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Dear Merran

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

Thank you for your letter dated 5 September 2005, and for the opportunity to comment on the
following five Exposure Drafts of proposed Auditing Standards issued by the AUASB on the 31
August 2005:

> Exposure Draft ED 1/05, Proposed Auditing Standard: Understanding the Entity and
its Environment and Assessing the Risks of Material Misstatements (Re-issuance of
AUS 402);

> Exposure Draft ED 2/05, Proposed Auditing Standard: The Auditor’s Procedures in
Response to Assessed Risks (Re-issuance of AUS 406);

> Exposure Draft ED 3/05, Proposed Auditing Standard: Audit Evidence (Re-issuance of
AUS 502);

> Exposure Draft ED 4/05, Proposed Auditing Standard: External Confirmations (Re-issuance
of AUS 504); and

> Exposure Draft ED 5/05, Proposed Auditing Standard: Existence and Valuation of
Inventory (Re-issuance of AUS 506).

CPA Australia has considered the above Exposure Drafts and articulates its general comments in
this letter. Technical and editorial comments are appended. For each comment, CPA Australia
has also provided suggestions for the Board’s consideration. This letter is in addition to the letter,
dated 11 October 2005, submitted jointly by CPA Australia, BDO, Deloitte, Ernst & Young, Grant
Thornton, KPMG, PKF, PricewaterhouseCoopers, The Institute of Chartered Accountants in
Australia and the National Institute of Accountants.
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General Comments

Generally, CPA Australia is supportive of the AUASB’s effort to re-draft and re-issue Auditing
Standards as legally enforceable Auditing Standards for the purposes of Section 336 of the
Corporations Act 2001. We are also in agreement with the AUASB on the following:

e Using of International Standards on Auditing (ISAs) as the basis for developing Auditing
Standards.

e Inview of 1 July 2006 date to which the AUASB is working towards to issue the new
Auditing Standards as legislative instruments, the focus of the re-drafting exercise
currently undertaken by the AUASB would focus on the clarity and enforceability of the
mandatory requirements and addressing the presumptively mandatory requirements
currently present in the guidance paragraphs of each Auditing Standard.

With an intended operative date of financial reporting periods commencing on or after 1 July 2006
for the new Auditing Standards, dramatic changes to the proposed Auditing Standards from the
existing standards would not allow adequate time for adoption by affected entities and their
auditors. Clearly, this would not be in the public interest. Given that the AUASB is adopting a two-
phase strategy to the re-drafting and re-issuance of Auditing Standards as legal instruments, and
that Phase 1 is to focus on ensuring legal enforceability of the Auditing Standards, the AUASB is
urged to consider deferring to Phase 2 consideration of proposals to elevate existing guidance to
mandatory requirements. This would enable constituents to be clear as to their obligations arising
from Phase 1 and Phase 2 of the AUASB’s Auditing Standards re-drafting exercise.

We commend the inclusion of tables of key proposed changes for each Exposure Draft. These
tables have been useful in facilitating the understanding and consideration of the re-drafted
Auditing Standards. However, CPA Australia strongly urges the AUASB to consider providing
marked-up copies of the Exposure Drafts without which attempts to identify proposed changes
have proven to be challenging.

CPA Australia is committed to the development of high quality Auditing Standards in Australia.
We hope the comments provided will be constructive to the AUASB’s development of statutory
Auditing Standards in Australia. It is with anticipation that we look forward to the subsequent
releases of the Exposure Drafts of proposed Auditing Standards.

If you have any questions regarding this submission, please do not hesitate to contact Dr Mark
Shying, CPA’s Senior Policy Adviser, Financial Reporting and Governance on +61 3 9606 3903
or by email: mark.shying@cpaaustralia.com.au

Yours sincerely

Peter Lowe CPA
Chief Executive Officer

Copy: M Shying
N Carroll
J Wong
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