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Dear Merran

Comments on Group 4 and 5 Exposure Drafts of Proposed Auditing Standards issued by the
Auditing and Assurance Standards Board (AUASB)

Thank you for the opportunity to comment on the following Exposure Drafts (EDs) of proposed
Auditing Standards issued by the AUASB on the 16 December 2005:

e Exposure Draft ED 27/05, Proposed Auditing Standard: Inquiry Regarding Litigation and
Claims (Re-issuance of AUS 508)

e Exposure Draft ED 28/05, Proposed Auditing Standard: Audit Sampling and Other Means of
Testing (Re-issuance of AUS 514)

e Exposure Draft ED 29/05, Proposed Auditing Standard: Audit of Accounting Estimates (Re-
issuance of AUS 516)

e Exposure Draft ED 30/05, Proposed Auditing Standard: Using the Work of Another Auditor
(Re-issuance of AUS 602)

o Exposure Draft ED 31/05, Proposed Auditing Standard: Considering the Work of Internal
Audit (Re-issuance of AUS 604)

e Exposure Draft ED 32/05, Proposed Auditing Standard: Comparatives (Re-issuance of AUS
704)

e Exposure Draft ED 33/05, Proposed Auditing Standard: Materiality and Audit Adjustments
(Re-issuance of AUS 306)

o Exposure Draft ED 34/05, Proposed Auditing Standard: Communication of Audit Matters
With Those Charged With Governance (Re-issuance of AUS 710)

e Exposure Draft ED 35/05, Proposed Auditing Standard: The Auditor’s Report on Special
Purpose Audit Engagements (Re-issuance of AUS 802)

o Exposure Draft ED 36/05, Proposed Auditing Standard: Review of an Interim Financial
Report Performed by the Independent Auditor of the Entity (ASRE 2410)

CPA Australia has considered the above EDs and articulates its general comments in this letter.
Technical comments for the individual EDs are appended. For each comment, CPA Australia has
also provided suggestions for the AUASB’s consideration.

CPA Australia is generally supportive of the approach proposed by the AUASB in the re-drafting of

the Group 4 and 5 proposed Auditing Standards and their subsequent re-issuance as legal
instruments. Comments on specific areas relating to these two groups of EDs are included below.
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Specific Comments

Public Sector Considerations to be included as Explanatory Guidance in Auditing Standards

It is proposed in several EDs that the “Public Sector Perspective” paragraphs not be retained in the
new legally enforceable Auditing Standards since the Auditing Standards are sector neutral
standards. CPA Australia is of the view that public sector considerations should be retained and
appropriately included in the body of the Auditing Standards in the form of explanatory guidance in
similar fashion to the small entities considerations paragraphs proposed in some EDs. This will not
conflict with the concept of sector neutrality since the Authority Statements dictate that the Auditing
Standards are to be read in conjunction with the Preamble to Auditing Standards [paragraph 25(b)].
It is further noted that paragraph 38 in ED 34/05 currently contains explanatory guidance on public
sector considerations.

Clarity of Mandatory Requirements in the New Legally Enforceable Auditing Standards

As International Standards of Auditing (ISA) have been used as the basis for re-drafting the
proposed Auditing Standards, the wordings of a large number of mandatory requirements are
similar, if not identical, to their ISA-equivalents. As ISAs in their current form are not intended to be
legal instruments, in the first phase of the re-drafting exercise, the AUASB has proposed changes
necessary so as to ensure the new Auditing Standards are legally enforceable.

Clarity is an important characteristic of legal enforceability. CPA Australia is of the view that it is
essential for the AUASB to review those proposed mandatory requirements which contain the
phrase “the auditor shall consider” to assess the need for addition explanatory guidance. In such
situations, sole reliance on the bold-type requirements is insufficient to determine what the
requirements translate to in practice and hence what is expected of the auditor in order to comply
with these mandatory requirements. Arguably, there is a greater need to ensure sufficient
appropriate explanatory guidance is provided in these instances. This is particularly true when the
auditor is required to document what the auditor has considered in order to support the auditor as
having complied with the mandatory requirements.

An example is paragraph 12 in ED 30. In order to assist with the interpretation of the phrase “the
principal auditor shall consider”, the sample explanatory guidance may be included, “(s)ufficient
inquiry and review is ordinarily undertaken in order to establish a sound basis for assessing the
professional competence of the other auditor.” A further example is paragraph 7 in ED 36/05. It is
unclear what is meant by, “the auditor shall consider the implications for the auditor’s review report.”
Does it mean that the auditor should indicate the possibility of completing the auditor’s review
report. All mandatory requirements should clearly indicate the action required or lack of action as
necessary.

We hope the comments provided will be helpful to the AUASB’s continued development of statutory
Auditing Standards in Australia. Should there be any questions regarding this submission, please do
not hesitate to contact Jessie Wong, CPA Australia’s Technical Adviser, Financial Reporting and
Governance on +61 3 9606 3902 or by email: jessie.wong@cpaaustralia.com.au

Yours sincerely

Geoff Rankin FCPA
Chief Executive Officer

cc: K Lewis
J Knott
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