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La presente directriz de auditoria financiera se basa en la Norma Internacional de Auditoria (NIA) 600,
“Consideraciones especificas — Auditorias de estados financieros correspondientes a un grupo (incluido
el trabajo de los auditores de los componentes)”, formulada por el Consejo de Normas Internacionales de
Auditoria y Aseguramiento (International Audit and Assurance Standards Board/[AASB) y publicada por
la Federacion Internacional de Contadores (International Federation of Accountants/I[FAC). La NIA se ha
incluido en la presente directriz con permiso de la IFAC.
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Nota de Practica’ para la Norma Internacional de Auditoria (NIA) 600

Consideraciones especificas i1 Auditorias de
estados financieros correspondientes a un
grupo (incluido el trabajo de los auditores
de los componentes)

Fundamentos

Esta Nota de Practica proporciona orientaciones adicionales sobre la Norma Internacional de Auditoria
NIA 600, “Consideraciones especificas i Auditorias de estados financieros correspondientes a un
grupo (incluido el trabajo de los auditores de los componentes)”, y debe leerse conjuntamente con ella.
La NIA 600 entra en vigor para las auditorias de estados financieros correspondientes a periodos que
comiencen a partir del 15 de diciembre de 2009. Esta Nota de Practica sera efectiva en la misma fecha
que la NIA.

Introduccidn a la NIA

Las NIA son aplicables a las auditorias de un grupo y la NIA 600 contiene consideraciones especificas
para este tipo de auditorias, en particular cuando en ellas intervienen los auditores de los componentes.

Un auditor puede encontrar util la NIA 600, con las necesarias adaptaciones segun las circunstancias,
cuando implique a otros auditores en la auditoria de estados financieros que no sean los estados
financieros del grupo, por ejemplo para observar el recuento del inventario o inspeccionar el
inmovilizado situado en puntos alejados.

Los auditores de los componentes pueden estar obligados por disposicion legal, reglamentaria u otro
motivo a emitir una opinioén de auditoria sobre los estados financieros de dichos componentes. El
equipo auditor del grupo puede decidir utilizar la evidencia enla que se basa la opinidn sobre los estados
financieros de los componentes para constituir la evidencia del grupo, pero no por ello dejaran de
aplicarse las exigencias de la NIA 600.

De acuerdo con la NIA 2202, el responsable del equipo auditor del grupo, ademas de sus funciones
directivas y de realizacion y supervision del encargo de auditoria del grupo, tendra que asegurarse
de que los miembros del equipo, incluidos los auditores de los componentes, retinen los requisitos de
competencia y capacidad exigidos.

1 Todas las Notas de Practica habran de leerse conjuntamente con la ISSAT 1000 ilntroduccion general a las Directrices de auditoria financiera de la INTOSALT
2 NIA 220, iControl de calidad en una auditoria de estados financieros.i parrafos 14 y 15.
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El responsable del equipo auditor del grupo se atendra a las exigencias de la NIA 220? con
independencia de que la informacion financiera de un componente sea controlada por el auditor de

éste o bien por el equipo. La NIA 600 ayuda al responsable del equipo auditor del grupo a cumplir lo
establecido en la NIA 220% cuando los auditores de los componentes controlen la informacion financiera
correspondiente a estos.

El riesgo de auditoria esta en funcion del riesgo de incorrecciones materiales de los estados financieros
y del riesgo de que el auditor no llegue a detectarlas®. En la auditoria de un grupo, se anade el riesgo
de que los auditores de los componentes no descubran una incorreccion en la informacion financiera
de dichos componentes provocando asi una incorreccion material en los estados financieros del grupo,
y el riesgo de que el equipo auditor del grupo tampoco la detecte. La NIA 600 explica las cuestiones
analizadas por el equipo auditor del grupo para decidir la naturaleza, el momento y el alcance de su
participacion en los procedimientos de evaluacion de riesgos y otros procedimientos de auditoria
llevados a cabo por los auditores de los componentes sobre la informacion financiera de estos. El
objetivo de esta participacion es obtener evidencia de auditoria suficiente y apropiada para sustentar la
opinidn de auditoria sobre los estados financieros del grupo.

Contenido de la Nota de Practica

P1.  La Nota de Practica proporciona orientaciones adicionales para los auditores del sector publico
en relacion con los aspectos siguientes:
a) Consideraciones generales.
b) Definiciones.
¢) Aceptacion y continuidad.
d) Comprension del grupo, sus componentes y sus distintos entornos.
e) Conocimiento acerca de los auditores de los componentes.
f) Materialidad.
g) Respuesta ante los riesgos evaluados.
h) Proceso de consolidacion.
i) Comunicacion con los auditores de los componentes.
j) Comunicacion con la direccion y los encargados de la gobernanza del grupo.

Aplicabilidad de la NIA en la auditoria del sector publico

P2.  LaNIA 600 es aplicable a los auditores de las entidades del sector publico en el desempeiio de su
funcion de auditores de los estados financieros.

P3.  En algunos entornos de sector publico es posible que las leyes y reglamentos, o bien la practica
habitual, obliguen a hacer referencia a los auditores de los componentes en el informe del auditor
del grupo sobre los estados financieros del grupo. En ese caso, si el informe del auditor del grupo

2 NIA 220, iControl de calidad en una auditoria de estados financieros.i parrafos 14 y 15.
3 ISA 200, iObjetivos generales del auditor independiente y ejecucion de la auditoria con arreglo a las normas internacionales de auditoriai, parrafo A32.
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no indica claramente que esa referencia no disminuye la responsabilidad de éste en relacion con
la opinion de auditoria sobre el grupo, la auditoria no resulta conforme al parrafo 11 de la NIA.

El auditor de un grupo perteneciente al sector publico que se refiera en su informe a los auditores
de los componentes sin una indicacion clara acerca de su propia responsabilidad, tal y como

se describe en el parrafo 11 de la NIA, debe buscar orientacion en otras fuentes, entre ellas las
normas nacionales de auditoria y otras fuentes generalmente aceptadas, que pueden instruir

al auditor de un grupo perteneciente al sector publico a que indague acerca de la reputacion
profesional y la independencia de los auditores de los componentes y a que adopte las medidas
necesarias para garantizar la coordinacion de sus actividades con las de dichos auditores a fin de
examinar adecuadamente las cuestiones que afectan al proceso de consolidacion de los estados
financieros del grupo.

Orientaciones adicionales sobre cuestiones ligadas al sector publico

Consideraciones generales

Ps.

En una auditoria financiera en el sector publico los objetivos suelen ir mas alla de la emision

de una opinidn sobre si los estados financieros han sido elaborados, en todos sus aspectos
significativos, de acuerdo con el marco financiero aplicable (es decir, el alcance de las NIA), y
consistir también en objetivos adicionales de auditoria o de informacion, como por ejemplo la
conformidad con las normas en lo relativo al presupuesto, la rendicién de cuentas o la eficacia
del control interno. El mandato de auditoria o las obligaciones derivadas de leyes, reglamentos,
ordenes ministeriales, exigencias de politica ptblica o resoluciones del poder legislativo
pueden conducir a obligaciones suplementarias de informacion. Sin embargo, aun no existiendo
esas obligaciones suplementarias, puede haber expectativas de los ciudadanos en cuanto a la
conformidad con las normas o la eficacia del control interno y a la atencion que debe prestar

el auditor a esas cuestiones. El auditor de un grupo perteneciente al sector publico ha de tener
presente dichas expectativas, mantenerse alerta durante toda la auditoria respecto de los &mbitos
en que pueda darse una falta de conformidad con las normas y establecer una comunicacion al
respecto con los auditores de los componentes.

Definiciones

Pé6.

Al remitirse a las definiciones del parrafo 9 de la NIA, los auditores, ademas de tomar como base
las orientaciones contenidas en los parrafos A2 a A4, tendran en cuenta la posibilidad de que
concurran las siguientes circunstancias en el sector publico:

a) Componentes: en la esfera gubernamental esta categoria puede también abarcar organismos,
departamentos, oficinas especializadas, empresas, fondos, unidades administrativas, distritos,
empresas conjuntas y organizaciones no gubernamentales.

b) Componentes significativos: en el sector publico esta categoria puede abarcar cuestiones
sensibles para los ciudadanos como la seguridad nacional, la financiacion de proyectos por
donantes o la elaboracion de informes sobre ingresos fiscales.
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Aceptacion y continuidad

P7.

PS.

P9.

Los parrafos 12 a 14 de la NIA establecen obligaciones para la aceptacion y continuidad

como auditor del grupo. La imposibilidad de participar en el trabajo de los auditores de los
componentes que se aborda en el parrafo 2 de la NIA y la imposibilidad de obtener evidencia
de auditoria suficiente y apropiada son menos probables en el sector ptblico, porque las leyes y
reglamentos pueden prohibir las restricciones de acceso a la informacion.

Teniendo en cuenta las obligaciones del parrafo 13 de la NIA, el auditor de un grupo
perteneciente al sector publico, ademas de remitirse a las orientaciones contenidas en el parrafo
A18, puede ponerse en contacto con el poder legislativo u otros 6rganos reguladores competentes
para la eliminacion de las restricciones de acceso a la evidencia de auditoria impuestas por la
direccion del grupo o por leyes y reglamentos. El apéndice 1 de esta Nota de Practica facilita un
ejemplo de una opinidon modificada por la restriccion de acceso a la evidencia de auditoria y un
ejemplo de informe dirigido al poder legislativo.

Los cambios significativos citados en el parrafo A12 de la NIA, que inciden en la capacidad del

equipo auditor del grupo para obtener evidencia de auditoria suficiente y apropiada, pueden verse

afectados a su vez en el sector publico por otros cambios como los siguientes:

* Modificaciones en leyes y reglamentos que influyan en el sistema de informacion de la gestion
financiera.

* Variaciones en la naturaleza, las fuentes o los importes de la financiacion, incluidas las referidas
a la estructura de la deuda publica.

Comprension del grupo, sus componentes y sus distintos entornos

P10.

Los parrafos 17 y 18 de la NIA establecen para el auditor de un grupo perteneciente al sector

publico la obligacion de conocer el grupo y sus componentes, y los parrafos A23 a A26

ofrecen orientacion al respecto. En ocasiones, el Gobierno puede tener relacion con entidades

independientes a través de transferencias o de su funcion de instancia reguladora de algunos

sectores, en cuyo caso, resulta dificil determinar a veces si la relacion con una entidad justifica la
inclusion de ésta en el grupo. Por ejemplo:

* La aplicacion del marco de informacion financiera puede dar lugar a la exclusion en los
estados financieros del grupo de un tipo especifico de organismo, departamento, oficinas
especializada, empresa, fondo, unidad administrativa, distrito, empresa conjunta y organizacion
no gubernamental. En esos casos, si el auditor de un grupo perteneciente al sector publico
considera que esta exclusion se traduce en una presentacion equivoca de los estados financieros
del grupo puede no sélo analizar su impacto en el informe de auditoria sino también examinar
la necesidad de comunicar el asunto al poder legislativo o a otros 6rganos reguladores
competentes.

* El marco de informacion financiera puede no ofrecer orientacion concreta para incluir o excluir
en los estados financieros del grupo un tipo especifico de organismo, departamento, oficinas
especializada, empresa, fondo, unidad administrativa, distrito, empresa conjunta y organizaciéon
no gubernamental. En esos casos, el auditor de un grupo perteneciente al sector publico tiene la
posibilidad de participar en las conversaciones de la direccion del grupo con la direccion de los
componentes para determinar si la consideracion de los componentes en los estados financieros
del grupo se traducira en una presentacion fidedigna de estos ultimos.

CONSIDER ACIONES ESPECIFICAS — AUDITORIAS DE ESTADOS FINANCIEROS CORRESPONDIENTES
882 A UN GRUPO (INCLUIDO EL TRABAJO DE LOS AUDITORES DE LOS COMPONENTES)



. ISSAT 1600
NOTA DE PRATICA PARA LA NIA (ISA) 600

Esta dificultad puede ademas repercutir en la utilizacion del trabajo de los auditores de los
componentes. Es posible que la direccion del grupo no esté de acuerdo con la inclusion de los
componentes en los estados financieros del grupo, lo que a su vez limitaria las posibilidades del
auditor del grupo para comunicar con los auditores de los componentes y utilizar su trabajo.

Comprension acerca de los auditores de los componentes

P11.

P12.

P13.

P14.

La orientacion contenida en el parrafo A33 de la NIA es especialmente pertinente cuando el
auditor de un grupo perteneciente al sector publico solicite a los auditores de los componentes

la ejecucion de trabajos suplementarios de auditoria de la informacion financiera relativa a un
componente o al grupo. En algunos entornos del sector ptiblico, la metodologia del auditor del
grupo puede diferir de la metodologia o practicas seguidas por los auditores de los componentes.
Cuando se den esas circunstancias, el auditor del grupo puede prescribir procedimientos
coherentes con la metodologia que ¢l utiliza.

Teniendo en cuenta el parrafo A37 de la NIA, los auditores del sector ptiblico pueden constatar
que los auditores de los componentes de dicho sector estan sometidos también a las exigencias
contempladas en el Codigo de Etica de INTOSAI* adoptado por la organizacion de entidades
fiscalizadoras superiores.

En el segundo apartado del parrafo A38 de la NIA se establece que el equipo auditor del grupo ha
de adquirir una comprension de la competencia profesional de los auditores de los componentes
y sus aptitudes especificas (por ejemplo, el conocimiento del sector en concreto) para llevar a
cabo el trabajo. En el contexto del sector publico ello implicaria el conocimiento del entorno
administrativo y de las leyes y reglamentos aplicables a la auditoria del grupo.

El parrafo A41 de la NIA analiza los casos en que las leyes y reglamentos prohiben el acceso a
las partes de la documentacion de auditoria a cargo de los auditores de los componentes. En esos
casos, los auditores del sector publico examinaran la necesidad de comunicar el asunto al poder
legislativo o a otros 6rganos reguladores competentes.

Materialidad

P15.

Al determinar la materialidad de los estados financieros del grupo con arreglo a los parrafos 21

a 23 de la NIA, los auditores del sector publico pueden remitirse a la orientacion facilitada por la
ISSAI 13203, parrafos P8 y P9, que tratan de la determinacion de la materialidad en el sector
publico. En los estados financieros del grupo es posible que la materialidad de los tipos de
operaciones y balances y notas contables y la materialidad de los componentes se sitiien en un
umbral inferior al del sector privado debido a una serie de razones, como pueden ser el contexto
concreto o la naturaleza y caracteristicas de los sistemas y entidades afectados. A ello se afiade la
posibilidad de que se exijan opiniones separadas sobre los componentes, con lo cual el umbral de
materialidad fijado para ellos seria inferior. Por tltimo, puede ser necesario aplicar determinados
procedimientos en virtud de la legislacion o del mandato de auditoria, o los auditores del sector
publico pueden concebir procedimientos de auditoria para operaciones que so6lo son significativas
por su naturaleza.

4 ISSAI 30, "Cédigo de Etica de la INTOSAL”
5 ISSAI 1320, "La materialidad al planificar y ejecutar una auditoria.”
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P1e6.

Seglin se establece en el subparrafo 21 d) de la NIA la determinacién de un umbral por encima
del cual no pueden considerarse las incorrecciones como triviales para los estados financieros del
grupo puede verse influida por la materia controlada y la sensibilidad ptblica. El auditor de un
grupo perteneciente al sector publico tendra también presente la perspectiva mas amplia de dicho
sector en virtud de la cual puede verse obligado a comunicar todas las incorrecciones, incluso

las que hayan sido corregidas por la entidad, y la totalidad de las deficiencias de control y de los
casos de falta de conformidad con las normas. Cuando se den esas circunstancias, no se fijara un
umbral.

Respuesta ante los riesgos evaluados

P17.

Al aplicar las exigencias del parrafo 24 de la NIA al nivel del grupo, el auditor de éste puede
considerar que en el sector publico la naturaleza de las actividades llevadas a cabo por los
diferentes componentes constituye un factor decisivo de riesgo de incorrecciones materiales. Por
ejemplo, el riesgo de que se produzcan dichas incorrecciones en una operacion de ayuda en caso
de catastrofe sera mas elevado que en una operacién mas estable como el pago de retribuciones al
personal docente. Para evaluar el riesgo de incorrecciones materiales en operaciones al nivel del
grupo, el auditor de éste puede clasificar los componentes segun la naturaleza de las operaciones
correspondientes, y evaluar separadamente el riesgo para cada categoria, lo que le permitira
decidir la naturaleza, el calendario y el alcance de los trabajos que debe llevar a cabo.

Proceso de consolidacion

P18.

Teniendo en cuenta la orientacion facilitada por el parrafo A56 de la NIA, cabe sefalar que en

el sector publico puede haber operaciones registradas so6lo al nivel del grupo, especialmente en
los estados financieros consolidados del Gobierno. Estas operaciones pueden abarcar recursos
naturales o elementos del patrimonio histérico. Cuando se den esas circunstancias, los auditores
de un grupo perteneciente al sector publico tienen la obligacion de obtener evidencia de auditoria
suficiente y apropiada en relacion con dicho tipo de operaciones.

Comunicacion con los auditores de los componentes

P19.

En sus comunicaciones con los auditores de los componentes con arreglo al parrafo 40 de la NIA,
el auditor de un grupo perteneciente al sector ptiblico puede considerar pertinente facilitarles
informacion sobre riesgos de incumplimiento de leyes y reglamentos que podrian dar lugar

a incorrecciones materiales en los estados financieros del grupo o afectar a la naturaleza, el
calendario y el alcance de los procedimientos de auditoria y las obligaciones de informacion.

Comunicacion con la direccidn y los encargados de la gobernanza del
grupo

P20.

El auditor de un grupo perteneciente al sector publico puede tener obligaciones de notificacion de
los fraudes detectados en los componentes, ademas de las contenidas en el parrafo 47 de la NIA.
Estas obligaciones pueden incluir la notificacion a terceros ajenos a la entidad, como los 6rganos
reguladores, judiciales o policiales. En la ISSAI 12409 se ofrecen mas orientaciones sobre las
obligaciones de notificacion de fraudes que recaen en los auditores del sector publico.

6 ISSAI 1240, ” Obligaciones del auditor en relacion con el fraude en una auditoria de estados financieros.”
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Apéndice 1: Ejemplo de base para emitir una opinion con reservas
y de informe sobre otras exigencias legales y reglamentarias para su
utilizacion en el sector publico

El apéndice 1 de la NIA ofrece un ejemplo de informe de auditoria con una opinioén con reservas que
se basa en la imposibilidad del equipo auditor del grupo de obtener auditoria suficiente y apropiada en
relacion con un componente significativo registrado mediante el método de contabilidad patrimonial,
cuyo efecto a juicio de dicho equipo es significativo pero no omnipresente.

La ISSAI 42007 ofrece ejemplos de opiniones sobre el cumplimiento de leyes y reglamentos.

En el sector publico, la base para emitir una opinioén con reservas y el informe sobre otras exigencias
legales y reglamentarias pueden tener el siguiente formato:

INFORME DEL AUDITOR INDEPENDIENTE

[Destinatario]

Informe sobre los estados financieros consolidados

Hemos auditado los estados financieros consolidados que se adjuntan...

Obligaciones de la direccion en relacion con los estados financieros consolidados

La direccion es responsable de la elaboracion y presentacion fidedigna de los estados financieros
consolidados.

Obligaciones del auditor

Tenemos la responsabilidad de emitir una opinion sobre los estados financieros consolidados sobre la
base de la auditoria que hemos llevado a cabo.

...Consideramos que la evidencia de auditoria obtenida es suficiente y apropiada para servir de base a
nuestra opinidn con reservas.

Base para una opinion con reservas

El gasto publico correspondiente al programa XX figura en la cuenta de resultados consolidadas por un
importe de 15 millones de USD para el ejercicio que finalizé el 31 de diciembre de 200X. No hemos
podido obtener evidencia de auditoria suficiente y apropiada sobre estos gastos al habérsenos denegado
el acceso a la informacion financiera, a los representantes de la direccion o a los auditores de ese
componente, por lo que tampoco podemos determinar si es necesario realizar ajustes al importe citado.

7 ISSAI 4200, "Directrices para las auditorias de cumplimiento asociadas a una auditoria de estados financieros”.
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Opinion con reservas

En nuestra opinidn, salvo en lo referente a los efectos que pueda tener la cuestion descrita en la base
para emitir una opinién con reservas, los estados financieros consolidados presentan fielmente, en todos
los aspectos significativos...

Informe sobre otras exigencias legales y reglamentarias

Seglin se describe en la base para emitir la opinién que se ha citado anteriormente, se nos denegd

el acceso a la informacion financiera, a los representantes de la direccion o a los auditores de ese
componente que tenia la responsabilidad del programa XX. La ley XXX (El mandato por el que se rige
nuestra organizacion) otorga a nuestra organizacion un acceso total y sin restricciones a la totalidad de
los datos y agentes publicos. La negativa a concedernos el acceso a la informacion sobre el programa
XX constituye una infraccion de la ley XXX y hemos emprendido acciones legales para obtener dicha
informacion. También nos hemos dirigido al poder legislativo solicitandole que examine el asunto.

[Firma del auditor]
[Fecha del informe de auditoria]

[Direccion del auditor]
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Apéndice 2: Ejemplos de cuestiones en las que el equipo auditor del
grupo ha obtenido la comprension necesaria

Otros ejemplos de cuestiones ligadas al sector publico son los siguientes:

* Controles del cumplimiento de leyes y reglamentos.

» Observancia de exigencias presupuestarias o de normas sobre gastos.

* Coherencia del codigo de clasificacion para la presentacion de importes presupuestados y efectivos.
* Participacion del grupo o de sus componentes en asociaciones publico-privadas.
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Apéndice 3: Ejemplos de hechos y condiciones que pueden indicar
riesgos de incorrecciones materiales en los estados financieros del

grupo

A continuacion se citan ejemplos de circunstancias propias del sector publico que se afiaden a los
ejemplos del Apéndice 3 de la NIA, y que pueden indicar riesgos de incorrecciones materiales de los
estados financieros del grupo.

* Ignorada mostrada por la direccion de las leyes y reglamentos aplicables.

* Gastos excesivos debido a la insuficiencia de los controles presupuestarios.

* Privatizacion de los componentes.

* Nuevos programas o componentes.

» Cambios fundamentales de los programas o componentes.

* Nuevas fuentes de financiacion para el grupo o los componentes o de un componente con respecto a
otro.

* Modificaciones de leyes, reglamentos o directivas.

* Decisiones politicas como puede ser la reorganizacion de los componentes.

* Programas importantes con un componente sin recursos ni financiacion suficientes.

* Aumento de las expectativas de los ciudadanos.

* Adjudicacion publica de bienes y servicios en algunos componentes, como los de defensa o seguridad
nacional.

* Contratacion externa de las actividades de los componentes.

» Componentes sometidos a investigaciones especiales o a supervision parlamentaria.

» Cambios en la direccion politica.

* Indicios de abuso o despilfarro.

* Expectativas de cumplimiento del presupuesto superiores a lo normal.

* Asociaciones publico-privadas.

* Interferencias politicas en la asignacion de recursos publicos.

* Influencia directa del Gobierno en la direccion o falta de experiencia profesional de gestion ante un
nombramiento politico.
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Apéndice 4: Cuestiones obligatorias y adicionales incluidas en la carta
de instrucciones del equipo auditor del grupo

Otras cuestiones pertinentes para el sector publico ademas de las que se requieren o sugieren en el
apéndice 5 de la NIA pueden ser:

* Una lista de leyes y reglamentos aplicables a la auditoria de los componentes o del grupo.
* Una lista de procedimientos adicionales que el auditor del grupo considera necesario solicitar a los
auditores de los componentes.
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Introduction
Scope of this ISA

1.

The International Standards on Auditing (ISAs) apply to group audits. This [ISA
deals with special considerations that apply to group audits, in particular those
that involve component auditors.

An auditor may find this ISA, adapted as necessary in the circumstances, useful
when that auditor involves other auditors in the audit of financial statements
that are not group financial statements. For example, an auditor may involve
another auditor to observe the inventory count or inspect physical fixed assets
at a remote location.

A component auditor may be required by statute, regulation or for another
reason, to express an audit opinion on the financial statements of a component.
The group engagement team may decide to use the audit evidence on which the
audit opinion on the financial statements of the component is based to provide
audit evidence for the group audit, but the requirements of this ISA
nevertheless apply. (Ref: Para. A1)

In accordance with ISA 220,' the group engagement partner is required to be
satisfied that those performing the group audit engagement, including
component auditors, collectively have the appropriate competence and
capabilities. The group engagement partner is also responsible for the direction,
supervision and performance of the group audit engagement.

The group engagement partner applies the requirements of ISA 220 regardless
of whether the group engagement team or a component auditor performs the
work on the financial information of a component. This ISA assists the group
engagement partner to meet the requirements of ISA 220 where component
auditors perform work on the financial information of components.

Audit risk is a function of the risk of material misstatement of the financial
statements and the risk that the auditor will not detect such misstatements.” In a
group audit, this includes the risk that the component auditor may not detect a
misstatement in the financial information of the component that could cause a
material misstatement of the group financial statements, and the risk that the
group engagement team may not detect this misstatement. This ISA explains
the matters that the group engagement team considers when determining the
nature, timing and extent of its involvement in the risk assessment procedures
and further audit procedures performed by the component auditors on the
financial information of the components. The purpose of this involvement is to

ISA 220, “Quality Control for an Audit of Financial Statements,” paragraphs 14 and 15.

ISA 200, “Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance
with International Standards on Auditing,” paragraph A32.
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obtain sufficient appropriate audit evidence on which to base the audit opinion
on the group financial statements.

Effective Date

7. This ISA is effective for audits of group financial statements for periods
beginning on or after December 15, 2009.

Objectives
8. The objectives of the auditor are:

(a)  To determine whether to act as the auditor of the group financial
statements; and

(b)  If acting as the auditor of the group financial statements:

(1) To communicate clearly with component auditors about the
scope and timing of their work on financial information related
to components and their findings; and

(1) To obtain sufficient appropriate audit evidence regarding the
financial information of the components and the consolidation
process to express an opinion on whether the group financial
statements are prepared, in all material respects, in accordance
with the applicable financial reporting framework.

Definitions

9. For purposes of the ISAs, the following terms have the meanings attributed
below:

(@) Component — An entity or business activity for which group or
component management prepares financial information that should be
included in the group financial statements. (Ref: Para. A2-A4)

(b)  Component auditor — An auditor who, at the request of the group
engagement team, performs work on financial information related to a
component for the group audit. (Ref: Para. A7)

(c)  Component management — Management responsible for the preparation
of the financial information of a component.

(d)  Component materiality — The materiality for a component determined
by the group engagement team.

(e)  Group—All the components whose financial information is included in
the group financial statements. A group always has more than one
component.

(f)  Group audit — The audit of group financial statements.
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10.

(g)  Group audit opinion — The audit opinion on the group financial statements.

(h)  Group engagement partner — The partner or other person in the firm
who is responsible for the group audit engagement and its performance,
and for the auditor’s report on the group financial statements that is
issued on behalf of the firm. Where joint auditors conduct the group
audit, the joint engagement partners and their engagement teams
collectively constitute the group engagement partner and the group
engagement team. This ISA does not, however, deal with the
relationship between joint auditors or the work that one joint auditor
performs in relation to the work of the other joint auditor.

(1) Group engagement team — Partners, including the group engagement
partner, and staff who establish the overall group audit strategy,
communicate with component auditors, perform work on the
consolidation process, and evaluate the conclusions drawn from the
audit evidence as the basis for forming an opinion on the group
financial statements.

) Group financial statements — Financial statements that include the
financial information of more than one component. The term “group
financial statements” also refers to combined financial statements
aggregating the financial information prepared by components that have
no parent but are under common control.

(k)  Group management — Management responsible for the preparation of
the group financial statements.

()] Group-wide controls — Controls designed, implemented and maintained
by group management over group financial reporting.

(m) Significant component — A component identified by the group
engagement team (1) that is of individual financial significance to the
group, or (i1) that, due to its specific nature or circumstances, is likely to
include significant risks of material misstatement of the group financial
statements. (Ref: Para. A5-A6)

Reference to “the applicable financial reporting framework™ means the
financial reporting framework that applies to the group financial statements.
Reference to “the consolidation process” includes:

(@)  The recognition, measurement, presentation, and disclosure of the
financial information of the components in the group financial
statements by way of consolidation, proportionate consolidation, or the
equity or cost methods of accounting; and

(b)  The aggregation in combined financial statements of the financial
information of components that have no parent but are under common
control.
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Requirements
Responsibility

11.  The group engagement partner is responsible for the direction, supervision and
performance of the group audit engagement in compliance with professional
standards and applicable legal and regulatory requirements, and whether the
auditor’s report that is issued is appropriate in the circumstances.’ As a result,
the auditor’s report on the group financial statements shall not refer to a
component auditor, unless required by law or regulation to include such
reference. If such reference is required by law or regulation, the auditor’s report
shall indicate that the reference does not diminish the group engagement
partner’s or the group engagement partner’s firm’s responsibility for the group
audit opinion. (Ref: Para. A8-A9)

Acceptance and Continuance

12.  In applying ISA 220, the group engagement partner shall determine whether
sufficient appropriate audit evidence can reasonably be expected to be obtained
in relation to the consolidation process and the financial information of the
components on which to base the group audit opinion. For this purpose, the
group engagement team shall obtain an understanding of the group, its
components, and their environments that is sufficient to identify components
that are likely to be significant components. Where component auditors will
perform work on the financial information of such components, the group
engagement partner shall evaluate whether the group engagement team will be
able to be involved in the work of those component auditors to the extent
necessary to obtain sufficient appropriate audit evidence. (Ref: Para. A10-A12)

13.  If the group engagement partner concludes that:

(a) it will not be possible for the group engagement team to obtain
sufficient appropriate audit evidence due to restrictions imposed by
group management; and

(b)  the possible effect of this inability will result in a disclaimer of opinion
on the group financial statements),”

the group engagement partner shall either:

. in the case of a new engagement, not accept the engagement, or, in the
case of a continuing engagement, withdraw from the engagement,
where withdrawal is possible under applicable law or regulation; or

ISA 220, paragraph 15.
ISA 705, “Modifications to the Opinion in the Independent Auditor’s Report.”
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where law or regulation prohibits an auditor from declining an
engagement or where withdrawal from an engagement is not otherwise
possible, having performed the audit of the group financial statements
to the extent possible, disclaim an opinion on the group financial
statements. (Ref: Para. A13-A19)

Terms of Engagement

14.

The group engagement partner shall agree on the terms of the group audit

engagement in accordance with ISA 210.° (Ref: Para. A20-A21)

Overall Audit Strategy and Audit Plan

15

16.

. The group engagement team shall establish an overall group audit strategy and
shall develop a group audit plan in accordance with ISA 300.°

The group engagement partner shall review the overall group audit strategy and

group audit plan. (Ref: Para. A22)

Understanding the Group, Its Components and Their Environments

17.

18.

The auditor is required to identify and assess the risks of material misstatement

through obtaining an understanding of the entity and its environment.” The
group engagement team shall:

(a)

(b)

(a)

(b)

Enhance its understanding of the group, its components, and their
environments, including group-wide controls, obtained during the
acceptance or continuance stage; and

Obtain an understanding of the consolidation process, including the
instructions issued by group management to components. (Ref: Para.
A23-A29)

The group engagement team shall obtain an understanding that is sufficient to:

Confirm or revise its initial identification of components that are likely
to be significant; and

Assess the risks of material misstatement of the group financial
statements, whether due to fraud or error.® (Ref: Para. A30-A31)

ISA 210, “Agreeing the Terms of Audit Engagements.”

ISA 300, “Planning an Audit of Financial Statements,” paragraphs 7-12.

ISA 315, “Identifying and Assessing the Risks of Material Misstatement through Understanding the
Entity and Its Environment.”

ISA 315.
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Understanding the Component Auditor

19.  Ifthe group engagement team plans to request a component auditor to perform
work on the financial information of a component, the group engagement team
shall obtain an understanding of the following: (Ref: Para. A32-A35)

(@)  Whether the component auditor understands and will comply with the
ethical requirements that are relevant to the group audit and, in
particular, is independent. (Ref: Para. A37)

(b)  The component auditor’s professional competence. (Ref: Para. A38)

(c)  Whether the group engagement team will be able to be involved in the
work of the component auditor to the extent necessary to obtain
sufficient appropriate audit evidence.

(d)  Whether the component auditor operates in a regulatory environment
that actively oversees auditors. (Ref: Para. A36)

20.  If a component auditor does not meet the independence requirements that are
relevant to the group audit, or the group engagement team has serious concerns
about the other matters listed in paragraph 19(a)-(c), the group engagement
team shall obtain sufficient appropriate audit evidence relating to the financial
information of the component without requesting that component auditor to
perform work on the financial information of that component. (Ref: Para. A39-
A4l1)

Materiality
21.  The group engagement team shall determine the following: (Ref: Para. A42)

(a)  Materiality for the group financial statements as a whole when
establishing the overall group audit strategy.

(b) If, in the specific circumstances of the group, there are particular classes
of transactions, account balances or disclosures in the group financial
statements for which misstatements of lesser amounts than materiality
for the group financial statements as a whole could reasonably be
expected to influence the economic decisions of users taken on the basis
of the group financial statements, the materiality level or levels to be
applied to those particular classes of transactions, account balances or
disclosures.

(c)  Component materiality for those components where component auditors
will perform an audit or a review for purposes of the group audit. To
reduce to an appropriately low level the probability that the aggregate of
uncorrected and undetected misstatements in the group financial
statements exceeds materiality for the group financial statements as a
whole, component materiality shall be lower than materiality for the
group financial statements as a whole. (Ref: Para. A43-A44)
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(d)  The threshold above which misstatements cannot be regarded as clearly
trivial to the group financial statements. (Ref: Para. A45)

22.  Where component auditors will perform an audit for purposes of the group
audit, the group engagement team shall evaluate the appropriateness of
performance materiality determined at the component level. (Ref: Para. A46)

23.  Ifacomponent is subject to audit by statute, regulation or other reason, and the
group engagement team decides to use that audit to provide audit evidence for
the group audit, the group engagement team shall determine whether:

(a)  materiality for the component financial statements as a whole; and
(b)  performance materiality at the component level

meet the requirements of this ISA.

Responding to Assessed Risks

24.  The auditor is required to design and implement appropriate responses to
address the assessed risks of material misstatement of the financial statements.’
The group engagement team shall determine the type of work to be performed
by the group engagement team, or the component auditors on its behalf, on the
financial information of the components (see paragraphs 26-29). The group
engagement team shall also determine the nature, timing and extent of its
involvement in the work of the component auditors (see paragraphs 30-31).

25. If the nature, timing and extent of the work to be performed on the
consolidation process or the financial information of the components are based
on an expectation that group-wide controls are operating effectively, or if
substantive procedures alone cannot provide sufficient appropriate audit
evidence at the assertion level, the group engagement team shall test, or request
a component auditor to test, the operating effectiveness of those controls.

Determining the Type of Work to Be Performed on the Financial Information of
Components (Ref: Para. A47)

Significant Components

26.  For a component that is significant due to its individual financial significance
to the group, the group engagement team, or a component auditor on its behalf,
shall perform an audit of the financial information of the component using
component materiality.

27.  For a component that is significant because it is likely to include significant
risks of material misstatement of the group financial statements due to its

? ISA 330, “The Auditor’s Responses to Assessed Risks.”
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specific nature or circumstances, the group engagement team, or a component
auditor on its behalf, shall perform one or more of the following:

(@) An audit of the financial information of the component using
component materiality.

(b)  An audit of one or more account balances, classes of transactions or
disclosures relating to the likely significant risks of material
misstatement of the group financial statements. (Ref: Para. A48)

(c)  Specified audit procedures relating to the likely significant risks of
material misstatement of the group financial statements. (Ref: Para.
A49)

Components that Are Not Significant Components

28.  For components that are not significant components, the group engagement
team shall perform analytical procedures at group level. (Ref: Para. A50)

29.  If the group engagement team does not consider that sufficient appropriate
audit evidence on which to base the group audit opinion will be obtained from:

(a) the work performed on the financial information of significant
components;

(b)  the work performed on group-wide controls and the consolidation
process; and

(c)  the analytical procedures performed at group level,

the group engagement team shall select components that are not significant
components and shall perform, or request a component auditor to perform, one
or more of the following on the financial information of the individual
components selected: (Ref: Para. A51-A53)

o An audit of the financial information of the component using
component materiality.

° An audit of one or more account balances, classes of transactions or
disclosures.
o A review of the financial information of the component using

component materiality.
o Specified procedures.

The group engagement team shall vary the selection of components over a
period of time.
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Involvement in the Work Performed by Component Auditors (Ref: Para. A54-A55)

Significant Components—Risk Assessment

30.

If a component auditor performs an audit of the financial information of a
significant component, the group engagement team shall be involved in the
component auditor’s risk assessment to identify significant risks of material
misstatement of the group financial statements. The nature, timing and extent
of this involvement are affected by the group engagement team’s understanding
of the component auditor, but at a minimum shall include:

(a)  Discussing with the component auditor or component management
those of the component’s business activities that are significant to the

group,

(b)  Discussing with the component auditor the susceptibility of the
component to material misstatement of the financial information due to
fraud or error; and

(c) Reviewing the component auditor’s documentation of identified
significant risks of material misstatement of the group financial
statements. Such documentation may take the form of a memorandum
that reflects the component auditor’s conclusion with regard to the
identified significant risks.

Identified Significant Risks of Material Misstatement of the Group Financial
Statements—Further Audit Procedures

31.

If significant risks of material misstatement of the group financial statements
have been identified in a component on which a component auditor performs
the work, the group engagement team shall evaluate the appropriateness of the
further audit procedures to be performed to respond to the identified significant
risks of material misstatement of the group financial statements. Based on its
understanding of the component auditor, the group engagement team shall
determine whether it is necessary to be involved in the further audit procedures.

Consolidation Process

32.

In accordance with paragraph 17, the group engagement team obtains an
understanding of group-wide controls and the consolidation process, including
the instructions issued by group management to components. In accordance
with paragraph 25, the group engagement team, or component auditor at the
request of the group engagement team, tests the operating effectiveness of
group-wide controls if the nature, timing and extent of the work to be
performed on the consolidation process are based on an expectation that group-
wide controls are operating effectively, or if substantive procedures alone
cannot provide sufficient appropriate audit evidence at the assertion level.
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33.

34.

35.

36.

37.

The group engagement team shall design and perform further audit procedures
on the consolidation process to respond to the assessed risks of material
misstatement of the group financial statements arising from the consolidation
process. This shall include evaluating whether all components have been
included in the group financial statements.

The group engagement team shall evaluate the appropriateness, completeness
and accuracy of consolidation adjustments and reclassifications, and shall
evaluate whether any fraud risk factors or indicators of possible management
bias exist. (Ref: Para. A56)

If the financial information of a component has not been prepared in
accordance with the same accounting policies applied to the group financial
statements, the group engagement team shall evaluate whether the financial
information of that component has been appropriately adjusted for purposes of
preparing and presenting the group financial statements.

The group engagement team shall determine whether the financial information
identified in the component auditor’s communication (see paragraph 41(c)) is
the financial information that is incorporated in the group financial statements.

If the group financial statements include the financial statements of a
component with a financial reporting period-end that differs from that of the
group, the group engagement team shall evaluate whether appropriate
adjustments have been made to those financial statements in accordance with
the applicable financial reporting framework.

Subsequent Events

38.

39.

Where the group engagement team or component auditors perform audits on
the financial information of components, the group engagement team or the
component auditors shall perform procedures designed to identify events at
those components that occur between the dates of the financial information of
the components and the date of the auditor’s report on the group financial
statements, and that may require adjustment to or disclosure in the group
financial statements.

Where component auditors perform work other than audits of the financial
information of components, the group engagement team shall request the
component auditors to notify the group engagement team if they become aware
of subsequent events that may require an adjustment to or disclosure in the
group financial statements.

Communication with the Component Auditor

40.

The group engagement team shall communicate its requirements to the
component auditor on a timely basis. This communication shall set out the
work to be performed, the use to be made of that work, and the form and
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41.

content of the component auditor’s communication with the group engagement
team. It shall also include the following: (Ref: Para. A57, A58, A60)

(a)

(b)

(©)

(d)

(e)

A request that the component auditor, knowing the context in which the
group engagement team will use the work of the component auditor,
confirms that the component auditor will cooperate with the group
engagement team. (Ref: Para. A59)

The ethical requirements that are relevant to the group audit and, in
particular, the independence requirements.

In the case of an audit or review of the financial information of the
component, component materiality (and, if applicable, the materiality
level or levels for particular classes of transactions, account balances or
disclosures) and the threshold above which misstatements cannot be
regarded as clearly trivial to the group financial statements.

Identified significant risks of material misstatement of the group
financial statements, due to fraud or error, that are relevant to the work
of the component auditor. The group engagement team shall request the
component auditor to communicate on a timely basis any other
identified significant risks of material misstatement of the group
financial statements, due to fraud or error, in the component, and the
component auditor’s responses to such risks.

A list of related parties prepared by group management, and any other
related parties of which the group engagement team is aware. The group
engagement team shall request the component auditor to communicate
on a timely basis related parties not previously identified by group
management or the group engagement team. The group engagement
team shall determine whether to identify such additional related parties
to other component auditors.

The group engagement team shall request the component auditor to
communicate matters relevant to the group engagement team’s conclusion with
regard to the group audit. Such communication shall include: (Ref: Para. A60)

(a)

(b)

(©)

Whether the component auditor has complied with ethical requirements
that are relevant to the group audit, including independence and
professional competence;

Whether the component auditor has complied with the group
engagement team’s requirements;

Identification of the financial information of the component on which
the component auditor is reporting;
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(d)

(e)

H
(2

(h)

(@)

W)

Information on instances of non-compliance with laws or regulations
that could give rise to a material misstatement of the group financial
statements;

A list of uncorrected misstatements of the financial information of the
component (the list need not include misstatements that are below the
threshold for clearly trivial misstatements communicated by the group
engagement team (see paragraph 40(c));

Indicators of possible management bias;

Description of any identified significant deficiencies in internal control
at the component level;

Other significant matters that the component auditor communicated or
expects to communicate to those charged with governance of the
component, including fraud or suspected fraud involving component
management, employees who have significant roles in internal control
at the component level or others where the fraud resulted in a material
misstatement of the financial information of the component;

Any other matters that may be relevant to the group audit, or that the
component auditor wishes to draw to the attention of the group
engagement team, including exceptions noted in the written
representations that the component auditor requested from component
management; and

The component auditor’s overall findings, conclusions or opinion.

Evaluating the Sufficiency and Appropriateness of Audit Evidence Obtained

Evaluating the Component Auditor’s Communication and Adequacy of their Work

42. The group engagement team shall evaluate the component auditor’s
communication (see paragraph 41). The group engagement team shall:

(2)

(b)

Discuss significant matters arising from that evaluation with the
component auditor, component management or group management, as
appropriate; and

Determine whether it is necessary to review other relevant parts of the
component auditor’s audit documentation. (Ref: Para. A61)

43.  If the group engagement team concludes that the work of the component
auditor is insufficient, the group engagement team shall determine what
additional procedures are to be performed, and whether they are to be
performed by the component auditor or by the group engagement team.
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Sufficiency and Appropriateness of Audit Evidence

44,

45.

The auditor is required to obtain sufficient appropriate audit evidence to reduce
audit risk to an acceptably low level and thereby enable the auditor to draw
reasonable conclusions on which to base the auditor’s opinion.'’ The group
engagement team shall evaluate whether sufficient appropriate audit evidence
has been obtained from the audit procedures performed on the consolidation
process and the work performed by the group engagement team and the
component auditors on the financial information of the components, on which
to base the group audit opinion. (Ref: Para. A62)

The group engagement partner shall evaluate the effect on the group audit
opinion of any uncorrected misstatements (either identified by the group
engagement team or communicated by component auditors) and any instances
where there has been an inability to obtain sufficient appropriate audit
evidence. (Ref: Para. A63)

Communication with Group Management and Those Charged with Governance
of the Group

Communication with Group Management

46.

47.

The group engagement team shall determine which identified deficiencies in
internal control to communicate to those charged with governance and group
management in accordance with ISA 265."' In making this determination, the
group engagement team shall consider:

(a)  Deficiencies in group-wide internal control that the group engagement
team has identified;

(b)  Deficiencies in internal control that the group engagement team has
identified in internal controls at components; and

(c)  Deficiencies in internal control that component auditors have brought to
the attention of the group engagement team.

If fraud has been identified by the group engagement team or brought to its
attention by a component auditor (see paragraph 41(h)), or information
indicates that a fraud may exist, the group engagement team shall communicate
this on a timely basis to the appropriate level of group management in order to
inform those with primary responsibility for the prevention and detection of
fraud of matters relevant to their responsibilities. (Ref. Para. A64)

ISA 200, paragraph 17.

ISA 265, “Communicating Deficiencies in Internal Control to Those Charged with Governance and

Management.”
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48.

A component auditor may be required by statute, regulation or for another reason,
to express an audit opinion on the financial statements of a component. In that case,
the group engagement team shall request group management to inform component
management of any matter of which the group engagement team becomes aware
that may be significant to the financial statements of the component, but of which
component management may be unaware. If group management refuses to
communicate the matter to component management, the group engagement team
shall discuss the matter with those charged with governance of the group. If the
matter remains unresolved, the group engagement team, subject to legal and
professional confidentiality considerations, shall consider whether to advise the
component auditor not to issue the auditor’s report on the financial statements of
the component until the matter is resolved. (Ref: Para. A65)

Communication with Those Charged with Governance of the Group

49.  The group engagement team shall communicate the following matters with
those charged with governance of the group, in addition to those required by

ISA 260'? and other ISAs: (Ref: Para. A66)

(@)  An overview of the type of work to be performed on the financial
information of the components.

(b)  An overview of the nature of the group engagement team’s planned
involvement in the work to be performed by the component auditors on
the financial information of significant components.

(c) Instances where the group engagement team’s evaluation of the work of
a component auditor gave rise to a concern about the quality of that
auditor’s work.

(d)  Any limitations on the group audit, for example, where the group
engagement team’s access to information may have been restricted.

(e)  Fraud or suspected fraud involving group management, component
management, employees who have significant roles in group-wide
controls or others where the fraud resulted in a material misstatement of
the group financial statements.

Documentation
50. The group engagement team shall include in the audit documentation the

following matters: "

(a)  Ananalysis of components, indicating those that are significant, and the
type of work performed on the financial information of the components.

12

13

ISA 260, “Communication with Those Charged with Governance.”

ISA 230, “Audit Documentation,” paragraphs 8-11, and paragraph A6.
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(b)  The nature, timing and extent of the group engagement team’s
involvement in the work performed by the component auditors on
significant components including, where applicable, the group
engagement team’s review of relevant parts of the component auditors’
audit documentation and conclusions thereon.

(c)  Written communications between the group engagement team and the
component auditors about the group engagement team’s requirements.

Hkksk

Application and Other Explanatory Material

Components Subject to Audit by Statute, Regulation or Other Reason (Ref:

Para. 3)

Al. Factors that may affect the group engagement team’s decision whether to use
an audit required by statute, regulation or for another reason to provide audit
evidence for the group audit include the following:

o Differences in the financial reporting framework applied in preparing
the financial statements of the component and that applied in preparing
the group financial statements.

o Differences in the auditing and other standards applied by the
component auditor and those applied in the audit of the group financial
statements.

. Whether the audit of the financial statements of the component will be
completed in time to meet the group reporting timetable.

Definitions

Component (Ref: Para. 9(a))

A2.

The structure of a group affects how components are identified. For example,
the group financial reporting system may be based on an organizational
structure that provides for financial information to be prepared by a parent and
one or more subsidiaries, joint ventures, or investees accounted for by the
equity or cost methods of accounting; by a head office and one or more
divisions or branches; or by a combination of both. Some groups, however,
may organize their financial reporting system by function, process, product or
service (or by groups of products or services), or geographical locations. In
these cases, the entity or business activity for which group or component
management prepares financial information that is included in the group
financial statements may be a function, process, product or service (or group of
products or services), or geographical location.
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A3.

A4.

Various levels of components may exist within the group financial reporting
system, in which case it may be more appropriate to identify components at
certain levels of aggregation rather than individually.

Components aggregated at a certain level may constitute a component for
purposes of the group audit; however, such a component may also prepare
group financial statements that incorporate the financial information of the
components it encompasses (that is, a subgroup). This ISA may therefore be
applied by different group engagement partners and teams for different
subgroups within a larger group.

Significant Component (Ref: Para. 9(m))

AS.

Ab.

As the individual financial significance of a component increases, the risks of
material misstatement of the group financial statements ordinarily increase. The
group engagement team may apply a percentage to a chosen benchmark as an
aid to identify components that are of individual financial significance.
Identifying a benchmark and determining a percentage to be applied to it
involve the exercise of professional judgment. Depending on the nature and
circumstances of the group, appropriate benchmarks might include group
assets, liabilities, cash flows, profit or turnover. For example, the group
engagement team may consider that components exceeding 15% of the chosen
benchmark are significant components. A higher or lower percentage may,
however, be deemed appropriate in the circumstances.

The group engagement team may also identify a component as likely to include
significant risks of material misstatement of the group financial statements due
to its specific nature or circumstances (that is, risks that require special audit
consideration'*). For example, a component could be responsible for foreign
exchange trading and thus expose the group to a significant risk of material
misstatement, even though the component is not otherwise of individual
financial significance to the group.

Component Auditor (Ref: Para. 9(b))

AT.

A member of the group engagement team may perform work on the financial
information of a component for the group audit at the request of the group
engagement team. Where this is the case, such a member of the engagement
team is also a component auditor.

Responsibility (Ref: Para. 11)

A8.

Although component auditors may perform work on the financial information
of the components for the group audit and as such are responsible for their

14

ISA 315, paragraphs 27-29.
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AO9.

overall findings, conclusions or opinions, the group engagement partner or the
group engagement partner’s firm is responsible for the group audit opinion.

When the group audit opinion is modified because the group engagement team
was unable to obtain sufficient appropriate audit evidence in relation to the
financial information of one or more components, the Basis for Modification
paragraph in the auditor’s report on the group financial statements describes the
reasons for that inability without referring to the component auditor, unless such
a reference is necessary for an adequate explanation of the circumstances.'

Acceptance and Continuance

Obtaining an Understanding at the Acceptance or Continuance Stage (Ref: Para. 12)

Al0.

All.

In the case of a new engagement, the group engagement team’s understanding
of the group, its components, and their environments may be obtained from:

. Information provided by group management;
. Communication with group management; and
. Where applicable, communication with the previous group engagement

team, component management, or component auditors.

The group engagement team’s understanding may include matters such as the
following:

. The group structure, including both the legal and organizational structure
(that is, how the group financial reporting system is organized).

. Components’ business activities that are significant to the group,
including the industry and regulatory, economic and political
environments in which those activities take place.

. The use of service organizations, including shared service centers.

. A description of group-wide controls.

. The complexity of the consolidation process.

. Whether component auditors that are not from the group engagement

partner’s firm or network will perform work on the financial
information of any of the components, and group management’s
rationale for appointing more than one auditor.

. Whether the group engagement team:

o Will have unrestricted access to those charged with governance
of the group, group management, those charged with governance

15

ISA 705, paragraph 20.
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of the component, component management, component
information, and the component auditors (including relevant
audit documentation sought by the group engagement team); and

o Will be able to perform necessary work on the financial
information of the components.

A12. Inthe case of a continuing engagement, the group engagement team’s ability to
obtain sufficient appropriate audit evidence may be affected by significant
changes, for example:

Changes in the group structure (for example, acquisitions, disposals,
reorganizations, or changes in how the group financial reporting system
is organized).

Changes in components’ business activities that are significant to the
group.

Changes in the composition of those charged with governance of the
group, group management, or key management of significant
components.

Concerns the group engagement team has with regard to the integrity
and competence of group or component management.

Changes in group-wide controls.

Changes in the applicable financial reporting framework.

Expectation to Obtain Sufficient Appropriate Audit Evidence (Ref: Para. 13)

Al13. A group may consist only of components not considered significant
components. In these circumstances, the group engagement partner can
reasonably expect to obtain sufficient appropriate audit evidence on which to
base the group audit opinion if the group engagement team will be able to:

(a)

(b)

Perform the work on the financial information of some of these
components; and

Be involved in the work performed by component auditors on the
financial information of other components to the extent necessary to
obtain sufficient appropriate audit evidence.

Access to Information (Ref: Para. 13)

Al4. The group engagement team’s access to information may be restricted by
circumstances that cannot be overcome by group management, for example,
laws relating to confidentiality and data privacy, or denial by the component
auditor of access to relevant audit documentation sought by the group
engagement team. It may also be restricted by group management.
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AlS.

Alé6.

Al7.

AlS.

Al9.

Where access to information is restricted by circumstances, the group
engagement team may still be able to obtain sufficient appropriate audit
evidence; however, this is less likely as the significance of the component
increases. For example, the group engagement team may not have access to
those charged with governance, management, or the auditor (including relevant
audit documentation sought by the group engagement team) of a component
that is accounted for by the equity method of accounting. If the component is
not a significant component, and the group engagement team has a complete
set of financial statements of the component, including the auditor’s report
thereon, and has access to information kept by group management in relation to
that component, the group engagement team may conclude that this
information constitutes sufficient appropriate audit evidence in relation to that
component. If the component is a significant component, however, the group
engagement team will not be able to comply with the requirements of this ISA
relevant in the circumstances of the group audit. For example, the group
engagement team will not be able to comply with the requirement in
paragraphs 30-31 to be involved in the work of the component auditor. The
group engagement team will not, therefore, be able to obtain sufficient
appropriate audit evidence in relation to that component. The effect of the
group engagement team’s inability to obtain sufficient appropriate audit
evidence is considered in terms of ISA 705.

The group engagement team will not be able to obtain sufficient appropriate
audit evidence if group management restricts the access of the group
engagement team or a component auditor to the information of a significant
component.

Although the group engagement team may be able to obtain sufficient
appropriate audit evidence if such restriction relates to a component considered
not a significant component, the reason for the restriction may affect the group
audit opinion. For example, it may affect the reliability of group management’s
responses to the group engagement team’s inquiries and group management’s
representations to the group engagement team.

Law or regulation may prohibit the group engagement partner from declining
or withdrawing from an engagement. For example, in some jurisdictions the
auditor is appointed for a specified period of time and is prohibited from
withdrawing before the end of that period. Also, in the public sector, the option
of declining or withdrawing from an engagement may not be available to the
auditor due to the nature of the mandate or public interest considerations. In
these circumstances, this ISA still applies to the group audit, and the effect of
the group engagement team’s inability to obtain sufficient appropriate audit
evidence is considered in terms of ISA 705.

Appendix 1 contains an example of an auditor’s report containing a qualified
opinion based on the group engagement team’s inability to obtain sufficient
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appropriate audit evidence in relation to a significant component accounted for
by the equity method of accounting, but where, in the group engagement team’s
judgment, the effect is material but not pervasive.

Terms of Engagement (Ref: Para. 14)

A20. The terms of engagement identify the applicable financial reporting
framework.'® Additional matters may be included in the terms of a group audit
engagement, such as the fact that:

. The communication between the group engagement team and the
component auditors should be unrestricted to the extent possible under
law or regulation;

. Important communications between the component auditors, those
charged with governance of the component, and component
management, including communications on significant deficiencies in
internal control, should be communicated as well to the group
engagement team;

. Important communications between regulatory authorities and
components related to financial reporting matters should be
communicated to the group engagement team; and

. To the extent the group engagement team considers necessary, it should
be permitted:
o Access to component information, those charged with

governance of components, component management, and the
component auditors (including relevant audit documentation
sought by the group engagement team); and

o To perform work or request a component auditor to perform
work on the financial information of the components.

A21. Restrictions imposed on:

. the group engagement team’s access to component information, those
charged with governance of components, component management, or
the component auditors (including relevant audit documentation sought
by the group engagement team); or

o the work to be performed on the financial information of the
components

after the group engagement partner’s acceptance of the group audit
engagement, constitute an inability to obtain sufficient appropriate audit

6 1sA 210, paragraph 8.
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evidence that may affect the group audit opinion. In exceptional circumstances
it may even lead to withdrawal from the engagement where withdrawal is
possible under applicable law or regulation.

Overall Audit Strategy and Audit Plan (Ref: Para. 16)

A22. The group engagement partner’s review of the overall group audit strategy and

group audit plan is an important part of fulfilling the group engagement
partner’s responsibility for the direction of the group audit engagement.

Understanding the Group, Its Components and Their Environments

Matters about Which the Group Engagement Team Obtains an Understanding (Ref:
Para. 17)

A23.

ISA 315 contains guidance on matters the auditor may consider when obtaining
an understanding of the industry, regulatory, and other external factors that
affect the entity, including the applicable financial reporting framework; the
nature of the entity; objectives and strategies and related business risks; and
measurement and review of the entity’s financial performance.'” Appendix 2 of
this ISA contains guidance on matters specific to a group, including the
consolidation process.

Instructions Issued by Group Management to Components (Ref: Para. 17)

A24. To achieve uniformity and comparability of financial information, group

A25.

management ordinarily issues instructions to components. Such instructions
specify the requirements for financial information of the components to be
included in the group financial statements and often include financial reporting
procedures manuals and a reporting package. A reporting package ordinarily
consists of standard formats for providing financial information for
incorporation in the group financial statements. Reporting packages generally
do not, however, take the form of complete financial statements prepared and
presented in accordance with the applicable financial reporting framework.

The instructions ordinarily cover:
o The accounting policies to be applied;

o Statutory and other disclosure requirements applicable to the group
financial statements, including:

o The identification and reporting of segments;
o Related party relationships and transactions;
o Intra-group transactions and unrealized profits;

ISA 315, paragraphs A17-A41.
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o Intra-group account balances; and

A reporting timetable.

A26. The group engagement team’s understanding of the instructions may include
the following:

The clarity and practicality of the instructions for completing the
reporting package.

Whether the instructions:

o Adequately describe the characteristics of the applicable
financial reporting framework;

o Provide for disclosures that are sufficient to comply with the
requirements of the applicable financial reporting framework, for
example, disclosure of related party relationships and
transactions, and segment information;

o Provide for the identification of consolidation adjustments, for
example, intra-group transactions and unrealized profits, and
intra-group account balances; and

o Provide for the approval of the financial information by
component management.

Fraud (Ref: Para. 17)

A27.

The auditor is required to identify and assess the risks of material misstatement
of the financial statements due to fraud, and to design and implement
appropriate responses to the assessed risks."® Information used to identify the
risks of material misstatement of the group financial statements due to fraud
may include the following:

Group management’s assessment of the risks that the group financial
statements may be materially misstated as a result of fraud.

Group management’s process for identifying and responding to the risks
of fraud in the group, including any specific fraud risks identified by
group management, or account balances, classes of transactions, or
disclosures for which a risk of fraud is likely.

Whether there are particular components for which a risk of fraud is
likely.

How those charged with governance of the group monitor group
management’s processes for identifying and responding to the risks of

18

ISA 240, “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements.”
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fraud in the group, and the controls group management has established
to mitigate these risks.

Responses of those charged with governance of the group, group
management, internal audit (and if considered appropriate, component
management, the component auditors, and others) to the group
engagement team’s inquiry whether they have knowledge of any actual,
suspected, or alleged fraud affecting a component or the group.

Discussion among Group Engagement Team Members and Component Auditors
Regarding the Risks of Material Misstatement of the Group Financial Statements,
Including Risks of Fraud (Ref: Para. 17)

A28. The key members of the engagement team are required to discuss the
susceptibility of an entity to material misstatement of the financial statements
due to fraud or error, specifically emphasizing the risks due to fraud. In a group
audit, these discussions may also include the component auditors.'’ The group
engagement partner’s determination of who to include in the discussions, how
and when they occur, and their extent, is affected by factors such as prior
experience with the group.

A29. The discussions provide an opportunity to:

Share knowledge of the components and their environments, including
group-wide controls.

Exchange information about the business risks of the components or the
group.

Exchange ideas about how and where the group financial statements
may be susceptible to material misstatement due to fraud or error, how
group management and component management could perpetrate and
conceal fraudulent financial reporting, and how assets of the
components could be misappropriated.

Identify practices followed by group or component management that
may be biased or designed to manage earnings that could lead to
fraudulent financial reporting, for example, revenue recognition
practices that do not comply with the applicable financial reporting
framework.

Consider known external and internal factors affecting the group that
may create an incentive or pressure for group management, component
management, or others to commit fraud, provide the opportunity for
fraud to be perpetrated, or indicate a culture or environment that enables

19

ISA 240, paragraph 15; ISA 315, paragraph 10.
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group management, component management, or others to rationalize
committing fraud.

o Consider the risk that group or component management may override
controls.
o Consider whether uniform accounting policies are used to prepare the

financial information of the components for the group financial
statements and, where not, how differences in accounting policies are
identified and adjusted (where required by the applicable financial
reporting framework).

o Discuss fraud that has been identified in components, or information
that indicates existence of a fraud in a component.

o Share information that may indicate non-compliance with national laws
or regulations, for example, payments of bribes and improper transfer
pricing practices.

Risk Factors (Ref: Para. 18)

A30. Appendix 3 sets out examples of conditions or events that, individually or
together, may indicate risks of material misstatement of the group financial
statements, including risks due to fraud.

Risk Assessment (Ref: Para. 18)

A31. The group engagement team’s assessment at group level of the risks of material
misstatement of the group financial statements is based on information such as
the following:

o Information obtained from the understanding of the group, its
components, and their environments, and of the consolidation process,
including audit evidence obtained in evaluating the design and
implementation of group-wide controls and controls that are relevant to
the consolidation.

o Information obtained from the component auditors.

Understanding the Component Auditor (Ref: Para. 19)

A32. The group engagement team obtains an understanding of a component auditor
only when it plans to request the component auditor to perform work on the
financial information of a component for the group audit. For example, it will
not be necessary to obtain an understanding of the auditors of those
components for which the group engagement team plans to perform analytical
procedures at group level only.
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Group Engagement Team’s Procedures to Obtain an Understanding of the
Component Auditor and Sources of Audit Evidence (Ref: Para. 19)

A33. The nature, timing and extent of the group engagement team’s procedures to
obtain an understanding of the component auditor are affected by factors such
as previous experience with or knowledge of the component auditor, and the
degree to which the group engagement team and the component auditor are
subject to common policies and procedures, for example:

o Whether the group engagement team and a component auditor share:

o Common policies and procedures for performing the work (for
example, audit methodologies);

o Common quality control policies and procedures; or
o Common monitoring policies and procedures.
. The consistency or similarity of:
o Laws and regulations or legal system;
o Professional oversight, discipline, and external quality assurance;
o Education and training;
o Professional organizations and standards; or
o Language and culture.

A34. These factors interact and are not mutually exclusive. For example, the extent of
the group engagement team’s procedures to obtain an understanding of
Component Auditor A, who consistently applies common quality control and
monitoring policies and procedures and a common audit methodology or operates
in the same jurisdiction as the group engagement partner, may be less than the
extent of the group engagement team’s procedures to obtain an understanding of
Component Auditor B, who is not consistently applying common quality control
and monitoring policies and procedures and a common audit methodology or
operates in a foreign jurisdiction. The nature of the procedures performed in
relation to Component Auditors A and B may also be different.

A35. The group engagement team may obtain an understanding of the component
auditor in a number of ways. In the first year of involving a component auditor,
the group engagement team may, for example:

. Evaluate the results of the quality control monitoring system where the
group engagement team and component auditor are from a firm or
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A36.

network that operates under and complies with common monitoring
policies and procedures;*’

. Visit the component auditor to discuss the matters in paragraph 19(a)-
(c);
. Request the component auditor to confirm the matters referred to in

paragraph 19(a)-(c) in writing. Appendix 4 contains an example of
written confirmations by a component auditor;

. Request the component auditor to complete questionnaires about the
matters in paragraph 19(a)-(¢c);

. Discuss the component auditor with colleagues in the group
engagement partner’s firm, or with a reputable third party that has
knowledge of the component auditor; or

o Obtain confirmations from the professional body or bodies to which the
component auditor belongs, the authorities by which the component
auditor is licensed, or other third parties.

In subsequent years, the understanding of the component auditor may be based
on the group engagement team’s previous experience with the component
auditor. The group engagement team may request the component auditor to
confirm whether anything in relation to the matters listed in paragraph 19(a)-
(c) has changed since the previous year.

Where independent oversight bodies have been established to oversee the
auditing profession and monitor the quality of audits, awareness of the
regulatory environment may assist the group engagement team in evaluating
the independence and competence of the component auditor. Information about
the regulatory environment may be obtained from the component auditor or
information provided by the independent oversight bodies.

Ethical Requirements that Are Relevant to the Group Audit (Ref: Para. 19(a))

A37.

When performing work on the financial information of a component for a
group audit, the component auditor is subject to ethical requirements that are
relevant to the group audit. Such requirements may be different or in addition
to those applying to the component auditor when performing a statutory audit
in the component auditor’s jurisdiction. The group engagement team therefore
obtains an understanding whether the component auditor understands and will
comply with the ethical requirements that are relevant to the group audit,
sufficient to fulfill the component auditor’s responsibilities in the group audit.

As required by ISQC 1, “Quality Control for Firms that Perform Audits and Reviews of Financial
Statements, and Other Assurance and Related Services Engagements,” paragraph 54, or national
requirements that are at least as demanding.
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The Component Auditor’s Professional Competence (Ref: Para. 19(b))

A38. The group engagement team’s understanding of the component auditor’s
professional competence may include whether the component auditor:

o Possesses an understanding of auditing and other standards applicable
to the group audit that is sufficient to fulfill the component auditor’s
responsibilities in the group audit;

o Possesses the special skills (for example, industry specific knowledge)
necessary to perform the work on the financial information of the
particular component; and

o Where relevant, possesses an understanding of the applicable financial
reporting framework that is sufficient to fulfill the component auditor’s
responsibilities in the group audit (instructions issued by group
management to components often describe the characteristics of the
applicable financial reporting framework).

Application of the Group Engagement Team’s Understanding of a Component Auditor
(Ref: Para. 20)

A39. The group engagement team cannot overcome the fact that a component
auditor is not independent by being involved in the work of the component
auditor or by performing additional risk assessment or further audit procedures
on the financial information of the component.

A40. However, the group engagement team may be able to overcome less than
serious concerns about the component auditor’s professional competency (for
example, lack of industry specific knowledge), or the fact that the component
auditor does not operate in an environment that actively oversees auditors, by
being involved in the work of the component auditor or by performing
additional risk assessment or further audit procedures on the financial
information of the component.

A41. Where law or regulation prohibits access to relevant parts of the audit
documentation of the component auditor, the group engagement team may
request the component auditor to overcome this by preparing a memorandum
that covers the relevant information.

Materiality (Ref: Para. 21-23)
A42. The auditor is required:*’
(a)  When establishing the overall audit strategy, to determine:

(i)  Materiality for the financial statements as a whole; and

T sA 320, “Materiality in Planning and Performing an Audit,” paragraphs 10-11.
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A43.

A44.

A45.

A46.

(11)  If] in the specific circumstances of the entity, there are particular
classes of transactions, account balances or disclosures for which
misstatements of lesser amounts than materiality for the financial
statements as a whole could reasonably be expected to influence
the economic decisions of users taken on the basis of the
financial statements, the materiality level or levels to be applied
to those particular classes of transactions, account balances or
disclosures; and

(b)  To determine performance materiality.

In the context of a group audit, materiality is established for both the group
financial statements as a whole, and for the financial information of the
components. Materiality for the group financial statements as a whole is used
when establishing the overall group audit strategy.

To reduce to an appropriately low level the probability that the aggregate of
uncorrected and undetected misstatements in the group financial statements
exceeds materiality for the group financial statements as a whole, component
materiality is set lower than materiality for the group financial statements as a
whole. Different component materiality may be established for different
components. Component materiality need not be an arithmetical portion of the
materiality for the group financial statements as a whole and, consequently, the
aggregate of component materiality for the different components may exceed
the materiality for the group financial statements as a whole. Component
materiality is used when establishing the overall audit strategy for a
component.

Component materiality is determined for those components whose financial
information will be audited or reviewed as part of the group audit in
accordance with paragraphs 26, 27(a) and 29. Component materiality is used
by the component auditor to evaluate whether uncorrected detected
misstatements are material, individually or in the aggregate.

A threshold for misstatements is determined in addition to component
materiality. Misstatements identified in the financial information of the
component that are above the threshold for misstatements are communicated to
the group engagement team.

In the case of an audit of the financial information of a component, the
component auditor (or group engagement team) determines performance
materiality at the component level. This is necessary to reduce to an
appropriately low level the probability that the aggregate of uncorrected and
undetected misstatements in the financial information of the component
exceeds component materiality. In practice, the group engagement team may
set component materiality at this lower level. Where this is the case, the
component auditor uses component materiality for purposes of assessing the
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risks of material misstatement of the financial information of the component
and to design further audit procedures in response to assessed risks as well as
for evaluating whether detected misstatements are material individually or in
the aggregate.

Responding to Assessed Risks

Determining the Type of Work to Be Performed on the Financial Information of
Components (Ref: Para. 26-27)

A47. The group engagement team’s determination of the type of work to be
performed on the financial information of a component and its involvement in
the work of the component auditor is affected by:

(a)  The significance of the component;

(b)  The identified significant risks of material misstatement of the group
financial statements;

(c)  The group engagement team’s evaluation of the design of group-wide
controls and determination whether they have been implemented; and

(d)  The group engagement team’s understanding of the component auditor.

The diagram shows how the significance of the component affects the group
engagement team’s determination of the type of work to be performed on the
financial information of the component.
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Significant Components (Ref: Para. 27(b)-(c))

A48.

A49.

The group engagement team may identify a component as a significant
component because that component is likely to include significant risks of
material misstatement of the group financial statements due to its specific
nature or circumstances. In that case, the group engagement team may be able
to identify the account balances, classes of transactions or disclosures affected
by the likely significant risks. Where this is the case, the group engagement
team may decide to perform, or request a component auditor to perform, an
audit of only those account balances, classes of transactions or disclosures. For
example, in the situation described in paragraph A6, the work on the financial
information of the component may be limited to an audit of the account
balances, classes of transactions and disclosures affected by the foreign
exchange trading of that component. Where the group engagement team
requests a component auditor to perform an audit of one or more specific
account balances, classes of transactions or disclosures, the communication of
the group engagement team (see paragraph 40) takes account of the fact that
many financial statement items are interrelated.

The group engagement team may design audit procedures that respond to a
likely significant risk of material misstatement of the group financial
statements. For example, in the case of a likely significant risk of inventory
obsolescence, the group engagement team may perform, or request a
component auditor to perform, specified audit procedures on the valuation of
inventory at a component that holds a large volume of potentially obsolete
inventory, but that is not otherwise significant.

Components that Are Not Significant Components (Ref: Para. 28-29)

AS50.

AS1.

Depending on the circumstances of the engagement, the financial information
of the components may be aggregated at various levels for purposes of the
analytical procedures. The results of the analytical procedures corroborate the
group engagement team’s conclusions that there are no significant risks of
material misstatement of the aggregated financial information of components
that are not significant components.

The group engagement team’s decision as to how many components to select in
accordance with paragraph 29, which components to select, and the type of
work to be performed on the financial information of the individual
components selected may be affected by factors such as the following:

o The extent of audit evidence expected to be obtained on the financial
information of the significant components.

o Whether the component has been newly formed or acquired.

o Whether significant changes have taken place in the component.
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AS52.

AS3.

o Whether internal audit has performed work at the component and any
effect of that work on the group audit.

o Whether the components apply common systems and processes.
o The operating effectiveness of group-wide controls.
o Abnormal fluctuations identified by analytical procedures performed at

group level.

o The individual financial significance of, or the risk posed by, the
component in comparison with other components within this category.

o Whether the component is subject to audit required by statute,
regulation or for another reason.

Including an element of unpredictability in selecting components in this
category may increase the likelihood of identifying material misstatement of
the components’ financial information. The selection of components is often
varied on a cyclical basis.

A review of the financial information of a component may be performed in
accordance with International Standard on Review Engagements (ISRE) 24007
or ISRE 2410,” adapted as necessary in the circumstances. The group
engagement team may also specify additional procedures to supplement this
work.

As explained in paragraph A13, a group may consist only of components that
are not significant components. In these circumstances, the group engagement
team can obtain sufficient appropriate audit evidence on which to base the
group audit opinion by determining the type of work to be performed on the
financial information of the components in accordance with paragraph 29. It is
unlikely that the group engagement team will obtain sufficient appropriate
audit evidence on which to base the group audit opinion if the group
engagement team, or a component auditor, only tests group-wide controls and
performs analytical procedures on the financial information of the components.

Involvement in the Work Performed by Component Auditors (Ref: Para. 30-31)

AS54. Factors that may affect the group engagement team’s involvement in the work

of the component auditor include:

(a)  The significance of the component;

22

ISRE 2400, “Engagements to Review Financial Statements.”

ISRE 2410, “Review of Interim Financial Information Performed by the Independent Auditor of the
Entity.”

35
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ASS.

(b)  The identified significant risks of material misstatement of the group
financial statements; and

(c)  The group engagement team’s understanding of the component auditor.

In the case of a significant component or identified significant risks, the group
engagement team performs the procedures described in paragraphs 30-31. In
the case of a component that is not a significant component, the nature, timing
and extent of the group engagement team’s involvement in the work of the
component auditor will vary based on the group engagement team’s
understanding of that component auditor. The fact that the component is not a
significant component becomes secondary. For example, even though a
component is not considered a significant component, the group engagement
team nevertheless may decide to be involved in the component auditor’s risk
assessment, because it has less than serious concerns about the component
auditor’s professional competency (for example, lack of industry specific
knowledge), or the component auditor does not operate in an environment that
actively oversees auditors.

Forms of involvement in the work of a component auditor other than those
described in paragraphs 30-31 and 42 may, based on the group engagement
team’s understanding of the component auditor, include one or more of the
following:

(a)  Meeting with component management or the component auditors to
obtain an understanding of the component and its environment.

(b)  Reviewing the component auditors’ overall audit strategy and audit
plan.

(c)  Performing risk assessment procedures to identify and assess the risks
of material misstatement at the component level. These may be
performed with the component auditors, or by the group engagement
team.

(d)  Designing and performing further audit procedures. These may be
designed and performed with the component auditors, or by the group
engagement team.

(e)  Participating in the closing and other key meetings between the
component auditors and component management.

(f)  Reviewing other relevant parts of the component auditors’ audit
documentation.
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Consolidation Process
Consolidation Adjustments and Reclassifications (Ref: Para. 34)

AS56. The consolidation process may require adjustments to amounts reported in the
group financial statements that do not pass through the usual transaction
processing systems, and may not be subject to the same internal controls to
which other financial information is subject. The group engagement team’s
evaluation of the appropriateness, completeness and accuracy of the
adjustments may include:

o Evaluating whether significant adjustments appropriately reflect the
events and transactions underlying them;

o Determining whether significant adjustments have been correctly
calculated, processed and authorized by group management and, where
applicable, by component management;

o Determining whether significant adjustments are properly supported
and sufficiently documented; and

o Checking the reconciliation and elimination of intra-group transactions
and unrealized profits, and intra-group account balances.

Communication with the Component Auditor (Ref: Para. 40-41)

AS57. Ifeffective two-way communication between the group engagement team and
the component auditors does not exist, there is a risk that the group engagement
team may not obtain sufficient appropriate audit evidence on which to base the
group audit opinion. Clear and timely communication of the group engagement
team’s requirements forms the basis of effective two-way communication
between the group engagement team and the component auditor.

AS58. The group engagement team’s requirements are often communicated in a letter
of instruction. Appendix 5 contains guidance on required and additional matters
that may be included in such a letter of instruction. The component auditor’s
communication with the group engagement team often takes the form of a
memorandum or report of work performed. Communication between the group
engagement team and the component auditor, however, may not necessarily be
in writing. For example, the group engagement team may visit the component
auditor to discuss identified significant risks or review relevant parts of the
component auditor’s audit documentation. Nevertheless, the documentation
requirements of this and other ISAs apply.

AS59. In cooperating with the group engagement team, the component auditor, for
example, would provide the group engagement team with access to relevant
audit documentation if not prohibited by law or regulation.

A60. Where a member of the group engagement team is also a component auditor,
the objective for the group engagement team to communicate clearly with the
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component auditor can often be achieved by means other than specific written
communication. For example:

. Access by the component auditor to the overall audit strategy and audit
plan may be sufficient to communicate the group engagement team’s
requirements set out in paragraph 40; and

. A review of the component auditor’s audit documentation by the group
engagement team may be sufficient to communicate matters relevant to
the group engagement team’s conclusion set out in paragraph 41.

Evaluating the Sufficiency and Appropriateness of Audit Evidence Obtained

Reviewing the Component Auditor’s Audit Documentation (Ref: Para. 42(b))

A6l.

What parts of the audit documentation of the component auditor will be relevant
to the group audit may vary depending on the circumstances. Often the focus is
on audit documentation that is relevant to the significant risks of material
misstatement of the group financial statements. The extent of the review may be
affected by the fact that the component auditor’s audit documentation has been
subjected to the component auditor’s firm’s review procedures.

Sufficiency and Appropriateness of Audit Evidence (Ref: Para. 44-45)

A62.

A63.

If the group engagement team concludes that sufficient appropriate audit
evidence on which to base the group audit opinion has not been obtained, the
group engagement team may request the component auditor to perform
additional procedures. If this is not feasible, the group engagement team may
perform its own procedures on the financial information of the component.

The group engagement partner’s evaluation of the aggregate effect of any
misstatements (either identified by the group engagement team or
communicated by component auditors) allows the group engagement partner to
determine whether the group financial statements as a whole are materially
misstated.

Communication with Group Management and Those Charged with Governance
of the Group

Communication with Group Management (Ref: Para. 46-48)

A64.

A6S.

ISA 240 contains requirements and guidance on communication of fraud to
management and, where management may be involved in the fraud, to those
charged with governance.*

Group management may need to keep certain material sensitive information
confidential. Examples of matters that may be significant to the financial

24

ISA 240, paragraphs 40-42.
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statements of the component of which component management may be
unaware include the following:

o Potential litigation.

o Plans for abandonment of material operating assets.
o Subsequent events.

o Significant legal agreements.

Communication with Those Charged with Governance of the Group (Ref: Para. 49)

A66. The matters the group engagement team communicates to those charged with
governance of the group may include those brought to the attention of the
group engagement team by component auditors that the group engagement
team judges to be significant to the responsibilities of those charged with
governance of the group. Communication with those charged with governance
of the group takes place at various times during the group audit. For example,
the matters referred to in paragraph 49(a)-(b) may be communicated after the
group engagement team has determined the work to be performed on the
financial information of the components. On the other hand, the matter referred
to in paragraph 49(c) may be communicated at the end of the audit, and the
matters referred to in paragraph 49(d)-(e) may be communicated when they
occur.

39
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Appendix 1
(Ref: Para. A19)

Example of a Qualified Opinion Where the Group Engagement
Team Is Not Able to Obtain Sufficient Appropriate Audit Evidence
on Which to Base the Group Audit Opinion

In this example, the group engagement team is unable to obtain sufficient appropriate
audit evidence relating to a significant component accounted for by the equity method
(recognized at $15 million in the balance sheet, which reflects total assets of $60
million) because the group engagement team did not have access to the accounting
records, management, or auditor of the component.

The group engagement team has read the audited financial statements of the component
as of December 31, 20X1, including the auditor’s report thereon, and considered related
financial information kept by group management in relation to the component.

In the group engagement partner’s judgment, the effect on the group financial statements
of this inability to obtain sufficient appropriate audit evidence is material but not
pervasive.

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]
Report on the Consolidated Financial Statements™

We have audited the accompanying consolidated financial statements of
ABC Company and its subsidiaries, which comprise the consolidated
balance sheet as at December 31, 20X1, and the consolidated income
statement, statement of changes in equity and cash flow statement for
the year then ended, and a summary of significant accounting policies
and other explanatory information.

Management’s26
Statements

Responsibility for the Consolidated Financial

Management is responsible for the preparation and fair presentation of
these consolidated financial statements in accordance with International
Financial Reporting Standards,”’ and for such internal control as

25 . . . . 5. L
The sub-title, “Report on the Consolidated Financial Statements™ is unnecessary in circumstances when

the second sub-title, “Report on Other Legal and Regulatory Requirements” is not applicable.

2% Or other term that is appropriate in the context of the legal framework in the particular jurisdiction.

2T Where management’s responsibility is to prepare consolidated financial statements that give a true and

fair view, this may read: “Management is responsible for the preparation of consolidated financial
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management determines is necessary to enable the preparation of
consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated
financial statements based on our audit. We conducted our audit in
accordance with International Standards on Auditing. Those standards
require that we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the consolidated
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the consolidated financial statements.
The procedures selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation® of the consolidated financial
statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control.” An audit also includes
evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well
as evaluating the overall presentation of the consolidated financial
statements.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our qualified audit opinion.

28

29

statements that give a true and fair view in accordance with International Financial Reporting Standards,
and for such ...”

In the case of footnote 27, this may read: “In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation of consolidated financial statements that give a true
and fair view in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control.”

In circumstances when the auditor also has responsibility to express an opinion on the effectiveness of
internal control in conjunction with the audit of the consolidated financial statements, this sentence
would be worded as follows: “In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the consolidated financial statements in order
to design audit procedures that are appropriate in the circumstances.” In the case of footnote 27, this may
read: “In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation of consolidated financial statements that give a true and fair view in order to design audit
procedures that are appropriate in the circumstances.”
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If, in the group engagement partner’s judgment, the effect on the group financial
statements of the inability to obtain sufficient appropriate audit evidence is material and
pervasive, the group engagement partner would disclaim an opinion in accordance with

ISA 705.

CONSIDERACIONES ESPECIFICAS — AUDITORIAS DE ESTADOS FINANCIEROS CORRESPONDIENTES
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Basis for Qualified Opinion

ABC Company’s investment in XYZ Company, a foreign associate
acquired during the year and accounted for by the equity method, is
carried at $15 million on the consolidated balance sheet as at December
31, 20X1, and ABC’s share of XYZ’s net income of $1 million is
included in the consolidated income statement for the year then ended.
We were unable to obtain sufficient appropriate audit evidence about
the carrying amount of ABC’s investment in XYZ as at December 31,
20X1 and ABC’s share of XYZ’s net income for the year because we
were denied access to the financial information, management, and the
auditors of XYZ. Consequently, we were unable to determine whether
any adjustments to these amounts were necessary.

Qualified Opinion

In our opinion, except for the possible effects of the matter described in
the Basis for Qualified Opinion paragraph, the consolidated financial
statements present fairly, in all material respects, (or give a true and fair
view of) the financial position of ABC Company and its subsidiaries as
at December 31, 20X1, and (of) their financial performance and cash
flows for the year then ended in accordance with International Financial
Reporting Standards.

Report on Other Legal and Regulatory Requirements

[Form and content of this section of the auditor’s report will vary
depending on the nature of the auditor’s other reporting
responsibilities. |

[Auditor’s signature]
[Date of the auditor’s report]
[Auditor’s address]
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Appendix 2
(Ref: Para. A23)

Examples of Matters about Which the Group Engagement Team
Obtains an Understanding

The examples provided cover a broad range of matters; however, not all matters are
relevant to every group audit engagement and the list of examples is not necessarily

complete.

Group-Wide Controls

1. Group-wide controls may include a combination of the following:

Regular meetings between group and component management to
discuss business developments and to review performance.

Monitoring of components’ operations and their financial results,
including regular reporting routines, which enables group management
to monitor components’ performance against budgets, and to take
appropriate action.

Group management’s risk assessment process, that is, the process for
identifying, analyzing and managing business risks, including the risk
of fraud, that may result in material misstatement of the group financial
statements.

Monitoring, controlling, reconciling, and eliminating intra-group
transactions and unrealized profits, and intra-group account balances at
group level.

A process for monitoring the timeliness and assessing the accuracy and
completeness of financial information received from components.

A central IT system controlled by the same general IT controls for all or
part of the group.

Control activities within an IT system that is common for all or some
components.

Monitoring of controls, including activities of internal audit and self-
assessment programs.

Consistent policies and procedures, including a group financial
reporting procedures manual.

Group-wide programs, such as codes of conduct and fraud prevention
programs.
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Arrangements for assigning authority and responsibility to component
management.

Internal audit may be regarded as part of group-wide controls, for example,
when the internal audit function is centralized. ISA 610 deals with the group
engagement team’s evaluation of the competence and objectivity of the internal
auditors where it plans to use their work.

Consolidation Process

3.

The group engagement team’s understanding of the consolidation process may
include matters such as the following:

Matters relating to the applicable financial reporting framework:

The extent to which component management has an understanding of
the applicable financial reporting framework.

The process for identifying and accounting for components in
accordance with the applicable financial reporting framework.

The process for identifying reportable segments for segment reporting
in accordance with the applicable financial reporting framework.

The process for identifying related party relationships and related party
transactions for reporting in accordance with the applicable financial
reporting framework.

The accounting policies applied to the group financial statements,
changes from those of the previous financial year, and changes resulting
from new or revised standards under the applicable financial reporting
framework.

The procedures for dealing with components with financial year-ends
different from the group’s year-end.

Matters relating to the consolidation process:

Group management’s process for obtaining an understanding of the
accounting policies used by components, and, where applicable,
ensuring that uniform accounting policies are used to prepare the
financial information of the components for the group financial
statements, and that differences in accounting policies are identified,
and adjusted where required in terms of the applicable financial
reporting framework. Uniform accounting policies are the specific
principles, bases, conventions, rules, and practices adopted by the
group, based on the applicable financial reporting framework, that the

30

ISA 610, “Using the Work of Internal Auditors,” paragraph 9.
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components use to report similar transactions consistently. These
policies are ordinarily described in the financial reporting procedures
manual and reporting package issued by group management.

Group management’s process for ensuring complete, accurate and
timely financial reporting by the components for the consolidation.

The process for translating the financial information of foreign
components into the currency of the group financial statements.

How IT is organized for the consolidation, including the manual and
automated stages of the process, and the manual and programmed
controls in place at various stages of the consolidation process.

Group management’s process for obtaining information on subsequent
events.

Matters relating to consolidation adjustments:

The process for recording consolidation adjustments, including the
preparation, authorization and processing of related journal entries, and
the experience of personnel responsible for the consolidation.

The consolidation adjustments required by the applicable financial
reporting framework.

Business rationale for the events and transactions that gave rise to the
consolidation adjustments.

Frequency, nature and size of transactions between components.

Procedures for monitoring, controlling, reconciling and eliminating
intra-group transactions and unrealized profits, and intra-group account
balances.

Steps taken to arrive at the fair value of acquired assets and liabilities,
procedures for amortizing goodwill (where applicable), and impairment
testing of goodwill, in accordance with the applicable financial
reporting framework.

Arrangements with a majority owner or minority interests regarding
losses incurred by a component (for example, an obligation of the
minority interest to make good such losses).
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Appendix 3
(Ref: Para. A30)

Examples of Conditions or Events that May Indicate Risks of
Material Misstatement of the Group Financial Statements

The examples provided cover a broad range of conditions or events; however, not all
conditions or events are relevant to every group audit engagement and the list of
examples is not necessarily complete.

A complex group structure, especially where there are frequent acquisitions,
disposals or reorganizations.

Poor corporate governance structures, including decision-making processes, that
are not transparent.

Non-existent or ineffective group-wide controls, including inadequate group
management information on monitoring of components’ operations and their
results.

Components operating in foreign jurisdictions that may be exposed to factors
such as unusual government intervention in areas such as trade and fiscal policy,
and restrictions on currency and dividend movements; and fluctuations in
exchange rates.

Business activities of components that involve high risk, such as long-term
contracts or trading in innovative or complex financial instruments.

Uncertainties regarding which components’ financial information require
incorporation in the group financial statements in accordance with the applicable
financial reporting framework, for example, whether any special-purpose entities
or non-trading entities exist and require incorporation.

Unusual related party relationships and transactions.

Prior occurrences of intra-group account balances that did not balance or
reconcile on consolidation.

The existence of complex transactions that are accounted for in more than one
component.

Components’ application of accounting policies that differ from those applied to
the group financial statements.

Components with different financial year-ends, which may be utilized to
manipulate the timing of transactions.

Prior occurrences of unauthorized or incomplete consolidation adjustments.
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. Aggressive tax planning within the group, or large cash transactions with entities
in tax havens.

. Frequent changes of auditors engaged to audit the financial statements of
components.
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Appendix 4
(Ref: Para. A35)

Examples of a Component Auditor’s Confirmations

The following is not intended to be a standard letter. Confirmations may vary from one
component auditor to another and from one period to the next.

Confirmations often are obtained before work on the financial information of the
component commences.

[Component Auditor Letterhead]
[Date]
[To Group Engagement Partner]|

This letter is provided in connection with your audit of the group financial statements of
[name of parent] for the year ended [date] for the purpose of expressing an opinion on
whether the group financial statements present fairly, in all material respects (give a true
and fair view of) the financial position of the group as of [date] and of its financial
performance and cash flows for the year then ended in accordance with [indicate
applicable financial reporting framework].

We acknowledge receipt of your instructions dated [date], requesting us to perform the
specified work on the financial information of [name of component] for the year ended
[date].

We confirm that:

1. We will be able to comply with the instructions. / We advise you that we will not
be able to comply with the following instructions [specify instructions] for the
following reasons [specify reasons].

2. The instructions are clear and we understand them. / We would appreciate it if
you could clarify the following instructions [specify instructions].

3. We will cooperate with you and provide you with access to relevant audit
documentation.

We acknowledge that:

l. The financial information of [name of component] will be included in the group
financial statements of [name of parent].

2. You may consider it necessary to be involved in the work you have requested us
to perform on the financial information of [name of component] for the year
ended [date].
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3.

You intend to evaluate and, if considered appropriate, use our work for the audit
of the group financial statements of [name of parent].

In connection with the work that we will perform on the financial information of [name
of component], a [describe component, for example, wholly-owned subsidiary,
subsidiary, joint venture, investee accounted for by the equity or cost methods of
accounting] of [name of parent], we confirm the following:

1.

We have an understanding of [indicate relevant ethical requirements] that is
sufficient to fulfill our responsibilities in the audit of the group financial
statements, and will comply therewith. In particular, and with respect to [name of
parent] and the other components in the group, we are independent within the
meaning of [indicate relevant ethical requirements] and comply with the
applicable requirements of [refer to rules] promulgated by [name of regulatory

agency].

We have an understanding of International Standards on Auditing and [indicate
other national standards applicable to the audit of the group financial statements]
that is sufficient to fulfill our responsibilities in the audit of the group financial
statements and will conduct our work on the financial information of [name of
component] for the year ended [date] in accordance with those standards.

We possess the special skills (for example, industry specific knowledge)
necessary to perform the work on the financial information of the particular
component.

We have an understanding of [indicate applicable financial reporting framework
or group financial reporting procedures manual] that is sufficient to fulfill our
responsibilities in the audit of the group financial statements.

We will inform you of any changes in the above representations during the course of our
work on the financial information of [name of component].

[Auditor’s signature]

[Date]

[Auditor’s address]
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Appendix S
(Ref: Para. A58)

Required and Additional Matters Included in the Group
Engagement Team’s Letter of Instruction

Matters required by this ISA to be communicated to the component auditor are shown
in italicized text.

Matters that are relevant to the planning of the work of the component auditor:

o A request for the component auditor, knowing the context in which the group
engagement team will use the work of the component auditor, to confirm that the
component auditor will cooperate with the group engagement team.

o The timetable for completing the audit.

o Dates of planned visits by group management and the group engagement team,
and dates of planned meetings with component management and the component
auditor.

o A list of key contacts.

. The work to be performed by the component auditor, the use to be made of that
work, and arrangements for coordinating efforts at the initial stage of and during
the audit, including the group engagement team’s planned involvement in the
work of the component auditor.

. The ethical requirements that are relevant to the group audit and, in particular,
the independence requirements.

. In the case of an audit or review of the financial information of the component,
component materiality (and, if applicable, the materiality level or levels for
particular classes of transactions, account balances or disclosures), and the
threshold above which misstatements cannot be regarded as clearly trivial to the
group financial statements.

. A list of related parties prepared by group management, and any other related
parties that the group engagement team is aware of, and a request that the
component auditor communicates on a timely basis to the group engagement
team related parties not previously identified by group management or the group
engagement team.

o Work to be performed on intra-group transactions and unrealized profits and
intra-group account balances.

o Guidance on other statutory reporting responsibilities, for example, reporting on
group management’s assertion on the effectiveness of internal control.
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Where time lag between completion of the work on the financial information of the
components and the group engagement team’s conclusion on the group financial
statements is likely, specific instructions for a subsequent events review.

Matters that are relevant to the conduct of the work of the component auditor:

The findings of the group engagement team’s tests of control activities of a
processing system that is common for all or some components, and tests of
controls to be performed by the component auditor.

Identified significant risks of material misstatement of the group financial
statements, due to fraud or error, that are relevant to the work of the component
auditor, and a request that the component auditor communicates on a timely
basis any other significant risks of material misstatement of the group financial
statements, due to fraud or error, identified in the component and the component
auditor’s response to such risks.

The findings of internal audit, based on work performed on controls at or
relevant to components.

A request for timely communication of audit evidence obtained from performing
work on the financial information of the components that contradicts the audit
evidence on which the group engagement team originally based the risk
assessment performed at group level.

A request for a written representation on component management’s compliance
with the applicable financial reporting framework, or a statement that differences
between the accounting policies applied to the financial information of the
component and those applied to the group financial statements have been
disclosed.

Matters to be documented by the component auditor.

Other information

A request that the following be reported to the group engagement team on a
timely basis:

o Significant accounting, financial reporting and auditing matters, including
accounting estimates and related judgments.

o Matters relating to the going concern status of the component.
o Matters relating to litigation and claims.
o Significant deficiencies in internal control that the component auditor has

identified during the performance of the work on the financial information
of the component, and information that indicates the existence of fraud.

A request that the group engagement team be notified of any significant or
unusual events as early as possible.
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A request that the matters listed in paragraph 41 be communicated to the group
engagement team when the work on the financial information of the component is
completed.
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