our member firms believe the oldest standards should be revised first because the newer ones have undergone recent
consideration and identification of requirements and therefore have less ambiguity with respect to the use of the present tense. Other member firms prefer the
approach of addressing the Risk Assessment and Fraud standards early because they form the underpinning of many other standards. Webelievethereare meritsto
both and can accept either approach.

EY We agreethat restructuring should be applied on aprospective basis, but on a priority basisto the limited number of 1SAsthat have attracted concerns about their
length and compl exity.

FAR Retrospective implementation would be desirable but we would respect a view that application on a prospective basis would be seen as the only realistic
aternative.
FEE FEE is of the opinion that a prospective approach would be problematic and that the provisions of the Proposed Consultation Paper should apply to al existing

International Standards as well as to future exposure drafts on the date of final approva of the Proposed Policy Statement. From a practitioner perspective the
“first approach”, whereby all existing standards arerevised at once, is preferable to astepped approach whereby the revision of the existing standardsis performed
following a predetermined time schedule in order to resolve the staff resource issue without compromising the IAASB due process.

Werefer to our comments on the prospective approach as explained in our main comment on the Proposed Policy Paper on “basisof application” for further details
on the reasons that were persuasive in reaching our view.

GT Intheevent thereisstrong support for restructuring, we prefer that it be applied prospectively on apriority basis. Asstatedin our letter, we prefer that the|AASB
adopt the second approach to implementation of the Proposed Policy Statement to redraft and reissue the audit risk and fraud standards using the proposed
conventions. Accordingly, since the clarification of language and a restructuring would only be done once, we believe that the audit risk and fraud standards
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should take priority.

With consideration to our response to the Exposure Draft, wearein favour of an | SA restructuring to be applied on aprospective basis, with priority givento audit
risk and fraud | SAs.

Webelievethat astable platformisan essential pre-requisiteto any restructuring as described in the covering letter (point 5). We do not believethat restructuring
should be applied on a prospective basis.

Application on a prospective basisisthe only practical approach to any restructuring undertaken. Thisisapractical approach but thereisan onuson IAASB to
undertake arevision of all standards within alimited time frame of 2-4 years if the restructuring is to be meaningful and if it is to be successful.

Our preferenceisfor the| AASB to start work on redrafting certain key standards such asthe audit risk standards and the new fraud standard. Given the nature of
the changes proposed we believe that it isimportant that the IAASB devote time to redrafting certain of the recently revised standards.

The new audit risk standards and the new fraud standard are central to the | SA audit approach. These standards are also relatively long and complex and thisfact
no doubt contributed to the decision to consider the clarity of 1SAs.

Redrafting certain of the revised standardswill require deployment of some of the | AASB’sresourcesand may impact the|AASB’swork programme. However,
we believethat the IAASB will be better placed in thelonger term if it wereto apply the proposal sto these key standards and establish the model for developing
other standards moving forward. In addition changesto format and structure of the audit risk and the fraud standards may affect the structure and format of other
standards on which the IAASB is currently working. We recommend that the IAASB devote time over 2005 to redrafting these key standards.

We agreethat the restructuring be applied prospectively, but on apriority basisfirst to alimited number of SAsthat have attracted concerns about their length and
complexity, namely the IAASB’s recently issued audit risk and fraud 1SAs to check whether or not it is feasible to apply them specially where the ISAs are
trandated into local languages.

Thiswould a so hel p address the concern that substantial increasein length of the standards, continuing with the same stylei.e. bold typelettering and continuous
paragraph numbering has impaired the clarity of these standards.

Yesrestructuring should be applied on prospective basis once thiswoul d ensure that the entire document isdone once. It would be better for the | SA’sto berevised
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at oncein order to avoid complexities that come with piecemeal revisions e.g. lack of cohesiveness' of the document.

IDW Aswe noted in our previous comments, and in particular in our comments to question 9 of the proposed Policy Statement, we believe aretrospective approach
involving the concurrent application of the Policy Statement and restructuring to be necessary. We al so noted that we do not believe that applying aretrospective
approach to only theaudit risk and fraud standardswould alleviate—in fact it may exacerbate —some of the clarity problemsfromwhich the | SAscurrently suffer.
It would cause great confusion to readersif the | SAs contained two different systems of wording obligations along with two different systemsfor allocating these
obligations among documents. Furthermore, the distinction in obligation between application material and other considerations can probably only be solved by
means of structural changes.

10SCO We urge that any such changes should be applied on a“modified prospective’ basis, i.e., including revisions to the Audit Risk and Fraud | SAs but not for the
reasons stated. We do not think these recently issued standards are too long and complex, but they areimportant standardsthat touch on areasthat are at the heart
of overdl audit risk assessment and planning and &l so address fraud, asubject of great concerntoinvestorsand other usersof audits. Their overall importanceand
recent issuanceiswhy wethink they could and should berevised in arelatively swift project into the languageindicated for requirements by the ED, as affected by
our commentsin this letter.

IRE The IRE is not favourable to the simultaneous existence of two different sets of international standards on auditing, since it would not serve clarity. The IRE
favours the restructuring of all 1SAs, as expressed before. We also refer to our answer to question (9) of the exposure draft (cf. supra).

JCPA The length and complexity of the IAASB’s recently issued audit risk and fraud resulted in the need for restructuring of the ISAs. We propose that restructuring
should be applied prospectively on a priority basis. However, the prospective application on a priority basis would create an excessive amount of work for the
IAASB working group. Therefore, we believe that the resource constraint of the lAASB will need to be addressed.

KPMG Aswenoted aboveour preferenceisfor IAASB torevisedl existing | SAsat the sametime and to expose revisionsin one document. However, we recognize that
the size of thistype of undertaking does not makeit aviable alternative. We therefore recommend that once IAASB agrees on the Framework that underlies an
| SA audit and on the appropriate structure and |anguage that should be used in drafting I SAs, it should establish awork program that isaimed at identifying how
and in what order existing ISAswill be reviewed, revised and exposed so that they conform to the approved structure and language.

NIVRA Yes, we support the prospective approach.

PAAB ... Wedo not agree that the proposal s should be applied on a prospective basis. To do thiswill makeit difficult for auditors to know under which convention the
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Standard was issued. Furthermore, the impact on audit firms' methodologies will need to be considered if the effective dates of the implementation of the new
drafting convention is different.

Finally, as mentioned in our overall comments, it isimportant for those countries which have adopted the International Standards to have a stable platform from
which to apply the Standards.

We therefore recommend that, should the project continue, consideration be given to issuing the Standards drafted on the new convention in one batch.

For the reasons described in our covering |etter, we support the prospective approach

| do not see how restructuring could be done on anything other than a prospective basis: standards do not restructure themselves. If the IAASB decides to
restructure its standards then | believe that it should, as amatter of priority, restructure the core standards dealing with the audit risk model before attempting to
issue new standards on different subject matters. However, should the IAASB decided to identify fundamental principles of assurance then | believe the
restructuring should wait until after those principles have been identified. That would allow the restructured standards to be written in away that shows how they
apply the fundamental principles.

Fundamental Principles Underlying an | SA Audit

Q8. Do respondents believe that identifying “fundamental principles underlying an ISA audit” would aid in communicating the principles that underlie the
professional requirementsin ISAs and ultimately help drive the auditor’s professional judgment? Please give reasons for your answer.

AASB-CICA We bedlieve that identifying the fundamental principles underlying an ISA audit would aid in communicating the principles that underlie the professional

ACAG

ACCA

requirementsin I SAs. However, we do not believe that doing so will have asignificant effect on the professional accountant’s use of professional judgmentinan
audit of financial statements because the audit is an established engagement and the principles of an audit are generally well understood.

Identification of the ‘fundamental principles underlying an ISA audit’ would be of assistance to succinctly explain the core professional requirements of a
professional accountant undertaking the audit process. These fundamental principleswould also be useful in understanding, and explaining to junior audit staff,
how the requirements of individual standardsfit into the overall ‘picture’ of an audit.

It is axiomatic that the development of a principles-based approach requires that those principles be established. We strongly support the commencement of a
project to identify the principles underlying an audit in accordance with | SAs. Such a project would necessarily address the interaction between those principles
and auditing standards.
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APB APB does believe that this would assist with communication. It would also (i) assist the 1AASB to develop future ISAs from a ‘top down’ perspective, (i)
distinguish ‘shalls' from ‘shoulds’, and (iii) provide aframework for the justification of departures from ‘should’ requirements.

AUASB The AUASB supportsidentification of the “fundamental principlesunderlying an | SA audit”, given the fundamenta principles represent the essential tenetsthat
ought to underlie all audits conducted in accordance with 1SAs (or Australian auditing standards), regardless of the size or type of entity being audited.

Basel We would welcome such an approach as: a) It would highlight such principles and emphasise the key role of professiona judgement in an audit. b) It would
provide a hierarchy and framework for international auditing which would further aid clarity and consistency in the following way:

i) Therewould be a hierarchy of auditing statements with the principles as the key overarching objectives of an audit, followed by standards at alower level and
practice statements at the next level. Therefore it would be clear that the principles are key and that the standards should serve the principles.

ii) The provision of aframework would ensure that any areas that are not currently covered by | SAs are covered by the principles laid out in the statement of
principles.

However, we believethat there needsto be some clarity about how these principles should be derived: they should start from “what isthe purpose of theaudit” —at
apublic interest level —and then progress to what the principles of such an audit might be and then what standards are necessary to follow these principles.

CEBS We would welcome such an approach as:
a) It would highlight such principles and emphasise the key role of professiona judgement in an audit.
b) It would provide a hierarchy and framework for international auditing which would further aid clarity and consistency in the following way:

i) Therewould be ahierarchy of auditing statementswith the principles asthe key over arching objectives of an audit, followed by standards at alower level and
practice statements at the next level. Therefore it would be clear that the principles would be key and that the standards should serve the principles.

ii) Theprovision of aframework would ensure that any areasthat are not currently covered by | SAswould be covered by the principleslaid out in the statement of
principles (somewhat akin to the rel ationship between the Framework for IFRS and the actual IFRS).

However, we believe that there needsto be some clarity about how these principles should be derived e.g. the principles should start from 'what isthe purpose of
the audit' — at a public interest level —and then what the principles of such an audit might be and then what standards are necessary to follow these principles.
These principles could then drive the decision on what should be a'shall’ or 'should' in the standards.

In addition, in identifying such principles, it might appropriate to liai se with other competent bodi es such as the European Commission to ensure that thereisno
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inconsistency between what isdonein thisfield by each competent body. Alternatively, this could be dealt with through norma due process (e.g. exposure and
comment |etters).

Yes, and we believe that thefundamental principles set out in the consultation paper which are taken from the | FA C Ethics Committee's Exposure Draft Proposed
Revised Code of Ethics for Professional Accountants, July 2003, is an appropriate statement of such principles, subject to areview of some of the wording eg
‘shall’ and ‘should’.

The French Institutes are in favour of having standards which are “ principles based” . For this reason they support identifying such fundamental principles They
consider that the identification of such principles would help the IAASB to determine, within aframework, where the professional requirements actually lie.

Generally yes, as thiswould provide an overarching framework and context for the application of standards.

We believe that identifying fundamental principles underlying an ISA audit would be an XXX in communicating the principles that underlie the professional
requirementsin ISAs. We believe that there should be athorough and due process to identify the right set of principles.

We believe that identifying the “fundamental principles underlying an I SA audit” is a prerequisite to communicating the professional requirements and will:

- enhance the distinction of “shall” s from “should”s,

- provide criteriafor the justification of departures from professional requirements,

- set aframe of reference for developing new standards.

Yes, it would help drivethe auditor’s judgement, although thiswould in our opinion not be decisive because we understand that the principlesidentified so far by
the Board have been picked up here and there from existing material in the |SAs.

For the sake of clarity, “fundamental principlesunderlying an 1SA audit” should not be confused with the* principle based approach” we support for the conduct of
an audit. The principles we refer toin § 1.7 and 2.4, would represent a broader set of principles, including professional requirements.

In principle, identifying ‘ fundamental principlesunderlying an 1 SA audit’ has our support, for the reasons set out in paragraphs 33 to 35 of the Consultation Paper.
We believe that the identification of such principles would contribute to clarity and to making |SAs more accessible to professional accountantsin the field.

Our concernisthat the ‘ fundamental principles’ which are set out in the Consultation Paper are a set of overriding themes which could be used to articul ate the
framework within which the professional accountant conducts the audit.
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They are not a set of fundamental principlesto guide the execution of an audit —without standards on particul ar topics, which set out the fundamental principles
and professional requirementsrel ated to the execution of various parts of an audit, it isvery doubtful that professional accountantswould have sufficient guidance
to be able to deliver consistent audit quality.

FAR Webelievethat all matters concerning and related to fundamental principles should be included as an important part of aproject addressing theissue“ reasonable
assurance” . Such aproject should have highest priority. If we areto communicateinternally within the profession and externally to “the market” the two types of
assurance engagements identified in the Assurance Framework, the nature of and rationale for the respective engagement needs to be clear. Considering the
priorities discussed in agendaitem 3 papers in the New Orleans background papers, it would be an odd signal and difficult to understand if IAASB would
prioritize, for instance, arevision to 1SA 505 before a project aiming at clarifying the meaning of reasonable assurance.

FEE As already explained in our main comment on the Proposed Policy Paper on the “preference for objectives-based international standards’, FEE is a strong
proponent of “principles-based” International Standards and therefore supportsthe concept of having principlesand ethical requirementsunderlying an 1 SA audit.
We encourage |AASB to pursue the identification of a set of high level principles, referred to in the consultation paper as fundamental principles.

We do not share the concern expressed in the paper that the devel opment of principles may only be of assistance to the IAASB and standard setters and not be
useful to practitioners. FEE isof the opinion that principlesare equally valuableto practitioners, asfurther detailed in our main comment on the Proposed Policy
Paper on “preference for objectives-based International Standards”.

We encourage | AASB to consider the consistency of theterminology used in respect of “principles’ asreferenceisnot only madeto “fundamental principles’ but
alsoinvariousplacesto “basic principles’ and “general principles’ inthe Proposed Policy Paper and Proposed Consultation Paper. Wealso encourage |AASB to
consider the consistency of the terminology used in respect of “principles’ in other IAASB and IFAC (International Federation of Accountants) material. The
International Framework for Assurance Engagements, | SA 200 “ Objectives and General Principles Governing an Audit of Financid Statement” and thelFAC Code
of Ethicsfor Professional Accountantsalso makereferenceto“concepts’ and “fundamental ethical principles’. Weprefer that the sametermsare used throughout
when referring to the same things.

FEE does not believe there is a significant difference between “fundamental principles’ and “principles’. In the context of principles-based standards the word
“fundamental” might even bemisleading”. Individual SAsalready include moredetailsasto how the principlesreferred toin the paper as“fundamental” needto
be applied; in future other ISAs may be needed to explain in more detail how these principles should be applied. FEE would expect that the professional
requirements described as*“ shall” would mirror the high level principlesand that those highlevel principleswill be supplemented by professional requirementsin
the form of more detailed objectives.
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We support the fundamental principles underlying an 1SA audit. Such principles could essentially enhance the quality of audits by setting the proper tone for
professional accountants and the foundation for their responsibilities, thereby indirectly guiding professional judgment. They area soimportant in ensuring that
the objectives of the standards are clear. However, we do not believe that identifying the fundamental principlesiscritica to the devel opment, understandability,
and application of 1SAS; as the proposed fundamental principles are already embedded within existing standards, so the extent to which they would drive
professional judgment is questionable. (Also see our response to question 10 below).

[Response to Qxx-xx on principles] We are of the belief that it isimperative that there should be established ethical rules underlying al the standards but at the
sametime, unfavourable not in favour for amixture of typesand all discussions, explanations, interpretations and commentaries should be excluded asthisleadsto
difficultiesin the application of the standards. Principlesof ethics should be clearly outlined in aCode of Ethics, and ethical standards clearly written to describe
the rulesto follow in the conduct of an audit. Standards should be self-understanding without the need to be attached to a framework.

The fundamental principles of auditing dealt with in the Consultation Paper are critical
We strongly believe that there must be some coherent basis for determining how current and future professional reguirements are to be devel oped.

The determination of what should be a professional requirement should, and what should not, should not be | eft to the judgement of IAASB staff and committee
members without the support of arobust framework. We believe that the current proposals will increase the number of professional requirements within ISAs
significantly. There needsto be some check on thisto prevent the proliferation of prescription. In the current climate, there may well be atemptationtotake‘if in
doubt, mandate’, approach, which will have far reaching consequences. We cautioned the SEC in this regard when commenting on the proposed Rule 3101.

We therefore strongly recommend that the proposed Policy Statement should not be progressed until some degree of consensusis achieved on the fundamental
principles to be adopted. Without a proper framework, IAASB will be forced to determine ‘shalls' and ‘shoulds' on an ad-hoc basis. The IAASB itself has
commented adversely on this approach which appears to be the approach taken by the PCAOB. The proposals in the proposed Policy Statement and the
restructuring proposed in the Consultation paper should not be decoupled.

Furthermore, we notein our answersto questions on the proposed Policy Statementsthat we have no hesitationin suggesting that professional requirements should
be used as little as possible, and that consideration should be given to restricting the use of the term ‘shall’ to fundamental principles.

Yes the identification of fundamental principles would be a helpful addition to the standards, as it would put the standards into a principle based framework
applicableto all auditors globally. In today’s global commercial environment, acommon framework of principles applicable to all auditorsinternationally isa
laudable and necessary objective. The development would also enhance thel AA SB to assess each project undertaken and to prioriti se projectswithin adefined and
agreed framework.
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ICANZ We agreethat identifying the fundamental principlesunderlying an | SA audit would be auseful exercise. These principlesareimplicit in audit practiceand inthe
audit standards. Making them explicit isimportant to develop and progress the next generation of standards.

Development of audit policy shares characteristics similar to policy development more generally. Practice evolvesand overtimeiscodified into standards. From
standards principles can be distilled, which serve as a basis for revision of standards and for assessing the adequacy of practice. Thisis an ongoing process.
Ultimately development of fundamental principles should provide direction to developing standards and help ensure consistent and high quality audits are
delivered.

ICAP Yes, identifying “fundamental principlesunderlying an I SA audit” would be an appropriate step to emphasize on the credibility of the auditorsto exercise due care
on the assignment.

The word “rigor” used in the underlying principle (i) is very strong and should be considered for replacement with some other appropriate word for instance
“firmness”.

ICAS We believe that the development of aset of ‘fundamental principles’ to underpin international standards must be achieved prior to the adoption of the proposed
Policy Statement and any restructuring of international standards. Whilst we favour the adoption of ‘fundamental principles which are high level, we are not
convinced that each of the ‘ fundamental principles’ set out on page 30 of the consultation paper are necessarily principles, for example‘ documentation’ isameans
by which an auditor can demonstrate that he has discharged his duties rather than a principle which underpins the audit. Therefore, further work isrequired to
identify a set of ‘fundamental principles’ which would gain credibility with the profession.

We believe that a principles based approach will have the following key benefits:

. The creation of aflexibleframework appropriate for application throughout the world, which will meet the needs of all organisations requiring an audit
while driving audit quality upwards.

. A refocusing of auditors' attention away from compliance with an onerous set of requirements to the exercise of professional judgment and the
development of innovative approaches and solutions to key issues, which are tailored to their clients’ particular circumstances.

. The establishment of arobust control framework which could prevent the introduction of unnecessary professional requirements over thelonger-term.
. It will be morestraightforward to trand ate principlesinto other languages than more voluminous and more specific rules. Thusamore principlesbased

approach would facilitate harmonisation/convergence.
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Yesidentification of the underlying fundamental principleswould aid in communicating the underlying professional requirements. The nature of thework requires
alot of trust which can only be based on the strong val ues as envisaged by the fundamental principles.

...inour view, each | SA should clearly identify the objective to be achieved by every audit requirement or presumption. We believe that it is necessary for the
auditor to fully appreciate the audit objectives that underlie the professional reguirements and presumptions in each of the ISAs and that this understanding is
essential in ensuring the effective application of the auditor’sprofessional judgment in an audit. Thisisalso predicated upon the auditor understanding the reasons
behind the objectives. The questionis, what isunderstood by theterm “ principles of an1SA audit” and whether it isrelated to the “ reasons behind the objectives’.
In paragraph 40 of the Consultation Paper, the fundamental principles are described as comprising the essential qualities underpinning every 1SA audit. To the
extent that “fundamental principles underlying an 1SA audit” comprise the reasons behind audit objectives, we would agree that identifying these would aid in
communicating the principlesthat underlie the professional requirementsin thel SAsand ultimately help drivethe auditor’s professional judgement. If something
else is meant, we may not necessarily agree.

Wewould not object to content in | SAsdiscussing the fundamental principles shown in the Consultation Paper —indeed, how could one object to such statements?
We would see such statements as being more appropriately included in an 1SA of their own, perhaps titled something like “fundamental principles underlying
audits’, rather than beinserted into numerousindividua 1SAs. Such an | SA should have no greater or lesser authority than other |SAs, but simply bean I SA of a
different kind, more of a“background” 1SA, or one that supplements or provides a framework for more specific ISAs. In some respects, a separate |SA on
fundamental principleswould be similar to what existsin somejurisdictionsthat today havetwo levelsof auditing standards, i .e., setsof general standardsand sets
of more specific standards.

We are in favor of standards that are based on principles and contain clear statements of principles and objectives. We are also in favor of identifying and
communicating broad principles relating to audits, but we do not see aspecial project to create and set out alist of broad fundamental principles as aproject that
needsto be doneimmediately. Such aproject would divert resources away from the moreimmediate improvementsthat could be made by adopting the provisions
to clarify requirementsin |SAs as described in the ED.

We understand that the |AASB might want to explore waysto say more about objectivesand principlesin standards. Wethink that agood way to do thismight be
to striveto begin each new standard with abrief discussion of objectivesand/or principlesinvolved. Exploring an approach likethis could be donegradually, over
time, as new standards are developed. Moving to such an approach should be more a matter of enhancing and adding to what isaready in an 1SA, rather than
reorganizing the content or restructuring to split the content into two documents.

Wethink itisimportant to keep in mind that obj ectives and principles and requirements are not all the samethings. All of thefundamental principlesshowninthe
Consultation Paper are“good principles’ that underlie various aspects of auditing. But sincethe principlesarevery general and overarching, they arenot really an
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adequate basis for guidance as to specific actions and decisions needed in an audit. We see the need to clarify “requirements’ as more relevant to actions and
decisionsneeded in an audit and amore pressing need than publishing alist of fundamental principles. We also seeaneed to consider and identify principlesthat
help in deciding whether a given procedure should be a mandatory requirement, a presumptive requirement, or merely an option or consideration. In our
discussion, we did not resolve what such principles should be, only the need to identify what is so important to carrying out agood audit that it unequivocally
should be required in every case (for mandatory requirements) or in nearly every case (for presumptive requirements).

Though the proposed fundamental principles are appropriate to some extent, they are a mix of operating procedures (e.g., an auditor should obtain sufficient
evidence) and principles of professional behavior (e.g., an auditor should use professional judgment) which makes it unclear whether they are al of the same
equivalent status. Fundamentally, they also do not address the objective of an audit, which should drive the principles that follow. There needs to be a clearer
linkage back to the objectives of an audit such that the hierarchy of principlesisclear.

JCPA Identifying “fundamental principlesunderlying an I SA audit” (“Fundamental Principles”) would aid aspecification of professional requirementsand aconsistency
in preparing ISAs. However, we do not believe that Fundamental Principles, in all cases, would be supportive to auditor’s professional judgment at audit field
because Fundamental Principles are ahigh level of principle.

KPMG [Response to Q8-12] As already mentioned, we support the development of fundamental principles. We believe that these principles should form the basis for
mandatory requirements. The completeness and appropriateness of the principles identified in the Consultation Paper need to be assessed in the context of a
Framework that defines the objectives and key elements of an |SA audit.

We d so haveoneeditorial comment. Principle(l), Documentation should state that the auditor shall document mattersthat form the basisfor the auditor’sreport
instead of opinion to provide for the possibility that the auditor may not be able to express an opinion.

NIVRA Aswearevery muchinfavour of the principle-based approach we encourage the IAASB to identify fundamental principles underlying an |1 SA audit. We do belief
that only if aprofessiona requirement is linked to one of the fundamental principles that requirement can be mandatory.

PAAB We support theretention of the basi ¢ principles as currently included as black | ettered paragraphs. It is, however, the retention of the grey | ettered paragraphsthat
will support the auditor’s exercise of professional judgment. We do not, therefore, support the separate identification of ‘ fundamental principles’.

RR Before being able to answer this question the IAASB needs to decide who its primary audience is. Most of the requests from practitioners have not been for
statements of principlesbut rather for guidance on how to apply the standards. The practical benefits of identifying aset of fundamental principlesaremainly inthe
area of communicating to non-practitioners, and if these are not the IAASB’s main audience then one has to ask what the benefitsto the IAASB will be.

When the United Kingdom introduced itsfirst auditing standardsit had ageneral principles based standard in the form of “ The Auditors Operational Standard”.
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Subseguently the United Kingdom moved towards the style and format adopted by the |AASB and the absence of ageneral principles standard does not seem to
have been missed in the United Kingdom. Furthermore, when the | AASB hastried to incorporatein its auditing standards some of the material initsInternational
Framework for Assurance Engagements (the framework) it hasfound it difficult to do so. This callsinto question the usefulness of such aset of principlesand also
raises the question of how the fundamental principles would relate to the framework.

Although | believethereis much to be gained from the devel opment of aset of fundamental principles| am not surethat auditing standard setting hasyet reached
the point when the benefits of doing so outweigh the opportunity cost that developing principles will incur.

Q9. Should the establishment of such principles be considered a high, medium, or low priority of the IAASB for the immediate future?
We consider that the establishment of such principles should not be a high priority of the IAASB for the immediate future.
The establishment of fundamental principles underlying an ISA audit should be ahigh priority for the IAASB, as the content of these principlesidentified will

ideally interact with the IAASB’s other projects and future directions of ISAs.

The establishment of such principlesbe considered the highest priority! APB believesthat unlessit first devel opsthe framework to be supported by |SAsthereisa
real danger that IAASB will, by building from the ‘ bottom-up’, create an unacceptably complex set of auditing standards which will have a negative impact on
audit quality.

The AUASB recommends this matter be given alower priority, yet, we appreciateit isrelated to the clarity project. Thisisbecause several of the “fundamental
principles underlying an I SA audit” are likely to bereflected in the ethical requirements of various accounting bodies, including Australia. Webelieveitismore
beneficial to the profession to complete projects that improve the quality of audits and enhance communication between auditors and users of financial reports,
rather than dedi cate resources to matters that are largely dealt with in other arenas.

Given our response to question 8 above, we would regard this as a high to medium priority, although we would not want it to dow down the major thrust of the
clarity project.

... wewould regard this as a high priority

Establishing such principles should be high priority and indeed should be a prerequisite for any restructuring.

CNCC-CSOE A high priority.
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CPA Aus CPA Australia would prefer that restructuring auditing standards take priority. We consider this project to be low priority particularly from an Australian
perspective, as we are keen to have auditing standards as disallowabl e instruments and see that the clarity project isinstrumenta to this.

DnR The establishment of such principles should be considered a high priority.

DT Since the entire restructuring process needs to flow from the identification of the “fundamental principles underlying an ISA audit” the establishment of such
principles should be considered a high priority.

EC Developing clear cut policy and drafting standards with a principle based approach should remain high priorities.

The proposal for amodernised Directive on statutory audit stresses the importance of ethical professiona behaviours. We fully subscribe to the idea of cross-
cutting fundamental principles proposed by the Board. Though an important exercise, we would rate this at lower priority rank at this stage. The Board should
rather focus for now on other priorities such as implementing the Clarity project.

EY The debate asto whether aframework should be devel oped, to assist auditorsin using professional judgement in following an | SA’srequirements, ishigh priority,
because it affects the other issues raised in the Policy Statement and Consultation Paper.

FEE Webelievethat the priority to establish fundamental principlesunderlying an | SA audit ishigh, becauseit will help identify the “shall” requirementsof ISAsand
where further professional requirementsin the form of objectives need to be identified to explain how the high leve principles should be applied.

GT Aswe do not believe the devel opment of such principlesto be critical (see our response to questions 8 and 10), their establishment should be considered alow
priority, especialy in light of the other proposed revisions and potentia restructuring considerations and current IAASB projects.

H3C No priority.
ICAEW We strongly believe that the establishment of such principlesis an essentia pre-requisite for the adoption of both the proposed Policy Statement and any
restructuring.

ICAI The establishment of fundamental principles should be a high priority for the IAASB in theimmediate future. Once established all ongoing projects should be
reassessed in light of the defined fundamental principles.

ICANZ We believe that the IAASB needs to take a balanced approach to determining its priorities.

Establishing the fundamental principlesof audit isunlikely to have asignificant affect on audit practicein the short term. However, focussing only those projects
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that must be completed in the short term will crowd out longer term considerations and may adversely affect achievement of the IAASB’s overall objectives.

We therefore believe that devel oping fundamental principles of audit should be given a medium priority and that the IAASB should devote some time at each
meeting to plan and progress development of the fundamental principles of audit.

The establishment of principles should be considered as a high priority project.
It should be considered high priority.

The following answer is predicted upon the answer to question 8 above that “fundamental principles of an ISA audit” is to be equated with the reasons
underpinning particular audit objectives.

We consider it necessary for the IAASB to create asolid foundation for audits. Current standards have evolved based on best or normal practice, rather than having
been based on solid reasoning and empirical evidence. This has led to continuing debate within the IAASB and with regulators on what audits are supposed to
achieve and how. The lack of asolid foundation for audits becomes particularly apparent when the audit paradigm is applied to different kinds of engagements
(sustainability reporting, prospective financial information, interna control, etc.), as the difficulties that the IAPC and IAASB had in developing an assurance
framework attests. Since pressure from regulators on auditing standards setters hasincreased, we believeit to beimperative that auditing standards settersare able
to take well-reasoned positions in their standards that stand the test of time. This would only occur if standards setters were able to justify audit objectives,
requirements and presumptions with a solid foundation.

For these reasons, we regard this as avery high priority project. However, the proper devel opment of such foundation is not aquick fix, so we believe that while
the project ought to have ahigh priority and ought to be started immediately, we do not believe that initia resultswill be achieved for at |east three or four years.
Furthermore, such a project will be largely task force-based in the initial stages and hence will not consume undue IAASB resourcesin theinitia stages.

Please refer to our answersto questions 8 and 10 in this section.
The IRE considers this to be ahigh priority.

Subject to the completion of some projects that are already in progress, we believe that IAASB should give this project the highest priority. The subsequent
restructuring of 1SA will also enable a‘think small first’” approach to be implemented.
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JCPA Fundamental Principles are a higher level of principle and, accordingly, identifying them would require excessive time. Because of the current schedule and
resource constraint of the IAASB, the establishment of such principlesis not a high priority of the IAASB for the immediate future.

NIVRA In our view the establishment of such principles should be considered a high priority and for reasons that it will influence all standards this should be finalised
before starting redrafting and/or restructuring the ISAs.

PwC Webelievethat high priority should be place on devel oping the conceptual framework and agreed structurefor individual |SAs. However, we believe that the new
model could be implemented in existing | SAs as they are revised over time.

RR If the IAASB decidesto develop aset of fundamental principles then this should certainly have agreater priority than restructuring the standards. However, | do
not believe that the development of such principleswould be possible without considerable outside assistance in the form of research and analysis. The IAASB
would almost certainly have to pay for this assistance, which would curtail its other activities.

Q10. Do respondents consider the proposed fundamental principlesto be compl ete and appropriate, and do respondents believe the method by which they have
been derived to be appropriate? If not, what matters do respondents believe should be considered in development of the fundamental principles?

AASB-CICA Wedid not identify any other fundamental principles that should be added to the list or any on the list that are inappropriate.

ACAG The proposed fundamental principles appear to be compl ete and appropriate, except to the extent that the contemporary issue of auditor’sindependence has not
been adequately addressed. Further, there does appear to be clear and explicit linkage between risksidentified from an auditor’s knowledge of the client and the
approach to be taken during the audit. Thisisclearly articulated in ISA 315 Understanding the Entity and Its Environment and Assessing the Risks of Material
Misstatement and 1SA 330 The Auditor’s Procedures In Response to Assessed Risks.

A further suggested principle isthat of Public Interest espoused in CPA Australia's Code of Professional Conduct B.1:

“Members must at all times safeguard the interests of their clients and employers provided that they do not conflict with the duties and loyalties owed to the
community and its law”.”

APB APB believesthat material contained in the Consultation Paper isagood start to the devel opment of the fundamental principlesalthough inevitably developmental
effort will be needed to refine it before it becomes universally acceptable. APB would be pleased to be involved in this effort.
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Though the proposed fundamental principles are appropriate to some extent, they are amix of operating procedures and principlesof professional behaviour which
makes it unclear whether they are all of the same equivalent status. Fundamentally, they also do not address the objective of an audit, which should drive the
principlesthat follow. There needsto beaclearer linkage back to the objectives of an audit such that the hierarchy of principlesisclear. An analogy could be made
with thel ASB Framework wherethere are objectives of financial statements, qualities of such which follow from the objectives and then elements of thefinancial
statements which follow from the qualities of financia statements.

Though the proposed fundamental principles are appropriate to some extent, and it is difficult to disagree with them individualy, we believe that a more
fundamental approach is necessary which considers the objective of an audit and the principles that therefore follow.

A guideto how thiscould be dealt with isthe approach followed inthe lASB Framework. Thel ASB Framework detail sthe objectives of financial statements, the
desirable qualities that follow from these objectives, and the elements of financia statements that follow from the qualities of financial statements.

We believe the proposed principles are largely complete and appropriate but they need to secure avery high degree of international acceptance before they can
form the basisfor the future development of ISAs. We therefore consider that there should be a separate consultation on the fundamental principles and that no
significant changes to existing | SAs should be brought into effect until the results of such consultation are known.

The French Institutes consider this to be agood starting point. Another one might be added “to comply with the letter and the spirit of the law”.

At this stage the ‘ fundamental principles underlying an | SA audit’ are appropriate.

Our immediate reaction is that they seem adeguate and relevant but need further considen and debate by the profession.

The proposed fundamental principles appear appropriate.

In view of our responseto question 8, we believe that the devel opment of fundamental principles should be subjected to arigorous debate and consultation process.

FEE isof the opinion that professional requirementsin auditing and assurance standards should be based on principles asaready explained in further detail in our
response to question 1 on the Proposed Consultation Paper.

We have some doubts about the appropriateness of the process for identifying the fundamental principles in the paper; their identification should be based on
systematic analysis and the development of a conceptual framework. We recommend further study and issue of a separate exposure draft to stimulate further
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debate.

In relation to the fundamental principlesin paragraph 42 of the Proposed Consultation Paper, we suggest that the differences between (i) Rigor and Scepticism, (k)
Evidence and (I) Documentation are not clear.

We also note that some of the existing list are already supported by individual |SAsor other standards or by material within ISAs, and some are not; we question
thelogic in the different approaches currently adopted. This situation suggests to usthat the clarity of ISAswould be served by further work on the principles,
including the extent to which they should be supported by individual 1SAs.

GT Without an exhaustive review of the proposed fundamental principles, they appear to be adequate and appropriate for an audit engagement. The method by which
they have been derived al so seems appropriate. That said, however, we concur with the |AASB that significant resources may be necessary to ensuretheir proper
development and a so question whether such resourceswould“ ... better servethe publicinterest if applied to the development of high quality ISAs.” (Also seeour
response to question 8 above.)

ICAEW We strongly believe that the proposed fundamental principles require international consensus. This may take time to achieve. The development of fundamental
principles of auditing such asthese will have far-reaching consequences for auditing standard-setting for many yearsto come. The experience of other standard-
settersin this regard behoves caution.

We believe that a separate consultation on the fundamental principles should be undertaken.

ICAI The proposed fundamental principles are complete. We consider that as aset of fundamental principles the suggested principles are excessive and too detailed. A
fundamental set of principles should not number more than six to eight elements, not the fifteen included in the proposed fundamental principles.

The principl es should be shortened and made more princi pled rather than processed. A number of theitems expressed asfundamental principlesareintegrated into
other topics and it is therefore unnecessary to express these as fundamenta principles.

e “Rigor”, Fundamental element of anumber of other principles expressed in the document (Professional Behaviour, Knowledge of the Entity, Evidence)
e “Documentation”, It would be more appropriate to incorporate documentati on within the fundamental principle of “Evident”.
e “Association”, Association is already implicit in professional behaviour.
In addition, responsibility, communication and association should be combined into a single principle — “Reporting the auditors findings”.
ICANZ Thefundamental principles appear to be complete. However we consider that these are part of abigger issue. If the|AASB decidesto consider the fundamental
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principles underlying an 1 SA audit we believe that it would be appropriate to consider undertaking a fundamental review of the International

Framework for Assurance Engagements, | SA 120 Framework of International Standards on Auditing, | SA 200 Objective and General Principles Governing and
Audit of Financial Statements, and | SAE 3000 Assurance Engagements Other than Audits or Reviews of Historical Financia Information.

These documents are inter-related and should be reviewed together to ensure they are revised in a consistent and coherent manner.

The proposed fundamental principles appear to be complete and appropriate.
Yes

Weare very concerned about the proposed fundamental principlesand the way they have been derived, and are even more concerned that the |AASB would even
venture to ask the question whether they might be complete and appropriate.

Method of derivation

Based upon the method by which they appear to have been derived (review of current proposed Code of Ethics, IAASB literature and perhaps input from a
standards setter), we are under theimpression that the |AASB may not approaching theissue of “principles-based standards” seriously —that is, it seemsto us, in
view of the new fraud and audit risk standards, that the IAASB pays lip-service to this issue, but ultimately, the IAASB seems to be more concerned about
developing more rules and guidance quickly than ensuring that its standards are principles-based. It appears to us asif the IAASB isin a hurry to set some
fundamental principles now — irrespective of their quality — so that it can “get on” with the “real work” of issuing more rules and guidance.

In our view, principles-based standardsimpliesthe application of aprinciples-based standard setting process. Thismeansthat asystematic approach istaken when
addressing auditing issues such that individual auditing issuesare not dealt with inisolation, but are addressed aspart of aconsistently applied conceptual approach
that represents a systematic whole. Such a principles-based standard setting approach a so impliesthat the auditing principlesidentified in the auditing standards
arederived in aconsi stent fashion from acommon understanding of the underlying framework. It isparticul arly important the auditing principl es developed by the
standard setting process are consi stent with the underlying framework and with one another and create a systematic whole. Thisimpliesthat major auditing i ssues
currently only covered by general practice or auditing textbooks or literature be addressed by projectsin asystematic manner. Furthermore, it al so meansthat new
projectsthat deal with pressing issues, and their results, are seamlessly incorporated into and are consistent with the underlying framework and the overall structure
of existing principles. Inrare circumstances, when practical considerationsforce departures from the underlying conceptual framework, these departures should be
explicitly identified as practical considerations that do not impact upon the validity of the underlying framework.

Overall, the IAASB does not appear to have applied a principles-based approach to devel oping these “fundamental principles’. The same appliesto the Ethics
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Committee, which does not appear to have applied a principles-based approach to deriving the Fundamenta Principles of Professional Ethicsincluded in the
Fundamental Principlesof Auditing. Wewould also liketo point out that we have some serious concerns with the proposed Code of Ethicsin thisrespect that we
had addressed in our two comment |etters to the Ethics Committee dated November 27, 2003 and December 3, 2004.

Completeness and appropriateness of the principles

Thelist of “Fundamental Principles Underlying the Objective of an1SA Audit” inthe Consultation Paper appearsto represent alist of topicscovered by the|SAs
rather than areasoned foundation resulting from the application of asystematic approach. Aswe pointed out previously, the current list appearsto be based solely
on current auditing practice as opposed to being based on a proper conceptual foundation. We could probably write at |east afew pageson why thelist assuchis
neither appropriate nor complete and at |east half apage per principle on problemswe can identify with each of the principles, but thiscomment | etter may not be
the appropriate placeto do this. Rather we will provide you with afew examples of some of theissueswe haveidentified in acursory reading without systematic
analysis that may provide you with an indication of the depth of our discomfort with the current list and its contents:

. In line with our comment | etters to the Ethics Committee, we are uncomfortable with the thought that the auditor “shall comply” with the fundamental
ethical principleswithout aproper treatment of thefact that the threshold for compliance with each ethical principle variesdepending upon the engagement (e.g.,
the level of independence required for objectivity may vary) and that there are conflicts among these principles that may require trade offs

. The relationship between the principles and the objective of an audit is unclear
. The principles do not recognize the rel ationship between the audit environment and audit systems and processes
. The relationship between the various parties to the engagement and the relationship among their respective responsibilities are not addressed
. We question whether “rigor” and “scepticism” are in fact related concepts that should be treated as asingle principle
. Therelationship between the ethical principlesand their rolein underpinning particular fundamental principlesunderlying the objective of an 1SA audit
has not been explored; in particular, the relationship between the ethical principles and “responsibility” and “association” are unclear
. The concepts of “reasonable’ and “limited” assurance have not been addressed, nor their relationship to sufficient appropriate evidence and audit risk
described
. The concept of materiality and the criteria by which audits are performed (the financial reporting framework) are not addressed
10SCO As the principles shown are very general, we are not convinced that they would help inform the IAASB’s decisions about what should be said in a particular

standard or assist the auditor in exercising professional judgment asto what to do in aspecific case. Therefore, we do not seethelisted fundamental principlesas
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IRE

providing acomplete and appropriate foundation for auditing standards. Asto what matters should be considered in the development of fundamental principles,
webelievethisquestionisof anaturethat would need to involve consideration beyond the scope of being presented as onetopicin aConsultation Paper on clarity.
To develop afull responseto questions on fundamental principleswould require considerably more discussion than is possiblein thetime constraints provided by
the comment period of this Exposure Draft. Such a question could be more appropriately addressed in the context of a discussion paper in a separate project.

If the IAASB determines that it wishesto proceed with a project to devel op

"fundamental principles,” we believe there will be much work ahead to identify principles that are not only sound, but also are useful in providing specific
guidanceto the Board and to auditors. Broad generalities such as presented in the Consultation Paper are fine as background, but they do not provide an adequate
foundation for auditing standards. Our members would not object to work designed to create an overall framework of fundamental principles; in fact, many
members believe such a project would be useful in clarifying criteria for establishing audit requirements. We believe, however, that any project to develop
fundamental principles should be handled separately from the clarity project.

The Consultation paper proposes the term ‘ fundamental principles’. The issue on the terminology is the inconsistency in wording:

- The Internationa Framework for Assurance Engagements containsthe wording ‘ conceptsin this Framework’ (paragraph 2) and ‘ principles of this Framework’
(paragraph 16), but also introducestheterm ‘ fundamental ethical principals’ based on the new Parts A and B of the Code of Ethics(cf. paragraphs 15 and 16 of the
Code), and the *independence’ principledoesn’t appear asafundamental ethical principle. We also refer to the new 1 SA-200 (paragraph 4, 5 and 6 ; oktober 2003
version) inwhichisstated that * General principlesof an audit’ aretheethical principles (former version of the current ‘ fundamenta ethical principles withinthe
IFAC Code of Ethics), including ‘independence’ (paragraph 4);

- the principles according to which the auditor should conduct an audit in accordance with | SAs (the current ‘ basi ¢ principlesand essential procedures’ (paragraph
S);

- an attitude of professional scepticism (paragraph 6).

The proposed list of ‘fundamental principles’ in the consultation paper comprises 10 items,

- with no reference to the proposed ‘ fundamental ethical principles’, nor to independence;

- excluding professional scepticism;

- including the actual ‘basis principles and essential procedures'.

If there ought to be ‘ fundamental principles’ (indicated by a‘shall’ statement in the consultation paper), they should be derived from the ‘ bold paragraphs’ in the
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existing ISAs. In the opinion of our Institute, careful investigation needs to be done if the principles of the proposed list are (not) aready incorporated into a
corresponding bold paragraph of the ISAs.

The IRE wants to suggest the following very few ‘fundamental’ principles for an audit of financial statements:
- ‘knowledge of the entity’;
- ‘evidence’;
- ‘the use of professiona judgment’;
- ‘reporting’.
The candidate-' fundamental principle’ named as‘ Rigor and Scepticism’ isaready coveredin | SA-200, paragraph 6, and doesn’t need to be covered twice. All the
other candidates from the proposed list are either ethical principles by nature (responsibility, association), or are derived principles:
- ‘quality control’ aso follows from other engagements (not only for audits), and should be covered at this higher level;
- ‘documentation’ (covered by 1SA-230) indeed isimportant to the quality of theaudit, but in fact it constitutesaprincipl e derived from the fundamental principle
‘evidence';
- ‘communication’ isimportant, but needn’t be a‘ fundamental principle’.
ACCA The Consultation Paper explainsthat ‘ the following “fundamental principles underlying an 1SA audit” are based on the preliminary view of the lAASB and may
not represent thefinal set of principlesthat ultimately might be adopted’. IAASB has offered afirst suggestion based on an analysis of existing pronouncements. It

isclear that the process of identifying fundamental principlesisat avery early stage. We strongly suggest that, because of theimportance of thismatter, it requires
a separate and rigorous process of stakeholder engagement.

JCPA Fundamental Principlesareahighlevel of principlethat require asufficient study to identify them. Without sufficient study, it isdifficult to determinewhether or
not the proposed fundamental principles are compl ete and appropriate.

NIVRA We believe that the development of fundamenta principles for assurance engagements should be subjected to a proper due process, including exposure to the
public.
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PAAB

RR

AASB-CICA

We do not support the establishment of alist of fundamental principles. Fundamental concepts are listed in the Professional Code of Ethics. We believe that the
business environment istoo complex to identify specific fundamental principles. Furthermore, by attempting to define these principleswe are moving towards a
rule-based approach to Standards which is not supported.

Overall, we support theintroduction of “fundamental principles’. We do not, however, believethat the approach proposed in the Consultation Paper isright way to
develop such principles.

In our covering letter, we set out apossible model for objectives-based auditing standardsthat i ncludes a comprehensive conceptual framework. That framework
would include underlying auditing concepts aswell asthe concepts describing the audit process and various aspects of it (such as concepts underlying obtaining
evidence). Such aconceptual framework would beimportant becauseit would provide an appropriate mindset for drafting requirements and ameans of ensuring
that the devel opment of the ISAsis based on a consistent approach. The framework can also serve as a context for the application of professional judgement in
meeting the requirementsin the ISAs.

| believe that any set of fundamental principles should require an auditor to consider whether it is appropriate for him to undertake the engagement in the first
place. Thiswould relate not only to ethical matters, but also to the need for the auditor to consider his own competence and the likelihood of hisbeing able to
obtain sufficient evidence to be able to form an opinion.

The enunciation of the quality control principleisextremely vague and aswritten | am not surewhether itisaprincipal at al. The principle of communication with
both management and those charged with governanceisnot, in my view afundamental principle underlying the objective of an | SA audit. Such communications
are extremely important by-products of the audit, but the objective of the audit isthe expression of an opinion on the financial statements not the production of
useful information to the entity itself.

The association principleis an ethical principle. Again, it haslittle to do with the objective of the audit itself and seemsto be a backdoor way of introducing an
ethical principle that IFAC's Ethics Committee has not decided to introduce.

Q11. Do respondents believe that the fundamental principles should be expanded to serve as a basis for all assurance engagements?

We believe that the fundamental principles would be extremely useful asabasisfor all assurance engagements because such engagements, other than audits of
financial statements, are less well established and such principles will be useful to the IAASB asit devel ops standards for such engagements.
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ACAG

APB

AUASB

Basel

CEBS

CIPFA

CNCC-CSOE

CPA Aus

DnR

DT

EC

EY

FEE

Yes, thefundamental principles should be expanded. If the fundamental principles are expanded for all assurance engagements, care needsto be taken to ensure
that terms relating to the extent of assurance provided by the engagement, such as audit and audit opinion, are used appropriately.

No. APB believes that audit should be the main priority. Until there is a much clearer view as to what ‘ assurance engagements’ are and whether there is a
significant demand for them, it seems inappropriate to complicate the development of the fundamental principles.

To the extent appropriate, the AUASB strongly supportsthisinitiative.
It would seem more appropriate to focus on audit for the moment where there is much more concern given recent events.
Given the concern over recent corporate failures, it would seem more appropriate to focus on audit rather than all assurance engagements.

We are not at al sure that the same principles framework can be used for both audit and other assurance engagements. However, thisis precisely the kind of
question that needs to be addressed during a consultation on fundamental principles.

Priority should be given to audit.

Yes. Auditing standards are more effectively applied within an overall context than on a standard by standard basis.

Yes

Webelievethat audit should be given priority. In light of the difficulties encountered in establishing the International Framework for Assurance Engagementsand

the complexity of the matter, wefeel that expanding fundamental principlesto serve asabasisfor all assurance engagementswould inappropriately complicate and
delay their establishment.

We support application at least to statutory audits.
If aframework to assist auditorsin using their professional judgement is developed, it should be expanded to serve as a basis for all assurance engagements.

Asaudit and assurance engagements have many aspectsin common and are both based on the International Framework for Assurance Engagements, as explained
in paragraph 38, we believe that the fundamenta principles should as far as possible serve as abasis for al assurance engagements.
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GT

ICAEW

ICAI

ICANZ

ICAP

ICPAK

IDW

IRE

10SCO

The concept of “fundamental principles’ would equally apply to audits as well as al other assurance engagements. Accordingly, if such principles were to be
developed, they should beidentified and communicated for all assurance engagements. However, the fundamental principlesmay differ depending on thetype of
engagement and therefore, would need to be carefully drafted to equally apply. It may be necessary to tailor certain fundamental principles underlying the
objective of the engagement (e.g., knowledge of the entity or subject matter) to the various types of assurance engagements.

We believe that this question can only be answered in the context of afull consultation on fundamental principles.
No the fundamental principles should not be expanded as indicated in the above answer, but should be rephrased to cover all assurance engagements.

Yes, thefundamental principles should be expanded to serve asabasisfor all assurance engagements. Such principlesapply equally to providing assurance over
all subject matter, including the audit of financial statements. Thisemphasisestheimportance of considering at the sametime all pronouncementsthat comprise
the assurance framework and establish fundamental principles.

The existing framework in New Zealand applies fundamental principles to all assurance engagements (including the audit of financial statements). In New
Zeadland the current definition of an “audit” includes all engagements in which the auditor provides a positive opinion over a matter of accountability . This
approach has worked very well and avoids the need to develop a separate series of audit standards for subject matters other than financia statements.

No, expanding the fundamental principlesto al assurance engagementswould affect the specificity of the principles and may impair the objective of establishing
them at all. I'ssuing separate principles for other assurance engagements may be considered as an aternative to the above suggestion.

Yes
Any fundamental principlesthat apply generally to assurance engagements al so ought to apply to audits, since audits are assurance engagements. Conseguently, the

fundamental principles should be expanded to serve asabasisfor al assurance engagements. However, this does not mean that there may not be afew additional
principlesthat apply only to audits.

The IRE believes that careful investigation needs to be done on the so-called ‘fundamental principles’ in the case of audits, as well as in the case of other
engagements. Depending on the outcome of such investigation, suggestions can be formul ated.

Asaresult of the views expressed in our response to question 10 above, we have not at this time attempted to form aview as to whether the principles could or
should be expanded to serve as a basis for all assurance engagements.
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ACCA This question should be answered as part of the process to derive the fundamental principles underlying an audit in accordance with I SAs.

JCPA A discussion about assurance engagement would be extended. Therefore, we believethat if the discussion about the basic principles would cover all assurance
engagement, it would be difficult to conclude the discussion. Also, we do not agree that the IAASB should resume discussion about assurance engagements
because the effect of the recently issued framework for assurance engagement on the practice is not apparent.

Aslong we have issued an assurance framework we should al so issue fundamental principles as abasisfor all assurance services.

NIVRA
PWC The primary focus of this consultation paper is on auditing standards and retaining the focus on audit may be a practical way forward.
RR | believethat the fundamental principlesshould serve asabasisfor al assurance engagements. Indeed, it seemsto methat if aparticular principle cannot serveasa

basis for all assurance engagements and it cannot be fundamental.

Q12. Do respondents agree with the proposed authority to be afforded the fundamental principles?

AASB-CICA We agree with the proposed authority for the fundamental principles. However, we believe that the |AASB should consider whether there needs to be guidance
provided in the admittedly unlikely event that existing specific professional requirements conflict with thefundamental principles, so that the auditor knowswhich

take priority.
ACAG The proposed authority for the proposed fundamental principlesis appropriate.
APB Careful consideration will need to be given to how the authority is described but in APB’s view if, the fundamental principles are to help avert a‘rules based

mindset from developing they must have authority.
AUASB We support mandatory compliance with the fundamental principles

Basel No. The framework or set of fundamental principles should be positioned within a separate document with sufficient authority, e.g. a document of a higher
authority than a standard.

CEBS No. The framework or set of fundamental principles should be positioned within a separate document with sufficient authority, e.g. a document of a higher
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CIPFA

CNCC-CSOE

CPA Aus

DnR

DT

EC

EY

FEE

authority than an ISA.

If the statement of fundamental principlesisto have any value, it must have at least as much authority asan individua 1SA. Therefore, the statement should be
included in an existing I SA (ISA 200 has been suggested) or form a separate | SA in itself.

It is said in the consultation paper that the auditor shall comply with the fundamenta principles of an 1SA audit. It would be difficult not to agree with such a
statement. However, the French I nstitutes consider that the fundamental principl es should be embodied in aframework which would definewhat the professional
requirements are rather than being something the auditor has to comply directly with.

Asthese principles are already found in most auditing standards, we do not envisage a problem in codifying the fundamental principles.

All 1ISAsmust bein conformity with the fundamental principles. In absence of professior requirements set out in an 1SA, the auditor should base hisjudgement on
the fundamenta principles.

We do agree.

We agree. Fundamental principles governing professiona behaviour, including those derived from the Code of Ethics, should have the appropriate — highest —
authority.

We agreethat, if fundamental principles are developed, they should have an appropriate level of authority. Consideration should be given to incorporating such
fundamental principleswith |SA 200 Objective and Genera Principles Governing an Audit of Financial Statements, or, if they apply to al assurance engagements,
within the Assurance Framework.

We agree that the fundamental principles should be afforded appropriate authority and that such authority could be on thelevel of astandard; asindicated earlier
they can be described as “shall” requirements.

Webelievethat fundamenta principlesform the framework for the more specific individual | SAsand that all aspects of the standards should be considered when
performing an audit. However, asprinciplesare necessarily at ahigh level, principleshaveto be supported by more detail ed objectivesa so described as* should”
professional requirementsin order that the principles can be applied by the auditor. Paragraph 41 in the Proposed Consultation Paper would benefit from greater
clarity on the proposed authority of the fundamental principles and their relevance to performing an audit.
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GT Asthe fundamental principleswould set the foundation upon which all other |SAs are based, we believe that these principles would be of such importance that
they must be adhered to by the professional accountant without departure or override. Accordingly, we agree with the proposed authority to be afforded to such
principles, as discussed in paragraphs 40 and 41 of the Consultation Paper.

ICAEW We believe that this question can only be answered in the context of afull consultation on fundamental principles.

ICA We agree with the proposed authority to be afforded the fundamental principles subject to the principles being modified in accordance with the comments above.

ICANZ We regard the proposed authority to be afforded to the fundamental principles as appropriate. These principles should govern the development of audit and
assurance standards. Professional accountants conducting such engagements should be required to comply with the fundamental principles.

ICAP Yes

ICPAK Yes

IDW If the fundamental principlescomprisethe essentia qualitiesunderpinning every | SA audit, then, by definition, without these qualities, the audit does not constitute
an | SA audit and therefore non-compliance with the principles means non-compliance with the ISAs. However, as noted in our answer to question 10, we have
some concern about what ismeant by the notion of “compliance with principles, sincethere may be different thresholds of compliance depending upon the nature
of the engagement. Hencethe level of authority isinextricably bound to the nature of the principlesthat must be applied. In this sense, we suggest that an auditor
must “apply” these principles, rather than “comply” with them.

10SCO Thelevel of authority (i.e., mandatory) is appropriate. However, aswe have stated earlier, we believe the principles are so general in nature that they would not
really provide guidance for determining audit requirements.

IRE Undoubtedly, the list displayed in the consultation paper is far too long.

ACCA Thereareissuesrelating to theterminology that will haveto be determined: for example, whether the fundamental principleshaveto be‘ observed’, asisthe case

for the[FAC Code of Ethics, or ‘ applied’ or whether auditors haveto ‘ comply’. Theterminol ogy, the proposed authority and therole of fundamental principlesare
all issues that should be addressed as part of the process to derive the fundamental principles underlying an audit in accordance with ISAs.
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NIVRA

RR

We agreethat the fundamental principles should have an appropriatelevel of authority and we suggest incorporating the fundamental principlesinthe Assurance
Framework.

Overall wewould agree with the authority afforded the fundamental principles—aswith the ethical principles, they should always be observed by aprofessional
accountant when performing the audit but do not necessarily dictate the particular actions to achieve them.

| agreewith the authority proposed to be aff orded to the fundamental principles. However, by giving them the authority of a“shall” statement | can foreseethat the
IAASB will be asked to provide guidance to help auditors assess matters such as sufficiency and significance.

Existing Practice Satementsand their Authority

AASB-CICA

ACAG

APB

AUASB

Basel

Q13. Do respondents believe the present description of the authority of Practice Statements to be clear and understandable? I f so, do respondents agree with the
authority that is afforded them? If not, what should be the authority of Practice Statements?

We believethe present description and authority of Practice Statementsis clear and understandable. However, webelievethat their authority should beamended to
requirethat aprofessional accountant who does not consider and apply the guidanceincluded in arelevant Practice Statement should consider and document how
he or she complied with the professional requirementsaddressed by the Practice Statement. Thiswoul d make the documentation obligation with respect to Practice
Statements consistent with that for presumptive requirements.

The present description of the authority of Practice Statementsis clear and understandable. These documents have an appropriate level of authority afforded to
them.

The APB considersthat the guidancein the IAPSsis an extension of, and hasthe same status as, the ‘ guidance’ material contained within the | SAsthemselves. If
the lAASB decidesto ‘ clarify’ the use of the present tensein the | SA guidanceit seemslogical that the same exercise would need to be undertaken on |APSs. The
likelihood however isthat thiswill further add to the ‘inflation’ of requirements and exacerbate APB’s concerns regarding the proposal s of the Exposure Draft.

The AUASB supports retention of both the present description and authority of |APSs.
We have some doubts as to maintaining Practice Statements which deal with particular issues such as derivatives. It has aready been argued that the derivatives

Practice Statement should be incorporated in the standard that deals with auditing of fair values.
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The Practice Statements that provide detailed guidance on IT and those that seek to interpret the application of standards across groups of auditors are useful.
However, there is a difference between providing guidance and interpreting the application of standards. The Board should explore this difference further.

Approval of aPractice Statement by simple majority could be sufficient.

CEBS We believe that the present description of the authority of Practice Statements is reasonable. However, we do have some doubts about the current coverage of
Practice Statements — see Q15.

CIPFA The current status of Practice Statementsisfairly clear: They areessentially optional and are frequently ignored. If they areto beretained, their status should be
upgraded to something akin to that of the Practice Notes and Bulletins used in the UK. These provide guidance on specific sectors, specific circumstances or new
and emerging issues and are regarded as best practi ce without being mandatory inal circumstances. If explanatory material from ISAswerea soto beincludedin
Practice Statementsin accordance with our preference stated in (6) above such an upgraded status would be appropriate. Inany event, Practice Statementsare not
the place to enunciate professiona requirements which we believe should be confined to ISAs.

CNCC-CSOE The present description of practice statements is relatively clear in the present context. However, if the restructuring takes place along the lines of option A, it
would need to be redefined in order to provide avehicle for the explanatory material previously included in the ISAs.

DnR We agreethat the practice statements should contain additional practical guidance suppor the | SAs, and no additional requirements. Their contents should not be
required to be followed in any case. See our comments to questions 2 to 5 above.

DT We do aslong asit relates to present | APSs or | APSs remaining after the restructuring under option B.

Should option A of the restructuring (which we do not support) be adopted, then the description would have to be amended to include “ explanatory guidance to
standards’, “industry considerations”, “ public sector matters’, and “ emerging issues’. Their current authority issimilar to that afforded to the explanatory guidance
contained in current ISAs and would not need to change. On the other hand, language codification changes (i.e. deletion of “should”s, use of the present tense)
would have to be considered as well as reclassifying into ISAs any material that represents essential procedures.

EC The authority to be givento | APSwill depend on their content (which we comment in §2.14). As potential future “users’ of IAPSs, we do not support theidea of
an expedited approval processfollowing from thefact that IAPS may carry lower authority. In our view, although not meant to contain professional requirementsin
additionto I SAs, the | APSs carry some authority deriving directly from the subject that isbeing dealt with. Asmentioned in Articles 2 and 26 of the 8th Directive,
the Commission may adopt any “related Statements and Standards”, including IAPS if needed. We favour the solution where | APS would follow the same due
process as | SAs. Absent relevant due process, this might as such be areason for rejecting the adoption of an IAPS under Article 26(3) of the Directive.
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EY

FAR

FEE

GT

H3C

ICAEW

Yes, we consider that the present description is clear and understandable, and we are satisfied with the authority that is afforded them.

The present authority isnot very clear. Onereason for that isthat the present |APSs cover very different areas seemingly without acommon basisfor application
and use.

Although the theoretical authority of the Practice Statements is explained in the International Standards, FEE has found that in practice, many professional
accountants do not have a clear view on the authority of the Practice Statements and their linkage to the other International Sandards. Therefore, FEE is not
entirely comfortable with the current authority of the Practice Statements.

Werefer to our responsesto Question 2 of the Proposed Consultation Paper and to our comments on Practice Statements as explained in our main comment onthe
Proposed Consultation Paper on “status of application material and Practice Statements” for further details.

Under the current convention, we believe that the present description of the authority of Practice Statementsis clear and understandable. Upon the adoption of the
Proposed Policy Statement, it may be necessary to define the Practice Statements as“ explanatory material” and to further clarify the documentation requirements,
if any, relating to a departure from the guidance therein. In other words, the IAASB may deem it necessary to clarify the “presumptive requirements’ in
paragraphs 20 and 21 of the Preface to the International Standards on Quality Control, Auditing, Review, Other Assurance and Related Services.

We are against the increase of explanatory material currently contained in | SAs which would open the gateway to wide interpretations, but arein favour for the
promation of good practicesin the development of |APSs.

Practice Statements should be written in amanner which limitsthe scopeto good practice and clear interpretive guidance, and professional requirementswrittenin
amanner which allows the professional to comprehend the mandatory requirements, without the need for presumption.

The authority afforded to Practice Statements going forward depends on the manner in which they are to be used, and thisin turn depends on their nature and
purpose.

The description and authority of Practice Statementsis clear and understandable (auditors required to explain compliance with the basic principles and essential
proceduresin | SAswhere they have not considered and applied guidancein |APSs). However, the authority of |APSsis seenin some quartersasweak. It isalso
inconsi stent with the authority of explanatory material in | SAs (auditorsrequired to consider thewholetext of astandard in order to understand and apply thebasic
principlesand essential procedures). Thisinconsistency must be addressed if | APSs (or acertain category thereof) areto be effectively used asused asarepository
for essential explanatory material currently inISAs. If IAPSsareto be used as used asarepository for some essential explanatory material currently in1SAs, we
believethat the authority of | APSsneedsto bereinforced. If IAPSsarenot to be used asarepository for material currently inISAs, thereisprobably no need for a
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change in their authoritative status.

ICAI Theauthority afforded to the Practice Statementsis clear and understandable. The authority may need to be modified and clarified to some extent if the authority of
the ISAs is modified to address the proposal of requirements and presumptive requirements. The authority will need to be refined to ensure that the Practice
Statements are not classified as presumptive requirements but aslesser requirements which may need to be explained if challenged, but which would not require
documentation. The documentation burden would be too great, especialy for small audits, resulting in potential lower audit quality rather than improved audit
quality.

ICANZ The description and authority of Practice Statements as set out in paragraphs 20 and 21 of the Prefaceto the International Standards on Quality Control, Auditing
Review, Other Assurance and Related Servicesis adequate in light of the existing structure of |SAs and related guidance.

However, we believe a fundamental review of the nature and content of the various guidance pronouncements (including Practice Statements) is required,
especially if the IAASB decidesto restructure the ISAs.

ICAP The existing description of the authority of the Practice Statements is clear and understandable
ICPAK Yes
IDW We refer to our answer to question 2 in the proposed Policy Statement and to the Appendix to this comment letter. In our view, we believe that, in principle, the

level of authority of Practice Statements may need to be revised to our suggestion in relation to “other considerations”:

“When applicable to an engagement, a professional accountant should be aware of and consider other considerations (guidance, good practices and examples)
contained in International Practice Statements. When the considerationsin aPractice Statement applicabl e to an engagement have not been applied, aprofessiona
accountant must be prepared to explain how the objectives of the engagement standard were achieved and the rel evant requirements, and the rel evant presumptions
or their alternatives, applied.”

Furthermore, we believe that our suggestion for describing the level of authority for Practice Statements be somewhat clearer and more understandabl e than that
currently applied in the IAASB Preface.

10SCO In general, we are satisfied that the present level of authority for Practice Statementsisappropriate. We are concerned, however, that the di stinction between what
is appropriately placed in a Practice Statement and what is appropriately placed in a Standard is not dways clear and understandable. We believe the IAASB
should consider whether developing additional criteriafor what kind of information should be in each might improve this situation.
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KPMG

NIVRA

PAAB

RR

The|RE believesthat the authority of IAPSs needsto be clarified. We kindly refer to our answer to question (1) (cf. supra), and the commentsof IAASB madein
the wording of option A.

The statement that Practice Statements * provide interpretive guidance and practical assistance’ is well understood, but their authority is not clear. Thereis a
requirement that the professional accountant should be prepared to explain how the basi ¢ principlesand essential proceduresin |SAsare applied when |APSsare
not considered. This arguably gives Practice Statements a status of mandatory guidance, but there is scope for confusion over the difference in status between
explanatory material in an ISA and a Practice Statement.

We believe that the IAPS isaguideline of the ISA. We agree with the current authority of the IAPS.

[Response to Q13-15] We believe that IAASB needs to carefully reconsider the role and authority of IAPSs as part of its restructuring project, especialy if it
decides to adopt Option B. IAASB will need to clarify the authority of an Appendix that includes explanatory material vis-a-vis the authority of a Practice
Statement.

We believe the present description of the Practice Statements to be adequate.
We believe that the current status and authority of practice statements should remain. If the authority is not clear, consider clarifying this.

We have had no difficultiesin understanding the authority of the Practice Statements and believe the present description of the Practice Statementsto be adequate.
They should not have the authority of standards, but rather should continue to support the standards as guidelines to aid good practice or assist with the practical
implementation of the standards.

| believethat the present description of authority is clear bearing in mind the nature of the current practice statements. However, if thel AASB adoptsrestructuring
option A (moving explanatory material to a separate practice statement) then | do not believe that the authority statement will be clear. Thisis because under that
model practice statementswill contain mattersthat are fundamental to the understanding and application of the ISAs. The requirement place on auditors should
therefore be greater than merely an awareness and consideration of practice statements.

Q14. Given the existing authority of Practice Statements and their usein providing additional guidanceto International Standards, should the |IAASB changethe
style in which Practice Statements are written? To the extent they are derived from professional requirements contained in an International Standard, should
Practice Statements enunciate professional reguirements?
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AASB-CICA We do not believe that the IAASB should change the style in which Practice Statements are written. When a Practice Statement is derived from professional
requirements in an International Standard, we agree that Practice Statements should explain from which professional requirements the guidance is derived.
However, we do not believe that Practi ce Statements should enunci ate direct extensions of professional requirements nor have the same authority asInternational

Standards.
ACAG The current style of Practice Statements meets the current objective of providing additional guidance to professional accountants on specific aspects of audits.
APB Thel AASB should be more circumspect asto what can be achieved by setting international standards. It isasufficient challengefor IAASB toissuefundamental

principles and essential procedures that apply to all auditsin al countries. It is not realistic to try to provide guidance that is universally applicable not least
because guidance relating to particular industries will need to be extended for national law and regulations (for example |APS 1004 and 1005).

APB believesthat IAASB should reconsider whether it should be issuing |APSs (other than if restructuring wasto use them to reclassify the guidance currently
contained in 1SAs). Asexplained in the Consultation Paper thereisamixture of material currently containedinthel APSs, theAPB isof theview that muchof itis
‘training’ material, which should not beissued by the IAASB (as the standard setting body) but rather by another branch of IFAC. If thereis material in existing
I APSs that represents ‘ fundamental principles and essential procedures’ it should be reclassified asan 1SA.

AUASB Practice Statements should only enunciate professional requirementsto the extent it isnecessary to reiterate an auditor’sresponsibility already containedinan 1SA.
The primary purpose of Practice Statements should be to provide additional guidance on the practical application of an ISA, for example, for an audit of a
particular class of entity in a specific industry.

It would seem most coherent to have the Practice Statements follow the same approach as the standards in their use of "’ shal” and “should” if that isthe route

Basdl
taken.

CEBS It would seem consi stent that the Practice statements should follow the same approach asthe standardsin their use of 'shall’ and 'should' if that istheroutethat is
pursued.

CNCC-CSOE The French Institutes consider that, in the line with the philosophy underlying option A of the restructuring, there should be no professional requirementsin a
practice statement.

FAR PSs should not enunciate professional requirements. Those requirements should all be in the ISAs.

DnR Our answer is“no” to both questions. See our comments to questions 2 to 5 above.
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DT

EC

EY

FEE

GT

We think that the move towards restructuring involves a“top down” approach. Since the philosophy of IAPSs s then to provide explanatory and interpretative
material, they should not, in the name of consistency with the “top down” approach, enunciate additional professional requirements.

The question to this answer heavily depends on how the Board intends to use IAPSs. But our genera view is that 1APSs should not enunciate professional
requirements in addition to ISAs.

At this stage, we agree with IAASB’s statement that they may need to consider the future directions of | APSs and that the results of this consultation may affect
that. At this stage, we would recommend that |AASB does not change the way |APSs are drafted, pending later consideration of thisissue.

FEE recommends making the following changes to the existing three different types of IAPS as explained in paragraph 45:

. | APSsthat provide detail ed guidance on information technology: FEE has noted that such | APS are being considered inthe | AASB December meeting for
possible withdrawal;

. | APSsthat deal with particular issues (derivatives, el ectronic commerce, reporting on compliance with IFRS): the status of such |APSswould need to be
reconsidered and depending on the importance of the subject matter, these particular issues would either need to become an IAASB study, application or
explanatory materia or in case the subject matter is very important, an effective standard;

. IAPSs that seek to interpret the application of 1SAs across groups of auditors: some of such |APSs deal with industry-related items, like financia
institutions and insurance companies, and are traditionally already regulated on anationd or local level. Therefore, thereisoften no need for such IAPSs. Other
such IAPSs concern sector-related matters, like small and medium-sized entities or the public sector, and should be addressed in the | SAs themsel ves or should
over aperiod of time be integrated in the application material related to the | SA.

FEE does not support the proposal of the IAASB that Practice Statements, to the extent they are derived from professiona requirements contained in the
International Standards, express professional requirements. We believethat thiswould create confusion related to the status and use of professional requirements.

We refer to our responses to Questions 2 and 12 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.

Because we support the existing style in which International Standards are written (as modified by the Proposed Policy Statement), we believe that the IAASB
should maintain Practice Statements as other “explanatory material.” As such, we do not believe that Practice Statements should contain any professional
requirements, but rather provide further explanation and guidance on the professional requirements embedded within the standards.

Further, if the IAASB clearly describesthe authority of Practice Statementsas“ explanatory material,” then the styleinwhich Practice Statements are written may
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remain the same; provided the use of the present tense is discontinued within the Practice Statements as well.

H3C The status of the IAPSisinsufficiently clear. Itisimportant that a distinction be made between what is asked of the standards, and that of commentaries which
should not possess any normative values. |APS are not standards, and should not be created as such.

ICAEW We do not believe that Practice Statements should enunciate professional requirements. These should be confined to I SAs.

ICAI Thecurrent style of the Practice Statementsis adequate and shoul d not be changed. There should be no need to enunciate professional requirementsin the Practice

Statements as the requirements should be enunciated in the International Standards. Duplicating and enunciating the requirement a second time only creates
duplication and potential for confusion and error.

ICANZ The objectivesof the |IAASB and the nature of the material should determinetheforminwhichitispresented. Thel AASB needsto establish aclear framework to
guide the devel opment, content and format of pronouncements including the standards, practice notes and other application guidance.

As ageneral principle we believe that al professional requirements should be contained in a Standard. Pronouncements such as Practice Statements should
support the standards not add additional professional requirements.

ICAP The style in which Practice Statements are written appears to be appropriate and no changeis requiredin it.
ICPAK IAASB should not change the style in which Practice Statements are written. Further Practice Statements should enunciate professional requirements.
IDW Given the existing authority of Practice Statements and their use in providing additional guidance to International Standards, we believe that the stylein which

Practice Statements are written to be appropriate. However, we do not believe that Practice Statements ought to include additional professional requirements or
presumptions derived from those in Standards because those requirements and presumptions ought to be set forth in Standardsrather than Practice Statements. In
our view, Practice Statements ought to be limited to other considerations aswe defined in our answer to question 2 of the Policy Statement and the Appendix to this
comment |etter.

10SCO It would seem logical that the Practice Statements should follow the same approach as the standards in their use of “shall” and “should” when referring to
mandatory and presumptive regquirements.

ACCA Theroleand authority of Practice Statements should necessarily be subject to consideration in projects arising out of this consultation. Whatever form and nature
of documentation is eventually decided upon, we believethat it isimportant for usersto be able to determine whether materia isintended to be arequirement or
non-mandatory guidance.
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The IAASB should not change the current style of the IAPS. Professional requirements are indicated in ISAs, so there is no need to indicatein IAPS.

The Practice Statements are not intended to have the authority of standards and nor should they. If there is guidance in a Practice Statement derived from
fundamental principles we believe it and should form part of the main body of the standards.

Asnoted in our response to question 12 above, Practice Statementsareissued to provide practical assistanceto auditorsin implementing thel SAsor to encourage
consistent practice, or good practice. The Practice Statements are not intended to have the authority of standards and nor should they. If thereis guidancein a
Practice Statement that the IAASB believes constitutes a professional requirement, then we believe it be incorporated into the main body of the standards.

| do not believe that the IAASB should change the style in which practice statements are written and nor do | believe that practice statements should enunciate
professional requirements. In my view it isimportant that practitioners know where to find professiona requirements and where to find material that is merely
explanatory.

Future Rolefor Practice Satements

Q15. Taking account of the optionsidentified above, what futurerole should the IAASB consider for Practice Statements? Arethere other optionsthat the | AASB
should consider? Please explain why a particular option is being suggested and how it might be of benefit.

AASB-CICA Webelievethat thisquestion would be better answered in the broader context of aproject to develop ahierarchy for guidancethat aprofessional accountant refers

ACAG

APB

toin performing an assurance engagement (for example asset out inthe AICPA’'sAU150, Generally Accepted Auditing Standards, and in the Canadian exposure
draft referred to earlier in thisletter). We believe that such ahierarchy would provide aframework within which the |AASB can decide the futurerole of Practice
Statements, and Basisfor Conclusions documents, and the possible need for new types of guidancewith different types of due processin order to meet the needs of
stakehol ders.

The IAASB should continue to develop and issue Practice Statements as a means of providing practica guidance on contemporary issues as they arise. This
approach, combined with an expedited approval process, will alow for greater currency of guidance provided than would be afforded should 1SAs need to be
revised each time such guidance is required.

The IAASB should consider withdrawing all of the existing IAPSs and, reclassifying that material which comprises fundamental principles and essential
procedures as | SAs.
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AUASB The AUASB believes the current role for Practice Statements should be retained.

Basel Seetheresponse to question 13 above. Although this does not rel ate explicitly to the current question, we believe that more emphasis should be put on clarifying
the IFAC Code of Ethics as ethical issues have a significant impact on the quality of the audit.

CEBS Therationalefor locating some topicsin Practice statements (e.g. derivatives) rather than in the | SAsis often unclear and thismay compound any problemswith
their existing authority and application.

It would seem more appropriate that Practice statements either cover specialist topics affecting particular industries such asbanking, or very technical issuesthat
may affect all auditing standards such as|T.

CNCC-CSOE In Option A, the IAPSs would contain the application material of the standards.

DnR There is a need for more practical guidance without any mandatory elements. The auditor should be able to use the guidance at his own discretion. See our
comments to questions 2 above.

DT Inlight of the“top down” approach mentioned above, assuming option A isadopted; | APSsthat are not closely related to any specific I SA should no longer exist
and should instead be moved to training material (not issued by the standard-setting body). Similarly under option B, existing IAPSs should be either (1)
reclassified under “essential procedures’ and “application material” sections or (2) simply withdrawn.

EC Given our preferencefor Option A asstated in § 2.6, | APSs would include the explanatory material presently included in ISAs. Our perceptionisthat in addition
|APSsmay deal withissuesthat cannot be dealt with by | SAs. For instance, | APSs can be used to cover industry-rel ated matters (specific issuesto consider for the
audit of banks, assurance, or listed companies, ...), or events limited in time (year 2000, transitional periods, ...).

Generally, recurring or cross-cutting topics should form part of | SAsthemselves. For instance, theuse of I T in an audit should fully form part of ISAsbecauselTis
now widely spread throughout the audited entities. This should be the samefor specificinstruments or techniques (the audit of derivatives, long term contracts, ...)
that are likely to be met any time in various industries.

As has been contemplated for | SA 600 —the audit of groups, |APSrelated to aspecific | SA should rather form part of the guidance and background information of
the ISA.
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H3C

ICAEW

We note the suggestion in paragraph 47 of the Consultation Paper, at the third bullet, and believe that this would be a helpful expansion of the role of IAPS.
However, we also note that this expanded role cannot necessarily be achieved if an expedited approval processisadopted —and we can see auseful rolefor IAPS
to get guidance to professional accountants quickly.

The PSs could have the role described in paragraph 19, i.e. Restructuring Option A, as this would mean more manageable ISAs.

Asmentioned in our responseto questions 13 and 14 above, we believethat Practice Statements should be labeled as“ explanatory material.” That said, however,
we would a so support the demotion of Practice Statementsto alower level of authority whereby an expedited approval process may be used to issue guidance
“...inamoretimely and flexible manner.” We believe this is appropriate because more detail is now being provided within the sandards themselves. In this
circumstance, the IAASB should consider the use of an International Standards hierarchy (similar to the hierarchy that exists within the standards established by
the American Ingtitute of Certified Public Accountants), which adequately describes the standards and related guidance and their level of authority.

We don’'t see the need for any other option

Thethree current categories of Practice Statement are broadly similar in terms of coverageto Practice Notesand Bulletinsthat have been successfully used inthe
UK for many years. Practice Notes assist auditorsin applying UK auditing standardsto particul ar circumstances and industries. Bulletins providetimely guidance
on new or emerging issues. These categories are slightly different to the two latter categories of IAPS identified in the Consultation Paper (I1APSs covering
‘particular issues' and ‘group of auditors’) but cover broadly similar areas.

If IAPSsareto beused asarepository for material currently in | SAs (as suggested in the answer to Question 12 above), consideration will need to be givento the
content of existing IAPSs. Issuch material suitablefor such aupgrade, are different categories of IAPSsrequired, or should some material currently in |APSsbe
moved to anew category of IAASB document such asthat suggested in the answer to Question 2 above (guidance for those auditorswho lack technical expertise,
representing best practice, but which would not form part of the corpus of materia with which auditors are required to comply or are required to consider)?

Webelievethat all | APSsshould have the same authority, for the sake of smplicity, evenif different categoriesof |APSsare developed. Clearly defined categories
of IAPSs should be hel pful going forward. These might cover:

. IAPSsrelating directly to I SAs (assuming that this route is taken);

. IAPSsrelating to particular circumstances and industries;
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ICAI

ICANZ

ICAP

. IAPSsrelating to new or emerging issues.
We do not believethat | APSs should give detailed guidance on I T issues, but that consideration should be given to the devel opment of anew category of IAASB
document such as that suggested in the answer to Question 2 above.

Theroleidentified in option A in paragraph is an appropriate role for future Practice Statements.

In light of the proposed restructuring of 1SAs including the possible development of Application Material, we believe the IAASB needs to establish a clear
framework to guide the development, content and format of the various pronouncements. The IAASB will need to consider the nature of the pronouncementsit
needs in order to meetsits objectives. The framework should establish the objectives and guide development of each type of pronouncement.

For example:

¢ the objective of standardsisto outline the principles and establish requirements with which auditors are to comply when conducting an 1SA audit;

o theobjective of application material is to ensure that auditors apply the principles and regquirements established in the standard;

¢ theobjective of abasisfor conclusionsisto explain the IAASB rationale for provisions within each standard and revisions to such standards; and

o theobjective of practice statements, if such pronouncements are considered necessary, might be to educate and illustrate best practicein relation to specific
audit topics.

The style and format should remain unchanged, as we have selected Option B for restructuring of the standards, which does not suggest incorporation of

application material through practice statements.

However sincethe emphasis of the Exposure Draft is placed on the “shall” and “should” conceptsthe Practi ce Statements may be considered for modification to
reflect the restructured regime of 1SAs.

IAASB may aso consider using Practice Statements to extend the professiona requirement of International Standards (e.g. 1SAs), and explain how such
requirements apply, to specific industries or circumstances. As more direct extensions of 1SAs, such Practrice Statements could carry equal authority to the
International Standard(s) to which they relate and could contain interpretive professional requirementsthat would bedirectly derived from those contained in the
related International Standard (s).

Agendaltem 9-D.2
Page 79 of 82



Comments Received on Clarity Consultation Paper

IAASB Main Agenda (June 2005) Page 2005 1440
Respondent Respondent Comment

ICPAK

IDW

I0SCO

IRE

JCPA

NIVRA

PAAB

Maintain the present system for, and authority of practice statement. IAPS serveto fill the gapsnot filled by the existing | SAs; this can be maintained by ensuring
that the present system isretained. With the anticipation of changesin ISAsit will be necessary to evaluate what new gaps may arise, whichwill requirethe use of
IAPS.

According to our understanding of option A, Practice Statements would serve the purpose originally intended; namely to provide other considerations as we
definedin our answer to question 2 of the proposed Policy Statement and in the A ppendix to thiscomment letter to assist professional accountantsinimplementing
I SAs and to promote good practice, without being binding in every country or jurisdiction in which the |SAs are to be applied. Certain elements of guidance or
examples, for instance, may not be entirely appropriate in all countries or jurisdictions.

We believe the present form and use of Practice Statementsis generally useful and appropriate and do not have any further options to suggest.

...the IRE supports the proposal of the IRE staff to eliminate the outdated | APSs, to be decided upon by the IAASB in the December 2004 meeting. The IRE
favours an update of the guidance in the existing IAPSs.

Following our comments to the ED and to the consultation paper, the IRE would like to comment additionally on paragraph 24 on page 25 of the consultation
paper: “national standard setters might be allowed, however, to adapt the related material to deal with trandation difficultiesor local circumstancesso long asany
change does not undermine or contradict the effect of the standards.”

The | RE wantsto draw the attention of the IAASB to IFAC’srecently published ‘ Trand ation of Standards and Guidance | ssued by the I nternational Federation of
accountants’, paragraph 10, according to which: “no omission nor addition are allowed, except for translation footnotes, within the context of a faithful
trandation”.

The IAPS should include implementation guidance relating to a specific industries and transactions.
Wedo not believe arestructuring exerciseis necessary for Practice Statements and wish to maintain the present system for and authority of the Practice Statements.

We believe that Practice Statements serve a useful purpose in providing further guidance for specific industries and also provide an ideal structure to address
national regulatory and | egidlative requirements. In South Africa, wewill develop local practi ce statementsto accommodate specific local requirements, regulatory
and otherwise, as well as address specific industry requirements.
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PwC We do not believe a restructuring exercise is necessary for Practice Statements. Nonetheless, we do believe IAASB should carefully consider whether certain
explanatory materid in existing |SAs would be better placed in a Practice Statement. For example, we believe that illustrative examples now in the body of
guidancein the ISAs and in appendices to them would be better placed in Practice Statements that provide implementation guidance to specific ISAs. Equally,
certain Practice Statements, such as the guidance on Reporting on Compliance with IFRS, may be better placed in an ISA.

RR I think practi ce statements should continueto carry out therolethat they currently have; namely that of providing guidance and advice on certain specific matters.
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