IAASB Main Agenda (June 2005) Page 20051287 Agenda ltem

9-D.1

Comments Received on Clarity Exposure Draft: Proposed Policy Satement

Detailed Comments

Respondent Respondent Comment

1. Do respondents agree with the view of the IAASB, or would a statement of “equal authority” assist in clarifying the responsibilities of the professional
accountant?

AASB —CICA Paragraph 8 of the ED indicatesthat explanatory materia isnot intended to impose aprofessional requirement for the professiona accountant to perform suggested
procedures or actions. We believe that, by definition, explanatory material does not have equal weighting with professional requirements. Accordingly, use of the
term “equal authority” would be confusing to professional accountants. We therefore agree with the view of the IAASB that the term should not be used.

We believethat paragraphs 2 and 8 makeit clear that professional accountants must consider the entiretext of an International Standard in carrying out their work.
ACAG We believe that a statement of ‘equal authority’ would assist with clarifying the responsibilities of professional accountants.

The International Accounting Standards Board makes the following statement about ‘equal authority’ in its Preface to the International Financial Reporting
Standards: “ Standards approved by the |ASB include paragraphsin bold type and plain type, which have equal authority. Paragraphsin bold typeindicatethemain
principles.”

To our knowledge, this statement has not caused significant confusion. To alleviate potential confusion, the statement of ‘equal authority’ should be accompanied
with aclear explanation of theterms‘ requirements’ and ‘ presumptive requirements’ . Thisshould beincluded, or at |east referred to, in each standard i ssued by the
IAASB.

It should also be noted that the Urgent I ssues Group of the Australian Accounting Standards Board has considered thisissue at length and concluded there was no
need for astatement of “equal authority”. It hasdealt with thisby including the following at the commencement of each Interpretation: “Interpretation 10X X is set
out on pages X to XX”. Thisrange of pages embraces all paragraphs in the Interpretation making it clear to areader that all paragraphs have equal authority.

ACCA If the simple restructuring options were to be pursued, we agree with IAASB that a statement of ‘equal authority’ would not be necessary.
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APB strongly supportsthe view of the IAASB and believes that a statement of ‘ equal authority’ would detract from an understanding of the relative status of the
material contained in the international standards and practice statements.

By categorising and specifying the degree of responsibility attached to various requirementsin auditing standards, we agree thereis no need for a statement about
‘equal authority’. In effect, the bold |etter requirements (* black letter”) should state the required actions or procedures, while the grey letter should articulate and
provide guidance about compliance with and practical implementation of those requirements.

We agreethat astatement of ‘ equal authority’ onitsown doesnot clarify the responsibilities of the professiona accountant. Furthermore, it would bedifficult to have
astatement of ‘equal authority’ when the standards use ‘ shall’ and ‘ should’, which may be seen asahierarchy of requirements. The argumentsin the ED arenot fully
explored and could be better exposed. We believe that some wording is needed which states unequivocally that all aspects of a standard need to be considered in
performing an audit. The Board may wish to consider whether the proposed wording in paragraphs 2, 4 and 8 is sufficiently clear and imperative.

We agreethat astatement of 'equal authority', on itsown, would not now clarify the responsibilities of the professional accountant. Under the new approach, where
the language clearly indicates what should be done, a statement of equal authority becomes irrelevant.

We agree with the IASB that the term ‘equal authority’ would not enhance the clarity of the statement.

The French Institutes agree with the view of the IAASB not to use the term “equal authority” which they believe to be mideading.

Thewords*equal authority” would most probably be understood as“having the same degree of obligation” and would therefore not seem to make sense when used
in the context of professional requirements vs. explanatory material.

At the sametime, thereal intended meaning of the expression, whichis*that has undergone the same due process’, isnot conveyed by thewords* equal authority”.

Yes, CPA Australia agree with the view of the IAASB. Categorizing the respective professional requirements automatically delineates the auditor’s degree of
responsibility to undertake a particular requirement or action. Introducing the concept of equal authority will create confusion over responsibilities.

We agree with the view of the IAASB.

We support the view of the IAASB that the use of the term “equal authority” would not further enhance the effect of the intended changes and moreover that the
meaning of the term is subject to interpretation, with therisk of having the opposite effect.

We agree with the view of the Board. The authority should only derive from the language and words used.
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EY Weagreewiththe| AASB’sview that astatement of “equal authority” isunnecessary. Retaining the bold text and clarifying the use of present tense and explanatory
material is effectivein clarifying the responsibilities of the professiona accountant.

FAR We agree with the view of the IAASB that a statement (in itself) would not assist in clarifying professional requirements.

FEE FEE agrees with the IAASB that the use of the term “equal authority” would not enhance the effect of the intended changes further.

GT A statement of “equal authority” or another alternative acceptable term is not necessary to further clarify the responsibilities of the professional accountant. We

believethat the proposed Policy Statement i s sufficient and adequately describesthe professional accountant’sresponsibilities, while al so eliminating the ambiguity
related to obligations stated in the present tense. Accordingly, we agreewiththel AASB’sconclusionsthat “...theterm ‘ equal authority’ would not further enhance
the effect of the intended changes...” and therefore, such term or its equivalent should not be adopted.

H3C We arein agreement with IAASB view that thereisno need for aspecific termin order to achieve asimilar concept as“ equal authority”, but are of the opinion that
focus needs to remain on the mandatory status of the standards.

The words “equal authority” denotes an understanding of “an even/same degree of obligation”, which would not be the case if looked upon in the context of
professional requirements vs. explanatory material. Similarly, it must be noted that the real intended meaning of the expression, which is“that has undergone the
same due process’, is not conveyed by the words “equal authority”.

ICAEW We agree with the view of the IAASB.

ICAI We agree that the use of the “equal authority” type wording is problematic and that the solution proposed in the Exposure Draft is an appropriate solution to the
issue.

ICANZ We agree with the view of the [AASB. A statement that all paragraphs have equal authority would potentialy create uncertainty regarding the application of the

standards and make it difficult to include explanatory material illustrating the need to exercise judgement.

In addition auditing standardsin anumber of jurisdictions have legal backing and other jurisdictions are considering thelegal status of audit standards. A statement
of equal authority may make it difficult to interpret the standards in alegal sense and may discourage certain jurisdictions from adopting | SAs in an unmodified
form.

ICAP Asregardsthe applicability of auditing standardsin their entirety, thereisageneral feeling that bold type sentences are more important than other sentencesand we
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agree that they are normally taken as superior text as compared to remaining parts of standards.

Wefed that the use of word equal authority, asan alternateto IAASB views, inthe policy statement for both plain and bold text used in an | SA would leaveroom for
differing interpretation and hence would not fully meet the objective of the change.

We agreewith IAASB view on how to proceed in order to clarify the responsibility of professional accountantsthrough necessary changesin the policy statement.
We believe that the proposed changesin the policy statement would address all three principal issuesidentified and considered by the IAASB in order to improve
clarity and understanding of the standards to be issued in future.

| don’t agreewith IAASB view. The statement of “equal authority” will assist in clarifying the responsibility of the professional accountant. To avoid ambiguity then
the words equal authority can be replaced, for instance it can be framed as follows the entire text of an International Standard is applicable by the professional
accountant.

We agree with the view taken by the IAASB, because oncethe IAASB hastaken stepsto clarify the wording used to set forth professional requirements and stated
that al of astandard needsthe auditor’s attention and consideration, it will not be necessary to include a statement of “equal authority”. Furthermore, we share the
IAASB’s concern that the term “equal authority” is subject to varying interpretation.

Wethink it isvery important to retain the statement in paragraph 2 of the Proposed Policy Statement in the ED, “Professional accountants have aresponsibility to
consider theentiretext of an International Standard in carrying out their work on an engagement and in understanding and applying the professional requirementsof
the relevant International Standard(s).”

If the language in ISAsis changed to distinguish clearly between mandatory and presumptive reguirements through the use of “shall” (defined as equivalent to
“must”) for mandatory requirementsand “should” for presumptive requirements, thelevel of requirementswithin the bold typeface content would be evident without
a separate statement regarding equal authority.

Standing Committee No. 1'spast requestsfor astatement regarding “ equal authority” have stemmed from the confusion that has existed over whether requirements
for auditors existed in both bold and grey typeface statements. Our concern was that the previous format and drafting convention could lead to auditors believing
they were “only” required to do what was described in bold type.

The IRE agrees with the view of the IAASB.

We agree with the IAASB’s view that the use of the term “equal authority” would not further enhance the effect of the intended changes.
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We agree with the view of the IAASB. A statement of “equal authority” onitsown will not help clarify theintent of grey lettered paragraphswritten in the present
tense.

Although, valid arguments supports the view that all text in a standard should be seen to have “equal authority” we are also aware that there isa potential risk for
ambiguity. Grey and bold-lettered professional requirementsareintuitively not equally “ authoritative’. Accordingly we support the |[AASB view that astatement of
“equal authority” would not clarify the responsibilities of the professional accountant and can be seen as unnecessary.

We believe that the current convention in which principlesand guidance are drafted in bold and grey lettering respectively isuseful. However, we support the view
that the auditor should consider all aspects of the Standards irrespective of the ‘authority’ allocated to black and grey |ettered paragraphs.

Weadl so refer to paragraph 16 inthe | AASB’s Preface to theinternational Standards on Quality Control, Auditing, Assurance and Rel ated Services, which statesthe
following:

‘Thel AASB’s Standards contain basi ¢ principles and essential procedures (identified in bold typelettering) together with related guidancein theform of explanatory
and other materia, including appendices. The basic principlesand essentia procedures areto be understood and applied in the context of the explanatory and other
material that provide guidancefor their application. It istherefore necessary to consider thewhol etext of aStandard to understand and apply the basic principlesand
essential procedures.” (Own emphasis).

In our opinion, the above paragraph adequately addresses the auditor’s responsibilitiesin terms of the Standards without further clarification required in respect of
the ‘authority’ of black and grey |ettered paragraphs. Wetherefore agreewith the view of the |AASB and do not support any further clarification of ‘ equal authority’.

We appreciate that there are valid arguments supporting the view that all text in astandard should be seen to have“ equal authority”. It emphasi sesthat auditors need
to consider the wholetext of an International Standard in order to fully understand the requirements. If appropriate drafting conventions are followed, the relative
authority of the professional requirements and rel ated guidance within a Standard should be readily apparent from the languageitself. However, thereisapotential
for ambiguity in referring to “equal authority” because guidance and bold-lettered professional requirements are not equally “authoritative” in defining what itis
auditors are expected to do in complying with the standard. Accordingly we support the approach taken in the draft Policy Statement that avoids use the phrase.

| agreethat a statement of equal authority would not be helpful. The IAASB (and the IAPC beforeit) haslong made clear that initsview thereis no differencein
authority between the bold lettered paragraphs and the paragraphsin plain Roman type. The problem has not been alack of clarity onthe IAASB’spart, it hasbeen
some readers' lack of willingness to accept that thisisthe position. | do not believe that this unwillingness can be overcome merely by a simple statement by the
IAASB.
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Giventhat different paragraphswill havedifferent levelsof compulsion (asthey do at present) then it will be necessary to explain how equal authority doesnot mean
equal compulsion in away that does not reduce the authority of the non-compulsory paragraphs. If the IAASB has not been able to find a suitably compelling
formulation in its current standards (whose paragraphs have merely two different levels of compulsion) then | do not think it will be able to do so in its future
standards (whose paragraphs will have three different levels of compulsion).

2. Do respondents agree with the proposed categories of professional requirements and the related obligations they would impose on professional accountants?
Please state the reasons in support for your response.

We agree with the proposed categories of professional requirements and the related obligations that they would impose on professional accountants. They bring a
clear articulation of these obligations. We a so consider that the proposed categories are consistent with the US Public Company Accounting Oversight Board's
(PCAOB) standards dealing with the authority of terminology. We believe that thisisimportant in achieving international harmonization in the way standards are
written.

We agreewith the proposed categoriesof professiona requirements (‘requirements’ and ‘ presumptive requirements’), subject to clear explanation of the meaning
and implication of these terms.

Thebasis of our agreement is that the proposed categories alow for the level of rigor expected of the auditing profession, whilst a so allowing for the exercise of
professional judgment, as appropriate.

We also recommend that the IAASB provide further guidance in the form of examplesto illustrate the circumstances whereby a departure from the presumptive
reguirements would be considered appropriate and need to be documented.

We recognise that IAASB has been influenced by the US Public Company Accounting Oversight Board, which has adopted three categories of imperatives:
unconditional responsibility, presumptively mandatory responsibility and responsibility to consider. The first two of these are essentially the same asthe IAASB
‘requirements’ and ‘ presumptive regquirements’.

We suggest that, in practice, there is very little difference between these two as it is up to the auditor to determine whether the circumstances exist to which a
requirement applies. Thedightly different documentation requirementsare unlikely to have asignificant effect on thequality of an audit. We a so question whether it
isfeasibleto have arequirement for auditorsto make judgementsin relation to the objectives of apresumptive requirement when those objectivesare not set out in
the standards.
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If theintentionisto classify al requirementsinto only these two categories, it isinevitable that ISAswill become extensively rules based, resulting in a‘tick-box’
mentality rather than promoting auditor judgement. The third option, of requiring consideration, is much morein keeping with a principles-based approach and we
would encourage its wider use.

AICPA We believe that the most important contribution to clarity is the clear and consistent use of the English language. While we believe the IAASB should adopt a
protocol for thetermsit will usein International Standards, we believe that the most important contribution to clarity isaconcisedefinition of what is“intended” by
the particular term selected in drafting. That is, the protocol should set forth what termisused to impart an unconditional obligation on professional accountantsand
what term is used to set forth a presumptive obligation.

The policy statement proposes that the International Standards will use the word “shall” to indicate a requirement. We prefer the use of the word “must” as an
aternativeto “shall.” Thedictionary (fn) defines“must” asto be obliged to, to be certain to, ought to. “Shall” is used to express the future tense or an emphatic
intention, express a strong assertion or command rather than awish. Webelievethat “must” isclearer in meaning and more definitivethan “shall.” If the|AASB
uses “shall,” the term will need to be clearly defined to eliminate any ambiguity in the meaning.

We agree with the use of theterm “should” to impart apresumptive requirement. We support the ability of the professional accountant to overcome a presumptive
requirement when it is clear that the abjective of an International Standard will be met by an alternative procedure.

(fn) The Concise Oxford Dictionary , 8th Edition. In comparison, the Webster’'s New Collegiate Dictionary defines “must” as an imperative need or duty, a
requirement. “Shall” is defined aswill haveto (must); will be able to (can).

APB APB isunclear how IAASB will distinguish between ‘shall’ and ‘should’ requirements when drafting |SAs and is concerned that there is arisk that some of the
existing requirementswill beclassified as* shalls’ but may not be universally applicable. If thiswereto happen it would cause practical difficultiesfor auditorsand
could lead to the credibility of the | SAsbeing undermined. Asexplainedin 7 below, the APB strongly supportsthe need for IAASB to identify and communicatethe
‘fundamental principles of auditing’ and believes that the word ‘ shall’ should be reserved for these.

AUASB The AUASB supports the proposed categories of professional requirements and the auditor’s degree of responsibility attached to those requirements. To alarge
extent, the terms used are comparable with the approach taken by the PCAOB in its Rule 3101 Rule Regarding Certain Terms Used in Auditing and Related
Professional Practice Standards, insofar asthey effectively mirror the three categories used to designate an auditor’ sdegree of responsibility. The AUASB supports
this approach.

The AUASB isparticularly supportive of the proposal to discontinue using the present tensein | SAs, because (as stated in the exposure draft) thistype of language
creates confusion and uncertainty regarding an auditor’s degree of responsibility to undertake the particular action or procedure. Such uncertainty is especialy
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problematic when requirementsin auditing standards will be legally enforceable. Accordingly, increasing specificity and using language that describes auditors’
obligations more definitively should improve audit quality through more consistent application of auditing standards.

Each auditing standard should provide sufficient detail and structure to be applied on a consistent basis. Clear and consistent use of language is therefore very
important. We are aware that the proposed categorisations are also used in standards of the US PCAOB and we understand that convergence may be an issue.
However we do have some concerns as follows.

It is not absolutely clear what will be the basis for deciding whether arequirement isa“shall” or a“should”. It is stated in paragraph 4 that these verbs relate to
professional requirements. However, it isnot clear how these professiona requirements are identified and what criteriaare used to establish what isa*“shall” and
what isa*“should”. It could be presumed that “shall” refersto the“principles’ of the standard and “should” to an essential procedure following from the principle.
However, we see someindicationsin the ED that the“ shall” isconsidered to be ageneral procedurefor all circumstancesand “should” asamore specific procedure
which may not be applicablein all circumstances. Given thisambiguity, we urge the Board to definethetwo verbsin the glossary detailing not only what they mean
in terms of requirements but also what they represent (i.e. principles or rules).

Non-native English speakersargue that the sol e difference between both types of requirementsisthat adeparture from a“presumptiverequirement” isacceptablein
rare circumstances. They wonder whether thisdifferencejustifiesthe use of two words (seea so question 6). In thisrespect, it may begood to recall that international
financia reporting standards consistently use “shall”.

We have an additional concern. In the standards there is extensive use of the phrase, “the auditor should consider”. The status of “should consider” with regard to
documentationisunclear. In paragraph 4, it isstated that a“ should consider” meansthat consideration is presumptively mandatory, but the action or procedureis
not. It isimportant that these points be clarified with respect to documentation requirements.

The proposed categories would seem to clarify the obligations on auditors and therefore aid consistency in the approach to audit. However we do have some
concerns regarding thelanguage used and theissuesthat may arisein translation, though we believe our concerns could be overcome (see question 6). We also have
aconcern about the use of the phrase 'should consider'.

Thedistinction between 'shall' and 'shoul d' is not always clear to anon-English speaker and, indeed to English-speakersfrom different countries. Weprovide more
detail on this aspect in answer to Q.6.

In the standards (and indeed in the exampl e presented) there is extensive use of the phrase, 'the auditor should consider.' In paragraph 4, it is stated that a'should
consider' meansthat consideration is presumptively mandatory, but the action or procedureisnot. The documentation requirements of 'should consider' are not clear
to us. From the wording we could assume the auditor must document if they have 'not considered' the procedure or action —which seemsarather weak requirement.
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Surely it isthe actual matters considered that should be documented, not the consideration.

CIPFA There seems little doubt that the proposals will result in a significant increase in the number of mandatory requirements. We note that the illustrative examples
include very few cases where the present tense is interpreted as anything other than a mandatory requirement. Since in practice this increase will have avery
considerabl e effect onthework of professional accountants, wefirmly believeit should not beimplemented until the | AASB has considered the consequences more
fully than it appearsto have done at present (we comment below in responseto question six, on the proposalsfor use of thewords‘ shall’ and ‘ should’). Ingenerdl, if
the IAASB intends or at |east accepts that the proposed changes will lead to a considerable increase in the number of mandatory requirements, this should be put
forward as an issue for consideration in its own right, rather than as a by-product of proposals that are claimed to improve the clarity of drafting.

CNCC-CSOEC As mentioned above in the general comments, The French Institutes do not support the “codification of the language” side of the project if it isnot carried out
together with at |east some aspects of the “restructuring” side of it.

I both aspect of the project are carried out together, they consider that the proposed categories of professional requirements are acceptable provided the “shall”
requirements are only used when referring to a fundamental principle underlying an 1SA audit.

CPA Aus Yes, with qualification. CPA Australiabelievethe proposal bringsclarity to what isrequired, and may eliminate the current confusion about distinguishing between
requirementsand guidance. It isasoimportant to notethat Australian auditing standards will becomelegal instruments and thereforethis processwill providefor
an easier trangition for the Australian Auditing and Assurance Standards Board (AUASB).

CPA Australiagenerally agreewith the proposed categories of professional requirements. CPA Australiawould however liketo seegreater alignment with PCAOB
Rule 3101: Rule Regarding Certain Terms Used in Auditing and Related Professional Practice Standards.

Themgjor difference between the PCAOB and the |AASB isthat the PCAOB includesathird category ‘responsibility to consider’. Thisisimportant asit highlights
matters that explicitly require the auditor’s attention, and distinguishesit from other explanatory text within auditing standards.

We also support convergence of terminology and recommend the usage of ‘ unconditional responsibility’ instead of ‘ requirements’ and ‘ presumptively mandatory
responsibility’ instead of ‘ presumptive requirements’.

In addition, we believethe lAASB should use only asingle descriptiveword inthe | SAs, aswe consider that such consistency will avoid confusion. For examplefor
‘unconditional requirements’ the|AASB should usetheword ‘must’. Wefeel that theword ‘must’ ismore prescriptivethantheword ‘shall’. Thistreatmentisaso
consistent with the PCAOB.

Inthelonger term, inconsequential differences should be avoided asthey unnecessarily complicatethe objective of achieving asingle set of internationally accepted

Agendaltem 9-D.1
Page 9 of 74



Comments Received on Clarity Exposure Draft

IAASB Main Meeting (June 2005) Page 2005 1296

Respondent

DnR

DT

EC

EY

FAR

FEE

GT

Respondent Comment

auditing standards. We also note that different wording is commonly interpreted to imply different requirements.

We agreethat the proposed categories, absolute and presumptive, will improve clarity. However, we need amore precise basisfor the separation of the professional
requirementsinto the two categories. If the number of absolute requirements are too extensive, the effect may not be sufficiently flexible, given the wide range of
entities with variation in size and complexity, that is covered by the standards.

Provided that the “fundamental principlesunderlying an I SA audit” are clearly distinguished from individual standards, and that the “shall” requirements are only
used when relating to such principlesuniversally applicable whatever the circumstances, wethink that the proposed categories of professional requirementsand the
related obligations are acceptable.

We agree with the approach proposed by the Board. The auditing standards should provide aminimum level of legal certainty to the users.

We do not agree with the categories of professional requirements proposed in the Policy Statement.

Inour view, the use of asinglelevel of professional requirement, with reasonsfor (rare) departures documented, is clearer and |eaves|ess scope for confusion and
interpretation. Inaddition, it may simplify the process of devel oping standards, by hel ping to reduce the debate asto whether aprofessiona requirementisa’ should’
or a‘shall’. Seeparagraphs 7 to 12 above for the reasoning supporting our response.

Clarity regarding the professional requirements is fundamental in standard setting. Therefore, in principle, identifying “requirements’ and “presumptive
requirements’ with the proposed related obligationswould be reasonable. Itiscritical how |AASB usesthesetoolsin the practical standard setting (see Introductory
comments above and our answers to questions 3 and 7 below).

FEE is concerned that the proposals may have unintended consequences, specifically of breeding a box-ticking approach that is the opposite of the thoughtful
professional approach that is required to achieve high standards of quality. For further details, we refer to our main comments on “the use of presumptive
requirements.

We support the Proposed Policy Statement, including the proposed categories of professional requirements and the obligations they would impose on professional
accountants. To help ensure consistent application and to improve the quality of audits, it is essentia to distinguish the professional requirements from the
explanatory material.

Further, the two categories of professional requirements clarify and define the professional accountant’s obligations relating to a specific requirement. These
categories are appropriate, as certain requirements should “always” befulfilled, while otherswould be fulfilledin “almost” all cases. Thisallowsfor professional
judgment to divert from the presumptive requirements where deemed necessary by the professional accountant. (Also see our response to question 3 below.)
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H3C Under the French & European law, all standards are normative and quasi-legisative, with no distinction between different requirement levels. It would be
incomprehensible to distinguish the requirements (into mandatory/presumptive with “ shall”/” should”) as it would merely create confusion amongst the statutory
auditors by opening the standards to interpretation. The need for distinction in requirement levelsis best avoided.

ICAEW The proposed categories of professional pronouncements, which are very similar to those adopted by the PCAOB, are understandable and tolerably clear, however,
operationalising these requirements gives rise to the following important i ssues:

i) The number of professional requirements

The proposed Policy Statement statesthat some believethat the proposal swill resultin asignificant increasein the number of professional requirements. Itishard to
conclude that there will be any other result in the light of:

(@ the illustrative examples given in which there are few if any cases in which the present tense is ‘trandated’ as anything other than a professional
requirement. We have no hesitation in 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 fundamenta principles;

(b) thecurrent climatein whichit will be very tempting to adopt an ‘if in doubt, mandate’, approach; webelievethat theillustrative examplesdemonstrate this
tendency all too well and that much greater consideration should have been given to permitting auditors to consider the application of a procedure, rather than
effectively mandating it;

(c) the fact that it seemslikely that the fundamental principles referred to in the Consultation Paper, which are intended to act as a Framework from which
professional requirementswill ‘hang’, seem unlikely to befinalised by the proposed implementation date (periods commencing on or after 15 June 2005). Thisin
turn means that IAASB islikely to find itself determining the distinction between professional and other requirements on an ad hoc basis.

Wealso consider that IAASB should have amuch better ideathan it doesat present asto thelikely extent of additional mandatory requirements beforeimplementing
these proposals.

Wetherefore strongly recommend that the proposed i mplementation date be deferred. I theimplementation date isnot deferred, we urge great caution on the part of
those devel oping standards when determining whether to create a professional requirement. Professional requirements can always betightened up. It ismuch less
easy to relax requirements after the event.

i) Reversal of the current position and proximity of ‘shall’ and ‘ should’
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The proposals involve a reversal of the current position in which the word ‘should’ is generally understood as meaning ‘must in all circumstances, without
exception’. Itisproposed that ‘ should’ infuturewill mean‘mustin all circumstances, with rare exceptions'. If these proposalsareto beimplemented asthey stand, it
will be necessary to emphasi se this change.

The distinction between the meanings of the words ‘ should’ and ‘ shall’ are not clear in everyday English, even for those with English as afirst language. At best,
they are closely related and are likely to cause some confusion. We see no good reason for not using the word ‘ must’ instead of ‘shall’ in order to make a clearer
distinction between the two types of professional requirement.

Even s0, to the extent that a‘ should’ isa‘shall’, except in rare circumstances, we doubt whether the distinction between the two termsis useful. And to the extent
that the likely substantial increase in the number of ‘shalls' and ‘ shoulds' isin conflict with the objectives-oriented approach to standard-setting, we suggest that
much greater consideration be given to the use of alternative terms that permit the auditor to use his or her judgement.

iii) The new *present tense’

Theuseof thephrase‘in all caseswheretherelevant circumstances apply’, attached to the description of both ‘ shalls' and ‘ shoulds' isimportant becausewithout it,
auditors would be effectively required to engage in agreat deal of wholly unnecessary documentation of the reasons why a professional requirement has not been
applied whereitissimply not applicable. On the other hand, the use of the phrase without further guidance asto how auditors should determinewhat isrelevant and
what isnot, can be seen as amounting to ade facto retention of the present tense status quo, because the phrase can be easily understood asmeaning ‘ ordinarily’ or ‘if
necessary’ (i.e. the way in which the current use of the present tense is sometimes interpreted).

Whilst overall, we consider the phrase essential to avoid unnecessary box-ticking, the i ssue demonstrates the urgent need referred to elsewherein thisletter for a
properly thought out objectives-oriented approach to standard-setting.

We agreewith the proposed categoriesfor professional requirementsand rel ated obligations asthey are clear, concise and easily understood. They will eliminatethe
current ambiguity readers of the standards are required to deal with in relation to the applicability and authority of statementsin the standards.

We agree with the proposed categories of professional requirements and the related obligations they would impose on accountants.

It is important that the IAASB establish and publicise clear criteria for determining whether a requirement is a professional requirement or whether it is a
presumptive reguirement.

Asnoted in the proposed policy statement it is expected that it would be arare for aprofessional accountant to depart from apresumptive requirement. Inaddition
the discussion on presumptive requirements (paragraph 4 of the proposed policy statement) states that a professional accountant may depart from a presumptive
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requirement provided that the professional accountant documentswhy the departure was necessary and demonstrates how the alternative procedureswere sufficient
to achieve the objectives of the presumptive requirement.

We suggest that the proposed policy statement be amended to emphasise that departures are expected to be rare and to establish clear principlesor criteriato guide
professional accountantsin deciding when it may be appropriate to depart from a presumptive requirement

ICAP In an ideal scenario, categories of professional requirements can be broadly broken down into ‘do’ and 'don't'. In this respect, proposing the two categories of
requirements and presumptive requirements is a commendable step by IAASB. By presenting these two categories IAASB is trying to eliminate all sorts of
uncertainties in the application of standards as there are few options remaining after standards specify 'shall' and 'should' in their sentences.

Now we should concentrate on the consequences of these categories. Introduction of these categoriesis certainly going to be subject to interpretation of aspecial
kind. In previous scenarios, theinterpretations concentrated on whether it was applicable or not. In the current scenario, accountants would argue on the adoption of
requirements or presumptive requirements and would certainly try to advocate the application of presumptive requirementswhere | SA might provide certain leeway
intheform of rare circumstances and sacrifice extradocumentation. Theuse of "Shall" would certainly increase the workload on auditorsin the performance of their
functions, precisely the reason they would be inclined to opt for the presumptive regime.

In the end we would agree with the two categories of requirements but at the same time would not be hesitant in presenting our apprehensions on the resultant
reluctance on the part of accountants.

ICAS The proposed categories of professional requirements will give auditors a clearer view of what is expected, in comparison to the status quo. However, we have
concerns about the clarity of the definition for ‘ presumptive requirements’ and therefore recommend that steps are taken to improve the wording in addition to any
revisions to the definition which arise from the consultation process.

We also have a number of concerns about how the proposals will work in practice.

The Explanatory Memorandum (page 8) anticipates an increase in the number of professional requirements contained within international standards as a
consequence of introducing the categories now described as ‘ requirements’ and ‘ presumptive requirements’.

. Webelievethat asignificant increasein professional requirementswill increasethelevel of prescription and therefore moveinternational standardsfurther
away from aprinciples based approach to standard setting. Thisislikely toincreasetherisk that acompliance mentality will take hold, with an audit being treated as
abox ticking exercise, and less focus will be placed on professional judgment. The risk will be further increased during peak periods when audit resources are
scarcer: auditors will be more inclined to comply with the letter rather than the spirit of the standards thereby missing opportunities to improve audit quality.
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. Significant increasesin professional requirements may not necessarily result inimprovementsin audit quality commensurate with the additional burdens
likely to be placed on practitioners, especially smaller practitioners and those practitioners auditing organisations which are not listed companies or other public
interest entities.

Therefore, we believethat it isreasonableto expect the IAASB to quantify thelikely increasein the number of professional requirements before going forward with
theimplementation of these proposed changes. Thiswill enablethel AASB to make amore objective assessment about whether the proposed Policy Statement will
result in comparative improvementsin audit quality.

We agreewith the use of the phrase‘in al caseswherethe rel evant circumstances apply’ on page 6 of the Explanatory Memorandum. The application of thisphrase
to both ‘ requirements’ and * presumptive requirements’ will obviate the need for auditorsto document unnecessarily the reasonswhy aprofessional requirement isnot
applicable. However, we have the foll owing specific concerns about the professiona requirements:

. We do not agree with the use of the phrase ‘in rare circumstances the professional accountant may depart from apresumptive requirement,’ aso on page 6
of the Explanatory Memorandum, asthisweakensthe distinction between ‘ requirements’ and * presumptive requirements’ and thereforeleanstowardsamorerules
based approach to standard setting. Nonethelesswe recognisethat adeparture from a presumptive requirement in applicabl e circumstances should not be common
place and we recommend the introduction of the following wording: ‘ the professional accountant may, in circumstances judged by an experienced auditor to be
appropriate, depart from a presumptive requirement.’

. We understand there may be difficultiestrandating ‘ shal’ and ‘ should’ into some other languages on the basisthat separatewordsdo not alwaysexist. This
could greatly hinder the adoption and/ or implementation of international standards worldwide and we can see no reason why ‘must’ could not be used instead of
‘shall’, provided that the difference between ‘must’ and ‘should’ trandates into other languages.

Yes| do. The proposed professional requirementswill ensurethat the professional accountant does his/her work carefully and comprehensively sincethe obligation
laid upon him/her by these requirementsis greater than it is currently.

We support the IAASB’sintention to clarify the professional obligations of professional accountantsin the ISAsusing explicit levels or categories of obligation.
However, we are not in favour of how the proposed categories are described and implemented and how they areincorporated into the standardsin relation to other
material.

Asnoted previously, we believe that the primary obligation imposed on professional accountantsin standards should be the achievement of objectives, rather than
the obligation to comply with requirements or presumptive requirements, which are only the means of achieving objectives.

Agendaltem 9-D.1
Page 14 of 74



Comments Received on Clarity Exposure Draft
IAASB Main Meeting (June 2005) Page 2005 1301

Respondent Respondent Comment

We suggest that these obligations arein fact categoriesof “ professional obligation” rather than categories of “ professional requirements’ becauseit isinaccurateto
speak of two or more“levels’ or “categories’ of requirements: by definition, the use of theword “requirement” encompasses the thought that amatter or actionis
”compulsory” or “mandatory” . On the other hand, theword “ obligation” , while suggesting duty or responsibility (and encompassing either or both), doesallow for
different degrees of compulsion. Therefore, we suggest that the policy statement speak of categories or degrees of “professiona obligation” rather than of
“professional requirements’.

We a so have some difficulty with the use of the term “ presumptive requirement”, because it represents an oxymoron. We recognize the purpose of thetermisto
convey thethought that amatter or action ispresumed to be required, but apresumed requirement meansthat the requirement itself isa presumption. Consequently,
we suggest that the term “ presumptive requirement” be replaced by “presumption”.

Furthermore, under the proposed Policy Statement, IAASB pronouncementsimplicitly contain morethan two noted categoriesor levelsof professional obligation. In
thelast sentence of paragraph 4, the proposed Policy Statement includesthe responsibility of aprofessional accountant to consider the explanatory and other materia
that provides guidancefor the application of the requirementsand presumptive requirements. M oreover, pursuant to paragraph 21 of the Prefacein conjunction with
the proposed Policy Statement, professional accountants would also have an obligation to be aware of and consider Practice Statements applicable to the
engagement, and be prepared to explain how the professional requirementsin the standard addressed by the Practi ce Statement have been complied with when the
guidance in the Practice Statement has not been applied.

Based on our previous suggestions, we contend that the different categories of obligation would therefore include:
Objectives

Requirements

Presumptions

Application material

Other considerations (guidance, good practices and examples)

As we mentioned previoudly, the use of different levels of obligation cannot be separated from drafting considerations relating to the structure of IAASB
pronouncements. Application material representsthe explanatory material (definitions, descriptions and other explanations) required to provide acontext so that the
obj ectives, requirementsand presumptionsin the standard can be understood and applied. This application material must therefore beincluded as part of the standard
because a professiona accountant must consider the application material to be able to apply the objectives, requirements and presumptions.
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However, to represent effective and unambiguous statutory instruments, these obligations should be clearly separated from the obligation for professional
accountantsto be aware of and consider other considerationsthat represent guidance, good practices and examples. Therefore, these other considerations ought to be
incorporated into Practice Statements rather than standards.

The use of requirements and presumptions in IAASB standards

In our view, a Policy Statement on the use of such terms a so ought to define how the IAASB intends to incorporate these obligationsinto the standards and the
concomitant responsibilitiesof the IAASB inthiscontext. In particul ar, we note that a professional accountant isrequired to comply with arequirementin al cases
inwhich the circumstances exist to which the requirement applies. It isthereforeincumbent upon the lAASB to ensurethat the ci rcumstancesto which requirements
apply areclearly defined and that no exceptionsto the application of arequirement in those defined circumstancesexist; i.e., when the circumstances exist to which
the requirement applies, there are no cases where an alternative other than the requirement adequately achi eves the objective generating that requirement. On this
basis, the frequency of use of requirements ordinarily ought to be very low within any one standard, for the existence of asingle counterexampl e sufficesto negate
the need for a requirement unless the circumstances that would otherwise have generated the requirement are amended.

Consequently, we are of the opinion that the Policy Statement ought to include a commitment by the IAASB to clearly define those circumstances to which a
requirement applies. Furthermore, the Policy Statement should a so include a commitment by the IAASB to ensure that a requirement applies in those defined
circumstances without exception, which meansthat when the circumstances exi st to which the requirement applies, thereare no caseswhere an aternative other than
the requirement adequately achieves the objective generating that requirement. Furthermore this commitment should encompass the conclusion that therefore the
frequency of use of requirements within any one standard ordinarily ought to be very low.

Part of the discussion above applicableto requirements al so appliesto presumptions. In particular, it isimportant that the |AASB make acommitment in the Policy
Statement to define as clearly as possibl e those circumstances to which apresumption applies. Furthermore, if the |AASB retainsthe departurethreshold “rare”, the
IAASB would a so need to make a commitment in the Policy Statement to ensure that the presumption appliesin those circumstances except in rare cases, which
means that when the circumstances exist to which apresumption applies, it israre that an alternative other than the presumption adequately achievesthe objective
generating that presumption. However, we believe that the threshold “rare” may not be appropriate.

In our view, the danger is that, if the IAASB sets the threshold too stringently (i.e., rare exceptions, rather than, for example, just unusua ones), the sets of
circumstances covered by requirements and presumptions collectively will betoo narrow and in fact would weaken | AASB standards as opposed to strengthening
them. Thisisbecause such anarrow coverage of setsof circumstances|eadsto the standards not covering circumstances to which apresumption could apply because
exceptions to the presumptions are unusua rather than rare. The circumstances not covered might, in fact, be those for which professiona accountants may need
direction and which have currently been included in the IAASB standards using present tense.
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The obverse danger isthat the IAASB definesthefrequency of departures from presumptions asrare, even though the circumstances to which presumptions apply
lead to theincidence of presumptions not being the only adequate means of achieving the objectivesto being significantly greater thanjust rare (i.e., unusual). This
would lead to professiona accountants either 1. applying presumptions even though there may be alternatives that achieve the objectives generating those
presumptions more effectively than those presumptions achieve their objectives or 2. not applying presumptions in more cases than regulators, external quality
assurance authorities and enforcement authorities anticipate, which in turn may lead to dysfunctional regulatory or enforcement action to force the application of
presumptions even when they are not necessarily the only or best means of achieving the objectives generating those presumptions.

Consequently, we believe that the threshold in relation to the compliance with presumptions has been set too stringently. Hence, in our view, if, in unusual (as
opposed to rare) circumstances, aprofessional accountant choosesto depart from apresumption, the professiona accountant must document how the application of
the alternatives adequately achieve the objectives generating that presumption and thereby overcome that presumption (which ispresumably why the professiona
accountant had chosen to depart from the presumption).

Application material and other considerations

Given the role for application material that we have suggested, such material must be considered when achieving objectives and applying requirements and
presumptions. In other words, the consideration of the application material isrequired, whereasitsrolein achieving the objectives and applying the requirementsand
presumptions depends upon the circumstances.

Ontheother hand, it does not appear to be possibleto apply apresumption to consider amatter (“should consider”). Thisisbecause, if one appliesthe presumption,
one must have considered it. On the other hand, if one does not apply the presumption, one must also have considered it to reach the conclusion that it need not be
applied, unless the IAASB takes the position that, in rare circumstances, it is acceptable to ignore a presumption to consider a matter. We suspect that ignoring
application material, even in rare circumstances, is not what the IAASB intends. Consequently, a presumption to consider amatter does not appear to be alogical
proposition for application material.

Other considerations (guidance, good practi ces and exampl es) incorporated into Practice Statements represent matters, when appli cabl e to the engagement, which
professional accountants should be aware of and consider (in these circumstances, “should consider” for other considerations makes sense, because a professional
accountant may choose to ignore the presumption to consider a Practice Statement). Thiswould have the advantage of clearly delineating the application material
that aprofessional accountant must consider from the other considerationsthat aprofessional accountant should consider. Inlinewith this, when the considerations
in an IAPS have not been applied, a professional accountant must be prepared to explain how the objectives of the engagement standard were achieved and the
relevant requirements, and perhaps presumptions, satisfied.
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We refer to the Appendix, which contains our proposals for suggested wording for the Policy Statement to implement our suggestions.

We agree with the two categories of requirements although we think the first category should be labeled “mandatory requirements’. Please see our answer to
question 6 for further details.

Some of our members have expressed apreference for theword “must” rather than “shall” for clarity, trandation, or convergence reasons. We are aware of some of
the Board' s discussionson thismatter asthe ED was deliberated, and we understand the process by which the Board reached itsconclusion. Inour responseto Part 1
Question 6 in this | etter, we have suggested an approach that we hope might resolve the issue to the satisfaction of al concerned.

In principle, the IRE has no objection to the introduction of the so-called ‘requirements’ (‘shall’) and ‘ presumptive requirements’ (‘should’ / *should consider’),
provided that:

- the number of professional requirementswill NOT increase significantly, compared to the number of professional requirements already comprised in theexisting
ISAs, especidly in the new audit risk model 1SAs (1SA-200, 240, 300, 315, 330 and 500) ;

- an auditor can deviate from a‘ presumptive requirement’, which allows for the necessary flexibility in the circumstances of the audit engagement ;

- the lAASB makes use of the ‘ should consider’ presumptive requirement more oftenthan a‘ shall’ requirement, which allowsfor theflexibility in the circumstances
of the audit engagement.

ThelRE believesthat the ‘requirements’ (‘shall’) section could be strengthened from a‘ principles-based’ perspective, if it wereto reflect the so-called fundamental
principles, asmentioned in questions (7) and (10) of the consultation paper (cf. infra). Thiscould a so be seen asaguaranteethat the number of ‘ shall’ -requirements
remains limited.

Generally, we agree with the proposed categories of professional requirements and related obligations.
We agreewith the‘ requirements’ and ‘ presumptive requirements’ categoriesand the rel ated obligationsthey would impose on professiona accountants. However, as

mentioned above, we believe that the requirements category should be limited to those proceduresthat directly relate to the fundamental principles underlying an
| SA audit.

The proposal differentiates between two categories of professional reguirements. requirements and presumptive requirements. Requirements areidentified by the
word “shall” and presumptive practices by the word “should.”

The Committee notes that the descriptions of guidance in the Consultation Paper are similar to and in harmony with those in Rule 3101-“ Certain Terms Used in
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Auditing and Related Professional Standards’ of the Public Company Accounting Oversight Board (PCAOB). Requirements are similar to the unconditional
responsibilities of Rule 3101, and presumptive regquirements are similar to the presumptive mandatory responsibilities of Rule 3101.

The Committee believes that the auditing profession would be assisted if the language in the Consultation Paper were adopted. Thiswould bring the language for
international standards into substantial conformity with the language of the PCAOB’s auditing standards for public companies. If the word “shall” presents
trandation difficulties, the use of the word “must,” or the phrase “is required,” could be used to facilitate trand ation.

NIVRA We do not agree with the IAASB's proposal to develop categories of professional standards.

In our view the differences between the proposed categoriesistoo small. Where the auditor isnot allowed to depart from arequirement, the auditor may depart from
apresumptive requirement only in rare circumstances. So it will bevery unlikely that an auditor would depart from apresumptiverequirement. In addition, it will be
very hard to make a distinction between ‘ shall’ and ‘ should’ in the trandated version, see our response to question 6 below. As aresult, we believe the proposed
definition of a presumptive requirement effectively puts them on the same level of authority as a requirement.

PAAB We do not agree with the distinction between ‘ requirements’ and * presumptive requirements’. As mentioned above, an auditor will apply professional judgmentin
determining his or her responsibilities and complies with the requirement irrespective of the description of the requirement.

Itisnot clear why there should be adistinction if adeparture from presumptive requirementswill only arisein ‘rare circumstances . It isa so unclear asto why the
documentation of such departure should then be more rigorous than before, given the rarity of such occurrences.

PwC We do not agree with the proposal to develop categories of professiona standards. As noted in our covering letter, when we tried to apply the proposed wording
conventions to ISA 505 and ISA 570, we found it very difficult to decide if a requirement should be a mandatory “shall” versus a presumptively mandatory
“should”—which demonstrated to us that trying to distinguish between requirements and presumptive requirements has little, if any, merit.

Furthermore, we have concerns with the definition proposed for a presumptive requirement.

The Policy Statement proposes that an auditor may depart from a presumptive requirement only in rare circumstances. The reference to “rare circumstance”
indicates that it will be considered highly unusua for an auditor to depart from a presumptive requirement and the documentation required if the auditor does
perform alternative procedure(s) is quite onerous. Asaresult, we believe the proposed definition of a presumptive requirement effectively putsthem on the same
level of authority asarequirement. Establishing such ahigh threshold, together with the rel ated documentati on requirements, could have anegative impact on audit
quality by requiring undue emphasis on compliance rather than afocus on achieving the objective of the procedure—particularly if thereisanincreasein the number
of presumptive requirements as anticipated.

Agendaltem 9-D.1
Page 19 of 74



Comments Received on Clarity Exposure Draft

IAASB Main Meeting (June 2005) Page 2005 1306

Respondent

RR

AASB-CICA

ACAG

Respondent Comment

We suggest defining presumptive requirements as requirements with which the auditor is expected to comply, and acknowledging that auditors can depart from them
as long as the audit documentation demonstrates how the alternative procedures met the objectives of the requirement (as discussed further in our response to
Question 4). By removing the reference to “rare circumstance”, the presumption remains that the requirement will be followed, but auditors will be able to use
professional judgement to achievethe desired objectivein the particular circumstancesin other ways, whilst retaining appropriate documentation of any departure.

This approach is supported by our aternative model for a conceptual framework that provides an appropriate frame of reference to guide the application of
professional judgement by auditorsin designing and performing audit engagementsto achieve the objective of the audit. Auditorswoul d always be expected to apply
the concepts underlying the audit process and expected to comply with specific requirements but should be allowed to depart from those requirements aslong asthey
are able to demonstrate how they met the objectives through alternative procedures.

I do not agree with the proposed categories, athough | do not feel very strongly about the matter. On the standard setting side and in dealing with regulators the
debate about whether a particul ar statement should be a bold type requirement or a plain Roman type statement will be replaced with two debates: whether abold
type requirement isto be a“should” requirement or a“shall” requirement, and whether aparticular statement should be a bold type requirement or aplain Roman
type statement. In short, the IAASB will double the areas of disagreement both internally and with regulators.

| also believethat having two categorieswill inevitably lead to an overall increasein the number of bold type requirements. At present the IAASB hasto believethat
arequirement is almost essential before it makes the requirement a bold type requirement. Under the proposal s the bold type requirements will not need to be so
fundamental because it will be easier to justify departures from a bold type requirement. This means that the IAASB will come under greater pressure to turn
statements that are currently in plain Roman type into bold type requirements.

3. Do respondents believe that the proposals will improve the quality and consistency of audits? Please state the reasons in support for your response.

We believe that the proposalswill improve the consistency of audit work relating to newly issued standards. Revising existing standardsthat are currently unclear
using the new categories will improve the consistency of work in relation to those standards. Whether the proposalswill otherwiseimprove the quality of auditsis
unclear. Wedo believe, however, that the requirement to document departures from presumptive requirementswill indirectly improve the quality of audits because
auditors will carefully consider any deviation from such requirements.

We believe the proposals will improve the quality and efficiency, but not the consistency of audits.

The quality of audits will be improved by clearer explanation of the requirements of professional accountants. Allowance for departures from ‘ presumptive
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requirements will allow for someflexibility and use of professional judgment so professional accountants can comply with the principlesof the standard, without the
need for the standard to be overly prescriptive. Thismay also lead to inconsistent approaches taken to address issue/s across audits. Such inconsistency may be
appropriate given the particular circumstances of the audit/issue but in such cases the departures must be clearly documented in the audit working papers.

ACCA Wedo not believethat these proposals, on their own, will measurably improvethe quality and consistency of audits. Indeed, if | SAsbecome excessively rules-based
they will detract from the application of judgement that is the sign of agood audit.

APB No. APB fears that the proposals will lead to an overwhelming number of requirements that will be applied with a“‘check list mindset’. The APB believes that a
quality audit resultsfrom experienced practitioners being motivated to adopt a sceptical approach rather than the application of alarge number of detailed ‘ process
rules. Indeed the APB believes that the application of a large number of detailed rules by changing the nature of an audit is likely to act as a disincentive to
experienced practitioners adopting a thoughtful judgemental approach to audits. If this happens APB believes that the quality of audits will be reduced.

AUASB We believe the clarity proposals potentially enhance auditors’ understanding of their responsibility to comply with specific requirements in auditing standards.
Accordingly, thereis potentia to reduce divergence, which should improve the quality and consistency of audits.

Basdl See comments in response to question 2 above.

CEBS Though we believe that the proposal s could improve the quality and consistency of audits, subject to some suggested further clarifications, we have some concerns
over the basisfor deciding whether arequirement isa'shall’ or a'should'.

Itisstated in paragraph 4 that these verbsrelate to professional requirements. However, it isnot clear how these professiona requirements areidentified and what
criteriaare used to establish what isa'shall' and what isa'shoul d'. We woul d assume that the 'shall’ requirement could bethe 'principles of the standard and 'should'
isan essentia procedure following from the principle. This may be equated to 'shall’ being ageneral procedure for al circumstances and 'should' a more specific
procedure which may not be applicablein exceptional circumstances. However, without some framework of fundamental principles, itisnot clear how it isdecided
what isa'shall' and what isa'should' in each of the auditing standards. Without some framework of fundamental principlesit will bedifficult to apply thedistinction
in an agreed, sustained and manageable way. Thisrelates to our comments on Q8 in the consultation paper.

CIPFA The proposa s may |ead to some improvement in quality at the very bottom, by making it more difficult for auditors under extreme time or client pressuresto ‘ cut
corners’ by omitting necessary procedures. However, in our view thisfactor ismore than outweighed by therisk that more diligent auditorswill beforced to divert
resources away from important areas of judgement towards ‘ box ticking’ simply in order to demonstrate compliance, while theless diligent may perform only the
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absolute minimum work in order to fulfil the mandatory requirements. In both cases, the result could in fact be areduction in overall audit quality.

The French Institutes do not believe that the proposals on the codification of the language alone will improve per se the quality and consistency of audits, on the
contrary (see general comments above).

Yes. Clarifying requirements reduces confusion and therefore must lead to improved quality and consistency. The proposalswill potentially enhance the auditors
understanding of the extent of their responsibility to comply with specific requirementsin auditing standards, which should reduceinappropriate divergencesin the
application of auditing standards.

Webelieve consistency will improve asaresult of aclearer presentation of the professional requirements. Webelievethequality of auditswill improve asaresult of
the requirement to document any deviations from the presumptive requirements.

Asmodified by our recommendations we believe the quality and consistency of audits will be facilitated by the new definitions of requirements. We believe the
resolution of the present tense should take place as part of a plan to revise standards over a 5 year period using principles for determining the specificity of
reguirements determined by the board as suggested in our recommendations.

We anticipate that by stating mandatory requirements, the proposalswill improve consistency of audits, including withinthe EU. Therefore, in our opinion, thisis
not bound to solely improve the audit quality which depends rather on ethics, professional behaviour and judgement.

We believethat the proposal sto use bold text together with related guidance will improvethe quality and consistency of audits, aswill the departure from the use of
the present tense to describe actions by the professional accountant. However, as discussed in paragraphs 7 to 12 above, we have concerns about two levels of
professional requirements. Webelievethat having two level s of professional requirementswill not aid clarity or understanding, and, particularly where the standards
aretrandated or used by non-native English speakers, may lead to differing interpretations and confusion.

The proposed professional requirements alone would not improve the quality. Critical for that, we believe, is that the users see and feel that the professiona
requirements are reasonable in a standard setting that has principles and professional judgement as fundamentals for the practical performance of the audit.

We believe, based on our proposalsin the Introductory comments section above, that a better quality driver than imposing and counting (an extensive number of;
compare the Introductory comments above and our answer to question 7 below where such arisk is anticipated) professional requirementsinan ISA, isto put the
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ISA into context by clearly stating the thinking behind the standard, i.e. to state

¢ the objective of an audit and the role of the specific ISA in question in that context,

¢ which fundamental principles of an audit that are relevant considering those objectives and, as a consequence,

¢ which professional requirements would be necessary to impose to achieve the objective and considering the fundamental principlesidentified and
o theareas covered by the standard where the use of professional judgement is particularly relevant and

o al that in ageneral language at the beginning of each ISA.

FEE FEE isof the opinion that the proposal s asincluded in the Proposed Policy Paper deviate fromthe* principles-based” or " objectives-based” approachwhich IAASB
has supported hitherto. Were International Standardsto become excessively descriptive and too rules-based or “ detail ed procedures-based” , with unduly burdensome
documentation obligations, it can be expected that the quality of the audit may decrease rather than increase.

GT As stated in our response to question 1 above, we believe that the Proposed Policy Statement sufficiently and adequately describes the professional accountant’s
responsibilities. By doing so, the Proposed Policy Statement distinguishes the professional requirements from the explanatory material and therefore, promotes
consistency in application. Further, the categoriesof professional requirementsthat describe the degree of responsibility imposed on professional accountantsalso
enhance the quaity of audits by “mandating” the performance of certain essential procedures on all engagements. Asthe proposals do not eliminate the need for
professional judgment, they improve the quality and consistency of audits, while providing flexibility based on the circumstances of a particular engagement.

H3C It isto the contrary that the proposals would improve the quality and consistency of audits. The creation of several categoriesin standards which in turn contain
several different terms to express mandatory/presumptive requirements would only lead to judicial and financia insecurity by opening gateways to all kinds of
interpretations by statutory auditors.

ICAEW We believe that the proposals will improve the quality and consistency of some very large and very small audits, but only marginally. On some very large audits,
where pressures on resources are greatest at critical periods, there may be a temptation to deal with bold type requirements only and to apply the requirements
currently described in the present tense to situations in which there is time to fulfil them. Thisislikely to be case where the use of the present tense is not well-
understood or easily transatable. The same considerations apply to some very small audits.

Furthermore, as noted in many of our responsesto |AASB on the longer and more complex standards recently issued, we believe that thereisavery real risk that
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diligent auditors will beforced to divert audit resources away from judgemental areas towards compliance issues which might actually result in adegeneration in
overal audit quality.

We believethat the proposal will improvethe quality and consistency of audits by eliminating the ambiguity in relation to the authority of statementsin the standards
and by clarifying what is required and what is presumptively required.

To the extent that the proposed categorieswill clarify the status of the vari ous requirementswe consider that the proposalswill contributeto improving audit quality.

Introduction of these categories would certainly broaden the scope of audits with a resultant improvement in the quality and consistency of audits. Previously
circumstances were taken asthe benchmark for the performance of particular steps but the current change would present adifferent point of view to circumstances
and their existence. Shall appliesto al situations where the relevant circumstances apply but Should applies to al cases where circumstances exist.

The mere fact that audits would be conducted in light of certain guidelines gives credibility to the idea but at the same time, time and cost involved in complying
with these requirements should also be kept in mind. IAASB should be very careful in assigning ‘ Shall’ and * Should’ to specific requirements so asto ensure that
these do not become too onerous for the accountants.

Yes| do. The proposal isin order sinceit does state in paragraph 5 that a professional accountant should represent compliance with International Standards only
upon complying with al relevant professiona requirements of the International Standards. Therefore if a professional accountant has not complied with the
applicable professional requirements of a particular International Standard in full he/she will not be allowed to state otherwise.

These requirements also mean more work must now be done by the professional accountant.
Wedo believethat clarifying the professional obligations of professional accountantsin the |SAsusing explicit levels or categories of obligation ought to improve
thequality and consistency of audits. Certainly, the current proposal swill increasethe consistency of audits, but, asour general commentsto both the Exposure Draft

and the proposed Policy Statement, and our answer to question 2 indicate, we have some reservations about whether the proposals will actually improve audit
quality. We have stated the reasons for these reservations therein.

We believe that the proposals will help to improve the quality and consistency of audits by clarifying auditors and others' understanding of what isrequired and
expected in various aspects of an audit, thereby forming a basic foundation to support the use of proper judgment.

While new standards alone cannot improve the quality of audits, we believethat greater clarity inthelanguage used to write the standards, particularly with respect
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to mandatory and presumptive requirements, will aid in understandability and will facilitate correct and consistent application.

IRE Asstated in our general comments, the |RE believesthat aproposal based on a principles-based approach will undoubtedly contribute to high quality auditsand a
higher degree of consistency, in focusing the fundamental principles of an audit.

However, the IAASB should be very careful not to disturb the balance between a minimum of rules and the principles that are to be applied in the context of the
audit engagement. For instance, an enumeration of proceduresthat the auditor may apply inthe context of the audit engagement should nor be part of a‘ requirement’
nor of a‘ presumptive requirement’ : the burden associated with the need to document why 10 to 20 audit procedures or testsweren’t executed, isof such adimension
(especialy inaudits of smaller or lesscomplex entities) that it would definitely NOT contributeto the quality of audits, asit distractsthe auditor from executing his
work towards the more formal documentation requirements, without adding any value to the audit evidence supporting the audit opinion. Those enumerations
belong, in the opinion of the IRE, to appendices or at aminimum to the application material (and not to the standards section). Instead of using the words* shall’ or
‘should’, the IAASB should consider using the wording ‘it is best practice that the auditor (does something)’, which is clearly different from a requirement.

We bdlievethat the proposal for professional requirementswill improvethe consistency of audits. Thetwo categoriesof professional requirementswould resultin
increased mandatory audit procedureswithout professional judgments. We have aconcern that such increase would lead the auditor to perform audit procedureslike
acheck listswithout areasonable understanding of the objective and/or purpose of the audit procedures. Consequently, weare afraid that the quality of audit might
not improve.

We believe the proposal's, assuming the requirements category islimited to fundamental principlesthat form part of an overall Framework, will help improve the
quality and consistency of audits. Clarification of the IAASB’sintent with respect to grey lettered text currently written in the present tense should lead to more
consistent interpretation of International Standards by auditors, especialy in countries where | SAs are trandated into another language.

Yes, we believe that the proposals to use bold text together with related guidance will improve the quality and consistency of audits.

The proposals should remove any ambiguity that exists regarding the professional requirements with which auditors are expected to comply and their intended
relative authority. Aswe have stated in paragraph 1 above we observethat thereis potential ambiguity regarding therel ative authority of bold and grey lettering and
for that reason we support IAASB’s proposalsto clarify the authority of the professional requirements, explanatory material and appendices of the | SAs and other
pronouncements.

Webelievethat the current proposals may improvethe clarity of the standards, but probably only marginally in comparison with the effort required to complete the
project successfully. Thereisalso no assurance that the objective of improved clarity will be achieved and thereis till therisk that the results of the project may in
fact detract from the clarity of the language in which the standards are written. Considerable attention is paid at present in the exposure process to considering
whether the resultant standard or practice statement deals with the subject matter clearly, concisely and comprehensively.

JCPA
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NIVRA
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Another important consideration isthe practicalitiesinvolved in revising audit methodol ogies of the audit firms. Every time audit/engagement standards arerevised,
firms have to update their audit methodol ogies, audit programmes and audit working papers as well as training programmes, to meet the new requirements. This
often results in considerable additional costs without necessarily enhancing the quality of the audit.

No, we do not believe that the proposal sto clarify the professiona requirementsin International Standardswill help to improvethe quality and consistency of audits.
For thereasonsfully explained in our covering letter, we are very concerned that the proposalswill, infact, have anegative effect on audit quality. We are concerned
that, if implemented as proposed, the recommendations will inevitably result in much more detailed, procedural-oriented standards and excessive documentation
requirements. Thiswould, in our view, negatively affect audit quality becauseit would inevitably drive behaviour towards a preoccupation with compliance with the
standardsrather than focus auditor attention on the application of judgement to achievethe objective of the audit. Thelonger term effects could also include adecline
in the quality of people attracted to the profession, which would further impact audit quality. Thisis clearly not in the public interest.

In our response to the IFAC Survey on Challenges and Successesin Implementing International Standards in June 2004, we observed that some have argued that
thereis potential ambiguity regarding the relative authority of bold and grey lettering, language conventions in the drafting of the standards (e.g., the use of the
present tense), appendices, and Practi ce Statements. We do not agree with that view but, for the reasons described in our covering | etter, we believe neverthel essthat
thereismeritin lAASB taking thetimeto devel op aconcept-based framework for the ISAsand arobust structure that can guidethedrafting of individual standards
infuture. Although we are recommending arather fundamental revision of the | SAs, we reiterate our belief that the existing | SAs provide an appropriate basisfor
high quality audits with the application of sound professional judgement.

Itisdifficult to see how the proposalswill, inthemselves, have any effect on the quality of audits. The quality of an audit depends upon thework an auditor doesand
thejudgement he exercises. The|AASB has not indicated how it expectsthat auditors’ behaviour will change simply because the standards arewrittenin adifferent
manner. Thisisnot surprising asit is difficult to see why behaviour should be affected.

Asfor the matter of consistency, much depends upon what the IAASB means by that term. If it meansthat different auditors should always perform the sametests
when faced with the same situation then the proposals are bound to reduce consistency because they allow for a greater degree of derogation from bold type
requirements. However, | question whether the |AASB should be looking for that degree of consistency in thefirst place. If, on the other hand, the IAASB means
that different auditors should give the same audit report when faced with the same situations then that is a different matter.

Assuming that the |AASB meansthe second type of consistency thenitisnot clear how that type of consistency can beimproved at al. Themain complaints seemto
surround auditors who issue unmodified reportsin circumstances where other auditorswoul d i ssue amodified report. However, in most cases thishas been because
of the auditors’ perceived failure to follow auditing standards rather than a deficiency of some sort in the wording of the standards. It is always possible for a
negligent auditor to hide behind ambiguitiesin standards, but removing the ambiguities does nothing about the underlying negligence it merely reduces number of
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hiding places. In any event, | do not see that the proposals in themselves will do anything to increase or decrease ambiguitiesin the IAASB’s standards.

The overall effect of the changes would seem to be the converting of some plain Roman paragraphs into bold type requirements whilst making it easier for the
auditor to justify non-compliance with many bold type requirements. It is therefore difficult to see whether thiswill improve consistency or not. It will certainly
improve the consistency of work carried out by that subset of auditors who follow the standards blindly and unthinkingly. However, whether it will affect of the
quality of reporting by causing auditors to think more deeply about what they are doing is difficult to determine.

| dso have doubts that the standards will be implemented consistently under the proposals as currently drafted. The proposalsindicate the IAASB’s belief that
departures from presumptive requirements will be rare but do not indicate on what that belief is based. The requirements of the ISAs need to be considered as an
integrated whole designed to achieve particul ar objective; they should not be regarded as separate requirements each with their own aim that by coincidence happen
to lead to an effective audit.

Thecurrent situation isthat adepartureis permitted only whereit isnecessary to achievethe object of an audit more effectively. This seemsto betheright standard.
The test should not be whether a particular requirement can be carried out more effectively but rather whether the audit as a whole can be carried out more
effectively. Furthermore, the proposals do not limit departuresto only those cases requirement can be met more effectively an other way. They allow departureson to
any occasion the auditor wishesto meet the requirement adifferent way irrespective of whether that way ismore or less efficient. All the auditor hasto doisto say
how a requirement has been met.

If the IAASB wishes to make sure that departures are rare then it needs to set down criteria against which the auditor has to judge the need for a departure.

4. Do respondents agree with the proposed requirement for the professional accountant, when departing from a presumptive requirement, to document why the
professional accountant decided to depart, and how the alternative procedure(s) performed in the circumstances were sufficient to achieve the objectives of the
presumptive requirement? Please state the reasons in support for your response.

AASB-CICA  We support the requirement for the professional accountant to document departures from a presumptive requirement. Results of PCAOB and Canadian Public
Accountability Board inspections of accounting firmsindicate that documentation is one of the areas of weakness in current audits. The existing requirement for
auditorsto “be prepared to justify the departure” appears therefore not to be clear enough.

ACAG Notwithstanding our comments above about how allowing for departures from * presumptive requirements’ may lead to inconsistent approaches in audits, we do
agree with the proposed requirements to document such departures.

This approach would require professional accountantsto explicitly consider whether the alternative procedure(s) performed werein fact sufficient to achieve the
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objectives of the presumptive requirement. The approach also aligns with the requirements of 1SA 230 Documentation.

It is counterproductive to require an auditor not only to document what was done but also to document why something was not done. Such activity could be
necessary only in relation to unconditional responsibilitiesthat the auditor decided were not relevant and for which, therefore, no other procedures were performed.

APB supports the logic of a documentation requirement although believes that IAASB should revisit the specifics of its proposal regarding the documentation
requirement. APB believes practitioners will find it difficult to explain why they have departed from ‘the objectives of the presumptive requirement’ if those
objectivesare not themselves set out inthe | SA. The APB believesthat the ‘ fundamental principlesof auditing’ could provideaframework for justifying departures.

APB observes that existing ISAs contain a number of ‘should consider’ requirements and suggests that IAASB should clarify the documentation requirements
relating tothese. Inrelation to the‘ should considers' it isnot the consideration (or not) that needsto be documented but the nature of the matters considered and the
conclusion reached.

We support the documentation requirements, as they are generally consistent with PCAOB Rule 3101, and indeed, most probably in practice departures from a
‘should’ requirement is perhaps only likely when in the circumstances compliance would be impracticable or unduly burdensome. Therefore, departures are only
expected in rare situations.

Documenting why an auditor has not followed apresumptive requirement isagood disciplinefor the professiona accountant. This element ensuresthat the auditor
has covered the procedural requirement involved and, if not, provides explicit reasonswhy not. It a so presentsaclear record for othersin the audit firm and public
oversight boards of the audit work done. We therefore support the proposed approach of documenting any departures, but, we also refer to our comment about the
documentation requirements of “should consider” above (question?2).

Some consideration needsto be given to how these documentation requirementswill fit with those set out in 1SA 230 on audit documentation. In particular, if thereis
not a requirement to document performance of a procedure, but a requirement to document why the procedure has not been followed, thiswould lead to lack of
consistency within the standards.

Auditing can be an opaque processto users of financial statements. Recent financial scandals haveled to concerns about the quality of the audit. Any movewhich
can be seento clarify thework donefor the audit, can aid auditorsin exercising their professional judgement, and can aso aid public oversight bodiesin exercising
their monitoring of the audit process, will add to the credibility of the audit process.

Documenting why an auditor has not followed a presumptive requirement is a good discipline for the auditor to ensure that they can justify why they have not
followed the requirement involved. It also presentsaclear record of the audit work donefor othersin the audit firm and public oversight bodi es. Wewould therefore
support this proposed requirement. There should be ajustification of the reasons for the departure and a description of what was applied instead.
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CIPFA We expressed our concern in (2) above over the implied increase in mandatory requirements. If this concern proves to be well-founded- as we believe it will- a
requirement to document al departures from presumptive requirements will create a great deal of additional work for the conscientious auditor with no
corresponding benefit in terms of audit quaity, whereas otherswill probably just state that * the relevant circumstances do not apply’ and thereby avoid the need to
document the departure. Under existing UK standards, the auditor isrequired to justify departuresfrom what arein effect ‘ presumptive requirements’ (which are
relatively few in number) if challenged by an inspector or reviewer or in acourt of law, and the knowledge of thisimposesapowerful discipline. Thisinour viewis
sufficient.

CNCC-CSOEC The French Institutes consider the documentation requirement imposed in the case where an auditor decides not to apply a “should” requirement is unduly
burdensome. They have already expressed this view when the same requirement was to beintroduced in the Preface and they are still of the opinion that if an auditor
considers that he/she has to depart from a“should” requirement, he /she should be ready to justify the reason why and how he/she has met the objectives of the
requirement .

Reverting to the“ should beready tojustify” position seemstherefore much better than imposing adocumentation requirement on the non application of a“should”.

In general, the French I nstitutes consider that the issue of documentation isthe most important onein the debate on the applicability of ISAsto the audit of SMEs.
Thelevel of detail of the documentation required is one area where it might be useful to distinguish between the audits of SMEs and the audits of larger entities.

Footnote: The French Institutes believe that the documentation requirement for the non application of a“should” requirement hasafatd flaw inthe case of a“ should
consider” reguirement. Indeed, if therequirement in the case of a* should consider”, isthe consideration of theissue, then overriding such a* should consider” would
lead the auditor to document the non consideration of theissue, which is anonsense since it means that he/she would have to document why he/she did not think
about the issue. This reasoning, pushed to the extreme, would mean the wording must be either “shall” or “may consider”, but never “should consider”.

CPA Aus Yes. Audit documentation should demonstrate compliance with professional standards and provide an explanation to justify the reasons for any variations in
procedures performed. In addition, this requirement is consistent with PCAOB Rule 3101 which states that “theintegrity of the audit depends, in large part, on the
existence of a complete and understandable record of the work performed, the conclusions reached and the evidence obtained to support those conclusions.”

DnR Yes. It will requirethe auditor to clearly document hisevauationsand clearly statein hisdocumentationswhy he departs. A requirement to document will safeguard
asatisfactory evaluation. We therefore believe that such arequirement will increase the quality of audits. However, we are concerned that this can be perceived a
requirement to document the obvious. Only matters of consequenceto the understanding of the decision to depart from a presumptive requirement should berequired
to be documented.
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Yes; to beimplemented aswe recommended as part of adopting the proposed definitions and applying them to the existing standards. We see no substantivereason
not to apply the proposed definition of presumptive requirements “should” to the existing usages of “should” in the basic principles and essential proceduresinthe
existing standards. Inand of itself thiswould clarify that the use of the present tense does not establish a presumptive requirement. We are not awarethat “shall” or
“must” are used in the existing standards in the context of establishing performance obligations for the auditor.

We fully support the logic of documenting departures. But, keeping in mind the objectives of the EU with the “better regulation” project, we would like to seein
parallel the Board developing drafting guidelines and enforceable criteria for the use of the proposed requirements.

We agreewith the proposal that, when departing from a professional requirement, the professional accountant should document why he or she decided to depart and
how the alternative procedure(s) performed achieved the objective of the professional requirement.

However, we suggest that the objective(s) of al professional requirements should be clear, to ensure that, where a professiond accountant devel ops aternative
procedures, he or she can ensurethat he or she has done so in respect of therelevant objective(s). In many circumstances, the objective of aprofessional requirement
isclear —for example, where the objectiveisto provide audit evidence about a single balance sheet assertion - and, in this case, the professional accountant could be
surethat the alternative procedures adopted were sufficient and would satisfy internal and external reviewersand regulators. In other circumstances, aprofessiona
requirement may have multiple objectives, in which case, the standard should explicitly state what the objectives are, to ensure that the professional accountant will
develop procedures to adequately address all the objectives.

In addition, the professional requirementsin each standard should consist of those requirements that woul d be expected to be relevant and applicableto every audit.
If the number of professional requirementsextendsinto too many prescriptive procedures, the applicability of auditing standardsto all sizesof audit may be such that
the teams on smaller audits are spending valuabl e time explaining why arequirement is not applicable to the engagement.

Webelievethat the present requirement regarding departure from an | SA requirement iswell balanced and good enough. This specifically related to smaller audits,
where a more thorough documentation requirement related to departure from arequirement isimpractical and inefficient.

FEE does not agree with the proposed documentation requirementsin case of departure from a presumptive requirement.
We agreewith the |AASB that the proposed documentation requirement “ ... respondsto the public interest and is appropriate for what should be arare occurrence.”
We further believe that this requirement is also necessary for the convergence and acceptance of an international set of standards.

Accordingly, we support the requirement for the professional accountant to document hisor her departure from a presumptive requirement, including the reasonsfor
departure and how the aternative procedures were sufficient to achieve the related objective. (Also see our response to question 5 below.)
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However, it isimportant to note that certain conclusions arereadily determinable from the work performed or are evident from areview of thefinancial statements
(e.g., immaterial account balance). Therefore, in accordance with paragraph 5 of the Proposed Policy Statement, it is our understanding that the professional
accountant need not document their departure from a presumptive requirement where the circumstances do not exist or where the mattersto which the presumptive
requirement applies areimmateria. As such, we suggest that the IAASB clarify this matter in the Proposed Policy Statement.

H3C Our positionisagainst theideaof the creation of “ presumptive requirements’ which would allow adeparturein the standards asit would create financial and judicia
insecurity through open interpretation.

ICAEW The proposed requirement to document departuresfrom presumptive requirementsislikely to create agreat deal of additional work without corresponding benefits
interms of audit quality. In practicethereislikely to belittle differencein the perceived status of ‘shalls’ and ‘ shoulds', precisely because of thisrequirement. The
proposalsarelikely to create aconsiderabl e additional number of such requirements. We do not believethat any audit failureisthe result of afailure to understand
the status of the present tense, nor do we believe that any audit failure will be prevented by arequirement document a departure from a presumptive requirement.
Audit failuresgenerdly involveafailure of judgement rather than processwhich need to be addressed by emphasison the quality of judgement in auditing standards,
and by improvementsto the quality of the education and training of auditors. Therefore, we do not agreewith the proposed requirement to document departuresfrom
presumptive requirements.

ICAI We agreewith the proposal in principle but caution whether the level of documentation on smaller auditswill become excessive and will not lead to improved audit
quality. The success of failure of this requirement will be dependent on the nature (principle or rule based), granularity and scope of the requirements and
presumptive requirements and their scalability across the size and nature of clients audited by professional accountants.

ICANZ We do not agree with the proposal to require auditorsto document departures from presumptive requirements. We believethat the current requirement is adequate
andisworkable. That isin exceptional circumstanceswhere aprofessional accountant judgesit necessary to depart from abasic principle or essential procedure a
professional accountant may do so, and the professional accountant should be prepared to justify the departure.

We understand the rationale for documenting departures from presumptive requirements. To the extent that professional accountants are required to specifically
document and justify departures from presumptive requirements they are less likely to make such departures in the first instance.

However, we have a number of concerns regarding this proposal as follows.

Firstly, discouraging professional accountants from departing from presumptive requirements may have the unintended consequence of adversely affecting the
quality of auditsin certain situations. Professional accountants may chooseto comply with the specific presumptive requirements of astandard rather thanincur the
cost and risk of departing from a presumptive requirement, even where an alternative procedure may improve the quality of an audit.
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Secondly, we are concerned regarding the practicality of thisrequirement. We believe that documenting such departureswill not be asimple process and that many
professiona accountants will not so do. In addition we believe that enforcement will be difficult.

Finally we believe that requirements set out in | SA 300 Planning an Audit of Financial Statements are adequate to ensure that auditors properly plan an audit and
document the procedures undertake. 1SA 300 requires the professional accountant to:

O plan an audit so that the engagement will be performed in an effective manner;
O develop an audit plan to reduce audit risk to an acceptably low level; and
O document the audit plan.

Requiring an auditor to separately document departures from presumptive requirementsisin our view superfluous. We are not convinced that the proposal will
improve the quality of audits or improve consideration of the public interest.

We understand thefact that |AASB istargeting to ensure that there are minimum differencesin interpretations of standardsand al standards (intheir entirety) should
be read in the true spirit.

The applicability of presumptive requirement where the circumstances exist would be required to be complied with in all cases. Since departure would take place
only inrare circumstancesin which case alternative procedure(s) would be performed to achieve the objectives of the presumptive requirement, it would be pertinent
for the auditors to document the reasons behind his decision and the professional judgment used in departing from the said requirement to reflect his competence,
integrity and independence in such a situation.

Therefore, the requirement appears to be reasonabl e that departure from a presumptive requirement should need to be mentioned/ documented clearly otherwiseit
might become atool most often used by accountants to depict rare and unusual circumstances.

We are not in favour of the requirement for the professional accountant, when departing from a presumptive requirement, to document why the professional
accountant decided to depart, and how the alternative procedure(s) performed in the circumstances were sufficient to achieve the objectives of the presumptive
requirement. In linewith our answer to question 2, we believethat if a professional accountant choosesto depart from apresumption in unusual circumstances, the
professional accountant must document how the application of the aternatives adequately achieves the objectives generating that presumption and thereby
overcomes that presumption. There is no need to specifically document why the professional accountant departed because professional accountants would only
choose to depart when the objectives have been adequately achieved by means of the departure.
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ICPAK Yes| do. Reason - In auditing personal judgment isvery critical, if aprofessional accountant feelsthat the only way to achievethe desired results (objectives) isby
use of aternative procedures other than what has been prescribed in the proposed professional requirements then this should be alowed as long as it does not
compromise the quality of the work done. Further the accountant must be prepared to justify the departure.

I0SCO We agree with the requirement to document adeparture from apresumptive requirement and we believe this documentation should be done at thetimethe decisionis
made. However, we are concerned that the criteria or justifying rational e for departing from a requirement has been changed from “ necessary to more effectively
achievethe objectives of the engagement” (as at present) to “why the professional accountant decided to depart and how the alternative procedure(s) performed in
the circumstances were sufficient to achieve the objectives of the presumptive requirement” (underlining ours).

Thislanguage change can beinterpreted aslowering the criteriafor adeparture, inthat “more effectively” hasbeen replaced by “sufficient”. We understand that the
ED has added arequirement to document the departure, as opposed to merely “be prepared to explain the departure,” and we commend this change. But we do not
see the requirement to document the departure as a justification for stating that the alternative procedure need be only “sufficient”, when some persons might
interpret the word “ sufficient” to mean a bare minimum in the absence of further explanation of what is intended.

We would suggest that the Board adopt a different wording that makes clear that departures are allowed only in the circumstance where the auditor judges that a
different action would be more effective -- or “as good or better” -- in achieving the goal's of the audit and of the requirement in question, and in serving to protect
the interests of investors.

We are also concerned that we see some “should” statementsin theillustrative rewrite of 1SA 315 that we believe would need to be mandatory for all audits and
therefore should be written as “shall” statements. Appropriate inclusion of mandatory requirementsisimportant to the quality and soundnessthat is expected in
auditing standards. For example, the statement in paragraph 13, “When the auditor intendsto useinformation about the entity and itsenvironment obtained in prior
periods, the auditor should determine whether changes have occurred that may affect the relevance of such information in the current audit.”

We understand that thisis just an illustrative example and that 1SA 315 was not re-discussed by the Board, but one would think that paragraph 13 would be a
mandatory requirement if the auditor intends to rely on previously-obtained information.

We believe clarification isa so needed regarding the requirementsfor mattersthe auditor “ should consider”. In the standards (and indeed in the exampl e presented)
thereisextensive use of the phrase, “the auditor should consider.” The proposed Policy Statement statesthat “If an International Standard providesthat aprocedure
or action isonethat the professional accountant “should consider,” the consideration of the procedure or action is presumptively required, while carrying out the
procedure or actionisnot. We are unclear asto how theterm “should consider” would be treated in terms of documentation. What isintended in the present text?
Do auditors have to document that they did or did not “consider” a matter when the phrase used is “should consider”? If the auditor just reflects on the matter in

Agendaltem 9-D.1
Page 33 of 74



Comments Received on Clarity Exposure Draft

IAASB Main Meeting (June 2005) Page 2005 1320

Respondent

IRE

JCPA

KPMG

Respondent Comment

considering it and does not take any other action, doesthe auditor need to document thisreflection, and if so how? Some membershave al so expressed theview that
“shall consider” would be amore appropriateterm, at least for some procedures or actionsthat it should be mandatory to consider in all audits. One member has
raised the question of whether “consider” istheright action word, believing it would be more appropriateto say “assess,” or some other term that would i ndicate that
some active decision or determination must be made.

Asafina comment on the subject of presumptive requirements, wewould like to raise theissue of “objectives’. In thelast paragraph on page 6 of the Explanatory
Memorandum of the ED, it is stated that a presumptive requirement can be departed fromwherethe auditor can explain how the alternative procedure(s) performed
weresufficient "to achievethe objectives of the presumptive requirement”. This presumesthat the standards document will clearly identify what the objectiveisin
each case.

Having raised the matter of objectives, it isincumbent on the IAASB to make clear what the objectiveisin each standard. Aswe have stated earlier in this|etter,
high quality standards should contain substantive objectives and be based on clear principles that are consistent with a sound conceptua framework. Itisalso
important that standards contain sufficient implementation guidance to make the application of the principles clear.

The | RE agreeswith the IAASB on thissubject, asit facilitates the documentation of the significant professional judgments made by the auditor in the circumstances
of the engagement. If an auditor chooses to apply aternative methods than the ‘ best practice’ methods upgraded in the | SAs to become ‘ standards’, he should be
prepared to justify this departure not only orally but also in writing.

The IRE recommends the use of a ‘should consider (doing something)’ approach, since it facilitates the professional judgment made by the auditor, without
aggravating the documentation requirements. In our view, the‘ should consider’ requirement i mplies areasonable documentation requirement, sinceit istheauditor’s
professional judgment that drivesthe audit proceduresto be executed, and since the auditor hasthe opportunity to consider the (doing something)’ and, depending
on the circumstances of the audit, can decide not to ‘ (do something)’.

In general, the IRE considers that the issue of documentation is the most important one in the debate on the applicability of |SAsto the audit of SMEs.

We agree with the proposed requirement for the professional accountant, when departing from a presumptive regquirement, to document the reason for the departure
and alternative procedures because the exposure draft 1SA 230 (Revised), Audit Documentation, (paragraph 2) requires that the professional accountant should
prepare audit documentation that is sufficient and appropriate to demonstrate that the audit was performed in accordance with the ISAs and applicable legal and
regulatory requirements.

We agree with the proposed requirement to document departures from apresumptively mandatory requirement, assuming it relatesto amatter that isrelevant and not

insignificant to the specific circumstances of the audit being carried out. We agree that the documentation requirement should include the rational e for adeparture
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and how the alternative procedure performed achieved the objective of the presumptive requirement. However, we also believethat the proposed Policy Statement
should explicitly statethat the auditor isnot required to document departuresthat relate to mattersthat are not relevant or significant to the specific circumstances of
the audit being performed.

NIVRA We agree with the proposed requirement that the auditor should document the reasons of a departure from a professional requirement and how the aternative
procedure(s) performed was sufficient to achieve the objectives of the professional requirement.

Ontheother hand, we are concerned that if the professional requirementsin thel SAswill not belimited to those requirementsrel evant and applicableto every audit,
audits of small and not-complex entities can not be performed cost-effective due to documentation reasons.

PAAB We do not support the distinction between ‘requirements’ and ‘ presumptive requirements’ and therefore the documentation of departures from ‘ presumptive
requirements’ is not applicable.

Wedo remind the| AASB, however, of itsdecision not to document departuresfrom Standards when the Preface was revised and re-issued and it might be necessary
to ensure consistency with the Preface.

PwC Asnoted in our response to Question 2, broadly speaking we do agree that professional accountants should document how any alternative procedures performed
achievethe objective of the requirements. However, we do so in the context of our proposal that the | SAs be fundamentally rewritten as obj ective-based standards
supported by aconceptual framework. We would be very concerned if this requirement were applied to the existing body of 1SAs, particularly if the existing ISAs
are“retrofitted” with the proposed drafting conventions, aswe believe doing so would result in excessive documentation requirementsthat will not add valueto the
audit process and will detract from audit quality.

In our view, the primary purpose of audit documentation should beto support the conclusionsreached in an audit. Itisarecord of audit procedures performed and
relevant audit evidence obtained. Accordingly, where the auditor has departed from a presumptive requirement and performed dternative procedures, we support the
requirement that the auditor should prepare audit documentation that is sufficient and appropriate to provide arecord of the basis of the auditor’swork. We are not,
however, convinced of the merits of documenting why the professional accountant decided to depart from apresumptive requirement where the documentation of the
alternative procedure demonstrates how the objective of the requirement has been achieved.

We dso believe that auditors should only be expected to document departures from requirements that are relevant in the particular circumstances of the audit
engagement. The proposed Policy Statement isunclear in thisregard and we encourage |AASB to clarify itsintent. Our concernisthat the current proposals could be
interpreted as requiring the auditor to document departures from presumptive requirements that are not relevant in the circumstances. Yet doing so would be very
onerous in audits of small, non-complex entities for which many of the ISAs are simply not be relevant. The cost/benefit of such a requirement does not seem
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supportable.

Although | am not generally in favour of specific documentation requirements| agree that an auditor who departs from apresumptive requirement should document
the reasons for the departure and the aternative procedures performed. Thisis because the requirements of the | SAs set down the rules within which the auditor
works. If the auditor wishesto change those rules he should not be allowed to make things up ashe goes a ong. He should be required to write down both the reasons
and the new rules to which he will adhere.

Theimposition of the proposed documentation requirement will, however, mean that the |AASB will haveto say what the objective of each presumptive requirement
is. Theauditor can hardly be expected to document how the alternative procedures he has adopted meet those requirements unlessheistold what those requirements
are. If the IAASB does not do thisthen different auditors might not always arrive at the same objective as each other or asthe IAASB itself had in mind. (I notein
passing that theillustrative examplesin the consultation document do not always set out the objectives of presumptive requirements, which indicatesthat it may not
be easy for the IAASB to do so in future.)

5. Do respondents agree with the applicability of the proposed documentation requirement to departures from existing International Standards before they are
revised? Please state the reasons in support for your response.

The proposal is that the documentation requirement will apply to departures from the basic principles and essential procedures of the existing International
Standards. If the intent is that the documentation regquirement will only apply to bold type material (because paragraph 16 of the Preface indicates that basic
principles and essential procedures areidentified in bold type | ettering) we would support the proposal. We believe that when existing standards are revised using
the new categories of professional requirements there will be rare circumstances, if any, when an existing bold type requirement will be relegated to explanatory
material. Accordingly, there appearsto belittle downsideto the proposal to apply the documentation requirement to departuresfrom existing International Standards
before they arerevised. Our only concern with the proposal in these circumstancesisthat there may be existing basic principles and essential procedureswherethe
wording is such that the professiona accountant i sunclear when he or she has departed. The effect of the proposal might thereforeresult in professiona accountants
who seek to avoid contravening the documentation requirement unnecessarily increasing the amount of documentation in their files until such times as existing
standards are revised.

However, if it isnot the intent that the documentation requirement be limited only to bold type material we would not support the proposal. Thisisbecause certain
plain text in existing standards may be converted to bold text and, until the existing standard is revised, the practitioner may not recognize the need to document
departures from the existing professiona requirements.

In our view, the documentation requirement should apply only to existing bold type material and the IAASB should make it clear that thisisthe intent.
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ACAG We agree with the applicability of proposed documentation requirement to departures from existing International Standards before they are revised, asthiswould
lead to better practices by professiona accountantsin developing/preparing their audit working papers.

ACCA We believe that it would be confusing to introduce a retrospective requirement. As set out above, we are not convinced that specific documentation is aways
necessary.

APB No. Asexplained in 4 above APB believes that the ‘fundamental principles of auditing’ should provide aframework for justifying departures. The APB does not

believe that the documentation requirement should be introduced until these have been promulgated.

AUASB Inview of the|AASB’s proposal to review | SAson aprospective basis, documentation obligations regarding departuresfrom | SAs should only apply to departures
from the basic principles and essential proceduresin those standards, that is, the ‘ black letter’ requirements.

Basel Thiswould seem reasonable.

However we have aconcern asin some of the current standards, “ should” isused in footnotes and grey typel ettered paragraphs, and in some of the older standardsit
is unlikely that “should” would have been drafted with the view that it is to be considered “presumptively mandatory” (A good example may be ISA 520 on
analytical procedures, paragraph 2.) . It ismorelikely that they would be mandatory. Therefore, wereiterate our concern about the need to definethetwo verbsin the
glossary detailing not only what they mean in terms of requirements but also what they represent (question 2).

CEBS Though we would support the proposed additional documentation requirement (for the reasons provided in response to Q4 above), we do have some concern with
this proposal as currently worded.

In paragraph 10 of the proposed policy it is stated that the 'existing description of the authority and conventions of the International Standards contained in the
Preface will remain applicable, except as noted below, to existing International Standards... ... ' (Italics added for emphasis).

Inthe next paragraph, paragraph 11, the documentation requirement isthen laid out for departures from the basic principles and essential procedures of the existing
standards. The paragraph goes onto state, 'the requirement for aprofessional accountant to justify departure from apresumptive requirement (or abasic principleor
essential procedure) inwriting is effective.....' (Italics added for emphasis).

Though we understand that the aim of the change is merely to add a documentation requirement for any departures, we are concerned that the wording may now
imply that departures from the basic principles and essential procedures are more acceptable. Therefore our concern is that the current wording in these two
paragraphs, particularly the parts highlighted above in italics, may lead to a weakening of the current requirements in the standards.
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Yes. Aswe understand the Policy Statement, it isonly basic principlesand essential procedures (black | etter requirements) contained in existing standardsthat will
carry the status of presumptive requirements until such time as the relevant standards are revised in line with the proposed policy statement. Therefore this
requirement will not place any greater burden on auditorsin Australia, for in Australiaif you depart from abasic principle or essentia procedure the auditor must
explain the departure in the auditor’s report.

Werefer to FEE's comment to this question. Our opinionsisthat only necessary to document departure from arequired International Standard wherethe procedureis
relevant and satisfactory alternative procedures have not been performed and documented.

Yes; to be implemented as we recommended as part of adopting the proposed definitions and applying them to the existing standards.

No, because the existing standards were drafted using other conventions than those introduced by “Clarity”. This is one of the reasons why we support a
retrospective application of Clarity.

We agree with the proposal that the documentation requirement for departures from existing International Standards should apply before they are revised.

Our separateletter of comment on the Proposed 1 SA 230 (Revised) “ Audit Documentation” will arguethat it isonly necessary to document departure from arequired
International Standard where the procedure is relevant and satisfactory alternative procedures have not been performed and documented.

We also refer to our main comment above on the “Basis of application” for the Proposed Policy Paper where we express our preference for “the first approach”
whereby clarification and restructuring of ISAswill befinalised by IAASB at the sametime.

We do not believeit is necessary for the adoption of the existing | SAs to impose a new requirement to document departures from existing standards; the existing
documentation requirementswill suffice. Instead | AASB should focus on the clarification and restructuring exercise and on thefinalisation of the revised | SA 230.

Existing standards clearly stipulate, in bold type |ettering, the basic principles and essential procedures that should be adhered to by the professiona accountant.
They a so require the professional accountant to be prepared to justify adeparture from such principlesand procedures. Accordingly, theincremental requirement to
document thejustification for departureisnot onerous; as such basic principles and essential procedures are deemed “ presumptive requirements’ where departures
are expected to berare.

Asmentioned in (c) above, we are against the idea of the creation of “ presumptive requirements’ for reasons abovementioned.
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ICAEW No. See answer to Question 4 above and to Question 7 in Appendix 1

ICAI We agree with the proposal in principle but caution that as the ISA’s were written without the concept of required or presumptively required procedures. While
reviewing the proposa we did not identify any significant issue but as this review was superficial we recommend that afull review of the existing standards be
performed to ensure that the requirement to document from existing standards will not result to excessive documentation due to the lack of clarity over what is
presumptively required in the existing standards.

ICANZ As noted above we do not agree with documentation proposal.

However, if the documentation requirement is implemented we believe it should be applicable to all 1SAs, including those ISAs that are yet to be revised. The
proposed documentation requirement is part of abroader policy on applying ISAs. We believe that it isimportant that the suite of ISAsisapplied in a consistent
manner. We do not therefore consider it appropriate that the proposed requirement apply to certain audit standards and not others.

The ISAs that have not been revised will not adopt the proposed approach differentiating between requirements and presumptive requirements. |If the IAASB
decides to implement the documentation requirement it will beimportant that the IAASB include clear guidance asto how it expects professional accountants to
apply the documentation requirements to those | SAs that have not yet been revised.

ICAP Proposed changesin this ED would have effects on other standards aswell and the procedure adopted by IAASB for not updating the standardsissued before the
approval of these changes (though quite confusing) appearsto bethe most practical way as(rightly perceived) the updation would take aconsiderabletime and might
have an adverse effect on other IAASB projects.

The documentation of departures from the requirement of existing international standards before they are revised would mean documentation of departures from
existing basic principlesand essentia procedures. Thiswould involve effortsto be made once at pre revision stage which would belimited to bold text and then | ater
at post revision stage limited to presumptive requirements which would appear in plain type text.

ICPAK Yes | do. However the departures shoul d be based on the existing | SA’'s. The need to change is a clear manifestation of the desire for better results. The earlier the
results can be obtained the better.

IDW Given the close rel ationship between the categories or |evel sof obligation of professional accountants and the structure of IAASB pronouncements, we believethat
retrospective application of both the proposed Policy Statement and of arestructuring of the ISAsis necessary. In these circumstances, the proposed applicability of
the proposed documentation requirement to departures from existing standards is not relevant.
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However, if retrospective application of the Policy Statement and of a restructuring of IAASB standards does not take place, we do not believe in changing the
degree of obligation associated with basic principles and essential procedures, but would agree to strengthening the documentation requirement in relation to
departures from them.

The reason for our not being in favour of changing the degree of obligation associated with basic principles and essential proceduresisthat the current standards
wereexposed and i ssued based upon the requirementsin the current Preface (paragraph 17). The current Preface statesthat in exceptional circumstances (as opposed
torarecircumstances), aprofessiona accountant may judgeit necessary to depart from abasic principle or essential procedure of an Engagement Standard to more
effectively achieve the objective of the engagement. The basic principles and essential procedureswere incorporated into the engagement standards based upon an
understanding of acertain degree of obligation being imposed upon professional accountants. Amending the requirement in the Prefacefrom ,, exceptional” to , rare*
circumstanceswould substantially change this degree of obligation without changing the circumstancesfor which the obligation applies, which we believe not to be
appropriate without providing stakehol derswith the opportunity to examine, consult, analyse and comment upon theimpact of this change on every basic principle
and essential procedurein |AASB engagement standards. Consequently, we believe that the threshold for departing from basi ¢ principlesand essential proceduresin
the unrevised IAASB engagement standards ought to remain “in exceptional circumstances’ as opposed to a “rare occurrence”.

On the other hand, we do support the strengthening of the documentation requirement so that professional accountants document departures from basic principles
and proceduresin the same way that they would document departures from presumptions as noted in our answer to question 2 above, because thiswould strengthen
the quality of audits by putting the onus on the auditor to document how the alternative achieved the objective.

We agree with the documentation reguirements, but with some reservations about mixing requirementsthat are now in bold lettering because they are “essentia”
with presumptive requirements in the category.

We recognize that some type of interim, transitional measure is needed for standardsthat are still in usein apreviousformat after anew format isapproved, but we
are concerned that some requirements now in “basic principlesand essentia procedures’ which ought to be mandatory will now be considered only as presumptive
requirements for some period of time.

We recognize that this transitional arrangement isarguably a partial improvement over the present situation in ISAs, in that the auditor will have to document the
reasons for the departure at the time such a decision is made; however, we would urge that such departures be kept to aminimum. In our view, departures should
only be permitted when the auditor judges that an alternative action would be as effective or more effective in accomplishing the objectives of the requirement and
protecting the public interest, than the procedure that is stated in the standard. The reason for the auditor’s determination and how the auditor concluded that the
alternative action selected is effective in protecting the public interest should be documented when the decision is made.
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IRE The IRE believes that only one set of principles within ISAs can exist. The existence of two separate sets of 1SAs (old and new style ISAs) can NOT contribute
towards the quality of auditing.

Thismeansthat, whatever thefinal decision by the |AASB ison the restructuring option of the | SAs, the IRE proposesto the IAASB to adjust the‘old style’ ISAsto
the newly decided upon structure as a priority.

JCPA We propose that the proposed documentation requirement for departure should be applied to the departure from the | SAs which will be issued after the Exposure
Draftisfinalized becausethe existing |SAsare not prepared in the style of two categories of professional requirements. The presumptive requirement, for whichthe
documentation for departureis required, is not apparent in the existing ISAs.

KPMG We agree with the proposal to early implement the documentation requirement relating to departures from existing International Standards. However, this
documentation requirement should only apply to basic principles and essentia procedures (i.e., bold text in the current standards) that are relevant and not
insignificant to the specific circumstances of the audit being carried out. We agreethat the need for such departures should be rare and that it isin the publicinterest
to require auditorsto document the rational e for adeparture and how the alternative procedure performed achievesthe objective of the basi ¢ principlesand essential
procedures. |mplementation of thistype of documentation requirement will essentially resultin clarifying that al bold lettersin existing International Standardsare
presumptively mandatory requirements.

NIVRA Subject to our concerns regarding the documentation requirements as stated in paragraph 4 above, we agree with the proposal to apply the new documentation
requirements to existing International Standards.

PAAB We refer to our comments under 4 above. Documentation requirements should be consistent with the Preface, which currently does not require documentation of
departures from Standards, and to impose this requirement within the suggested timeframe of June 2005 may be unreaistic.

It is also important to consider the possible unproductive time and cost implications if auditors are expected to document all departures from presumptive
requirements.

PwC We are uncomfortabl e applying the new requirementsto existing I nternational Standards. We believethat further clarity isneeded on the documentation expected, if
any, if requirements are not relevant in the audit, and the cost/benefit of the proposals to audits of small, non-complex entities needs further consideration.
Furthermore, IAASB should not underestimate the time that may be needed to implement this requirement in audit methodologies and tools—the proposed
implementation date for this retrospective requirement could be unrealistic.

RR | do not agreethat the documentati on requirement should be extended to existing standards. Thecriterion for departing from existing standardsis different and those
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standards were not drafted with the intention that departures from them automatically require particul ar types of documentation. The IAASB has considered this
matter many times, and in each case has decided not to impose such arequirement. The considerationsthat led to that decision have not changed and are not affected
by the fact that adifferent style of drafting with different criteriafor departure ought to lead to some form of documentation requirement.

The requirement in the proposals is to document how the alternative procedures achieve the objective of the presumptive requirement. The requirementsin the
current standards do not state what their objectives are. Does the IAASB expect the auditor to guess what objectives the IAASB would have had in mind when it
wrote the standard if it had known that auditor would be able to depart from the standard in circumstances that he would not have been able to when the IAASB
wrote the standard? Given that the threshold for departure under the proposalsislower than the threshold when those standards were originally written it would be
difficult to see what the IAASB would have had in mind.

Accordingly, itismy view that the requirement to document departures from 1SAs should be imposed only when the | SAs are drafted with such arequirement in
mind.

6. Will the proposed terms“shall” and “should” result intrand ation difficulties? The |AASB had considered theword “ must” asan dternativeto “shall” —would this
aternative resolve any identified trandation difficulties?

We believe that trandation difficulties will be minimized as long as the terms used in English are clear and distinguishable. However, we believe that common
usagesof “shall” and “should” often result in theseterms being difficult to distinguish. Accordingly, we recommend that different terms be used. We believethat the
IAASB should consider using the term “must” instead of “shall”. In our view, this term is more clearly distinguishable from “should” It is also consistent with
proposed PCAOB terminology.

The Macguarie Dictionary defines the proposed terms as follows: “must” - indicating inevitability; expressing a conclusion; expressing an insistence on doing
something objectionabl e; (colloquial) something viewed asnecessary or vitd / “shall” - indicating afuture likelihood; expressing intention or expectation, inthefirst
person; expressing resolve, in the second and third person; used in suggestions/ “should” - indicating obligation; indicating advisability; referring to alikely event or
situation; referring to aremote possibility; in polite phrases.

As shown by these definitions, the word “must” has a stronger meaning than “shall” and “should”, and may more clearly express the IAASB’s intention of
requirements to be compul sory.

It isnoted that, in considering this matter, the Urgent I ssues Group of the Australian Accounting Standards Board adopted use of the word “shall” in preference to
“must” or “should”.
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Itisnot know if using the term “must” instead of “shall” will lead to trandation difficulties.

ACCA Wewould prefer theword ‘must’ asthere are more tranglation difficultieswith the word * shall’ ; particularly where an attempt is being made to contrast it with the
word ‘should’. In view of the need for translation of ISAs, we suggest that IAASB adopts an additional convention for identifying the differences between
requirements. This need not be published, but should be available to those who trand ate the documents.

APB APB does not have aview on translation but believes that the word ‘must’ is clearer than ‘shall’ in English!

AUASB We suggest the overriding objective should be to adopt and use terminology consistently to specify a particul ar requirement, furthermore, terminology used by the
IAASB and PCAOB should where possible be consistent. To identify auditors' mandatory obligations, we recommend that the verb ‘shall’ be used, because it
declares an obligatory action and is consistent with that used in International Financial Reporting Standards (IFRS).

Basdl Non-native English speaking membersfear an additional complexity in the translation process and are not convinced that the additional translation burden will be
outweighed by the additional benefits. They also believe that non-native English speakers do not understand “should” as a“presumptive requirement” (See for
example Longman English Grammar where on asca ewhich reflectsadegree of choice, ” should” isat thelowest level of advisability and “must” at the highest level
of necessity with different modal verbsin between, including “ought to”, “had better”, “isto”, “need to”, “haveto” and “havegot to”.). Somearguethat “ must” asan
alternative to “shall” may be clearer but will not resolve the trandlation difficulty, as the more difficult term to translate is “should”, not “shall”.

CEBS We believe there may be some difficultiesin trand ation. In some countriesit isnot very common to use this form of subtle distinction between 'shall’ and 'should'.
L egidation would include either 'shall' (you have aduty to do something) or 'may" (you have permission to do something). A direct trand ation of thetwo verbs'shall’
and 'should' may lead to thetwo different words reflecting an accurate transl ation, but there might be no differencein how they wereinterpreted asregards dutiesor
requirements. In both cases, one would assume that the same duty was implied.

If therewasavery clear explanation in aglossary of the meaning of 'shall' and 'should’, and what they represent in the context of auditing standards, aswell aseven
clearer elaboration in the preface, thiswould be of great assistance in ensuring that there are not such difficultiesin translation.

Wewould not favour the use of theword 'must' rather than 'shall’, as'shall' isused in European | egislation toimpose mandatory reguirements, and using 'must' inthe
standards could add confusion to any trandations.

CIPFA Thisproposal isnot in accordance with normal use of English and will therefore cause difficulties for those for whom English isafirst language, in addition to any
problemsfor those for whom Englishisnot afirst language. We accept that the precise distinctions between * should’ and ‘ shall’ have tended to become blurred in
common speech; this however is an added reason why these words should not be used to denote the crucia distinction between requirements and presumptive
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requirements as set out in the proposal. 1f the |AASB wishes to denote an absol ute requirement to which no exceptions are permitted, then theword ‘must’ isthe
only appropriatetermto usein English. For presumptive requirements—where departuresare permitted if justified by the circumstances— use of the present tense,
perhaps supplemented by ‘normally’ or ‘ ordinarily’ would be appropriate. However, if theword must isto beemployedin thisway, it should be used very sparingly
sinceit effectively removesthe element of professional judgement. Wewould be strongly opposed to the use of ‘must’ for all bold typerequirementslikely to arise
from the present proposals.

Yes, the proposed terms*“ shall” and “should” would result in trand ation difficulties (see general comments). Use of theword “must”, although clearer inthe English
language, would not solve the trandation difficulties in French.

Asdiscussed above, CPA Australiabelievethat one word should be used to describe a mandatory requirement asthisresultsin consistency. CPA Australiawould
likethe IAASB to usetheword ‘must’ aswe believe thisismore prescriptive than ‘ shal’ and is cons stent with the PCAOB’s preferred wording. We are unable to
comment on trangl ation difficulties as these depend on differences between languages and Australia uses the English language.

To describe the absolute requirements“ shall” isacceptableto us. Theterm “must” asan alternativeto “ shall” would complicate thetrand ation to Norwegian, asthe
Norwegian word most closely corresponding to “must”, have already been used in trand ating the “ shoulds’ of the existing | SAswhich up to now have been very
close to absol ute requirements.

Yes. The usein the Englishlanguage of different moodsfor the modal “shall” (theindicative vs. the conditional) permitsto distinguish the respective strength of the
requirements. However, translation of “should” by the conditional mood may in certain other languages such as French weaken the strength of the presumptive
requirements. Although clearer in English, use of the word “must” instead of “shall” is not likely to resolve the tranglation problem with respect to “should”.

Asstated in the current text of theforthcoming EU Directive on statutory audit, adopted auditing standards shall be published infull in each of the official languages
of the Community, in the Official Journal of the European Union. Because of this, translation issues are important matters to consider for the Commission.

Theuse of “shall” and “should” are part of the English language. The European Community respects each language’sidioms and practice. Thereis no reason why
standardsdrafted in English should avoid using the full range of options offered by thislanguage, even though thismay entail trand ation difficultiesin some of the
languages of the Community.

However, from past experienceon |AS/ IFRStrand ation, welearnt that some translation difficulties can be better addressed if the English text usestheword “ must”
instead of “shall”. Indeed, the difference between “shall” and “ should” may appear insufficient. Theuse of “must” could leavelessroom to misleading interpretation
during trandation.
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EY Webelievethat thetrandation of thewords*“ shall” and “ should” will result in numeroustrand ation difficulties. Not all languages contain simple equivaentsfor the
words “shall” and “should”, in that they do not have wordsthat are as conditional as“shall” and “should” seem to be. See aso the further discussion of the use of
“shall” and “should” in paragraphs 7 to 12 above.

FAR If the proposed categories of professional requirementsareintroduced, we strongly recommend IAASB to use“must” instead of “shall”, asthiswould facilitate the
trandation of that category of requirement into Swedish and, we assume, also into other languages.

FEE After consultation with professional accountants representing the 20 languages of the European Union, it became apparent that the terms“shall” and “should” will
result in significant trandlation difficultiesin many countries.

Therefore, FEE proposesthe use of theterm “must” instead of “shall” for arequirement the professional accountant isrequired to comply within al cases. “ Shall”
does not evoke such astrong requirement in aconsiderable number of languages. M ost professional accountants consulted were of the opinion that theterm “must”
trandatesin their language as an obligation from which deviation is not possible.

However, “must” requirements should be used sparingly for specific audit procedures related to financial statement items. By way of example, it would not be
practicableto state that the auditor “must” observe stocktaking procedures at period end. Ordinarily thisis desirable and should therefore be considered, however
circumstances could prevent attendance.

For further details on “should” and “should consider”, we refer to our main comments on “the use of presumptive requirements”.

GT Although we prefer the word “must”, asit is clearer and stronger, we do not believe that the proposed terms “shall” and “should” would cause any translation
difficulties. The Proposed Policy Statement defines each of these terms by describing the obligationsthey impose on the professional accountant within the context
of International Standards. As such, the professional accountant’s responsibilities would be the same regardless of whether the term “must” or “shall” is used.
Therefore, each member or regulatory body should be able to trandate these terms by either using aword that is equivalent to the terms themselves or to their
definitions. In other words, transl ation should not be an issue, as long as the member or regulatory body adequately defines the terms they will be using.

H3C These termswould create trand ation difficulties of the standardsinto the French language, asit would be impossible to highlight the differences between “must”,
“shall” and “should” (to name but afew). It would thus be of no interest even if “must” is used as an aternative to “shall”. The use of alternative words/terms
would create insecurity in terms of subtlety in the application of standards.

ICAEW See answer to Question 2 above.
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Asweare apredominantly English speaking country it isdifficult to comment on trand ation difficulties, but we believe that theword “ shall” isamore appropriate
word than the word “must” for inclusion in standards.

We have no comment on possible trand ation difficulties of the terms “shall” and “should” etc.

However we notethat in New Zealand current audit standardsusetheterm“must” becauseit isconsidered clearer and much lessambiguousthan theterms* should”
and “shall”.

Theword “Must” is understood as one giving rise to acommand for compulsory action as against the word “shall”.

Though we agree that trandl ation i ssues might arisein many jurisdictionsrel ating to use of thewords shall and should, yet the suggested approach appearsto be most
practical in dealing with the issues of bold type lettering and reflects a suitable alternative to the “ equal authority statement”.

Wefed that using theword “Must” as an aternateto “ Shall”, may resolve the trand ation i ssues but would rather cause the whole proposal becoming impractical.

We are therefore of the opinion that theword “Must” isnot asuitable alternative instead, “ Shall' isabetter word as it communi cates similar meaning and does not
fall into arigid category that “Must” implies.

Yes the use of the word “must” will indeed resolve the trandation problem.

We prefer theterm “must” to “ shall” for requirements. Thisisboth unequivocal andissimpler to trandateinto German correctly. However, if the|AASB choosesto
use the word must, it will have to be careful not to use “must not” to describe a prohibition, but rather apply the term “may not”.

We also support the use of the term “should” for presumptions because there are no trand ation difficulties associated with it.

Some of our members express a preference for the use of the word “must,” either for trand ation reasons or because they believe that “must” isaclearer and more
understandable term. We are aware of the differing views that were raised when this was deliberated in the IAASB. Our recommendation is that the Policy
Statement indicate that theword “shall” isintended to be equivalent to “must” and that each locality should usetheword that isjudged to be most appropriatein the
local language. Thiswould resolve the debate and would have the added benefit of achieving convergence with standards that use either term.

Wea so believethat the term “ requirement” should be replaced with the term “mandatory requirement”, asit would enhance clarity to be explicit in describing each
type of requirement, rather than to say “requirement” and “presumptive requirement”.

Thedifferencein meaning of thewords* shal’ and ‘ should’ istypical of the English language. Similar wording cannot befound easily in other languages, e.g. French
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and Dutch. Shortcut trang ations that consist of one word for each term do not exist in our national languages.

The IRE understands IAASB’s proposition to make use of the term ‘shall’, in conformity with the vocabulary used by the PCAOB in drawing its rules-based
standards on auditing, following the Sarbanes-Oxley requirementsin the US.

However, the IRE believes that the correct English word to reflect a ‘requirement’ is ‘“must’ and not ‘shall’. The use of the former will not solve any related
trandation difficulties.

JCPA Generally, tranglation of Englishinto Japaneseisdifficult. Also, areplacement of “shall” by “must” would not substantially €liminate such difficulty in trand ation.
However, we believe that the word “must” would be more understandabl e for Japanese auditors than the word “shall.”

KPMG Based on interna consultations, the term “shall” is onethat is not easy to clearly trandate in many languages. “Must” is more clearly understood. We therefore
recommend that International Standards use “must” to describe mandatory requirements. We also support use of the word “should” to describe presumptively
mandatory requirements sinceit isaready used in ISAs.

NIVRA Wedefinitely will havedifficultiestrand ating the difference between the terms“ shall” and “ should” in the Dutch language. It isevenimpolitein our communication
with adults to use the translated version of the word “must” to convey a mandatory requirement. We believe that translating is more than trandating words, it is
trandating the making clear theintentionsof therequirements. We urge the |AA SB to make the definitions and professional requirementsas clear aspossible, so that
trandators on their own do not have to interpret the meaning of the wording in the English version.

PAAB In our opinionthedifferenceisirrelevant asthe requirement remainsthe same. Although trandation in our jurisdictionisstrictly for convenience, thetransl ation of
‘must’ will be an easier alternative than the translation of ‘shall’ and ‘should’.

It should be noted that auxiliary verbs such as* shall’ and * should’ are not usually used in contexts other thaninlegal documents. If the standard requiresan auditor to
follow acertain procedureit should refer to“must’. In thisway, there can be no ambiguity regarding the auditor’sresponsibility. Intheillustrative example (1SA 315)
at paragraph 8, for example, the Standard states that the auditor ‘shall obtain an understanding ...". This is not common use language and still does not clarify
whether the auditor ‘must’ obtain an understanding of the entity and its environment.

Care should be exercised not to increase the misinterpretation of requirements by the use of these auxiliary verbs and thereby not achieving the desired objectiveto
provide greater clarity.

PwC For the reasons explained in our covering letter and in our response to Question 2, we do not believe that two categories of professional requirementsisworkable
and, therefore, do not believethereisaneed to use two different terms. In our proposed approach to the standards, we would argue that “ should” beretained asthe
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term used to describe the requirementsin the ISAs.

Not being atrandator | am not able to say whether those terms would result in trand ation difficulties. However, it seemsto me that the difficulty is not so much
whether theword “shall” isbetter replaced by “must” but whether thereisabetter alternativeto “should”. Theword “should” is often ambiguousin English, which
may cause trandation difficulties.

To my mind the best way to avoid translation difficultiesisfor the IAASB writein standard, grammatically correct English in away that makes its meaning clear.
Where possibleit should avoid sentence constructionsin the passive rather than the active mode, and it should be accurateinits use of gerunds, apostrophes and the
subjunctive mood. Many regulatory organizations are moving towards the use of plain English in their documents, and the IAASB would do well to follow those
moves. However, it isal so necessary to bear in mind that it ismoreimportant for the standardsto yield their meaning unambiguously and precisely thanit isfor them
toyield their meaning easily. This does not mean that standards should bewritten in away that isdeliberately arcane, quitethereverse, for the sentencesthat arethe
easiest to read will usually be those that are the most precise and unambiguous. Rather, it indicates a constraint that binds the use of plain English.

ThelAASB'’sprocess of drafting infull session |eadsto some very long and convol uted sentences. Even native English speakersfind these difficult to understand.
Appendix 1 gives some examples from arecent exposure draft, comments on them and suggests waysthey could be rewritten. Part of the problem comes from the
IAASB’s use of mantra phrases such as “in the context of” and “in the auditor’s judgement” in the hope that these will somehow restrict the application of a
particular principle. If the document iswell drafted and the context of the principleis clear then there is no need for these phrases. If courts or regulators want to
extend the principlefurther than the |AASB would like then those phraseswill not stop them. Theway that the | AA SB has adopted gender neutral drafting hasa so
lead to a decrease in clarity. There are better ways to achieve gender neutral drafting than merely replacing every occurrence of “he” with “the auditor”. The
appendix discusses this matter in more detail.

7. Does the anticipated increase in the number of bold type requirements that may arise by adopting the proposal s raise concern over the specificity and level at
which professional requirements are set? Please state the reasons in support for your response.

We are not concerned with the prospect of an increase in the number of bold type requirements.
We do not have concerns relating to the anticipated increase in bold type requirements on the basis that it will draw attention to all professiona requirements.

Wearegreatly concerned that the anticipated increasein bol d type requirementswill have the effect of transforming auditing from aprinciples-based to arul es-based
activity. By removing much of the requirement for judgement from auditors, an unquestioning mindset is promoted, when the opposite is required in all good
auditing. In the long term, ‘tick box’ auditing will deter talented individuals from entering the auditing profession. An increase in the number of bold type
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requirements would add costs disproportionately to smaller audits.

AICPA Werecognizethat thereis concern over the expected increasein the number of bold type requirementsin the International Standards. We do not agreewith theidea
that achangein theterminology will increase the number of requirements. Thereareanumber of requirementsin the current International Standardsthat arewritten
ingrey letter in the present tense. We believe that many of those grey | etter requirements are an integral part of the standard and should be expressed asa“ should”
statement in the standard to avoid misinterpretation.

APB Very much so. APB isvery concerned that the proposalswill (a) lead to asignificant increasein the number of ‘bold type' requirementsand, (b) asexplained inthe
response to question 3 above, that the application of alarge number of detailed rules may lower the quality of audits.

The ISAs relevant to statutory audits contained in the 2003 IFAC handbook contained 255 bold type requirements. A number of these ISAs have recently been
updated and this process has resulted in afurther 80 bold type requirements (see Appendix 2) and current ‘work in progress’ suggests that thistrend will continue.
Furthermore, theillustrativedraft ‘ clarified’ ISA 315 suggests that the number of bold type requirementswill increasefrom 23 to 44. Projecting from these numbers
the APB believes that the number of professional requirementsin ‘revised’ clarified’ ISAs could easily exceed 1000 and that this would be excessive.

AUASB The AUASB supports greater specificity and improving the clarity of auditing standards, as this should reduce the possibility of inadvertent non-compliance with
auditing standards and enforcement proceedings against auditorsin Australia.

Basdl As the bold and grey lettered paragraphs are implicitly of equal status, there should not be such a change in the specificity and level at which professiona
requirements are set. However, the latest standards do have more current tense requirements (e.g. | SA 315) and therefore, under the clarity project, these will now
explicitly become more specific requirementsin the standards. However, theincreasein number of requirements arisesfrom the more complex situationswhich the
standards are covering (e.g. audit risk) and the way these standards have been drafted.

On balance, we believe that more bold type requirements would not raise concern over the specificity and level at which professional requirements are set.

CEBS The explanatory memorandum statesthat astatement of 'equal authority' isnot needed asthe clarified wording will make clear that grey and bold text havethe same
authority. Thereforethe current requirementsfor auditorsto perform certain procedures, which may be stated in the current tensein grey text, have the same status
as the bold type requirements for auditors.

Asfar aswe can see, the proposed changes would move these current tense regquirements from grey text to bold type 'shall’ or 'should' requirements which would
enhance clarity. Given the statement by the IAASB about the status of bold and grey material, it would not change the number of requirements overall.

However, there may be awider issue herein that thereisaconcern about theincreasein requirementsoverall inrecent standards. Thelatest standardsdo have much
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moreintheway of current tense requirements (e.g. | SA 315) and therefore, under the clarity project, thesewill now explicitly become more specific requirementsin
the standards. However, theincreasein requirementsin thelater | SAs ari sesfrom the more compl ex situationswhich the standards are covering (e.g. audit risk) and
the way these standards have been drafted.

Yes. We are deeply concerned that thelikely substantia increasein bold type requirementswill detract from intelligent use of judgement, encourage abox ticking
mentality and result in areduction of audit quality. Inthe UK and many other countries auditors are highly trained professionalsand at the core of their trainingis
the notion of professional judgement, what it consists of and how to apply it and defend it in particular circumstances. If this central notion of judgement is
downgraded or replaced by aset of instructions, applicableto all audits but necessarily unableto take full account of the circumstances of each particular audit, the
inevitable result will be adecline in the quality of personnel engaged in auditing and therefore in the value of the audit itself.

Yes, see general comments.

No, with auditing standards becoming legally enforceablein Australia, increasing the specificity and improving their clarity isimportant for ensuring auditorsmore
accurately interpret their compliance obligationsin relation to auditing standards.

Wefindit positivethat ambiguity isreduced by increasing the number of bold type requirements. We support the suggested change because of theimproved clarity
of theter “should” . We believethat auditors should usetheir professional judgement in selecting th detailed audit proceduresto be performed, and that the standards
mainly should state the obligationsto reach the audit objectives and not describe which detail ed procedures the auditor should follow to reach these audit objectives.

Asdescribed in our recommendationswe do not believe theissue of the specificity and number of requirementswill be resolved by the proposal. The| AASB should
determine the principles for determining the level of specificity of requirements.

Thereissomehow confusion between “bold type” lettering and the requirementswhich it underpins. The authority of thetext should liewith thewording itself, not
with the font. As such, the increase of bold type text is not an issue per se.

Theunderlying question seemsto be rather about the number of requirements. We have always made clear that we support principle based provisions, proportionate
to the objective pursued. We strongly support seeing the Board devel oping clear-cut drafting guidelines or aframework to define the conditions and criteriafor the
use of “shalls’ and “shoulds’, in order not to miss valid requirements, but also to avoid undue inflation of such use.

In addition, principles based approach is better fitted to multicultural needs, and likely to enhance the convergence of auditing standards throughout the world.
Article 45.5 (d) of the current text of the Directive seeks equival ence assessments of standards used outside the EU.
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EY We are not necessarily concerned that the absol ute number of * bold type requirements may rise, if that isanecessary outcomein order to ensure clarity and rigour.
However, we are concerned if any increased number of professiona requirementsisdueto theintroduction of alarge number of very specific mandatory procedures,
akin to adetailed work programme. Once procedures are mandated, instead of basic principles and anumber of essential procedures, audit quality may suffer as
professional accountants get too involved in carrying out long lists of mandatory procedures at the expense of thinking about and appropriately addressing audit
risks. Audit quality may a so suffer wherethe professional accountant follows the specified rules, and uses them as ajustification for not going further in carrying
out additional inquiries or other procedures.

A significant increasein the number of bold type requirements may a so have adisproportionateimpact on the auditsof smaller entities. Inorder to evidencethat the
requirement has been followed, the professional accountant needsto evidence that the work has been completed. On asmaller audit, the time needed to document
the evidencein respect of alarger number of professional requirementswill be proportionately increased, potentially leaving lesstimefor other aspects of work, and
hence detrimental to audit quality.

FAR The nature of an entity’s operation and, therefore, of an audit is such that it is unredlistic to believe that al possible sufficient appropriate evidence-gathering
procedures by an auditor could beidentified and regulated in an ISA. Therefore, the objective of an | SA needsto be clearly communicated. As has been indicated
above (see Introductory comments and answer to question 3), we see a risk of an unjustified increase in the number of bold type requirements introducing the
proposed categories of professional requirements without further measures. The measures we are proposing above in our Introductory comments with further
elaboration in question 3 above would be the remedy. |.e., inthe IAASB standard setting process, any requirement considered should be merited and justified by
being related to the clearly stated objective of the ISA and atest if a professional judgement-procedure would be the sufficient appropriate alternative.

FEE FEE favours* principles-based” or “objectives-based” International Standardsbut agreeswith | AASB that in addition to principlesor objectivesanumber of rulesor
requirements should be included. FEE accepts this on the condition that the number of bold type professional requirements remains within acceptable limits.
However, FEE is seriously concerned that the proposal s for requirements and presumptive requirements asincluded in the Proposed Policy Paper will increase the
number of bold type requirements significantly. Thisisnot compatiblewith a“principles-based” or “ objectives-based” standard setting approach. Thisconcernis
aggravated by the proposed documentation requirement in case of a departure from a presumptive requirement.

We refer to our main comment on * determining the outcome of the proposals’, “think small first” and “the use of presumptive requirements” for further detailson
our concerns related to the specificity and level at which professional requirements are set.

GT The anticipated increase in the number of bold type requirements that may arise by adopting the Proposed Policy Statement does not raise any concerns over the
specificity and level a which professional requirementsare set. We believethat the Proposed Policy Statement achievesthe | AASB’s objectivesto issue standards
that are, among other things, understandable, clear and capable of consistent application, regardless of the size and structure of the public accounting firm or the
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entity subject to the engagement. Such clarity and structureisvital to the global recognition and acceptance of International Standards by regulators, legidators, and
the profession.

Increasein the number of bold type requirementswould create difficultiesin the understanding of its application. Risk would thus be that thelevel of the standards
would be affected, and confusion amongst statutory auditors who would question the setting of professiona requirements.

See answer to Question 2 above.

We are very concerned that the level of bold type paragraphs would rise and that the level of procedures that would be presumptively required would grow
significantly. Generally any increase in the number of requirements or presumptive requirements which are prescriptive procedures and not based upon principles
will impact both the quality and economics of audits. If the standards move towards procedures based standards, thereby remove the thinking approach to an audit,
thequality of audit will decline as audits becometo achecklist ticking process. The economics of the audit of smaller entitieswill changeasthe number of itemsthat
the auditor must document i ncreases— this documentati on in many cases being documentation asto why the procedure was not applicable. The movefrom principle
based requirements and presumptive requirementsto rule based requirements and presumptive requirementswill disproportionally impact auditsfor smaller entities
rather than the audit of large complex listed entities.

Anincrease in the number of bold-type requirements does not of itself raise concern over the specificity and level a which professional requirements are set. The
IAASB needsto consider carefully the nature and obj ectives of the requirementswith which professional accountantsareto comply. Requirementsimpose costsin
conducting an audit and should be considered in light of the benefits that will be derived.

We do have some concerns regarding the length and clarity of certain of the bold-type paragraphs. We note that the IAASB is working to implement a “plain
English” approach initsstandards. We support thisinitiativeand believeit will assist theimplementation of | SAs, and assist thetrandglation of SAsinto languages
other than English.

Toensurewritingisclear and easy to understand ageneral ruleof thumb isthat the average sentence should be no longer than 25 to 30 words. Technical documents
often contain much longer sentences given their nature. However, we note that some sentencesin the revised standards are very long and this often makes these
documents more difficult to read and understand. For example:

O I SA 330, paragraph 44, contains a sentence 64 words long;
O I SA 315, paragraph 115, includes a 68 word sentence.

We encouragethe | AASB to continueto implement its plain English drafting policy and to work on reducing the length and complexity of sentencesinits standards.
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ICAP Thisis another apprehension that we have regarding the proposed change. Bold Type sentences are supposed to signify the importance of a particular matter in a
standard. A considerable increase in the frequency of bold types might undermine their importance. Additionally, bold type increases could also imply an over
reaction on the part of |AASB to specify and bind accountants on every aspect of their conduct and deprive them of basing their judgments on specific situations.
This could have awatering effect on those conclusions, which might be appropriate in the absence of aparticular guideline by IAASB.

ICPAK Yesit does. If the longer part of the text will be bold certainly this raise concern on specificity and may make the entire text more challenging and unappealing for
the users. There should be away of reducing the bold type text in the proposed Standards requirement. The less the bold section the more appealing it isto the
readers.

IDW As noted in our answer to question 2, if the IAASB applies requirements appropriately in drafting the standards, we believe that the incidence of requirements

(“must” or “shall”) within any one standard would be rare.

Theincidence of presumptions (“should”) will largely depend upon the threshold applied. Asnoted in our answer to question 2, if departuresfrom presumptionsare
arare occurrence and the |AA SB applies presumptions properly in drafting standards, then the frequency of presumptionsin asingle standard will befairly low. In
our view as noted in our answer to question 2, the proposed threshold “rare” is not appropriate and should be replaced by “unusua”. If the IAASB applies this
threshold appropriately in incorporating presumptionsinto standards, thiswould to lead a greater incidence of presumptionsthan if the threshold “rare” had been
applied. Thisisinitself not abad thing because, asdescribed in our answer to question 2, by using the threshold “unusual” the |AASB would begiving directionto
professional accountants in many of those cases that had previously been described using the present tense, but also allow greater application of professional
judgement by professiona accountants to depart from the presumption if alternatives adequately achieve the objectives generating the presumption.

10SCO No. We think that such concerns are misplaced, asit is not the increased clarity of language that would create any new requirements, but rather the expectations
placed on auditors regarding what is needed to conduct a high quality audit.

Thisquestion in the ED seemsto imply that there will be asignificant increase in the number of "shalls' and "shoulds" asaresult of clarifying what isintended in
the present standards -- we believe this is more a matter of deciding what is needed to support high quality audits. The ED further implies that any additional
requirementsin the "post clarity” standards representsamoveto "rules’ rather than "principles’ based standards. We disagree. In our view, the direct result of the
clarity project would be the implementation of new language conventions that would make clear what is already in the existing standards. At the sametime, the
Board would be considering what else is needed for a high quality audit, and making this clear too.

Wethink itisinevitablethat additional requirementswill be placed on auditorsin jurisdictions around theworld, in light of financia reporting and auditing failures

inrecent yearsand theincreased demands of the publicinterest. These publicinterest expectationsexist and are part of anincreased focus on auditor oversight and
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audit performance. It will be necessary to address these expectations directly, debate them and resolve what is to be required, and then communicate the
requirements clearly in standards issued for public exposure. Each finalized standard will ultimately contain as many requirements as are determined to be
appropriate in the standards setting process. This will be aresult of better aligning expectations with actions, not the result of using new language to clarify
requirements.

Thisistheareathat the IRE ismost concerned about. In principle, wedo not object to theinclusion of ‘requirements’ (‘shall’) instead of ‘ presumptiverequirements
(‘should’), aslong as the principles-based approach within the |SAs is maintained.

Therefore, we would like to stress the importance of minimizing the use of ‘shall’ (or, aternatively, ‘must’) to the utmost important requirements (reflecting the
‘fundamental principles’ (cf. our answer to questions (2) and (10)), and to keep the number of new requirementsin linewith the actual number of bold paragraphsas
part of the existing | SAs, especially those originating from the new audit risk model.

The actual list of bold paragraphswill be sufficient to enhance the quality of the audit considerably, compared to the | SAs of the previous audit risk model of the
1990s (former 1SAs 310, 400 and 401).

Thetwo categories of professiona requirementswould result inincreased mandatory audit procedureswithout professional judgments. We have aconcern that such
increase would lead the auditor to perform audit procedures like a check lists without a reasonable understanding of the objective and/or purpose of the audit
procedures. Consequently, we are afraid that the auditor might not appropriately perform audit in response to each of event or transactions based on professional
judgment.

As mentioned above, we are concerned that asignificant increase in the number of bold “ mandatory” requirements may result in audits that are more procedures
oriented and more concerned with meeting documentation requirements, as opposed to carrying out a quality audit. It isfor thisreason that we suggest that the
‘requirements’ category be limited to fundamental principles underlying an I SA audit.

We would have concernsiif the proposals resulted in a significant increase in the bold-type requirements, as it would not be consistent with the principles-based
approach. Theaim should befor concise standardsthat clearly identify the professional requirementsrelevant and applicableto every audit with which auditorsare
expected to comply as we have stated in paragraph 4 above.

We do not foresee any major increase in bold-type requirements as these were determined at the time that the Standards were issued. The proposal isto label these

Agendaltem 9-D.1
Page 54 of 74



Comments Received on Clarity Exposure Draft
IAASB Main Meeting (June 2005) Page 2005 1341

Respondent Respondent Comment

requirements but the requirements, whether bold or grey lettered, should remain the same. Refer also to our comments under 1 above.

PwC ... we are very concerned that implementation of the proposals will result in many more detailed, procedural-oriented standards and excessive documentation
requirements. Our field-testing of the proposals on additional 1SAs clearly demonstrated the number of requirements are likely to double or triple under the
proposal s, obscuring the key objectives governing theauditor’swork effort and focussing on how to rather than why and for what purpose. In our view, the proposals
will negatively affect audit quality becausethey will inevitably drive behaviour towards apreoccupation with compliance with the standards rather than focus auditor
attention on the application of judgement to achieve the obj ective of the audit. Thelonger term effects could al so include adeclinein the quality of people attracted
to the profession, which would further impact audit quality.

RR The increase in the number of bold type requirements will have two sources: the making explicit requirements that are currently implicit; and an increase in the
number of requirements themselves. The making of implicit requirements explicit should not be cause for concern, asit will lead to increased clarity. The IAASB
long ago conceded the battle that its standards should be principles-based only and a move away from implicit requirements towards explicit requirementsis an
inevitable consequence.

Asdiscussed earlier, the new and lower authority level attached to “ should” statementswill lead to anincreasein the number of bold type requirements. However, if
past experienceisany guide, those calling for anincreasein specificity will not bejust regulators but will include alarge number of practitioners. Although anumber
of people have expressed concern about the specificity and level at which professiona requirementsare set, very few have expressed their concernsinaway that is
consistent with all their proposed amendments, and even fewer have indicated why they are concerned other than vague remarks about the perils of a cookbook
approach.

8. Do respondents agree with the decision of the IAASB to retain the bold type convention?

AASB-CICA  Wefully support retaining the bold type convention in order to distinguish professional requirements from explanatory material.

ACAG We agree with retaining the bold type convention, asit will assist with clearly differentiating ‘ requirements’ from ‘ presumptive requirements’.
ACCA We agree with the retention of the bold type convention; this aids the readability and usability of pronouncements.
AICPA The language used in the standard, not the text style, should set the requirements of the standard. |f we use language correctly, the “level” of each requirement

should be clear just from reading the sentences. We believe that the use of bold lettering impliesthat thereisahierarchy of requirementsin the standardsthat is not
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defined by the use of language. Our preferenceis for the International Standards to use grey letter for al paragraphs.

We believethat the continued use of bold type|ettering increases the emphasi s of these paragraphs and overshadowsthegrey |etter paragraphs. Whilewe appreciate
that paragraph one of the Proposed Policy Statement requires the professional accountant to consider the entire text of an International Standard, we believe that
emphasizing certain text by use of bold type |ettering creates an implicit hierarchy within a standard.

Paragraphs 5 and 6 of the proposed policy statement state that:

5. “A professional accountant complies with the professional requirements of International Standards that are relevant to the engagement, that is, when
material mattersexist that make the professional requirements of the standard applicable. A professional accountant should represent compliance with International
Standards only upon complying with all relevant professional requirements of the International Standards.

6. Bold typelettering is used in paragraphswithin an | nternational Standardsto identify professional requirementsfor purposesto aiding overall readability.”

If the auditor is required to comply with al the relevant professional requirements and those professional requirements are identified in bold type lettering, this
creates a two-tier structure within the International Standards. Furthermore, because the professional accountant can meet the requirements of the standards by
following the bold type paragraphs only, we are concerned that some professional accountantswill not read the entire standard or apply it uniformly. The only way
to ensure that that the professional accountant reads and applies all the requirementsin the standard is to eliminate this two-tier structure.

If theexisting structureif ISAsisto beretained APB supportsthe continued use of the bold type convention. However APB supportsrestructuring of the |SAswith
the requirements being separated from the application guidance. If this approach were to be adopted the bold type convention would become redundant.

Adherenceto the bold type convention retains consistency with the format adopted in accounting standards in Australia (including IFRS), and is a clear basisfor
designating mandatory and presumptively mandatory requirements of a standard. Also, practitioners are familiar with the bold-type lettering convention.
Nonethel ess, it would be hel pful to articul ate the basis and criteriafor determining how and which basic principlesand essential procedureswill beelevatedto ‘ shall-
type’ mandatory requirements. Furthermore, to enable practitioners to easily distinguish between the categories of requirements, we suggest the presumptive
(“should’) requirements ought to be in bold lettering and italicised.

Yes, asit aidsreadability of the standardsby providing astructure where the key requirements of the standard arein bold and the more descriptive materid isin grey.
Furthermore, the same drafting convention applies to international financial reporting standards.
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CEBS Yes, asit aidsreadability of the standards by providing astructurewherethe key requirements of the standard arein bold and the more descriptive materid isin grey.

CIPFA We agree that it should be retained but, as we have argued above, it should be used far more sparingly than envisaged in the proposed policy statement. Another
advantage of thiswould be that it would have greater impact.

CNCC-CSOEC As mentioned above, the French Institutes support the “ codification of the language” side of the project only if it is carried out in conjunction with at least some
aspects of the “restructuring” side of it, and in particul ar, the separation of the professional requirements from the application guidance in two distinct documents.

If the codification of the language aspect of the project wereto be carried out without the “ restructuring” side, the French Instituteswoul d strongly support retaining
the bold type convention.

If, onthe other hand, as advocated by the French Institutes, the professional requirements and the application guidance wereto be separated, therewould be no need
to retain the bold type convention.

CPA Aus Yes, bold typelettering should be retained. Practitioners are familiar with bold typelettering asthe current auditing and accounting standards both use this structure.
AsCPA Australiabelievethat explanatory material (ie‘responsibility to consider’) should beretained in the standard, it will be useful for practitionersto till beable
to identify bold type | ettering.

DnR We support the decision to retain bold text until restructuring of the | SAswith aseparation of the professiona requirementsfrom explanatory materia, will makeuse
of the current bold type ettering convention unnecessary. However, we urgethat IAASB consider the possibility of eliminating partsof thetext writteninthe present
tense, from the presumptive requirementsto be written in bold text. We believe that auditors should use their professional judgement in selecting the detailed audit
procedures to be performed, and that the standards mainly should state the obligationsto reach the audit objectives and not describe which detailed procedures the
auditor should follow to reach audit objectives.

DT In the existing structure of the standards the bold type convention continuesto make sensefor the purpose of improving readability. Asstandardsarerevised using
the new structure the bold type convention would no longer be necessary to improve readability.

EC Wewill definitely not be ableto maintai n the bold | ettering convention in the Official Journal of the European Union. Bold type should be seen asanon binding tool
helping the reader to spot more easily the frame and important statements of a standard. Bold type text should not have any language or authoritative meaning.
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We strongly support the retention of bold type |ettering to indicate the professional requirements. Removing the bold type within longer, more complex standards
would lead to practical difficultiesfor professional accountantsattempting to ‘find their way’ around the content of the standard and would reduce clarity —the bold
type facilitates finding the relevant sections of the standard.

We support the retention of the bold type convention. However, if |AASB would choose the Restructuring Option B presented in the Consultation Paper webelieve
that bold type text would have no obvious function.

Asstated earlier, FEE believesthe existing | SAs are effective and FEE thereforeis comfortable with the use of bold typelettering; it ishelpful to emphasise certain
aspectsof “principles-based” or “objectives-based” standards, in bold type |l ettering, with necessary application and explanatory material in grey typelettering, not
least because it helps ensure that the basic requirements are considered before going into more detail, a point which is appreciated by small and medium-size
practitioners. The use of bold type lettering isintrinsically linked to the restructuring option preferred as further detailed in paragraphs 16 to 29 of the Proposed
Consultation Paper. |n case Restructuring Option A (paragraph 19) is chosen whereby professional requirements and necessary explanatory materia continueto be
included in one document, bold type |l ettering would continueto serveitspurpose. In casethe restructuring optionisretained whereby the professional requirements
are separated from most of the application and explanatory material (Restructuring Option B — paragraph 20), there is no longer a need for the use of bold type
lettering for clarity purposes. AsFEE isinfavour of arestructuring option similar to Restructuring Option A, FEE isa soin favour of theretention of the bold type
convention.

We agree with the IAASB’s decision to retain the bold type convention. Such convention further enhances the clarity and consistent application of International
Standards by distinguishing the requirements and presumptive requirements from the explanatory material.

Retention of the bold type convention would be against the opinion of the French authorities.

We agree with the decision to retain bold type because professional requirements need to be clearly identifiable (no professional requirement would beincludedin
grey type). Neverthel ess, the distinction between the two types of professional requirement isimportant and theintermingling of the very similar words‘ shall’ and
‘should’ may easily give rise to simple errors. Thisis another reason for using the word ‘must’, instead of ‘shall’. But if the word ‘shall’ isto be used in close
proximity with the word ‘should’, we suggest that both words be italicised.

The retention of bold paragraphs as a mechanism to assist users of the standards identify requirements and presumptively requirementsis of significant benefit to
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users. Thisislikely to assist in improving the quality of audits as the standards will be clear and easily used.

ICANZ If the IAASB adopts the structure as set out in Exhibit 2 we do not believe that it is necessary to retain the bold-type convention. If the IAASB electsto adopt a
structure as set out in Exhibit 1 then a bold-type convention should be retained.

ICAP We agree with thisdecision asit forms aguideline for accountants and provides them a point of view of the major aspects of the standard. However the anticipated
increase in bold type lettering in the standards should be kept at areasonable level.

ICPAK Yes.

IDW Yes, we agree with the decision to retain the bold type convention because we believe that it focuses the IAASB on the basic objectives, requirements and
presumptions before addressing additional issuesand thereby improvesthe structure of the standards. Furthermore, the bold | ettersare ahel pful reading aid for users,
of the standards.

However, the criteria for the use of the convention may need to be revised based upon the criteria for the inclusion and use of objectives, requirements and
presumptionsin engagement standards as adopted by the IAASB inits Policy Statement. In our view, adistinction may need to be made between basic objectives,
requirements and presumptions and derivative ones. Derivative objectives, requirements and presumptions are those that logically follow from other ones. While
there may be some judgement involved, we do not believe it to be necessary to apply the bold letter convention for every derivative objective, requirement and
presumption, but it would be helpful to apply the bold type convention for basic objectives, requirements and presumptions.

I0SCO One benefit of having all text in the same type is that debates and potential confusion about greater or lesser status of bold type and gray type are completely
avoided. Another benefit is to minimize the possibility of readers only “skimming” the bold text and not reading all content they need in order to obtain afull
understanding of a standard. Some of our members would prefer to see all text presented in plain type to avoid such problems.

On the other hand, we recognize that using bold type, headings, indentations, bullet points and other drafting conventions can help to increase the readability of a
document. If bold type is used in adocument to highlight mandatory and presumptive requirements for purposes of aiding overall readability, and this usage is
clearly explained, the concerns of some of our members can be minimized. Under these conditions, we would agree with the decision of the IAASB to retain the
bold type convention.

IRE In our comments on the consultation paper, the | RE supports option A (cf. infra: question (1) of the consultation paper), which impliesthat the bold type convention
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isno longer needed for clarity purposes.

If, however, the IAASB choosesto maintain the ISAsin their present structure, the bold type convention is essential to distinguish requirements from application
material.

We are not in a position to make any comment on the bold type convention because the restructuring of 1SAsis not concluded.

Ultimately, the need for the bold type convention will depend on whether/how the |SAs are restructured. Under the current structure of the ISAs, we agree with
retaining the bold type convention asameans of highlighting or emphasizing professional requirements. However, therewill beno need for the bold text convention
if the International Standards are eventually restructured asis being proposed in the Consultation Paper.

Notwithstanding the question 6 regarding restructuring below, we strongly support the continued use of bold and grey lettering to distinguish requirements from
explanatory guidance, what is consistent with a principles-based approach.

Yes, we support the view that the current convention of bold and grey lettering is useful and should be retained

Aswe stated in our responseto the |AASB Exposure Draft — Proposed |AASB Terms of Reference and Prefaceto |AASB Pronouncements, we strongly support the
continued use of bold and grey lettering to distinguish requirements from explanatory guidance and would oppose any change to that practice. Identifying the
professiona requirements through the use of bold-lettering is consistent with an objectives-based approach to standards. The practice also facilitates standards
development by providing alogical structure and discipline, and the style improves the readability of the final pronouncements.

I do not agree with the decision to retain the bold type convention: | do not believe that one should use typography to do the work of grammar.

Part of the problem with establishing the principle of equa authority has been a convention that gives greater emphasis to some paragraphs than to others. |
understand the argument that the use of bold type makes mandatory requirements easier to find, but | do not agreewithiit. Auditorsare peoplewith nolittle education
or intelligence, and are expected to use professional judgement in all aspectsof their work. They will a so have had to pass examinations on the contents of auditing
standards and the way in which audits are conducted. To say that such people cannot easily identify the paragraphsthat set out professional requirementsisaninsult
to auditors, and, if true, a sorry condemnation of the process by which auditors are trained.

| also do not fully agree with the argument that the use of bold type makestrand ation easier. The proposed policy statement on trand ation did not refer specifically to
the bold type paragraphs, but rather to “key words and phrases” that the principal translator should be responsible for trandating. If the bold type paragraphs were
particularly important for translation purposes then the policy statement would have mentioned them.
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There are also some technical objections to the use of bold type, which | set out in Appendix 2. [Typographic conventions, such asitalic and bold type, have a
meaning in English that they do not necessarily sharein other languages. (For example, when using Fraktur type, German printers use letter-spacing instead of italic.)
Conventionsin languagesthat do not use the L atin alphabet may betotally different. Thus, when the | SAs are translated into another language the use of bold type
may not mean the samething asit doesin English. The |lAASB’sstandardsareincreasingly being used in electronic format by conversiontoHTML or XHTML. The
proper tag for marking out emphasized text is not the <b> tag, but rather the <em> tag. Furthermore, the rendition of such tags depends upon the settings that the
reader has chosen in his software rather than anything the author codesin thetext or style-sheets. It is quite open to the reader to have his software set up such that
text that normally appearsin bold type is set to appear as flashing type on a screen.]

9. Do respondents agree that the |AASB should apply the proposals on a prospective basis? Please state the reasonsin support for your response.
AASB-CICA  Webelievethat prospective application of the proposasistheonly practical aternative for implementing such significant changesin use of language. Thetimeand

resources required to revise all existing standards before implementing the new structure would unnecessarily delay issuing the material in aformat more useful to
practitioners.

ACAG From the aternatives provided, application of the proposals on a prospective basis is the most pragmatic approach. This approach will free up the IAASB’s
resources to continue its current program of projects.

AICPA We do not support the IAASB’s proposal to apply the changes in drafting protocols on a prospective basis. While we appreciate that the IAASB has limited
resources, it isimperative that the recently issued risk assessment and related standards be redrafted under the new conventions and exposed for comment. These
standards are integral to the audit process, and to the development of new standards and the revision of existing standards.

We would support a proposal to redraft and expose the following standards on a priority basis:

. I SA 200 Objective and Genera Principles Governing an Audit of Financial Statements;

. ISA 220 Quality Control for Audit Work;

. ISA 240 The Auditor’s Responsibility to Consider Fraud in an Audit of Financial Statements;

. ISA 300 Planning;

. I SA 315 Understanding the Entity and its Environment and Assessing the Risks of Material Misstatements;
. I SA 330 The Auditor’s Procedures in Response to Assessed Risks; and
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. 1SA 500 Audit Evidence;

We believe that if these standards are not redrafted under the new convention, there will be a significant amount of confusion in determining whether audit
procedures are arequirement or a presumptive requirement.

Wealso believethat it will bedifficult, if not impossible, for auditorsand the IAASB (aswell asnational standard setters) to link future standards to the core audit
risk standards, unlessthey arefirst redrafted under the new convention.

Therisk assessment project wasinitially undertaken asajoint project between the lAASB and the AICPA. TheAuditing Standards Board of the AICPA expectsto
vote to reissue for exposure its own version of those risk assessment standards at its April 2005 meeting. We believe that the language used in the AICPA risk
assessment standards is substantially consistent with the proposed protocols established by this exposure draft. To achieve arevision of the risk assessment and
related standards, in the short-term, under the new drafting conventions, the Al1CPA would be willing to continue the cooperative effort that | ed to the risk assessment
standards and assist with providing resources for undertaking the project we are recommending.

No. APB would prefer the IAASB to move forward in the short term on atwo-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 future it should then adopt a‘ big-bang’ approach by restructuring the ISAs.

From the AUASB's perspective, it would be preferable if al |SAs were reviewed and issued at one time, rather than taking a prospective approach. Such an
approach would also assist in retaining parity and greater conformity between Australian auditing standardsand | SAs, aswel| as maintaining aconsistent platform,
with regard to an auditor’s degree of responsibility to undertake mandatory versus discretionary actions and procedures for audits of financial reports. Also, a
retrospective approach under which all 1SAs are reviewed and issued at one time would assist all those countries whose regulatory framework renders (or are
expected to) some form of legal status to auditing standards.

We acknowledgethat areview and re-issue of al ISAsat onetime might beimpracticable, particularly with regard to compl etion of existing projects. Tofacilitate
thereview and redrafting of |SAsin accordance with the clarity proposals, and in light of the AUASB’sreview of itsauditing standards, there could be scopefor the
AUASB to lead or assist with redrafting of certain ISAs(AUS). However, thisisdependent on timely finalisation of the clarity proposalsby the |AASB, giventhe
AUASB’sstatutory responsibilitiesregarding review and issue of Australia sauditing standards as del egated legidlation. Inthe event the clarity proposal scannot be
finalised and determined within the time horizon available to the AUASB, the AUASB will need to determineits own approach, which could result in altering the
extent to which AUSs can be harmonised with SAs.
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Basel Asregulators we are keen to have clear and consistent audit standards to aid the quality of the audit. We would therefore favour exposing a complete package of
revised standards at asingle point intime. However, we understand that redrafting al standardswould not be practicable asit would consume asignificant amount of
time and effort and would require existing projects to be put on hold.

The prospective approach will undeniably increase confusion during atransitional period when standardswould exist in both the existing and new style of drafting.
We strongly encourage the Board to launch a new and identifiable project that would ensure a redrafting of all existing standards under the proposed drafting
convention, within areasonable period of time and starting with key standards like “ Audit Risk” and “ Fraud”.

CEBS Asregulatorswe are keen to have clear and consi stent audit standardsto aid the quality of theaudit. We believethat the clarity project could achievethisaim. Wedo
not support the proposal to apply the clarity project on aprospectivebasis, i.e. to new | SAs asthey areissued. If thereare | SAsinthe public domain wherethe status
of certain obligations on the auditors is unclear (e.g. the 'shoulds' in different ISAs may not be of equivalent status) there may be confusion for auditors and
regulators. We would therefore favour the issuing for exposure at asingle point in time, of acomplete package of revised ISAs.

Alternatively, if resources arethat constrained, it may be appropriateif asuite of themain ISAswereall changed for clarity at the sametime, commencinginitially
with key audit standards such as those covering audit risk and fraud, so that the more minor ISAs are | eft to later.

CIPFA Ideally, no. We would prefer a ‘big bang’ approach whereby al existing |SAs were revised with effect from the same date. This would avoid the inevitable
confusion caused by along transition period. We fully appreciate the resource issuesinvolved, but, aswe stated at the beginning of our response, wefeel strongly
that the implementation should be postponed pending a much fuller consideration and debate over the important issues at stake. If thiswere done, the impact on
other current IAASB projects would be significantly reduced.

CNCC-CSOEC Although a big-bang approach would have been preferable, the French Institutes agree with the application of the proposals on a prospective basis under the
previoudy mentioned condition that the “codification of the language” and the “restructuring” initiatives are applied simultaneoudly to the related standards.

CPA Aus No, CPA Australiawould prefer that the IAASB review al itsISAsat asingle point intime (‘ big bang’) rather than taking a prospective approach. Thereason, is
that Australiaisrequired tore-issuedl itsstandards as disallowabl e instruments prior to July 2006 and the clarity project would provideaframework for theAUASB
to undertake thisreview. The IAASB should mirror the approach taken by the IASB, by setting a stable platform, rather than a piecemeal approach.

In principlewe believethat a so the existing standards should berevised so that al the |SAsare presented in aconsistent way. However, we understand adecision to
apply the proposed categories on a prospective basis due to the resource restraints of the IAASB and the need to carry out other pressing tasks.

A possibleway to solve the problem of lack of resources may beto outsource parts of the revision work to nationa institutes which might undertake alarge amount
of the necessary technical work provided that sufficiently clear directions are produced for the selection of “shall”, “should” and further guidance. This solution

DnR
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could be used for the more rel evant standards.
We agree that the proposals should apply on a prospective basis as described in our recommendations.

Given the scal e of the amendmentsto the standards, applying the proposal s on a prospective basisis not enough to provide the users with sufficient legal certainty.
Having two inconsistent language, and possibly structure conventions at the sametimewill not make standards easy to use and understand. In addition, transposing
auditing standardsinto the Community legislation will entail time consuming requirementsfor EU bodies: possibly atechnical review, an endorsement process, and
thetranglation and publishing of the standardsin each of the official languages of the Community, in the Official Journal of the European Union. Any change made
to the standards after initial adoption will result in costly and time consuming procedures, compared to the added value.

We stand at acritical period in time. At a certain point in time, EU users of ISAs will need a stable platform to operate in a secure environment. Meanwhile, the
IAASB is seeking to clarify the standards, with such effect that the wording of the standards is significantly modified. In such context, we have no option but to
support revision of all standards retrospectively in ashort period of time, even at the cost of delaying current Board’'s work program for afew months.
Thisisan ambitious exercise. When going through the policy statement and consultation paper, it appears clearly to usthat it would be more effectiveto revise the
standards, not only in respect of their language, but also in respect of their structure. Thisis why we support designing a whole set of clear drafting guidelines
encompassing such issues as language (use of “shall” or “must”, “should”), principle based approach, provisions proportionate to the objective pursued, and
considering SME issues. We urge the Board to state such drafting guidelines in Statements with sufficient authority.

Having said that, the next issue is the timing. The Commission and assisting committees may start reviewing certain aspects rel ated to | SAs starting 2005 or 2006
with the view of apossible subsequent adoption of |SAs. Weinvitethe Board to publish an agendafor the review of thelanguage and structure of the standardswith
“Clarity”, so that the complete revision of the standardsis performed by mid 2007.

We agreethat the |AASB should apply the proposal s on aprospective basis but would recommend that IAASB a so embark on aproject to reword the entire body of
| SAs over athree year period, giving priority to the recently issued standards on risk assessments and fraud.

The illustrative examples provided with the Consultation Paper were very valuable in helping to formulate our views on this question. In looking at the way in
which the bold text wasintroduced to the standard used for illustrative purposes, it is clear that adding “shoulds’ and “shalls’ isnot simply adrafting exercise, but
one which requires challenge and discussion, and public exposure.

Retrospective implementation woul d be desirable but we would respect aview that application on aprospective basiswould be seen asthe only redlistic aternative.

In our opinion the provisions of the Policy Statement included inthe Proposed Policy Paper should apply from the date of i ssue of the revised standards, subject to an
effective date being agreed. We refer to our main comment on “Basis of application” for further details; asindicated we favour the "first approach”.
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GT ... we prefer the second approach to implementation [that is, the modified prospective approach.]

H3C Weareinfavour of aprospective approach in the application of the proposals, but on the condition that the usage of “shall” and al other conditions abovementioned
are adhered to, without the introduction of “presumptive requirements’ and the usage of “should”.

ICAEW Westrongly believethat the proposed i mplementation date of 15 June 2005 for the proposed Policy Statement istoo early. Practitioners and the businessesthey serve
will be under significant pressures during 2005 as they seek to implement IFRS, and in the UK, existing 1SAs, for the first time. We believe that to add to these
pressures at this time would:

. present areal threat to audit quality;
. in some cases result in the botched implementation of 1SAs - a highly undesirable outcome;
. potentially further prejudice the delicate negotiations currently taking place at European level on the implementation of ISAsin Europe.

We are making strong representations at European level to the effect that the endorsement of 1SAs should not involvethe piecemeal endorsement of individual I SAS,
in order to avoid the problems al ready experienced with theimplementation of IFRS. Those who support piecemeal endorsement may well seek to arguethat these
proposals are controversial, and that the very early implementation date further reinforcesthe need for piecemeal endorsement. Furthermore, thosewho believethat
I SAs are not ready for implementation in Europe at al will argue that the whole clarity project is being rushed through because existing standards are somehow
inadequate.

As noted above, we strongly believe that the proposed Policy Statement and the restructuring proposed in the Consultation paper should not be decoupled. We
strongly believe that the most appropriate and orderly sequence of events going forward is as follows:

. existing unrevised | SAs should be fully updated in line with the recently issued risk and fraud | SAs, to provide a stable platform on which to perform a
restructuring exercise; at the same time, the fundamental principles should be further devel oped;

. the restructuring exercise should then be performed and the proposed changes in terminology implemented.

Itisvery clear inthe UK that practitioners much preferred this ‘big bang’ type approach to theimplementation of ISAsin the UK to apiecemeal approach which
would have exposed them to a constant stream of detailed changes over severa years.

ICAI The lAASB should apply the proposal prospectively as retrospective application would be problematic as the original standards were not drafted in away which
would support retrospective application of the proposal. If the proposal was to be applied retrospectively a review of the existing body of standards should be
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undertaken to identify areas where problems may arise and to implement the proposal after scoping these areas out of the application of the proposal.

Our preferenceisfor the lAASB 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.

Thenew 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 ISAs.

Redrafting certain of the revised standardswill require deployment of some of the |AASB’ sresourcesand may impact onthe | AASB’swork programme. However,
we believe that the IAASB will be better placed in the longer termif it were to apply the proposal s to these key standards and establish the model for developing
other standards moving forward. In addition changes to 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 fully agree with the problems stated in the Explanatory Memorandum in respect of adoption of these proposals. Though prospective adoption would be much
more acceptable and easy to implement and would give accountants sufficient timeto prepare and brace for achange of such magnitude. However, IAASB should
consider adopting the second approach of redrafting on apriority basisthe recently issued | SAsrelating to audit risk and fraud asthey follow thelengthy descriptive
style, it isfelt that redrafting of these standards would add value to the users in implementing these ISAs.

The above responseisgiven without taking into consideration the proposal sregarding redrafting of | SAsas suggested in paragraphs 19-22 of the Consultation paper
ICAPviews on which are expressed in response to Question 6 of the consultation paper.

Weare strong supportersof convergencewithinternational standards on auditing and international accounting standards and have consistently expressed support for
a‘bigbang’ approach to convergence as being the most effective and least disruptive course of action. We do not underestimate the resources that would need to be
employed by the IAASB to identify ‘fundamental principles’ and to update all extant international standards on auditing in line with arevised Policy Statement,
underpinned by those ‘ fundamental principles. However, weurgethe |AASB to consider seriousy the meritsof our arguments and to respond swiftly onceacourse
of action has been determined.

Yes. Thiswill ensure consistency in the application of the [ISA’s. Thiswill also avoid confusion that would ariseif earlier application had been proposed sincethere
would be two parallel sets of Standards applicable.

We do not support the IAASB’s intention to apply the proposals on a prospective basis, even though we appreciate the practicalities that have led the IAASB to
favour a prospective approach. As pointed out in our previous comments, the IAASB’s standards are or will become de facto or de jure statutory instrumentsin a
number of jurisdictions, and in particular, inthe EU. Practitioners, oversight and enforcement authorities, and regul ators should not be placed into a position where
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doubt remains on their part asto the degree of obligation imposed upon professional accountants by the standards. The current use of present tensein the standardsis
interpreted by some to be equivalent to a requirement, by some to be a presumption, and by others to be a consideration — depending upon the jurisdiction or the
nature of the user of the standards. Furthermore, it isunusual for aset of standards or alegal instrument to contain two different systems of describing obligations
concurrently. Thiswould also cause confusion among users of the standards.

Consequently, we consider the application of the proposalsto clarify thelevel of obligation imposed on professional accountantsto be of the highest priority and
therefore strongly recommend that the IAASB apply these proposals on a retrospective basis. As we noted previously in our comments, the issues of wording
specifying degrees of obligation cannot be separated from issues of structure. Consequently, any proposals chosen from the consultation document must be
implemented on a retrospective basis and concurrently with the proposalsin the Policy Statement.

We are aware of the practical problems associated with a retrospective approach — both for the proposals in the Policy Statement and any restructuring of the
standards, and in particular, if these were to be performed concurrently. In our view, such an approach is predicated upon amoratorium of new standards setting by
the IAASB to freefull board time and staff resourcesfor retrospective appli cation, and upon obtaining additiona technical resourcesfrom national standards setting
organizations. We would like to remind the IAASB that the IDW stands by its previous offer to dedicate the equivalent of an experienced member of the IDW
technical staff to a project involving the aretrospective approach to both wording and structure concurrently. We suspect that retrospective application of both the
Policy Statement and any restructuring would require a standards setting moratorium that may extend from twelve to eighteen months.

We would like to point out that retrospective application in such a manner does not mean that some task forces cannot continue to work on their other respective
projects — albeit at areduced pace until the retrospective application is complete.

I0SCO Wedo not support a“prospective only” approach. Thereisan urgent need to clarify the requirementsin |SAsand more needsto be doneto clarify agreater portion
of the standards more quickly than could be accomplished with aprospective-only approach. Some of therecently issued | SAsare fundamental to the audit process
and should be clarified promptly, not at some much-later date when they might again come up for revision.

We urge the Board to apply the proposals on a modified prospective basis as follows:

- All exposure drafts being readied for issuance, and al standards previously exposed and nearing completion at the time of the Board' s decision should be
rewritten in the new format before i ssuance.

- Standards rewritten should be re-exposed beforefinal issuance so that it is possibleto clearly understand theimpactsthat could occur on audit practiceand
on regulators’ judgments of adequacy of the standards.

- All new project work and all drafting of future exposure drafts should be carried out on the new language basis.
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In addition, the Audit Risk and Fraud standards, and possibly also the Quality Control standards, should be revised into the new format on a priority basis, and re-
exposed. Theimportance and major impact of theAudit Risk and Fraud standards makeit imperativeto clarify these standards as quickly aspossible. A plan should
be devel oped to revise al remaining standards and practice statements as soon as possible, giving priority to those standards that need to be enhanced and updated
for other reasons as well as for revising for the new language.

... we do not support the application of the proposals only on a prospective basis.
In our view, different forms of standards would make compliance and monitoring unnecessarily difficult. We would prefer to have changes made all at once.

We support an approach that consists of redrafting and issuing for exposure prospectively, but on a priority basis, before the final approval for the existing I1SAS,
including the recently issued exposures because the length of the recently issued | SAs causes adifficulty in understanding the statement. However, the prospective
application on apriority basiswould create an excessive amount of work for the |AASB working group. Consequently, we believethat the resource constraint of the
IAASB will need to be addressed.

Asindicated above, we disagree with the proposal to apply the provisionsof the Policy Statement on aprospective basisto Exposure Drafts approved for issue after
final approva of the Policy Statement. |f the IAASB believesthereisaneed to clarify the professional requirements of its Standards, it is very important that this
clarity be provided to existing as well as future Standards and Exposure Drafts. We therefore recommend that IAASB establish awork program that isaimed at
identifying the most effective order in which the structure and language used in existing ISAs will be reviewed, revised and exposed.

We support |AASB’sproposal to apply the changes on a prospective basis. We believethat redrafting and perhaps restructuring the compl ete set of |SAsandissuing
them for exposure will delay the process of developing arobust set of auditing standards.

We do not agree that the proposals should be applied on a prospective basis. To do this will make it difficult for auditors to know under which convention the
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 are different.

Wewould also not support the redrafting of sel ected Standards only asthis might createtheimpression that the bal ance of Standards not subject to redrafting areless
important.

Finally, asmentioned in our overall comments, it isimportant for those countries which have already adopted the International Standardsto have astable platform
from which to apply the Standards. Thiswould reguire consistency in the drafting policies and conventions so that the Standards can be applied consistently.
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Wetherefore recommend that, should the project continue, consideration be given to i ssuing the Standards drafted on the new convention in one batch. We recognise
the time and capacity constraints to implement this proposal and refer to our overall comments under 7 above.

PwC We strongly encourage IAASB not to proceed with implementing the current proposals at al. Instead, we encourage IAASB to undertake a much more
comprehensive revision of the ISAs and to do so prospectively, as explained more fully in our covering letter.

RR | am not surewhat the IAASB meansby “on aprospectivebasis’. | takethat to mean that the proposal swill apply only to standards and exposure draftsissued after
the policy statement comesinto force. However, the explanatory memorandum statesthat the changein the status of “should” paragraphswill take effect for existing
standards immediately the policy statement isissued. This does not seem to me to be a prospective basis.

| do not believe that the proposals can be applied to the standards currently in issue and believe that they can be applied only to those standards that have been
written according to therulesin the proposals. The existing standards were written on the basisthat departures from their requirementswould be allowed only where
necessary to achieve more effectively the objective of an audit. The new proposalsallowed the auditor to depart from presumptive requirementsin any circumstances
provided the auditor documentswhy. It isthereforeinappropriate for an auditor to be able to depart from an existing bold type requirement on the basis of the new,
lower, threshold.

However, awholly prospective approach bringsits own problems. Recently, when the lAASB issues anew standard it makes conforming changesto someexisting
standards. It cannot continue to do so if it adopts a wholly prospective approach. The conforming changes to the existing standards will be written in the new
language whilst the bulk of the standard will continueto bewrittenin theold language. It isdifficult to argue that the same word should have adifferent meaningin
different parts of adocument. The IAASB could, of course, draft the conforming change in the old language, but that would present its own problems because it
would bedifficult to use the old language of the existing standard to achieve the same effect as the new languagein the new standard that prompted the conforming
change.

That isnot the only problem of awholly prospective approach. |SAstypically repeat or rephrase the requirementsof other ISAs. Many | SAsrepeat the requirements
of 1SA 315, “Understanding the Entity and Its Environment and Assessing the Risks of Material Statement” by way of introducing their own requirements. | SA 315
iswritten in the old language, and yet the new standards will be written in the new language. It will be difficult to set out the requirements accurately using new
language, which gives greater scope for departure than 1SA 315 itself alows or contemplated.

Thefinal reason for not adopting a prospective approach isthat to do so would undermine the whole reason for the changes. The changes are predicated on there
being alack of clarity inthe existing ISAsor alack of consistent understanding of | SAsby auditors around theworld. If thisisthe case, thenit isimportant that the
major |SAs are clarified and applied consistently as quickly as possible. The IAASB cannot believe that an immediate change to its drafting practiceis necessary
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unlessit believesthat standards such as | SA 315 are unclear or are written in away that precludes consistent application. If the |AASB iswilling to adopt agradual
approach to rewriting its standards it cannot believe that they are currently unclear or incapable of consistent application.

| believethat the proposal s should not beimplemented until the | AASB has had achanceto rewrite the core standardsin the new language of theproposals. | set out
inAppendix 3the standards| believeto bethe core standards for thispurpose.[ 1SA 200, ISA 300, I SA 310, 1SA 315, 1SA 330, ISA 500 Audit Evidence] | realizethat
the lAASB hasaready considered and rejected this approach, but | urgeit to reconsider the matter. It cannot bein anybody’sintereststhat the standardsthat set out
the fundamental s of an audit should bewrittenin away that the [AASB itself doesnot believe best expressesitsintent. | realizethat rewriting the core standardswill
consume many resources, and will bring its own problems. However, | believe that the end result of a set of consistent fundamental standardsis aprize well worth
seeking.

| believethat thel AASB will haveto undertake thisrewrite anyway. The PCAOB in the United Stateswill soon be seeking to exposeits own version of the revised
audit risk model and will, in due course, issuerevised standards. It isunlikely to adopt unatered the IAASB’s standards. The |AASB will then come under pressure
to change its standards to bring them into line with those of the PCAOB. That will give the IAASB chance to rewrite many of its core standards.

DETAILED DRAFTING POINTS

Detailed drafting points

. Asadrafting convention, wherean |SA iscross-referred to, werecommend that, at least thefirst timeit ismentioned, itsfull title should be provided either
in the text or (preferably) as afootnote.

. We agree with the proposed drafting convention set out in footnote 3 on page 44.

. Policy Statement, paragraph 12: 1t would be clearer if paragraph 12 was more explicit asto whether it referred to paragraphs 10 and 11 or only paragraph 11
when it states ‘ as explained above'.

. Consultation Paper, paragraph 2: Thelist given here, being the IAASB objectives for standards, should be an exhaustive list —we recommend deleting
‘among other things'.

. Illustrative example 1, paragraph 8: while we are aware that we shoul d not be commenting on the specific drafting of theillustrative example, asit doesnot
represent a proposed re-drafting, we nevertheless believe it is necessary to comment on the grey text in paragraph 8, as an example of prescription to be guarded
against. The implication of the drafting is that we would need at |east one example of each procedure from the set in 8(a)-8(c) — we would be concerned if

Agendaltem 9-D.1
Page 70 of 74



Comments Received on Clarity Exposure Draft
IAASB Main Meeting (June 2005) Page 2005 1357

Respondent Respondent Comment

appropriateness of procedure ceased to be a criterion in favour of making sure we have an example of each type of procedure.

Paragraph 1 - This Policy Statement, in conjunction with the Preface to the International Standards on Quality Control, Auditing, Review, Other Assurance, and
Related Services (Preface), sets forth the meaning of certain terms and conventions used in International Standards issued by the IAASB in describing the
professional requirements imposed on professional accountants.

IDW Title  Whilethe exposuredraft relatesto “ clarification”, thefinal Policy Statement simply defines. Consequently, theword “ Clarifying” could be dropped from
thetitle of the Policy Statement. In linewith our responseto question 2 theword “requirements’ in thetitle should be changed to “ obligations’ . Wetherefore suggest
the following title: “Professional Obligationsin IAASB Pronouncements’.

...wesuggest theterm “professional requirements’ be changed to “ professional obligations” and theterm “International Standards’ to “I AASB Pronouncements”;
these changes would require conforming changes in subsequent paragraphs.

Paragraph 2. International Standards contain professional requirements together with related guidance in the form of explanatory and other materid, including
appendices. The professional requirements contained in International Standards areto be understood and applied in the context of the explanatory and other material
that provides guidancefor their application. Professional accountantshave aresponsibility to consider the entiretext of an International Standard in carrying out their
work on an engagement and in understanding and applying the professional requirements of the relevant International Standard(s).

IDW ...this paragraph should read:

“|AASB Standards set forth the obligationsimposed upon professional accountants by describing the objectivesthat professional accountants must achieve, and the
requirements and presumptions that professiona accountants apply to achieve those objectives, together with application material, including appendices. The
application materia represents explanatory material (definitions, descriptions and other explanations) required to provide a context so that the objectives,
requirements and presumptions in the standard can be understood and applied. Therefore, professional accountants must consider the entire text of an IAASB
Standard, including the application material, in carrying out their work on an engagement to understand and achi eve the objectives and to understand and apply the
requirements and presumptions. ”

Paragraph 3. Not every paragraph of an International Standard carries aprofessional requirement that the professional accountant is expected to fulfill. Rather, the
professional requirements are communicated by the language and the meaning of the words used in the International Standard and as described in this Policy
Statement.
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...this paragraph should read:

"Not every sentenceinanlAASB Pronouncement represents arequirement that aprofessiona accountant is expected to fulfil. Rather, the meaning of thewordsused
inthe IAASB Standard and as described in this Policy Statement convey the nature of the professional obligation embodied in a sentence.”

Paragraph 4.International Standards use two categories of professional requirements, identified by specific terms, to describe the degree of responsibility that
International Standards impose on professional accountants, as follows:

Requirements— The professional accountant isrequired to comply with arequirement in al casesin which the circumstances exist to which the requirement applies.
International Standards use the word “shall” to indicate a requirement.

Presumptive requirements— The professional accountant isalso required to comply with apresumptiverequirement in all casesin which the circumstances exist to
which the presumptive requirement applies; but, in rare circumstances, the professional accountant may depart from a presumptive requirement provided that the
professional accountant documents why the professional accountant decided to do so and how the aternative procedure(s) performed in the circumstances were
sufficient to achieve the objectives of the presumptive requirement. International Standards use the word “should” to indicate a presumptive requirement.

If an International Standard providesthat aprocedureor actionisonethat the professional accountant “ should consider,” the consi deration of the procedure or action
is presumptively required, while carrying out the procedure or action is not.

The professional requirements of an International Standard are to be understood and applied in the context of the explanatory and other material that provides
guidance for their application.
...this paragraph should read:

“IAASB Standards use the following categories of professional obligation to describethe degree of obligation that I nternational Standardsimpose upon professional
accountants;

Objectives— The professional accountant isrequired to achieve an objective described in an international standard in all casesin which the circumstances exist to
which the objective applies. International standards explicitly state that the sentence in question represents an objective.

Requirements — The professional accountant is required to apply arequirement in all cases in which the circumstances exist to which the requirement appliesto
achieveaparticular objective. International standardsusetheword “must” to indicate arequirement. Thel AASB undertakesto ensure that the specific circumstances
towhich particul ar requirementsapply are clearly defined and that no exceptionsto the application of arequirement in those defined circumstancesexist; i.e., when
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the circumstances exist to which the requirement applies, there are no cases where an alternative other than the requirement adequately achieves the objective
generating that requirement. On this basis, the IAASB expects the frequency of use of requirements ordinarily to be very low within any one standard.

Presumptions— The professional accountant is required to apply a presumption in al cases in which the circumstances exist to which the presumption appliesto
achieve aparticul ar objective unless, in unusual cases, the application of an alternative adequately achievesthe objective generating that presumption and thereby
overcomesthat presumption. If aprofessional accountant choosesto depart from apresumption in these unusual cases, the professional accountant must document
how the application of the alternative adequately achieves the objective generating that presumption and thereby overcomes that presumption. The IAASB
undertakes to ensure that the specific circumstances to which particular presumptions apply are as clearly defined as possible and that a particular presumption
appliesin those defined circumstances except in unusual cases, i.e., when the circumstances exist to which a presumption applies, it is unusual that an alternative
other than the presumption adequately achieves the objective generating that presumption.

Application Material — A professional accountant is required to consider the application material to be able to understand and achieve the objectives and to
understand and apply the requirementsand presumptions. The definitions, descriptions and other explanationsin the application material neither contain objectives
that aprofessional accountant must achieve nor requirements or presumptionsthat a professional accountant applies. Application material may bewritten using the
present tense, but will not use the terms “must”, “shall”, or “should”.

If an IAASB Standard provides that a procedure or action is one that the professional accountant “must consider”, the consideration of the procedure or action is
required, whereas carrying out the procedure or action is not.

International Practice Statements include the following category of professional obligation imposed upon professiona accountants:

Other Considerations—When applicableto an engagement, aprofessiona accountant should be aware of and consider other considerations (guidance, good practices
and examples) contained in International Practice Statements. When the considerationsin a Practice Statement applicableto an engagement have not been applied, a
professional 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 aternatives, applied. Other considerations will not be written using the terms “must”, “shall”, or “should”.”

Paragraph 5. A professional accountant complies with the professional requirements of International Standards that are relevant to the engagement, that is, when
material mattersexist that make the professional requirements of the standard applicable. A professional accountant should represent compliance with | nternational
Standards only upon complying with all relevant professional requirements of the International Standards.

IDW ...this paragraph should read:
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“When applying IAASB Standards, professional accountants are required to fulfil specific professional obligations contained in the International Standards when
material matters exist that make these obligations rel evant to the engagement. A professional accountant may represent compliancewith IAASB Standardsonly upon
fulfilling all relevant professional obligationsin the IAASB Standards.”
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