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Group Audits: Discussion Memorandum and Issues 

Discussion of Comment Letter Responses to “Requests for Comment” in the Exposure Draft of 
Proposed SAS Special Considerations—Audits of Group Financial Statements (Including the 

Work of Component Auditors and Audits of Referred-to Auditors) 
 

I. Objectives of Agenda Item 2 
 

• To obtain views from the Auditing Standards Board (ASB) on a draft of the March 23, 2022, 
exposure draft entitled Proposed Statement on Auditing Standards (SAS) Special 
Considerations—Audits of Group Financial Statements (Including the Work of Component 
Auditors and Audits of Referred-to Auditors) (ED) that has been revised to respond to 
comments in comment letters and from members of the ASB at the July 19-21, 2022, ASB 
meeting. 
 

• To provide the ASB with further feedback from comment letters on the ED. 
 

• To obtain direction from the ASB about changes that should be made to the October 2022 
draft of the ED to enable the ASB at its January 2023 meeting to discuss a revised draft and 
vote on whether the proposed SAS should be issued as a final SAS. 

  

II. Group Audits Task Force 
The following are the members of the Group Audits Task Force:  
 

• Dora Burzenski, Chair; assisted by Lauren Kolarik 
• Michael Bingham 
• Monique Booker 
• Harry Cohen 
• Heather Funsch 
• Clay Huffman 
• Maria Manasses 
• Staffed by Judith Sherinsky 

 

III.  Background 
 
The proposed SAS addresses audits of group financial statements and, if issued as a final SAS, would 
supersede extant AU-C section 600, Special Considerations — Audits of Group Financial Statements 
(Including the Work of Component Auditors). It is intended to strengthen the auditor’s approach to 
planning and performing a group audit and to clarify the interaction of the proposed SAS with the other 
AU-C sections, including AU-C section 220, Quality Management for an Engagement Conducted in 
Accordance With Generally Accepted Auditing Standards, AU-C section 315, Understanding the Entity 
and Its Environment and Assessing the Risks of Material Misstatement, and AU-C section 330, 
Performing Audit Procedures in Response to Assessed Risks and Evaluating the Audit Evidence. In 
developing and updating its standards, one of the strategic objectives of the ASB is to converge its 
standards with those of the International Auditing and Assurance Standards Board (IAASB), while taking 
into consideration the standards of other standard setters, such as the Public Company Accounting 
Oversight Board (PCAOB) and the U.S. Government Accountability Office (GAO). The proposed SAS is 
based on International Standard on Auditing (ISA) 600 (Revised), Special Considerations—Audits of 
Group Financial Statements (Including the Work of Component Auditors), which was approved at the 
December 2021 IAASB meeting and issued in April 2022. 
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At its July 19-21, 2022, meeting, the ASB discussed and provided preliminary recommendations 
regarding responses from commenters on the following four issues addressed by questions posed in the 
ED: 
 

Issue 1:  Auditing components that are equity method investments (EMIs) and consideration of 
alignment with PCAOB standards. 

Issue 2:  Structure of proposed standard related to referred-to auditors and consideration of alignment 
with PCAOB standards. 

Issue 3:  Considering the magnitude of the portion of the financial statements audited by referred-to-
auditors in determining whether sufficient appropriate audit evidence can reasonably be expected to 
be obtained (par. A41 of the ED). 

Issue 4:  Recommendation for PEEC to align with the IESBA project and to clarify independence 
requirements for group audits. 

 
Highlights of the ASB’s July 2022 discussion of group audits are included in this discussion 
memorandum.  
 

IV.  Agenda Materials 
Agenda Item 2 Group Audits: Discussion Memorandum and Issues  
 
Agenda Item 2A  October 2022 Draft of Proposed Statement on Auditing Standards Special 

Considerations — Audits of Group Financial Statements (Including the Work of 
Component Auditors and Audits of Referred-to Auditors) Marked from the March 23, 
2022, Exposure Draft (including Conforming Amendments)   

 
Agenda Item 2B Summary of Comments on Exposure Draft Proposed SAS Special Considerations – 

Audits of Group Financial Statements (Including the Work of Component Auditors 
and Audits of Referred-To Auditors) and Responses to Comments 

 
 
Agenda Item 2C PCAOB AS 1206, Dividing Responsibility for the Audit with Another Accounting 

Firm, per PCAOB Adopting Release No. 2022-002 dated June 21, 2022  
 
Agenda Item 2D Appendix B, Audit Evidence Regarding Valuation of Investments Based on Investee 

Financial Results, of PCAOB AS 1105, Audit Evidence, per PCAOB Adopting 
Release No. 2022-002 dated June 21, 2022 

 
Agenda Item 2E AU-C 501, Audit Evidence — Specific Considerations for Selected Items 

Ms. Burzenski will use agenda items 2 and 2A for discussion purposes.. 
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High Level Summary of Comment Letter Feedback 
The ASB received 22 comment letters on the exposure draft (ED) of the proposed SAS, which seeks 
specific feedback from respondents on 13 different topics identified in the ED under the headings 
“Request for Comment.”  
 
Overall, the responses to the ED were supportive of moving forward with convergence with ISA 600 
(Revised), subject to further revisions to the ED to address comments received. Of note is that a number 
of respondents believe that certain aspects of the proposed SAS should be aligned with PCAOB Release 
No. 2022-002.  
 
At the end of this discussion memorandum is an appendix that contains comments on the ED in which 
respondents request actions that go beyond the charge of the Group Audits Task Force (task force), for 
example, requests for  further implementation guidance outside of the proposed SAS and  
recommendations for the ASB to engage with the AICPA Professional Ethics Executive Committee 
(PEEC) on related independence matters. The task force is identifying these items so that the ASB can 
determine the appropriate actions to be taken in response to these comments.  
 

Issues for ASB Consideration 

The Group Audits Task Force (Task Force) is seeking direction from the ASB on issues pertaining to 
feedback received in response to the following four “requests for comment” in the ED:  
 

Request for Comment 3: Scope and Applicability of Proposed SAS; Definition of Group Financial 
Statements 

Request for Comment 9: Components That Are Equity Method Investments 

Request for Comment 11: Requirements Related to Referred-to-Auditors 

Request for Comment 12: Magnitude of Portion of Financial Statements Audited by Referred-To-
Auditor  

 
The four issues above are discussed in this memo. All of the detailed responses to the requests for 
comment in the ED are contained in Agenda Item 2B. 
 
In addition to discussing the four items above, the Task Force will address any other questions or 
comments on item 2A and 2B. 

 
  

https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/rulemaking/docket042/pcaob-other-auditors-adopting-release-6-21-2022.pdf?sfvrsn=c3712668_2
https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/rulemaking/docket042/pcaob-other-auditors-adopting-release-6-21-2022.pdf?sfvrsn=c3712668_2
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Request for Comment 1a-c: Linkage of Proposed SAS To Other AU-C Sections 
 

Question 1: With respect to the linkages to other AU-C sections  

a. does the proposed SAS have appropriate linkages to other AU-C sections and to the proposed 
SQMSs?  

b. does the proposed SAS sufficiently address the special considerations in a group audit as they 
relate to applying the requirements and application material in other relevant AU-C sections, 
including the proposed QM SAS (now AU-C section 220 of SAS No. 146)? Are there other special 
considerations for a group audit that you believe have not been addressed in the proposed SAS?  

c. does the proposed SAS result in a group audit that achieves the objectives of the proposed QM 
SAS? 

 

Question 1a:  Does the proposed SAS have appropriate linkages to other AU-C sections 
and to the proposed SQMSs?  

No. of 
Responses 

Yes 19 
Yes with suggestions 2 
No comment 1 
No. of comment letters 22 
 
Two of the commenters refer to suggestions for improving linkages to recently issued SAS No. 146, Quality 
Management for an Engagement Conducted in Accordance With Generally Accepted Auditing Standards, 
which they described in their responses to  questions 1b and 1c.   
 
 
Question 1b: Does the proposed SAS sufficiently address the special considerations in a 
group audit as they relate to applying the requirements and application material in other 
relevant AU-C sections, including the proposed QM SAS?  

No. of 
Responses 

Yes 15 
No comment 7 
No. of comment letters 22 
 
 
Question 1b: Are there other special considerations for a group audit that you believe have 
not been addressed in the proposed SAS? 

No. of 
Responses 

OK as is 8 
Suggestions 3 
No comment 11 
No. of comment letters 22 
 
Three commenters provided the following suggestions:  

• SAS No. 146, Quality Management for an Engagement Conducted in Accordance With Generally 
Accepted Auditing Standards, (now AU-C section 220) and Statement on Quality Management 
Standards (SQMS) 1, A Firm's System of Quality Management, (now QM section 10) were issued 
in June 2022. Because the proposed group audits SAS was still under development at that date, 
changes to SAS No. 146  and SQMS 1  to conform with the proposed group audit SAS or to 
improve the interaction between these standards through supplemental guidance could not be 
made. The commenter recommends that the following conforming changes to SAS No. 146 and 
SQMS 1 be made:  

 
SAS 
146.31b 

This paragraph requires additional guidance to assist auditors in understanding how to 
accomplish such a review in a group audit. It is not practical to assume that an auditor can 
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summarize all significant judgments for an engagement partner to review directly. Instead, 
it is more operational for the engagement partner to take responsibility for such reviews 
with the assistance from others. (GT) 
 

SAS 
146.34 

This paragraph could be enhanced with application guidance specific to group audits as it 
may be difficult for the group engagement partner to be aware of all formal communications 
made by a component auditor to (1) management, (2) those charged with governance, or 
(3) regulatory authorities, some of which may also not pertain to the audit of the group 
financial statements. (GT) 

SAS 
146.41b 

It is unclear how this requirement interacts with paragraph 76 of the group audits proposed 
SAS. Guidance that addresses this interaction and the expectations for the group 
engagement partner regarding component consultations would be beneficial. (GT) 

SQMS  
1.A14  

To help bridge the gap between guidance provided in SAS 146 and the application of such 
guidance in the other sets of standards that would be subject to SQMS 1, add the following 
language: 

 
Referred-to auditors are not members of the engagement team. Referred-to auditors are 
not component auditors. Likewise, in an examination or review engagement, when a firm 
determines to make reference to the examination or review of another auditor, 
accountant, or practitioner, the other auditor also is not a member of the engagement 
team. (GT) 

 
SQMS 
1.A91 

To further clarify the various resources that may be used in an engagement subject to 
SQMS 1, add the following language: 
 

Determining whether another auditor, accountant, or practitioner is a resource or an 
information source depends on the particular circumstances. For example, a component 
auditor is a resource used in performing a group audit, but a referred-to auditor is an 
information source, as a referred-to auditor’s report provides information to be used as 
audit evidence. Similarly, a service auditor that issues a report on a service 
organization’s controls is an information source and not a resource, unless the service 
organization is requested to perform further procedures for purposes of the particular 
engagement. A predecessor auditor, accountant, or practitioner is not a resource. (GT) 

 
 

• Application guidance is needed to address how a group auditor gains comfort with a component 
auditor of a foreign company that conducts the audit in a foreign language, specifically  

— overcoming language barriers  
— related supervision requirements as well as guidance regarding a situation where 
a client wants to use a local firm that speaks a different language than the group auditor. 
(ICPAS) 

 
• Paragraph 74b includes a requirement to communicate with those charged with governance of 

the group “instances where the group auditor’s review of the work of a component auditor gave 
rise to concern about the quality of that component auditor’s work, and how the group auditor 
addressed the concern.” The commenter believes this requirement is intended to be a follow up 
to the requirement in paragraph 74a related to communication of planned involvement in the work 
to be performed by component auditors. However, the commenter is concerned that the standard 
will lead to inconsistent application because  
— there will be various interpretations of what rises “to a concern about the quality of that 

component auditor’s work” given the lack of application material.  
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— there may be unconscious bias in that judgement when assessing component auditors from 
the group auditor’s firm or network versus when the component auditor in an unrelated, 
competitor firm.   

As a result, the commenter is concerned that the standard will not fully achieve its intentions related 
to communications with those charged with governance. (Mazars)    

 

Question 1c: Does the proposed SAS result in a group audit that achieves the objectives 
of the proposed QM SAS? 

No. of 
Responses 

Yes 15 
Suggestions 1 
No comment 6 
No. of comment letters 22 

 

One commenter noted the importance of the requirements in the proposed SAS being clear insofar as 
how they interact with the requirements in SAS 146 and SQMS 1. The commenter believes that due to 
the complexities that may exist in a group audit, it is likely questions will arise during the implementation 
of SAS 146 and the proposed SAS, in particular with respect to direction, supervision and review of the 
work of component auditors. The commenter encourages the ASB to monitor questions and issue 
additional guidance, if necessary, about how the requirements in SAS 146 would be applied in a group 
audit. The commenter also suggests that after the proposed SAS is implemented, the ASB seek feedback 
from the Peer Review Board and others to understand whether the proposed SAS and SAS 146 are 
achieving their intended objectives. The same commenter agrees that the engagement partner needs to 
be sufficiently and appropriately involved throughout the audit to be able to take overall responsibility for 
the quality of the group audit engagement. However, the commenter thinks it important that there be 
shared accountability for quality when firms use component auditors and encourages the ASB to consider 
whether it is sufficiently clear that component auditors are responsible for the performance of their work in 
accordance with AICPA standards, in particular SAS 146. ( PwC)  

. 

Request for Comment 2: Structure of the Proposed SAS  

Question 2: With respect to the structure of the proposed SAS, do you support the 
placement of sub-sections throughout the proposed SAS that highlight the requirements 
when component auditors are involved or when reference is made to the audit of a 
referred-to auditor in the auditor’s report on the group financial statements? 

No. of 
Responses 

Yes 18 
Suggestions 2 
No comment 2 
No. of comment letters 22 
 

Two respondents commented on the formatting, recommending that the draft include icons, underlining, 
or other formatting to visually differentiate the component auditor subsections from the referred-to auditor 
subsections. One commenter noted that the subheadings one level below the headings are the same font 
size and type as the paragraphs themselves and that different formatting, such as underlining, should be 
used to enhance their visibility among the paragraphs. (GAO and GT) 

 

Request for Comment 3: Scope and Applicability of Proposed SAS; Definition of Group 
Financial Statements 
Question 3: Is the scope and applicability of the proposed SAS clear? In that regard, is the definition of 
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group financial statements, including the linkage to a consolidation process, clear? 
 

Question 3: Is the scope and applicability of the proposed SAS clear? No. of 
Responses 

Scope and applicability are clear   15 
Scope and applicability are unclear 4 
No comment 3 
No. of comment letters 22 

 
 
The following are suggestions about how to improve the clarity of the scope of the proposed SAS and 
other comments from four commenters who believe the scope and applicability are not clear: 
 

• The proposed SAS lacks clarity on what constitutes a “business unit” as that term is used in 
the definition of group financial statements. (VSCPA COV) (This comment also applies to the 
portion of question 3 about whether the definition of group financial statements is clear.)  

 
• The proposed SAS should go beyond the reference to the Audit and Accounting Guide State 

and Local Governments and add a section on “Considerations Specific to Governmental 
Entities,” to address group audits of governmental component units, similar to other AU-C 
sections. (MI OAG) (Another commenter made the same suggestion in response to question 
12.) 

 
• There is still some ambiguity in regard to smaller, less complex entities that have different 

entities established for risk mitigation or through prior acquisitions. Some of these entities are 
structured to have a single or overall accounting department with the same system of internal 
control and, while certain portions of the operations are maintained separately, the financial 
information is not presented as disaggregated for external reporting purposes (particularly 
paragraph A127 in AU-C section 320 and the reference to what is defined as financial 
information that is disaggregated, as either internal only, or externally presented). (SL) 

  

Question 3: In that regard, is the definition of group financial statements, including the 
linkage to a consolidation process, clear? 

No. of 
Responses 

Definition of GFS is clear  8 
Definition of GFS is unclear 6 
No comment 8 
No. of comment letters 22 

 
Six commenters believe the definition of group financial statements is unclear for the following reasons:  
   

• The linkage between the definition of the “group financial statements” and “consolidation process” 
could be ambiguous under certain fact patterns that are common in practice. The application 
guidance in paragraphs A4 and A5 attempts to distinguish between two scenarios involving a 
single legal entity, where one involves the aggregation of financial information while the other 
doesn’t. Many legal entities are capable of maintaining discrete financial information associated 
with separate locations, branches, divisions, or product lines within a single general ledger 
system. For example, a retail entity may be capable of maintaining discrete financial information 
by individual store locations. The process of aggregating the financial information associated with 
retail store locations in this example is different from aggregating financial information prepared 
by one or more branches or divisions of a group that maintain separate information systems and 
general ledgers. The commenter recommends providing further clarity in the application material 
regarding the concept of “aggregation” of financial information of entities that is relevant to the 
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definition of group financial statements and the term consolidation process used in the proposed 
SAS to avoid any unintended consequences, including inconsistent application in practice. (BDO) 
 

• The proposed SAS removes the link of group financial statements and components, which 
broadens the business units that could qualify for group financial statements.  Specifically, 
paragraph A4 states “a single legal entity may be organized with more than one business unit … 
when those business units have characteristics such as separate locations, separate 
management, or separate information systems.”  The inclusion of “or” within the guidance is 
improper in a government environment as many business units have separate locations and 
separate management that are aggregated into a single legal entity’s financial statements; and, in 
many cases, we would not expect those to create a group audit scenario.  
 
To align with the audit requirements for components throughout the proposed SAS, the 
commenter conceptually believes it is more logical to define a group as components aggregated 
through a consolidation process.  To assist the auditor in identifying components (or business 
units) that trigger the group audit requirements, the commenter suggests that the Board further 
clarify the relevant criteria for assessing the extent to which separate locations, management, and 
information systems represent components (or business units) of a group. The following are 
questions the Board may consider in providing this guidance: 
 

Location: Does the mere physical presence of the business unit within a separate building 
constitute a different location?  Does the proximity of the business unit location to the group 
have any effect on the assessment (i.e., street address, campus, town, county, state, 
country)? 
 
Management: In a government environment, authority may be delegated to various levels of 
management.  For example, in producing an Annual Comprehensive Financial Report 
(ACFR), a Governor may delegate responsibility to an agency to produce the ACFR by 
aggregating financial information from other agencies.  As it relates to aggregated Executive 
branch agencies, is the Governor and his or her administration considered management, or 
should consideration also be given to differences in agency-level management?   
 
Information Systems: Does the significance of information systems to the financial 
statements (i.e., the general ledger) affect the assessment of the group?  For example, if a 
business unit uses the same general ledger system as the group, but uses its own capital 
assets system, does the number of separate systems or materiality of financial amounts 
within the capital assets system affect the auditor’s assessment? (COV) 

 
• With regard to paragraphs A29‐A31 and the consolidation process, the commenter believes 

additional examples would be helpful and suggests that there be a more detailed example that 
expands the financial institution example introduced in paragraph A4. Paragraph A4 discusses 
operating in separate locations with multiple branches and how the separate characteristics, such 
as separate management or separate information systems (including a separate general ledger) 
are aggregated and how such financial statements meet the definition of group financial 
statements. The example could be a bank that has a holding company or other legal entity 
combined with the financial institution that is required to be consolidated. This may demonstrate 
the difference between aggregation risk considerations for an entity with multiple branches verses 
the aggregation risk considerations of consolidations.  
 
Another common occurrence is when management, controls, processes, and information systems 
are the same for a group of consolidated entities. Consequently, some groups of consolidated 
entities may have less aggregation risk than others, which could significantly impact component 
materiality evaluations and audit approaches. Expanding A31 could provide needed practice 
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guidance in applying the standard to varying risk considerations. This would be particularly helpful 
as paragraph A7 appears to indicate that an engagement team could reach a conclusion that 
there’s no aggregation risk in a consolidation when legally separate entities are under same 
management, controls, and information systems, etc. 
 
For considerations specific to Government Entities, paragraph 3 of the ED references the AICPA 
Audit and Accounting Guide  State and Local Governments which is a non‐authoritative guide. It 
would be beneficial to expand the application and explanatory material with specific examples for 
government entities as opposed to referencing a non‐authoritative guide. A common simple 
example that could be added is when a component unit is blended into a reporting unit. Another 
very common example is when the aggregate remaining reporting unit includes a number of 
unrelated activities under the same management, controls, process, and information systems and 
contrasting when there are disaggregated elements of the reporting unit. (Eide Bailly) 
 

• The considerations in paragraphs A4 and A5 for determining whether the financial statements are 
group financial statements, include having separate locations, separate management, and 
separate information systems. Those same considerations could be used to conclude that a 
consolidated financial statement would not be a group financial statement; for example, if the 
separate legal entities have similar locations, management, and information systems. The 
definition of group financial statements in paragraph 16 appears to require that all consolidations 
be within the group audit scope, however there are situations in which closely held entities which 
legally may be consolidations, do not encompass the same risks and features that the group audit 
standards are intended to address. The commenter recommends that in addition to the examples 
in A4 and A5, a third example be provided to support and illustrate that the principles-based 
guidance can also be used to exclude a consolidated entity from being a group financial 
statement. (OSCPA NSAA) 
 

• Provide more application guidance or other materials (e.g., a flowchart or decision tree) to help 
auditors with determining whether an engagement includes group financial statements, which is 
therefore subject to the scope of the proposed SAS. (CLA) 

Additional Information: 
 
Recap of IAASB History on Definitions 

1. Group Financial Statements 
 

The IAASB discussed the definition of “group financial statements” several times throughout the 
drafting and exposure draft process  because questions arose about the definition of that term. 
Throughout these discussions, the term “consolidation process” as an entry point for determining 
whether the financial statements are group financial statements was debated. The board 
discussed using the term “aggregation” rather than “consolidation” but ultimately decided that 
“consolidation” was a better term because  it would be more understandable in the context of 
financial reporting frameworks. In response to the concern that “consolidation process” would be 
interpreted in  the same way as the terms “consolidation” or “consolidated financial statements” 
as defined in other financial reporting frameworks, the IAASB task force added application 
paragraph A27 (paragraph A30 in the proposed SAS) to explain how  “consolidation process” 
differs. Further, the IAASB explained that the specific terminology used is less important than the 
clarity of the fundamental principle in the revised standard and the focus on the process. They 
noted that although the process may differ somewhat depending on the nature and structure of 
the entity (i.e., the group), the process involves bringing together in a set of financial statements 
the financial information of more than one entity or business unit, with the elimination of intra-
entity or business unit transactions or balances as needed. They also discussed that the term 
“consolidation process” is meant to capture not only consolidated financial statements, but more 
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broadly combined financial statements, equity-method investments, and the aggregation of the 
financial information of other entities or business units such as branches or divisions. 
 

2. Business Unit / Component 
 

During meetings on 3/16/20 and 12/7/20, the IAASB discussed the definitions of “component” and 
the term “business unit”. The meeting minutes indicate that the IAASB task force noted that the 
use of the terminology “entities or business units” in the definition of group financial statements 
may be viewed as somewhat broad and that entity management may use other terms to describe 
the various economic units. However, they noted that they believed that “entities or business 
units” will be sufficiently understood.   

 
The IAASB discussed whether the definition of component should be from “management’s view” 
or the “auditor’s view” and ultimately concluded that it should be an audit-focused concept 
because the way management views the entities or business units comprising the group may be 
different from the way the group auditor plans and performs audit procedures for the group audit.   

 
The board noted that the definition provides flexibility for the group auditor to determine 
components based on the group auditor’s understanding of the group and its environment. In the 
view of the IAASB task force, the definition highlights that the group auditor’s determination of 
components is based on the group’s organizational structure and information system, including its 
financial reporting process as required by ISA 315.  

 
Task Force Response:  
As indicated in the summary of the IAASB minutes above, the definitions of “group financial statements” 
and “business units” were discussed at length and revised throughout the drafting process. The IAASB 
was careful to weigh the level of detail and examples provided in the ISA, while providing  for flexibility in 
the principles-based framework.  
 
In terms of the definition of “group financial statements,” although the task force understands that 
additional examples might provide auditors with a greater chance of having their engagement particulars 
line up directly with an example situation in the application guidance, the task force is reluctant to provide 
further examples to avoid  changing the intent of the standard (e.g., through over-reliance on an example) 
and to ensure that the language remains broad enough and principles-based enough  to provide  a 
framework for all situations engagement teams may encounter.   
 
Application paragraphs A4 and A5 in the proposed standard provide examples of  scenarios in which the 
group financial statements are (paragraph A4) and are not (paragraph A5) group financial statements, 
which the task force believes is the appropriate balance in order to remain principles-based so that the 
standard can be applied across all types of engagements. Further, in considering whether a flowchart or 
decision tree should be added, the task force noted that past precedent  indicates that such 
diagrams/graphics do not belong in the standard themselves and may instead, be provided as additional 
tools as deemed necessary outside the standards. The task force notes that providing such tools, similar 
to providing further examples, would go against the principles-based framework the ASB has set out to 
achieve with proposed AU-C 600.  
 
Regarding the clarity of the term “business unit”, similar to the IAASB (as inferred from the summary of 
the minutes above), the task force is reluctant  to provide additional examples that might limit the auditor’s  
flexibility to determine business units based on the group auditor’s understanding of the group and its 
environment (and the principles based requirements of the proposed SAS). Therefore, although the task 
force understands that there is ambiguity in exactly what constitutes a business unit, the task force 
believes it is appropriate to provide  for application of the concept of business units across the large 
variety of entities audited under the AU-Cs.  
 
For related comments applicable to governmental audits, the task force notes that the governmental audit 
guidance is outside of the charge of the task force and suggests that the ASB consider revisions to the  
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AICPA Audit and Accounting Guide State and Local Governments to ensure sufficient guidance is 
provided in light of this updated standard. (See the appendix containing comments that request actions 
that go beyond the charge of the task force). The task force believes there may be merit in considering 
additional guidance outside the standards post-implementation (e.g., Audit Risk Alert), when there is 
more information as to the nature of the difficulties auditors are encountering when applying the proposed 
SAS.  
 
 

 
 
Question for the ASB: 
1.  Does the Board agree with the task force that additional application guidance or examples related to 
definitions in the proposed SAS are not necessary? If the Board disagrees, what additional application 
guidance or examples does the Board believe are necessary? 
  

 
 
Request for Comment 4: Scalability and Exhibit A, “Relevancy of Requirements in 
Various Group Audit Scenarios” 
Question 4a-b: With respect to the scalability of the proposed SAS 
 

a. do you believe the proposed SAS is scalable to groups of different sizes and complexities, 
recognizing that group financial statements, as defined in the proposed SAS, include the 
financial information of more than one entity or business unit? If not, what suggestions do you 
have for improving the scalability of the proposed SAS?  

b. do you believe that the guidance in exhibit A, “Relevancy of Requirements in Various Group 
Audit Scenarios,” of the proposed SAS is understandable and provides clarity on the 
relevancy of certain requirements of the proposed SAS in various group audit scenarios? 
Would the relevancy of certain requirements of the proposed SAS in various group audit 
scenarios be clear without exhibit A? 

 

Question 4a: Do you believe the proposed SAS is scalable to groups of different sizes 
and complexities, recognizing that group financial statements, as defined in the proposed 
SAS, include the financial information of more than one entity or business unit? If not, 
what suggestions do you have for improving the scalability of the proposed SAS?  

No. of 
Responses 

Yes 9 
Yes with suggestions 7 
No   4 
No comment 2 
No. of comment letters 22 
 

Seven commenters had the following concerns and recommendations regarding the scalability of the 
proposed SAS: 

• The proposed SAS presents additional practical challenges for the group engagement partner 
seeking to comply with the responsibilities in the proposed QM SAS with respect to determining 
compliance of component auditors with the relevant ethical requirements and the sufficiency and 
appropriateness of engagement resources, particularly on larger and more complex group audits 
that require extensive involvement of component auditors. These challenges are heighted in 
circumstances involving component auditors that are not part of the same network as the group 
auditor. (BDO)  
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• The commenter has practical concerns with regard to certain of the requirements specifically 
designated for execution by the group engagement partner, as described in paragraph 13 of the 
ED. For example, in AU-C section 300, the audit plan includes, among other things, the nature, 
timing, and extent of further audit procedures. In large group audits, it may be impractical for the 
group engagement partner to directly review, without assistance from others, all details of a group 
audit plan. Application material is necessary to address potential operational challenges, in group 
audits and to convey the intended purpose of the requirement and its practical application more 
clearly in group audits. (GT)  

 
• With regard to the new requirement in paragraph 49 for the group auditor to determine whether, 

and the extent to which, it is necessary to review additional component auditor documentation, it 
is important that the group auditor be able to exercise professional judgment in relation to the 
nature, timing, and extent of review of the work of component auditors, taking into account the 
two-way communication that has occurred throughout the audit. In many cases, the group auditor 
may not consider it necessary to obtain and review audit documentation beyond what is required 
to be provided by, and discussed with, the component auditor in accordance with paragraphs 47-
48 of the proposed SAS. (PwC) 
 

• The proposed standard could be enhanced by providing additional application material with 
regard to how the auditor may use a completed audit of a component for purposes of the group 
audit. The commenter encourages the Board to add application material to paragraph 32a of the 
ED to explain that understanding the group may include understanding applicable statutory audit 
requirements of components and the timing of such audits. This information can help inform (1) 
the group auditor’s consideration of where risks of material misstatement may arise within 
components and (2) the appropriate response to such risks. See also response to Question 9 
below. (GT) 
 

• The commenter submits the following edits to par. A144 to enhance the scalability and 
understandability of the guidance provided: 

A144. In response to the assessed risks of material misstatement, the group auditor may 
determine the following scope of work to be appropriate at a component (with the 
involvement of component auditors, as applicable): 

Design and perform further audit procedures on the entire financial information of the component 
(for example, when a component auditor is asked to perform an audit, adapted as 
necessary, of the component financial information for purposes of the group audit) 
Design and perform further audit procedures on one or more classes of transactions, account 
balances, or disclosures 
Perform specific further audit procedures designed by the group auditor (GT) 

The commenter also recommends adding an example similar to the first bullet above to proposed 
paragraph A120. (GT) 

• In considering the existing requirements of AU-C section 300, the commenter believes that “key 
members of the engagement team” should be limited to the individuals that meet the definition of 
“group auditor” as defined in the proposed SAS. There could be unintended consequences of 
including component auditors as key engagement team members. As such, the commenter 
recommends revising paragraph A64 of the ED as shown below to clearly delineate what the 
group auditor is ultimately responsible for while also acknowledging that the component auditor 
can contribute to planning activities. 

AU-C section 300 requires the engagement partner and other key members of the 
engagement team to be involved in planning the audit. When component auditors are 
involved, one or more individuals from a component auditor may assist be key members of 
the engagement team and therefore involved in planning the group audit. 
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The commenter indicates that such changes would also address the potential inconsistency in 
definitions and requirements between the proposed SAS and AU-C section 300. Paragraph .05 of 
AU-C section 300 requires the engagement partner and other key members of the engagement 
team to be involved in planning the audit, including planning and participating in the discussion 
among engagement team members. Planning an audit, as described in paragraph .02 of AU-C 
section 300, involves establishing the overall audit strategy and audit plan. The definition of group 
auditor, however, recognizes that the group auditor, which excludes component auditors, is 
responsible for establishing the overall group audit strategy and group audit plan. Including 
component auditors as key engagement team members can potentially blur a firm’s 
responsibilities for the group audit opinion and also challenge whether the independence 
requirements would differ for such individuals, particularly when such individuals are outside the 
firm’s network. (GT) 
 

• When applying the risk-based approach prescribed in the proposed SAS, if the group audit firm 
differs from the component audit firm, use of different audit methodologies may present an issue. 
This is a challenge in terms of scalability of the standard, particularly in instances where there is a 
sub-consolidation performed by the component auditor. The commenter would like to see more 
guidance or tools on how the use of different audit methodologies by the component auditors is 
addressed by the group auditor, such as instances where testing approaches differ (i.e., sample 
sizes utilized for both tests of controls and tests of details). (ICPAS) 
 

• The lack of guidance on how to determine the extent of work to be performed on components will 
lead to diversity in practice and the commenter recommends that the development of 
implementation guidance be considered related to scoping by component.  (Mazars) 

 
• The commenter refers to a concern related to the scalability to larger governments expressed in 

the commenter’s response to question three. (NSAA) 
 

• Extant AU-C section 600 establishes specific requirements when a significant component is 
identified by the group engagement team, which is defined as a component that (i) is of individual 
financial significance to the group, or (ii) due to its specific nature or circumstances, is likely to 
include significant risks of material misstatement of the group financial statements. The 
commenter appreciates that the proposed SAS is aimed at promoting a risk-based approach 
rather than a quantitative exercise but is concerned that the important principles underpinning 
these extant requirements are not given sufficient prominence, which could impact quality and 
suggests changes to the application material to reinforce auditor judgments made in applying the 
requirements in paragraphs 24 and 39 of the proposed SAS. Certain concepts contained in the 
PCAOB’s standards could be incorporated to drive further consistency in the US in terms of these 
judgments about how best to address risks of material misstatement in the group financial 
statements. Also, further examples as to when specific further audit procedures may be used 
would be helpful. (See the edits to paragraphs A59 and A145 in Appendix 2 of the PwC comment 
letter.) 

Four commenters believe the proposed SAS is not scalable to groups of different sizes and complexities 
for the following reasons: 

• The scalability of the proposed SAS depends on clarifying the definition of a business unit, as 
mentioned in the commenter’s response to Question 3.  If separate locations, management, or 
information systems independently qualify as individual business units without application of 
professional judgement, implementation may be inefficient in a government environment. (COV) 
(VSCPA) 
 

• Scalability is a more challenging concept to apply in group audits than in other standards. In other 
standards, scalability is an opportunity to adapt to less complex environments. In this standard, 
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the primary requirements are identifying the components, assessing aggregation risks, and 
developing responses to those risks. Accordingly, it’s difficult to apply scalability considerations to 
these requirements. The most helpful guidance regarding potential scalability, (as noted in the 
commenter’s responses regarding paragraphs A4, A7, and A31) is to develop application 
guidance that helps auditors determine when consolidations and certain other activities are not 
considered a group audit and/or do not have material aggregation risks. Additionally, upon 
determining that the audit is of a group financial statement, if there are opportunities to scale 
based on different sizes and complexities of group audits, the application guidance should 
provide more robust illustrations of such considerations. (Eide Bailly) 

• The commenter requests examples of entities with less complexity where group audit procedures 
may be limited or reduced. (SL) 

 
Question 4b: Do you believe that the guidance in exhibit A, “Relevancy of Requirements 
in Various Group Audit Scenarios,” of the proposed SAS is understandable and provides 
clarity on the relevancy of certain requirements of the proposed SAS in various group 
audit scenarios? Would the relevancy of certain requirements of the proposed SAS in 
various group audit scenarios be clear without exhibit A? 

No. of 
Responses 

Clear and necessary 11 
Clear (with suggestions) and necessary  2 
Clear but unnecessary  1 

Unclear but necessary 3 
Unclear and unnecessary 1 
No Comment 4 
No. of comment letters 22 
 
Four commenters found exhibit A to be unclear. The following are their suggestions to further clarify the 
exhibit and comments that identify what makes the exhibit unclear:  

● Place exhibit A in the front of the draft instead of in the appendix (“start here”). (OSCPA) 

● Provide additional guidance to help firms with the implementation of the proposed SAS for each 
of the scenarios in exhibit A. (CLA)  

● For Scenarios 1 and 3, paragraph 36 is included as a relevant requirement and is under the heading 
“Considerations When Component Auditors Are Involved.” Paragraph 36 is not intended to apply 
only when component auditors are involved and recommends deleting the heading and revising 
the paragraph as follows.  

 
In applying AU-C section 315, the group auditor should evaluate whether the audit evidence 
obtained from the risk assessment procedures performed by the group auditor, and component 
auditors when applicable, provides an appropriate basis for the identification of assessment 
of the risks of material misstatement of the group financial statements. (GT NSAA) 

 
● It is unclear why each scenario begins with paragraph 12 of the ED when the requirements 

section does not begin until paragraph 18.  One commenter believes it is the Board’s intention to 
only address the requirements section of the ED and, therefore, recommends revising each 
scenario to begin with paragraph 18. (GT) Another commenter recommends that the exhibit 
include references to paragraphs 1-11 as applicable for completeness, or further clarify why the 
relevant requirements included in exhibit A begin with paragraph 12 (when requirements in the 
proposed SAS start with paragraph 18). (KPMG)  
 

● It might be helpful to simplify exhibit A to include scenarios that do not have multiple complex 
issues in a single example. (TXCPA) 
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● Despite the introductory paragraphs in exhibit A reminding group auditors that they are “required 

to have an understanding of the entire text of this proposed SAS, including its application and 
other explanatory material, to understand its objectives and apply its requirements properly”, we 
have concerns over implementation in practice. Specifically, the content in exhibit A may be 
misinterpreted as if only the requirements presented in tabular format in exhibit A are applicable 
in various group audit scenarios, which could lead to misapplication of the proposed SAS and a 
negative impact to audit quality. (KPMG) 
 

Request for Comment 5: Documentation 
Question 5a-b: Do you support the enhanced requirements and application material on 
documentation, including the linkage to the requirements of AU-C section 230? In particular 

 
a. are there specific matters that you believe should be documented other than those described 

in paragraph 76 of the proposed SAS?  
b. do you agree with the application material in paragraphs A203–A219 of the proposed SAS 

relating to the group auditor’s audit documentation? 
 

Question 5: Do you support the enhanced requirements and application material on 
documentation, including the linkage to the requirements of AU-C section 230? 

No. of 
Responses 

Yes 17 
No comment 5 
No. of comment letters 22 
 
 
Question 5a: Are there specific matters that you believe should be documented other 
than those described in paragraph 76 of the proposed SAS? 

 

No. of 
Responses 

OK as is  9 
Additions 4 
No comment 9 
No. of comment letters 22 
 

Nine commenters did not identify any specific matters that should be documented other than those in 
paragraph 76 of the proposed SAS. Four commenters had the following recommendations for specific 
matters that should also be documented: 
 

● Consider requiring documentation of the requirements in 59c ii related to appropriateness of 
conversion entries. (CLA) 
 

● Provide an explanation of how paragraph 76i. documentation of “The group auditor’s evaluation 
of, and response to, findings or conclusions of the component auditors or referred-to auditors 
about matters that could have a material effect on the group financial statements.”  differs from 
pars. 76.g.ii. and 76.h.iii, which require documentation of matters related to communications with 
component auditors and referred-to auditors, respectively, “including how the group auditor has 
addressed significant matters discussed with” component auditors and referred-to auditors, 
respectively. (Crowe) 
 

● If par. 76i is in part intended to allude to evaluating the referred to auditors’ issued report, and 
whether it includes any opinion modifications or other report modifications that may be relevant to 
the group auditor, clarify this by adding application guidance for paragraph 76i. (Crowe) 
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● Provide application material for situations in which the same firm conducts the audit of the 
component and is the group auditor. Paragraph A74 provides some guidance related to the 
determination of a component auditor’s competency and capability. Paragraph A91 states that the 
form of communication would be affected when the group auditor and component auditor are 
from the same firm. Paragraph 76 states that the group auditor should include in the audit 
documentation all of the components noted in paragraph 76, such as competence and capability 
(par. 76c), the direction and supervision of the component auditors and review of their work (par. 
76f). As noted in paragraphs A74, the firm’s monitoring procedures and communication is relied 
on in these two examples. The firm has its own monitoring procedures to identify competency and 
has procedures for documenting evidence of review and has various levels of review. The extent 
of the documentation required by the group auditor in this example when the same firm conducts 
the audit of the component and is the group auditor would be an example where we suggest 
additional application guidance would be beneficial, specifically related to competency of the 
auditor, direction, supervision, and review of the component auditor’s work within the same firm 
but different locations and teams. The application material should include whether it is expected 
that all of these elements are explicitly documented in the binder or is it sufficient to know that the 
firm’s monitoring procedures cover the requirement related to competency, supervision, and 
review of the component auditor within the same firm (Eide Bailley) 
 

● Provide additional discussion of documentation of risks and uncertainties that may be present at 
the component auditor level, including, but not limited to 1) local regulatory, 2) litigation, and 3) 
cyber related matters. (ICPAS) 

  

Question 5b: Do you agree with the application material in paragraphs A203–A219 of 
the proposed SAS relating to the group auditor’s audit documentation, including the 
linkage to the requirements of AU-C section 230? 
 

No. of 
Responses 

Yes 14 
Yes, with suggestions 2 
No 2 
No comment 4 
No. of comment letters 22 
 
Two commenters did not agree with the application material in paragraphs A203-A219. The following are 
the suggestions for improving and the application guidance and comments from those who do not agree 
with the application guidance: 

• When the retention of component auditor documentation is outside the control of the group 
auditor, it would be difficult for a firm to design and implement responses to address quality risks 
related to the quality objective in paragraph .32f of proposed SQMS No. 1. The ASB should 
consider enhancing the guidance in par. A206 to indicate that providing specific instructions to the 
component auditor would normally be a sufficient response to such quality risks. (CLA) 
 

• Include a reference to the sufficiency of procedures performed by the component auditor in direct 
response to the identified group-level assessed risks of material misstatement. By removing the 
requirement to identify significant components, with more targeted risk-based procedures 
performed at the component audit level, there is added importance on ensuring sufficient 
procedures have been performed on overall risks of material misstatements assessed at the 
group level and relevant to the component auditor. (ICPAS) 

• Paragraph A205 indicates that audit documentation comprises not only the documentation in the 
group auditor’s file but also the separate documentation in the respective component auditor files 
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relating to the work performed by the component auditors for purposes of the group audit. 
Because of the potential ramifications from an audit quality as well as an inspection and 
regulatory perspective, particularly with respect to jurisdictions with confidentiality or professional 
secrecy restrictions, the commenter asks the ASB to consider adding guidance or requirements 
regarding what audit documentation would need to be retained in the group audit file to meet the 
objectives of AU-C section 230 and that would be sufficient from an external inspection 
perspective. (GT) 

• Additional guidance would be beneficial regarding documentation of assessing component 
materiality. (OSCPA) 

 
 
Request for Comment 6: Definitions of Terms Referred-to Auditor, Component Auditor, 
Group Auditor and Engagement Team 
 
Question 6: Are the definitions of the terms referred-to auditor, component auditor, and 
group auditor clear, including as they relate to the definition of the term engagement 
team in the proposed SAS? 

No. of 
Responses 

All definitions are clear  14 
All definitions are clear, with suggestions 1 
Definition of component, component auditor, group auditor or referred-to-auditor is 
unclear  

7 

No. of comment letters 22 
 
Eight commenters believe that 1 or more of the definitions are unclear. The following are the comments 
on the definitions and suggestion for improving them:  
 

• Component. Because the commenter believes that the preparation of financial information is a 
key element of the identification of a component, the commenter recommends that the following 
language from extant AU-C 600 be reinstated in the definition of component “An entity or 
business activity for which group or component management prepares financial information that 
is required by the applicable financial reporting framework to be included in the group financial 
statements.”  (Crowe)  
 

• Component. The definition of component in paragraph 16 does not specifically mention that an 
equity method investee is considered to be a component. Although this is clarified in the definition 
of group financial statements, the Board should consider explicitly including equity method 
investees in the definition of component. (John Keyser) 

 
• Component auditor. Paragraph A28 indicates that there may be joint engagement partners within 

a group auditor’s firm. Three commenters requested that the proposed SAS include a definition of 
joint engagement partner. They noted that in group audits where different components are 
audited by separate audit teams within the same firm under the direction of separate partners or 
partner equivalents they are unclear about whether these partners are “joint engagement 
partners” or “component auditors.”  (COV, NSAA, MI OAG) 
 

• Component auditor. In smaller firms in most cases, the group auditor performs both the role of the 
group auditor and component auditor at the same time. The commenter asks for another category 
or scalable considerations to the situation where the group auditor and component auditor are 
one and the same. (SL) 
 

• Component auditor. Uncertainty remains as to the practical implications of the change in SAS 146 
to include component auditors within the definition of engagement team. One example of this is 
the effect on compliance with independence and ethical requirements. (PwC) 
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• Component auditor.  Clarification is needed to distinguish the “group auditor” and “component 
auditor” within the context of the “engagement team” and to clearly delineate that the “referred-to 
auditor” is outside of the “engagement team.” (Application Material A19; A23). Perhaps a diagram 
or flowchart would be helpful in distinguishing these concepts. (ICPAS) 

 
• Component auditor.  Clarify the use of component auditors outside the group engagement team, 

or make the last sentence refer to involvement of component auditors outside the group 
engagement team. While the results of the engagement could be the same, additional 
documentation would be needed to clarify the use of component auditors, when the teams are the 
same, and would expand documentation to ensure all component auditor sections documentation 
is performed and recorded. (SL) 
 

• Group auditor. Three commenters are concerned with the language of paragraph 16 and A85 
which states, “the group auditor is responsible for directing and supervising the component 
auditors and review of their work.” Specifically, in the case of a group audit of a state’s ACFR 
performed by the same firm, does this guidance require that the engagement partner directly 
supervise all component auditors within the same firm? This is not efficient and is impractical 
given the engagement partner and component auditors will be operating under the same firmwide 
system of quality control. (COV, NSAA, MI OAG) 

 
One of those commenters recommended broadening the definition of group auditor to read 
(insertions italicized): (NSAA) 

The firm comprised of the group engagement partner and members of the engagement team, 
including those component auditors who are within that same firm and follow the same 
system of quality control as the group engagement partner. The group auditor excludes all 
other than component auditors. 

If that change is made, the following edits would be needed for paragraph A23 (insertions 
italicized with strikeouts) 

References in this proposed SAS to the engagement team, as defined in QM SAS paragraph 
12, include the group auditor and component auditors. Component auditors may be from a 
network firm, a firm that is not a network firm, or the same firm as the group engagement 
partner auditor’s firm (for example, another office within the group auditor’s firm). In the latter 
case, consideration as to whether the component auditors are part of the group auditor will 
depend on whether that component audit’s engagement team is under the same system of 
quality control as the group engagement partner.  

If these changes are considered, then the guidance in paragraphs 27 and 28 would need to be 
updated to include a reference to the group auditor, as appropriate.  

 
Request for Comment 7: Engagement Partner Should Review Overall Audit Strategy and 
Audit Plan  

Explanation: The proposed SAS would add the following paragraph to AU-C section 300, Planning an 
Audit, and make it applicable to all audit engagements  
 11.The engagement partner should review the overall audit strategy and audit plan. 

Question 7: Is the requirement in paragraph 11 clear? Are there additional requirements or application 
material relating to paragraph 11 that are needed, and if so, what should they be?  

 
Question 7: Is the requirement in paragraph 11 clear? No. of 
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Responses 
Yes 19 
No comment 2 
No. of comment letters 21 
 
 
Question 7: Are there additional requirements or application material relating to paragraph 
11 that are needed, and if so, what should they be? 

No. of 
Responses 

Additions 2 
OK as is 10 
No comment 10 
No. of comment letters 22 
 

Two commenters who agreed that the requirements and application guidance are clear recommended the 
following changes: 

Add “local business practices” to paragraph A17, first bullet. (CLA) 
 
In AU-C section 300, the audit plan includes, among other things, the nature, timing, and extent of 
further audit procedures. In large group audits, it may be impractical for the group engagement 
partner to directly review, without assistance from others, all details of a group audit plan. 
Application material is necessary to address potential operational challenges, in group audits and 
to convey the intended purpose of the requirement and its practical application more clearly in 
group audits. (GT) 

 

Request for Comment 8: Deletion of Par. 14b in AU-C Section 930 Related To Reviews of 
Interim Financial Information Of An Entity That Prepares Group Financial Statements 
Question 8: Do you agree with the deletion of this requirement and the related application paragraph?  
Do you have other suggestions for considering components in interim reviews now that the concept of 
“significant components” has been eliminated? 
 
Explanation: The proposed SAS eliminates the concept of “significant components” and no longer 
includes a requirement for the group auditor to identify and audit significant components. Paragraph 14b 
of AU-C section 930, Interim Financial Information, includes a reference to significant components and 
requires the auditor, when conducting a review of interim financial information, to obtain reports from 
component auditors, if any, related to reviews performed of the interim financial information of significant 
components of the reporting entity, including its investees, or inquire of those auditors if reports have not 
been issued.  

 
 

Question 8: Do you agree with the deletion of this requirement and the related application 
paragraph? 

No. of 
Responses 

Yes 17 
No 3 
No comment 2 
No. of comment letters 22 
 
Three commenters disagree with the deletion of this requirement and the related application paragraph 
for the following reasons: 
 

• Related to the proposed edit to delete paragraph 14b and related application paragraph A17 of 
AU-C section 930, Interim Financial Information, we understand the need to modify 14b because 
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it includes the term “significant components”, which are no longer required to be identified in the 
proposed SAS. Par. A17 states “The auditor may find the guidance in section 600, Special 
Considerations — Audits of Group Financial Statements (Including the Work of Component 
Auditors), useful in conducting a review of interim financial information for an entity that prepares 
group financial statements.”  The commenter finds this content to be relevant and meaningful 
even with the changes in the proposed SAS and recommends that par. A17 be retained in AU-C 
section 930 and included with another paragraph in the standard, if 14b is deleted. Alternatively, 
paragraph 14b could be modified, rather than deleted, to remove the reference to significant 
components and the requirement to obtain a report. (Crowe) 
 

• We understand the Board’s basis for proposing to delete paragraph 14b of AU-C section 930; 
however, we note that the Board has retained an illustrative report example making reference to a 
referred-to auditor’s review report. The commenter is concerned that retaining the illustrative 
report example while deleting paragraph 14b and its related application material could lead to 
confusion. The commenter asks the Board to instead (1) revise 14b to require obtaining the 
referred-to auditor’s review report when the auditor plans to make reference to a referred-to 
auditor’s review report in the auditor’s review report on the group interim financial statements and 
(2) reinstate the application material that guides the auditor to consider AU-C section 600 in such 
circumstances. (GT) 
 

• The commenter suggests modifying this paragraph instead of deleting the guidance altogether. 
Though the concept of significant components will be eliminated, we believe obtaining interim 
review reports on relevant elements of the reporting entity, if deemed appropriate by the group 
auditor to support their interim review procedures, remains an important procedure when 
performing the review of interim financial information under AU-C section 930. (ICPAS) 

 
 

Question 8: Do you have other suggestions for considering components in interim reviews 
now that the concept of “significant components” has been eliminated? 

No. of 
Responses 

OK as is 7 
Suggestions 3 
No comment 12 
No. of comment letters 22 
 
Two commenters provided suggestions for considering components in interim reviews now that the 
concept of “significant components” has been eliminated and one commenter indicated that the reason 
for the elimination is not clear. The following are those comments: 

• The commenter suggests that the ASB add a requirement under paragraph 14c for auditors 
conducting a review of interim financial information to make the following additional inquiry of 
management: 

xiii. whether component auditors engaged to review interim financial statements of 
components, if any, communicated any material modifications that should be made to 
interim financial statements for them to be in accordance with the applicable financial 
reporting framework. 

 
The application paragraph in extant AU-C 600 would still be appropriate to support this requirement. 
(EY) 

• The proposal should still provide the option to obtain such reports if based on the risk 
assessment, it is deemed necessary to do so for a particular component. (OSCPA) 
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• The commenter indicates that reason for the elimination is not clear.  Consideration of materiality 
of a component should be considered when exercising a risk-based approach to the audit.  
(TXCPA) 

 
 
Request for Comment 9: Components That Are Equity Method Investments 
 
Question 9: Do you agree with the application material in paragraphs A47–A49 of the proposed 
SAS relating to a noncontrolling interest in an entity that is accounted for by the equity method? Are 
there additional requirements or application material relating to EMIs that are needed in the 
proposed SAS, and if so, what should they be? 

 
 
Question 9: Do you agree with the application material in paragraphs A47–A49 of the 
proposed SAS relating to a noncontrolling interest in an entity that is accounted for by the 
equity method? 

No. of 
Responses 

Yes 12 
No 6 
No comment 4 
No. of comment letters 22 
 

Question 9: Are there additional requirements or application material relating to EMIs 
that are needed in the proposed SAS, and if so, what should they be? 

No. of 
Responses 

Additions needed 9 
OK as is 6 
No comment 7 
No. of comment letters 22 
 
(Note that the summary of responses have been reworded for brevity; see Agenda Item 2B for complete 
wording.) 
 
Four commenters (E&Y, GT, PwC, and KPMG) generally support aligning the proposed SAS with PCAOB 
standards on this topic. In particular, they note the potential audit evidence that can be obtained from 
audited financial statements as well as the challenges encountered by group auditors in establishing an 
arrangement with the auditor of an EMI under which the group auditor would direct and supervise the 
activities of the auditor of the EMI and review that auditor’s work. These commenters generally 
recommended that the ASB align the proposed SAS with Appendix B, “Audit Evidence Regarding 
Valuation of Investments Based on Investee Financial Results,” of PCAOB AS 1105, Audit Evidence, as 
amended in PCAOB Release No. 2022-002 so that:  
 

• If the audited financial statements of the EMI (including the accompanying auditor’s report) are 
determined to constitute sufficient appropriate audit evidence, the auditor of the EMI would not be 
considered a component auditor (i.e., not part of the engagement team), and therefore, the group 
auditor would not be required to direct and supervise the auditor of the EMI or review that auditor’s 
work.  
 

• If the financial statements of the EMI are audited, the group auditor would be required to read the 
financial statements of the EMI and the accompanying auditor’s report, perform limited procedures to 
determine whether the report is satisfactory for the group auditor’s purpose, and if it is satisfactory, 
may be able to conclude that the financial statements and the auditor’s report constitute sufficient 
appropriate audit evidence. These procedures are similar to those related to investments in securities 

https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/rulemaking/docket042/pcaob-other-auditors-adopting-release-6-21-2022.pdf?sfvrsn=c3712668_2
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when valuations are based on the investee’s financial results in extant AU-C section 501, Audit 
Evidence – Specific Considerations for Selected Items. 

 
• If in the auditor’s professional judgment additional audit evidence is needed, the group auditor would 

be required to perform procedures to gather such evidence. 
 

Additionally:  
• Three commenters requested that the ASB consider adding guidance that addresses situations in 

which no assurance exists relative to the EMI’s financial statements (i.e., the EMIs did not obtain 
separate audits). (NSAA, MI OAG, COV) One commenter would like to see additional guidance, 
such as a materiality threshold, on whether a failure to obtain information would be considered a 
scope limitation, also noting that reverting to the cost basis is not appropriate. (TXCPA) 

  
• One commenter indicates that a group auditor should only be following the guidance in paragraph 

A48 of the proposed SAS if the group financial statements include a noncontrolling interest in an 
entity that is accounted for by the equity method investment (which reflects a risk of material 
misstatement to the group financial statements) and the group auditor’s access to information or 
people at the entity is restricted. The commenter is concerned that a group auditor may interpret 
the paragraph to mean that, even if they do not have specific access restrictions at the entity, they 
can directly apply A48 and obtain audited financial statements for the equity method investment 
and “take credit” for the substantive audit work performed on the equity method investment, without 
any interactions with the auditor of the equity method investment. To contribute to more consistent 
performance by group auditors, the commenter recommends that examples be provided to illustrate 
how differences in the risk assessment may impact the procedures performed by the group auditor. 
(Crowe) 

 
• Two commenters believe paragraph A49 of the proposed SAS should be removed or updated 

because it suggests that restrictions on access to information or people of the equity method 
investee is an indicator that challenges management’s assertion with regard to accounting for the 
investment under the equity method (management’s assertion about the extent of influence it has 
on the EMI). Current accounting guidance regarding EMIs does not address restricted access in 
determining the extent of influence. The paragraph may be read to mean that the standard 
introduces additional considerations in determining the application of accounting standards. (CLA, 
Eide Bailly) 

  
• In relation to EMIs, one commenter believes there should be consideration of a separate concept 

of component performance materiality. For example, an EMI that is 30% owned by the group 
should not have a component performance materiality of a comparative 100% owned component, 
as the risk of aggregated misstatements and risk of material misstatement represented by the 
30% ownership is significantly less than another component of the same size. Expansion on 
determining component performance materiality for EMI would be helpful. (SL) 

 
 
For ease of reference, the application material in paragraphs A47–A49 of the proposed SAS is as follows: 
 

A47. In some circumstances, the group auditor may be able to overcome restrictions on access 
to information or people. Examples follow:  
 

•  If access to component management or those charged with governance of the 
component is restricted, the group auditor may request group management or those 
charged with governance of the group to assist with removing the restriction or otherwise 
request information directly from group management or those charged with governance 
of the group.  
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•  If the group has a noncontrolling interest in an entity that is accounted for by the equity 
method, the group auditor may determine whether provisions exist (for example, in the 
terms of joint venture agreements or the terms of other investment agreements) 
regarding access by the group to the financial information of the entity and request group 
management to exercise such rights.  

 
•  If the group has a noncontrolling interest in an entity that is accounted for by the equity 

method and the group has representatives who are on the executive board or are 
members of those charged with governance of the noncontrolled entity, the group auditor 
may inquire whether they can provide financial and other information available to them in 
these roles. 

 
A48. If the group has a noncontrolling interest in an entity that is accounted for by the equity 
method and the group auditor’s access to information or people at the entity is restricted, the 
group auditor may be able to obtain information to be used as audit evidence regarding the 
entity’s financial information, for example, from the following:  
 

•  Financial information that is available from group management because group 
management also needs to obtain the noncontrolled entity’s financial information in order 
to prepare the group financial statements  

 
•  Publicly available information, such as audited financial statements, public disclosure 

documents, or quoted prices of equity instruments in the noncontrolled entity  
 
•  Financial statements audited by a referred-to auditor when the group auditor makes 

reference to the audit of a referred-to auditor in the auditor’s report on the group financial 
statements  

 
It is a matter of professional judgment, particularly in view of the assessed risks of material 
misstatement of the group financial statements and considering other sources of information that 
may corroborate or otherwise contribute to audit evidence obtained, whether the auditor can 
obtain sufficient appropriate audit evidence. 
 
A49. If the group has a noncontrolling interest in an entity that is accounted for by the equity 
method and access to information or people at the entity is restricted, the group auditor may 
consider whether such restrictions are inconsistent with group management’s assertions 
regarding the appropriateness of the use of the equity method of accounting. 

 
The amended Appendix B, “Audit Evidence Regarding Valuation of Investments Based on Investee Financial 
Results,” of PCAOB AS 1105, Audit Evidence, has been provided to the Board as Agenda Item 2E.  
 
Additional Information: 
Prior to extant AU-C 600, Special Considerations—Audits of Group Financial Statements (Including the Work 
of Component Auditors) becoming effective in 2012, the AU-Cs contained requirements that were similar to 
the PCAOB’s (i.e., the ability to use audited financial statements as audit evidence for an investment 
accounted for using the equity method similar to investments in securities when valuations are based on the 
investee’s financial results in extant AU-C section 501, Audit Evidence — Specific Considerations for 
Selected Items - see Agenda Item 2F). With the issuance of extant AU-C 600, it was clarified that equity 
method investments were considered “components”, and paragraph AU-C 600.A23 elaborates on the ability 
to use audited financial statements as audit evidence, as follows: 
 

A23.When 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 
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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 regarding that 
component, the group engagement team may conclude that this information constitutes sufficient 
appropriate audit evidence regarding that component. If the component is a significant component, 
however, and the auditor of the group financial statements is not making reference to the audit of a 
component auditor in the auditor’s report on the group financial statements, then the group 
engagement team will not be able to comply with the requirements of this section that are 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 .57–.58 to be involved in the work of a component 
auditor. Therefore, the group engagement team will not be able to obtain sufficient appropriate audit 
evidence regarding that component. The effect on the auditor’s report of the group engagement 
team’s inability to obtain sufficient appropriate audit evidence is considered in terms of section 705, 
Modifications to the Opinion in the Independent Auditor’s Report. 
 

Task Force Response: 

Comment letter responses to question 9 were preliminarily discussed with the ASB during the July 19-21, 
2022, meeting as Issue 1, “Auditing Components That are Equity Method Investments (EMIs) and 
Consideration of Alignment with PCAOB Standards.” Highlights of the July 2022 ASB discussion are 
included in this discussion memorandum.  
 
Based on the comments received and direction from the ASB, the task force believes that the proposed 
SAS needs additional requirements and application material that address situations in which the group 
has a noncontrolling interest in an entity that is accounted for by the equity method and audited financial 
statements of the noncontrolled entity are available. The task force added the following material to the 
proposed SAS (see Agenda Item 2A): 

Requirements  

• Item “d” in paragraph 24, which requires the group auditor, in establishing the group audit strategy, 
to determine whether to use the audited financial statements of an EMI as audit evidence regarding 
the EMI’s financial results. 
 

• Paragraph 65A, which contains required procedures the group auditor should perform when the 
group auditor intends to use audited financial statements of an EMI as audit evidence regarding 
the EMI’s financial results. The requirements are similar to those in paragraph 5 of AU-C section 
5011 and paragraphs B1 and B5 of the amended Appendix B of PCAOB AS 1105.  
 

• Item “h1” in paragraph 76, which requires the group auditor to document those components for 
which the group auditor uses audited financial statements of an EMI as audit evidence regarding 
the EMI’s financial results.  

 
Application Material 

• A sentence in paragraph A48, which indicates that regardless of whether the group auditor’s access 
to information or people at the entity is restricted, if the group has an EMI and audited financial 
statements of the EMI are available, the group auditor may determine to use such audited financial 
statements as audit evidence regarding the EMI’s financial results. 
 

• Paragraph A65A, which outlines the following three approaches for auditing an EMI component : 
 
1. Treat the EMI auditor as a referred-to auditor and make reference to the audit of the EMI auditor 

in the auditor’s report on the group financial statements,  
 

1 Paragraph 5 of AU-C section 501 specifically excludes investments accounted for using the equity method 
of accounting. 
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2. Treat the EMI auditor as a component auditor and be involved in the EMI auditor’s work  
3. Apply the newly added requirements (paragraphs 24d, 65A, and 76h.i) described above to use 

the audited financial statements as audit evidence (without making reference or being 
involved).  

 
• Paragraph A173A, which addresses the difference between approaches 1 and 3 outlined in 

paragraph A65A.  
 

• Paragraphs A184A-A184D, which  
 

 identify matters for the group auditor to consider in determining whether the audited financial 
statements of an EMI and the accompanying audit report are satisfactory for use as audit 
evidence regarding the EMI. The matters are similar to those in paragraphs 13-14 of AU-C 
section 402, Audit Considerations Relating to an Entity Using a Service Organization; 
paragraph A10 of AU-C section 501; and paragraph B5 of the amended Appendix B of PCAOB 
AS 1105.  

 provide examples of situations in which additional audit procedures may be necessary to obtain 
sufficient appropriate audit evidence regarding the EMI. The examples are similar to those in 
paragraph A7 of AU-C section 501 and paragraph B2 in the amended Appendix B of PCAOB 
AS 1105. 

 provide examples of additional procedures the group auditor may perform in determining 
whether the audited financial statements of an EMI and the accompanying audit report are 
satisfactory. The examples are similar to those in paragraph A6 of AU-C section 501 and 
paragraph B1 (and the related footnote 1) in the amended Appendix B of PCAOB AS 1105. 

 provide guidance for situations in which the group auditor determines that the audited financial 
statements of the EMI and accompanying audit report are not satisfactory or do not provide 
sufficient appropriate audit evidence regarding the EMI’s financial results. 

 
 
Question for the ASB: 
2.  Do the proposed additions to the requirements and application material addressing situations in which 
the group has a noncontrolling interest in an entity that is accounted for by the equity method and audited 
financial statements of the noncontrolled entity are available, do the following : 
 

a. Address suggestions to align the proposed SAS with the amended Appendix B of PCAOB AS 
1105 and AU-C section 501 on the topic of using audited financial statements of a 
noncontrolled entity?  

b. Provide sufficient guidance for group auditors to determine the audit approach for a 
noncontrolled entity? If not, what recommendations does the ASB have for further guidance?  
 

 
 

Request for Comment 10: Retaining the Option to Make Reference 

Question 10: Do you support retaining the option that exists in extant AU-C section 
600 for the group engagement partner to make reference to the audit of a referred-to 
auditor (a component auditor per extant AU-C section 600) in the auditor’s report on 
the group financial statements? 

No. of 
Responses 

Yes 19 
No comment 3 
No. of comment letters 22 
 
 
Request for Comment 11: Requirements Related to Referred-to-Auditors 

Question 11: Are the specific requirements relating to referred-to auditors clear, No. of 
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appropriate, and easily identifiable within the proposed SAS, including when considering 
exhibit A? 

Responses 

Yes 13 
Yes with suggestions 3 
No 2 
No comment 4 
No. of comment letters 22 
 
Three commenters had suggestions to improve the proposed SAS and two commenters believe that the 
requirements are not clear, appropriate, and easily identifiable for the following reasons: 
 

• The commenter struggled to identify the requirements that would apply when component auditors and 
referred-to auditors are involved without reliance on the exhibit. To enhance the readability and ease 
of use, the commenter suggested that the ASB consider the following options: 
 

Issue a separate standard that includes the requirements and application material for 
circumstances when reference is made to the audit of a referred-to auditor in the auditor’s 
report on the group financial statements: The PCAOB took this approach in its proposal, 
since the referred-to auditor has a different level of supervision than a component team and 
is not part of the engagement team. 
 
Present the requirements for circumstances when reference is made to the audit of a 
referred-to auditor in the auditor’s report on the group financial statements as a separate 
section within the SAS: Though this would create some repetition in the proposed standard 
(i.e., requirements that apply to both the involvement of component auditors and referred-to 
auditors), it would enhance the clarity of the requirements and application when using a 
referred-to-auditor. (EY) 

 
• The requirements in the proposed SAS appear to be more restrictive than the requirements in AS 

1206, Dividing Responsibility for the Audit with Another Accounting Firm, in PCAOB Release 
2022-002  when dealing with referred-to auditors. AS 1206 does not have a requirement to 
communicate significant risks to referred-to auditors, while the proposed SAS requires that the 
group auditor communicate significant risks that are relevant to the referred-to auditor. There may 
be practical challenges with this and other requirements (e.g., determining that referred-to 
auditors have the appropriate competence and capabilities) based on the level of access and 
communication the group engagement team is able to have with a referred-to auditor. In the 
PCAOB’s proposed standard, there are inquiries of, and representations from, the referred-to 
auditor, however, the expectation of the two-way dialogue between the group auditor and the 
referred-to auditor is substantially less than what would be anticipated between the group auditor 
and the component auditor. (PwC) 
 

• The commenter questions whether the effort required by the proposed SAS is necessary for non-
public companies audited under ASB standards as compared to public companies audited under 
PCAOB standards. Because the concept of referred-to auditors is unique to the US environment, 
we encourage the ASB to seek closer alignment with the PCAOB in setting its requirements, 
given the PCAOB’s plans to finalize its standard in the near future. (PwC) 

 
• The construct of the standard results in a level of repetition that might render it unclear. 

Clarifications to the wording and ordering of certain requirements would better follow the flow of 
the audit process and assist the auditor’s judgment in first deciding whether it is appropriate to 
make reference, and then how to do so. The commenter believes that the ASB could seek to 
reduce the degree of duplication between a number of requirements, specifically in relation to 
independence and relevant ethical requirements, offers some drafting suggestions in Appendix 2 
of its comment letter, but believes there may be further opportunities to streamline. (PwC) 
 

https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/rulemaking/docket042/pcaob-other-auditors-adopting-release-6-21-2022.pdf?sfvrsn=c3712668_2
https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/rulemaking/docket042/pcaob-other-auditors-adopting-release-6-21-2022.pdf?sfvrsn=c3712668_2
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The following are other concerns and suggestions included in 3 comment letters in response to question 
11:  

• With regard to the consideration of competencies [of referred-to-auditors], the first bullet of par. 
A168 is a self‐certification from the referred‐to auditor, which is meaningful evidence of their 
competency. We recommend that A167‐A168 take the approach of evaluating the presentation 
and disclosure of the financial statements and identification of information in the component 
financial statements that contradicts audit evidence or accounting positions from the group 
financial statements as the other primary considerations of evaluating competences. Absent such 
errors and contradictions, group auditors often don’t have sufficient evidence to evaluate 
competencies as currently outlined in the standard. Additionally, paragraph 52, as written, “When 
making reference to the audit of a referred‐to auditor, the group engagement partner should take 
responsibility for determining that referred‐to auditors have the appropriate competence and 
capabilities” seems to indicate that the group auditor is taking more responsibility than suggested 
in the application guidance. The commenter recommends that this language be modified to clarify 
the responsibility. The following is a suggested modification, “When making reference to the audit 
of a referred‐to auditor, the group engagement partner should take responsibility for use 
judgement to determine whether there is any contrary evidence that referred‐to auditors have the 
appropriate competence and capabilities”. As discussed above, contrary evidence would be 
material errors or omissions observed in the financial statements, contradictory information and 
evidence between the component and group financial statements, and deficiencies reported in 
the peer review report. (Eide Bailly) 
 

• Paragraph 52 of the ED is in the context of the group engagement partner taking responsibility for 
determining that referred-to auditors have the appropriate competence and capabilities. However, 
paragraph 28a of the ED, which relates to component auditors, is written as “the group 
engagement partner should determine…” It is unclear why the group engagement partner can 
assign responsibility for this action with regard to referred-to auditors but not component auditors. 
The commenter asks the ASB to reconsider these requirements and whether it would be more 
appropriate for them to be consistent. (GT) 
 

• If it is the intent of the Board for group auditors to have a substantial responsibility in determining 
that the referred‐to auditor has the appropriate competency and capabilities, paragraph 52 should 
provide more definitive guidance on the types of evidence required to be obtained. (Eide Bailly) 

 
• To enhance the clarity and understandability of the requirements related to referred-to auditors 

the commenter proposes the following revisions:  
 

Eliminate the lead-ins of proposed paragraphs 51, 52, and 54, since the auditor needs to 
execute on these requirements before making the decision to make reference to a referred-to 
auditor (such determination is addressed in proposed paragraph 55). We found the lead-ins 
confusing given the flow of the requirements. We believe that the headings and subheadings 
are sufficient to guide auditors to understand which requirements relate to making reference 
to referred-to auditors such that the lead-ins are unnecessary.  

 
In order to enhance the understandability of the requirement, revise the first sub-bullet of 
proposed paragraph 51 as follows: 

Referred-to auditors having been made aware of Communicating to referred-to 
auditors the relevant ethical requirements that are applicable given the nature and 
circumstances of the group audit engagement 

For consistency, a similar revision should be made to the similar requirement for component 
auditors in proposed paragraph 27a. 
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Flip the order of bullets (a) and (b) in paragraph 63 of the ED to align with the ordering in the 
corresponding requirements related to component auditors. (GT) 

 
• The commenter has concerns as to how the “communications with the referred-to auditor” 

(paragraphs 62 – 65) requirements will be applied in practice. Given the principles-based 
approach to the of extent of two-way communications between group auditors and referred-to 
auditors, and our historical experience when involved in engagements with referred-to auditors, 
we anticipate wide variation in the characteristics of certain two-way communications between 
group and referred-to auditors which could potentially have negative impacts on audit quality.  
(Mazars) 
 

• In terms of additional guidance, the ASB could consider elaborating on the audit implications 
when referring to another auditor in circumstances where the component financial statements are 
for a different financial reporting period than that of the group (as contemplated by paragraphs 42 
and A113 of the proposed SAS). (PwC)  

Task Force Response: 

Comment letter responses to question 11 were preliminarily discussed with the ASB during the July 19-
21, 2022, meeting as Issue 2: “Practicality of Certain Requirements Related to Referred-to Auditors and 
Consideration of Alignment with PCAOB Standards.” Highlights of the July 2022 ASB discussion are 
included in this discussion memorandum.  

Based on the comments received and direction from the ASB, the task force believes the proposed SAS 
requires limited revisions related to referred-to auditors. The task force considered discussion during the 
July 19-21, 2022 ASB meeting, including comparing the requirements in the proposed SAS to those in the 
new PCAOB AS 1206 and acknowledging the PCAOB requirement for a referred-to auditor to be registered 
with the PCAOB (paragraph .06c of AS 1206). The task force believes this information is required because 
of the view that PCAOB registration (which results in a firm being subject to PCAOB inspection) by a 
referred-to auditor provides a certain level of comfort over their qualifications. In contrast, the AICPA has 
no equivalent registration concept that can be considered. Therefore, the task force believes it is necessary 
and appropriate for certain aspects of the proposed SAS to differ from AS 1206 (i.e., requirements related 
to determining competence and capabilities of referred-to auditors and communicating with referred-to 
auditors), while avoiding unnecessary differences between the requirements related to referred-to auditors 
in the proposed SAS and AS 1206, which is consistent with the Board’s goals of harmonization with the 
IAASB. Additionally, since there is no equivalent requirement for registration under the AU-Cs, not being 
consistent with the PCAOB does not result in “an unnecessary difference”. 
 
The task force has made limited revisions to the proposed SAS related to referred-to auditors (see Agenda 
Item 2A). 
 
Communicating Significant Risks 
When considering comments related to Question 11, the Task Force noted that there was one comment 
related to the requirement in paragraph 62c of the proposed SAS for the group auditor to communicate to 
the referred-to auditor identified significant risks of the group financial statements, whether due to fraud or 
error, that are relevant to the work of the referred-to auditor. The task force acknowledges that the Board 
previously discussed this topic, but is bringing this to the Board’s attention again given the comment 
received.  
 
History on this topic is as follows: 

• October 2021: Agenda item 5 (proposed AU-C 600 marked from the IAASB’s September 2021 
draft of proposed ISA 600 (Revised)) was distributed to the Board and discussed during the October 
12-14, 2021 Board meeting. The October draft did not include a requirement for the group auditor 
to communicate identified significant risks to the component auditor or referred-to auditor. During 
the October 2021 Board meeting, the Board discussed the following:   
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— Paragraph 41d of extant AU-C 600 requires the group engagement team to communicate 
identified significant risks to the component auditor and referred-to auditor. In contrast, the 
October 2021 draft, which is based on the September 2021 draft of proposed ISA 600 
(Revised), does not include such a requirement.  

— Given the Board’s audit quality objectives, it seems inappropriate to remove the 
requirement in paragraph 41d of extant AU-C 600 paragraph 41d. Consideration should be 
given to reinstating a requirement for the group auditor to communicate identified 
significant risks to the component auditor or referred-to auditor.  

— A referred-to auditor’s audit may already be in-process or completed prior to the 
planning/performance of the group audit. Consideration should be given to whether a 
requirement for the group auditor to communicate identified significant risks to the referred-
to auditor would be practical or appropriate when the referred-to auditor’s audit is already 
completed.  
 

• October 2021 – January 2022: Based on the Board’s direction to the task force, as well as further 
task force discussion on the topic, the task force reinstated a requirement for the group auditor to 
communicate identified significant risks to the component auditor or referred-to auditor. 
 

• January 2022: Agenda item 2 (the proposed SAS Special Considerations—Audits of Group 
Financial Statements (Including the Work of Component Auditors and Audits of Referred-to 
Auditors) marked from ISA 600 (Revised) that was voted final in December 2021 by the IAASB) 
was distributed to the Board and discussed during the January 25-27, 2022, ASB meeting. The 
January draft includes a requirement for the group auditor to communicate identified significant 
risks of the group financial statements to the component auditor or referred-to auditor. During the 
January 2022 Board meeting, the Board did not discuss any issues or concerns related to such 
requirement.  

 
• March 2022: Same status as January 2022. Exposure draft included the requirements noted 

above. 
 
In light of the comments received through exposure (see PwC comment above), because the ISAs do not 
address this area (because the ISAs do not address making reference), and in order to eliminate 
unnecessary differences with the PCAOB standards, the task force would like to revisit this topic with the 
Board and has the following question for the Board.   
 
For ease of reference, the requirement in paragraphs 62c of the ED (and newly added application 
material paragraph A182A) are as follows: 
 
 Communications With the Referred-to Auditor (Ref: par. Error! Reference source not found.–
Error! Reference source not found.) 
 

62. The group auditor should communicate the following to a referred-to auditor on a timely basis:  
… 
c. Identified significant risks of the group financial statements, whether due to fraud or error, 

that are relevant to the work of the referred-to auditor  
…  

 
Communications With the Referred-to Auditor (Ref: par. 0–Error! Reference source not found.) 

 
A182A.The group auditor and referred-to auditor communicate regarding the matters in paragraphs 
62–63 to support the group engagement partner taking overall responsibility for managing and 
achieving quality on the group audit engagement without the group auditor being involved in the 
work of the referred-to auditor. 
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Question for the ASB: 
3.  Paragraph 62c of the proposed SAS requires  the group auditor to communicate to the referred-to 
auditor identified significant risks of the group financial statements, whether due to fraud or error, that 
are relevant to the work of the referred-to auditor. When considering the history on this topic and 
comments received through exposure (see above), which of the following options does the Board 
recommend? 
 
Option 1 (no changes): 

• Retain the requirement in paragraph 62c of the proposed SAS and  
• Retain the application material in paragraph A182A 

 
Option 2:  

• Retain the requirement in paragraph 62c of the proposed SAS and  
• Add an example, such as the following,  to paragraph A182A to clarify why communication of 

identified significant risks to the referred-to auditor is necessary: 
 

“For example, the group auditor communicates identified significant risks of the group 
financial statements to the referred-to auditor so that the referred-to auditor is aware of 
the relevant significant risks as identified by the group auditor and can consider the 
significant risks in their audit.” 

 
Option 3:  

• Remove the requirement in paragraph 62c of the proposed SAS and  
• Add an example, such as the following,  to  paragraph A182A to address more limited 

circumstances in which the group auditor may communicate identified significant risks to the 
referred-to auditor: 
 

“For example, when a referred-to auditor’s audit is not yet completed, the group auditor 
may communicate identified significant risks of the group financial statements to the 
referred-to auditor so that the referred-to auditor can consider the significant risks in their 
audit, as appropriate.” 

 
 
 
Request for Comment 12: Magnitude of Portion of Financial Statements Audited by Referred-To-
Auditor  

Question 12: Is the last sentence of paragraph A41 clear? Is there additional application material that is 
needed, and if so, what should it be? 
 
Explanation: The last sentence of par. A41 of the ED states, “As the magnitude of the portion of the 
financial statements that is audited by referred-to auditors increases, it is less likely that the group 
engagement partner can conclude that sufficient appropriate audit evidence can be obtained.” 

 

Question 12: Is the last sentence of paragraph A41 clear? No. of 
Responses 

Yes  5 
Yes with suggestions 1 
No 13 
No comment 3 
No. of comment letters 22 
 
 
Question 12: Is there additional application material that is needed, and if so, what 
should it be? 

No. of 
Responses 
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OK as is 3 
Additions 9 
No comment 10 
No. of comment letters 22 
 
For ease of reference, the application material in paragraphs A41 of the ED is as follows: 

 
A41.There may be more complexities in determining whether sufficient appropriate audit evidence can 
reasonably be expected to be obtained in a group audit where reference is made to the audit of referred-
to auditors in the auditor’s report on the group financial statements, including in group audits where no 
component auditors are also involved. The group engagement partner may consider the nature and 
extent of work performed by referred-to auditors, including matters such as the following: 
 

● The financial significance of the components that are audited by referred-to auditors   

● The risks of material misstatement to the group financial statements associated with the 
portion of the company’s financial statements for which the group auditor or component 
auditor performs audit procedures compared to the portion audited by referred-to auditors   

As the magnitude of the portion of the financial statements that is audited by referred-to auditors 
increases, it is less likely that the group engagement partner can conclude that sufficient appropriate 
audit evidence can be obtained. 

 

Thirteen commenters indicate that the last sentence of par. A41 is not clear and provided the following 
additional comments about that sentence:  

 
• Five commenters found this sentence to be problematic because, in the government auditing 

environment, it is not uncommon for referred-to auditors to perform a substantial percentage of 
the audit work. They believe that, if the procedures outlined in paragraphs 51 – 66 related to 
making reference are adhered to and adequately documented, there is no reason why magnitude 
alone should imply that sufficient appropriate audit evidence could not be obtained by the group 
engagement partner. (COV, MI OAG, NSAA, VSCPA, Eide Bailly) 

 
• Two commenters suggested that the ASB add a “Consideration Specific to Governmental 

Entities” paragraph to address the magnitude concept with relation to opinion units in a 
governmental environment or expand paragraph A43 to more clearly address magnitude 
considerations related to opinion units. (COV, MI OAG) 

 
• To avoid diversity in practice, four commenters recommended that a better delineation be made 

(in numbers or words) to identify where the threshold is for concluding that the group engagement 
partner cannot make reference to a referred-to auditor. (E&Y, TXCPA, OSCPA, CLA) One 
commenter suggested that the SAS provide a figure as a starting point in the SAS to help drive 
consistency in practice and noted that consistency is especially relevant, as this matter involves 
the coordination of different firms. The commenter recommended that the following language 
from par. .06A of PCAOB AS 2101, Audit Planning, be added: (E&Y) 

 
In addition, in an audit that involves referred-to-auditors, the participation of the engagement 
partner’s firm ordinarily is not sufficient for it to serve as lead auditor if the referred-to-auditors, in 
aggregate, audit more than 50 percent of the company’s assets or revenues.  

 

Commenters requested clarification or application guidance regarding the following matters: 

• Certain qualitative factors can be important considerations for determining whether the group 
auditor can obtain sufficient appropriate audit evidence on which to base an opinion on the group 
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financial statements. Provide additional considerations for the group engagement partner, such 
as the location of group operations and group management, and the extent of the group 
engagement team’s knowledge of the overall financial statements and familiarity with the group. 
(GT) 
 

• Clarify that the group engagement partner’s assessment of the magnitude of the portion of the 
financial statements audited by the referred-to auditor includes quantitative and qualitative 
(emphasis added) considerations relating to the financial information and disclosures that could 
reasonably be expected to influence the economic decisions of users of the group financial 
statements. (BDO)  
 

• To avoid a strictly monetary interpretation of magnitude, add a phrase to the final sentence that 
incorporates the need to consider the qualitative magnitude of risks vs. solely the quantitative 
magnitude of the portion of the financial statements audited by the referred-to auditors. (TIC) 

 
• Both extant AU-C section 600 and the first bullet in paragraph A41 of the proposed SAS use the 

term “financial significance.” It is unclear if “magnitude” is intended to have a different meaning 
from “financial significance” and, if so, what that meaning is. Additional, or revised, application 
material clarifying the intended meaning of “magnitude” would add to greater understanding of the 
intent of paragraph A41. (Mazars) 
 

• Clarify whether the considerations in par. A41, including the financial significance of the 
components and risks of material misstatements to the group financial statements associated 
with the components, also apply when component auditors are involved. Clarify whether there 
would ever be an instance where the component audited by a component auditor would be too 
significant, as determined by various criteria, for the group auditor to obtain sufficient appropriate 
evidence. (E&Y) 

 

Task Force Response: 
 
Comment letter responses to question 12 were preliminarily discussed with the ASB during the July 19-
21, 2022, meeting as Issue 3: “Considering the Magnitude of the Portion of the Financial Statements 
Audited by Referred-to Auditors in Determining Whether Sufficient Appropriate Audit Evidence Can 
Reasonably be Expected to be Obtained.” Highlights of the July 2022 ASB discussion are included in this 
discussion memorandum.  
 
Based on the comments received and direction from the ASB, the task force believes that paragraph A41 
of the proposed SAS requires revision and has revised paragraph A41 as follows (see Agenda Item 2A): 

A41.There may be more complexities in determining whether sufficient appropriate audit evidence can 
reasonably be expected to be obtained in a group audit where reference is made to the audit of referred-
to auditors in the auditor’s report on the group financial statements, including in group audits where no 
component auditors are also involved. The group engagement partner may consider the nature and 
extent of work to be performed by referred-to auditors, including matters such as the following: 
 

● The financial significance of the components that are audited by referred-to auditors   

● The magnitude of the portion of the financial statements audited by referred-to auditors 

● The risks of material misstatement to the group financial statements associated with the 
portion of the company’s financial statements for which the group auditor or component 
auditor performs audit procedures compared to the portion audited by referred-to auditors 

● The importance to the group of the components audited by referred-to auditors, considering 
qualitative factors   
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More complexity in determining whether sufficient appropriate audit evidence can reasonably be 
expected to be obtained may indicate an area of significant judgment.35 

 
As the magnitude of the portion of the financial statements that is audited by referred-to auditors 
increases, it is less likely that the group engagement partner can conclude that sufficient appropriate 
audit evidence can be obtained. 
 

       35 Paragraph A93 of the proposed QM SAS. 

 
 
Question for the ASB: 
4.  To avoid affecting current practice in governmental audits while responding to other concerns raised 
by commenters, the task force is seeking input from the ASB on the proposed revisions to paragraph 
A41, including whether the proposed revisions do the following:  
  

a. Provide necessary flexibility for governmental audits so as to not affect current practice. 
b. Resolve questions raised about the meaning of the term “magnitude.” 
c. Address suggestions for additional qualitative considerations to be added.  
d. Provide sufficient guidance for group auditors to conclude whether sufficient appropriate 

evidence can be obtained without the need for a quantitative threshold (similar to that of the 
PCAOB).  
  

 
 
Request for Comment 13: Effective Date 
 

Question 13. Does the proposed effective date provide sufficient time for preparers, 
auditors, and others to adopt the new standard and related conforming amendments, 
including sufficient time to support effective implementation of the proposed SAS? 

No. of 
Responses 

Yes 19 
No comment 3 
No. of comment letters 22 

 
Nineteen commenters believe that the proposed effective date provides sufficient time for preparers, 
auditors, and others to adopt the new standard and related conforming amendments, including sufficient 
time to support effective implementation of the proposed SAS.  
 
ASB drafting conventions, permit early adoption of a SAS when there is no explicit language that states 
otherwise. Three of the commenters indicated that they believe early adoption would be beneficial but 
based on their comments are not aware of this option because it is not stated in the proposed SAS. 
(RSM, OSCPA, TXCPA) There were also a number of comments received (see appendix) related to 
various independence concerns that potentially would be challenging if not solved prior to early 
implementation of the proposed SAS (e.g., how the new definition of engagement team would be applied, 
if the independence requirements related to referred-to auditors is not clarified). 

 
One commenter expects many firms will early adopt to align with the adoption of ISA 600 (Revised) and 
the IAASB’s new and revised quality management standards and notes that implementing a risk-based 
approach for a group audit would be particularly challenging for initial audits. The commenter strongly 
encourages the Board to develop transition guidance to help auditors that early adopt the guidance 
because implementation of this proposal would require significant effort, including potential discussions 
across global networks, early communication and planning with group management and those charged 
with governance of the group.  
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ASB Meeting Highlights 
July 19-21, 2022 

 
Group Audits 
 
In March 2022, the ASB issued an exposure draft (ED) of a proposed SAS Special Considerations — 
Audits of Group Financial Statements (Including the Work of Component Auditors and Audits of Referred-
to Auditors) that would supersede extant AU-C 600, Special Considerations — Audits of Group Financial 
Statements (Including the Work of Component Auditors). The ASB discussed preliminary feedback from 
the comment letters received on the ED and provided direction on the following matters:  
 

Paragraphs A47–A49 of the ED address obtaining sufficient appropriate evidence when there are 
restrictions on access to information or people at a component that is accounted for as an  equity 
method investment (EMI). With regard to those paragraphs some ASB members   
 

— believe the proposed SAS should be aligned with Appendix B of PCAOB AS 1105, Audit 
Evidence.  If the financial statements have been audited by an auditor whose report is 
satisfactory for the investor auditor’s purposes, the financial statements and report may 
constitute sufficient appropriate evidence. If additional audit evidence is needed, the 
group auditor would be required to perform procedures to gather such evidence.  
 

— expressed concern that some auditors may fail to perform procedures beyond obtaining 
the financial statements of the EMI and the auditor’s report, even when additional audit 
evidence is needed. 

 
With regard to the requirements for determining that referred-to auditors and component auditors 
of EMI components have the appropriate competence and capabilities, some ASB members 
requested clarification on the procedures to be performed to obtain information related to the 
professional reputation of those auditors. 
 
The last sentence of par. A41 of the ED states, “As the magnitude of the portion of the financial 
statements that is audited by referred-to auditors increases, it is less likely that the group 
engagement partner can conclude that sufficient appropriate audit evidence can be obtained.” 
With regard to that sentence some ASB members   
 

— expressed a preference for providing an example “bright-line” quantitative threshold 
within application material that the group engagement partner can use to make this 
determination, as is the case in new paragraph .06A of PCAOB AS 2101 Audit Planning, 
where the threshold is 50%. 
 

— objected to this sentence because in governmental audits a substantial portion of the 
work is performed by other auditors. Ms. Burzenski, Chair of the Group Audits Task 
Force, indicated that the ED does not intend to change practice in the governmental area 
and that the TF will clarify this in the next draft. 

• In February 2022, the IESBA released the ED Proposed Revisions to the Code Relating to the 
Definition of Engagement Team and Group Audits (IESBA ED), with proposed revisions to the 
International Code of Ethics for Professional Accountants (the IESBA Code). The proposed 
revisions establish provisions that comprehensively address independence considerations for 
firms and individuals involved in an engagement to perform an audit of group financial 
statements. The ASB strongly recommended that members of the ASB and PEEC coordinate in 
their consideration of how such changes could affect the group audits ED. 
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The ASB  will more fully consider the comments received on the ED at its October 2022 meeting, with the 
goal of voting on a final standard in January 2023. 
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Appendix: Comments on the Group Audits ED That Would Require Actions Beyond the Charge of the Group Audits Task 
Force 
 
The following are comments on the ED in which respondents request actions that go beyond the charge of the Group Audits Task Force, for 
example, requests for further implementation guidance outside of the proposed SAS and recommendations for the ASB to engage with PEEC on 
related independence items. The task force is identifying these items so that the ASB can determine the appropriate actions to be taken in 
response to the comments.  

 
Overall 
Opinion 

Commenter Comment Response to Comment 

1c.  Does the proposed SAS result in a group audit that achieves the objectives of the proposed QM SAS? 
Suggestions PwC There are some areas that could be further clarified within the proposed SAS, and additional 

special considerations in a group audit that the ASB could explore, to ensure the proposed SAS 
achieves the ASB’s objectives in revising it as well as the objectives of SAS 146. 
 
It is important that the requirements in the proposed SAS are clear insofar as how they interact 
with requirements in the newly approved quality management standards, particularly SAS 146, 
Quality Management for an Engagement Conducted in Accordance With Generally Accepted 
Auditing Standards (referred to in the question as the QM SAS) and the new Statement on 
Quality Management Standards (SQMS) 1, A Firm's System of Quality Management. In our 
view, the application material in the proposed SAS is helpful to understand how the 
requirements in both SAS 146 and the proposed SAS are to be applied in the context of group 
audits. However, due to the complexities that may exist in a group audit, it is likely questions will 
arise during the implementation of SAS 146 and the proposed SAS, in particular with respect to 
direction, supervision and review of the work of component auditors. We encourage the ASB to 
monitor questions and issue additional guidance, if necessary, about how the requirements in 
SAS 146 would be applied in a group audit. After the proposed SAS is implemented, the ASB 
should seek feedback from the Peer Review Board and others to understand whether the 
proposed SAS and SAS 146 are achieving their intended objectives.  
 

 
 
 
 
The TF supports the ASB 
seeking feedback from the 
Peer Review Board and 
continued monitoring of 
questions post-
implementation. 
 
 
 
 
 
 
 

Suggestions PwC We generally believe the proposed SAS sufficiently addresses the special considerations in a 
group audit, with the exception of our views that follow on (i) changes to the definition of 
engagement team with respect to independence and ethics in a group audit; (ii) how the 
engagement partner can direct, supervise, and review the work of a component auditor that is 
not part of the same network as the group engagement team; and (iii) considerations relating to 
sharing audit evidence across the group audit. 
 
Implications of changes to the definition of engagement team with respect to independence and 

The TF supports the ASB 
engaging with PEEC on this 
independence matter. The TF 
supports PEEC considering 
undertaking a project to revise 
the AICPA Code of 
Professional Conduct in a 
similar manner to the IESBA 
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Overall 
Opinion 

Commenter Comment Response to Comment 

ethics in a group audit 
 
We believe the implications of the change in SAS 146 to include component auditors within the 
definition of engagement team are unclear, particularly in terms of compliance with 
independence and ethical requirements. While group auditors and component auditors today 
communicate about breaches of independence requirements, the variety of ethical requirements 
that could apply in a group audit may present legal and other challenges that have not been fully 
considered (e.g., in relation to confidentiality and sharing of information). This is likely to be 
heightened when component auditors are not from within the same network as the group 
engagement team – such circumstances are increasing as a result of mandatory audit firm 
rotation in some jurisdictions.  
 
We note that the International Ethics Standards Board for Accountants (IESBA) has a current 
project to align the definition of the term “engagement team” in its International Code of Ethics 
for Professional Accountants with the revised definition in ISA 220 (Revised),2 and establish 
provisions that comprehensively address independence considerations for firms and individuals 
involved in a group audit. We believe it is urgent for the PEEC to determine and conclude on 
whether there are implications to the AICPA’s Code of Professional Conduct as a result of the 
IESBA’s work and the changes to the definition of the engagement team in SAS 146. Changes 
to the AICPA Code of Professional Conduct could result in the need for additional guidance to 
enable auditors to consistently apply the requirements in the standards. A coordinated approach 
between the ASB and PEEC to consider their respective standards and guidance that is 
finalized before SAS 146 and the proposed SAS become effective will be essential. 
 
Considerations relating to sharing audit evidence across the group 
 
While the proposed SAS seeks to clarify the role of shared service centers, we believe this is an 
area that may continue to give rise to questions. Increasing centralization of accounting and 
reporting processes into shared service centers by group entities means that audit work related 
to those processes also needs to be performed on a centralized basis to obtain audit evidence 
that will be relevant to group audits, audit work at components, and stand-alone statutory audits. 
This has implications for component audits, including with regard to how they can use evidence 
obtained from testing at a shared service center (which is often performed by the group auditor 
or another component auditor). This circumstance is not considered in the ISAs or existing 
AICPA standards. We believe there is merit in the ASB considering whether the proposed SAS 

project. The TF believes it is 
important to consider the 
impact of the IESBA project on 
the proposed SAS. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The TF supports the ASB 
considering a separate project 
to address shared service 
centers and sharing audit 
evidence. However, it is not 
directly related to the audit of 
group financial statements and 
therefore do not suggest any 

 
2 ISA 220 (Revised), Quality Management for an Audit of Financial Statements 
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Overall 
Opinion 

Commenter Comment Response to Comment 

or a separate project could address how component auditors across the group are able to 
demonstrate that they have fulfilled their responsibilities in relation to evaluating the sufficiency 
and appropriateness of the shared evidence without duplicating effort.  
 

changes to the proposed SAS. 

3. Is the scope and applicability of the proposed SAS clear? In that regard, is the definition of group financial statements, including the linkage to a 
consolidation process, clear? 
Definition of 
GFS is 
unclear 

COV We noted that the clarified SAS removes the link of a group financial statement and 
components, which broadens the business units that could qualify for group financial 
statements.  Specifically, paragraph A4 states “a single legal entity may be organized with more 
than one business unit … when those business units have characteristics such as separate 
locations, separate management, or separate information systems.”  We believe the inclusion of 
“or” within the guidance is improper in a government environment as many business units have 
separate locations and separate management that are aggregated into a single legal entity’s 
financial statements; and, in many cases, we would not expect those to create a group audit 
scenario.  
 
To align with the audit requirements for components throughout the proposed SAS, we 
conceptually believe it is more logical to define a group as components aggregated through a 
consolidation process.  To assist the auditor in identifying components (or business units) that 
trigger the group audit requirements, the Board should further clarify the relevant criteria for 
assessing the extent to which separate locations, management, and information systems 
represent components (or business units) of a group. The following are questions the Board 
may consider in providing this guidance: 
 

 Location: Does the mere physical presence of the business unit within a separate 
building constitute a different location?  Does the proximity of the business unit location 
to the group have any effect on the assessment (i.e., street address, campus, town, 
county, state, country)? 

 Management: In a government environment, authority may be delegated to various 
levels of management.  For example, in producing an Annual Comprehensive Financial 
Report (ACFR), a Governor may delegate responsibility to an agency to produce the 
ACFR by aggregating financial information from other agencies.  As it relates to 
aggregated Executive branch agencies, is the Governor and his or her administration 
considered management, or should consideration also be given to differences in agency-
level management?   

 Information Systems: Does the significance of information systems to the financial 
statements (i.e., the general ledger) affect the assessment of the group?  For example, if 
a business unit uses the same general ledger system as the group, but uses its own 

For government audit 
guidance, the TF recommends 
the board revisit the Audit and 
Accounting Guide State and 
Local Governments to ensure 
sufficient guidance is provided 
in light of this updated 
standard.  
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Overall 
Opinion 

Commenter Comment Response to Comment 

capital assets system, does the number of separate systems or materiality of financial 
amounts within the capital assets system affect the auditor’s assessment?  

Definition of 
GFS is 
unclear 

Eide Bailly For considerations specific to Government Entities, paragraph 3 of the Exposure Draft 
references the AICPA Audit and Accounting Guide for State and Local Governments which is a 
non‐authoritative guide. We believe it would be beneficial to expand the application and 
explanatory material with specific examples for Government entities as opposed to referencing 
a non‐authoritative guide. A common simple example that could be added is when a component 
unit is blended into a reporting unit. Another very common example is when the aggregate 
remaining reporting unit includes a number of unrelated activities under the same management, 
controls, process, and information systems and contrasting when there are disaggregated 
elements of the reporting unit. 

For government audit 
guidance, the TF recommends 
the board revisit the Audit and 
Accounting Guide State and 
Local Governments to ensure 
sufficient guidance is provided 
in light of this updated 
standard.  

Scope and 
applicability 
are unclear 

MI OAG We suggest the Board consider going beyond paragraph 3’s reference to the Audit and 
Accounting Guide for State and Local Governments and add a section of “Considerations 
Specific to Governmental Entities”, similar to other AU-C sections.  These considerations would 
address group audits of governmental component units. 

The TF recommends the 
board revisit the Audit and 
Accounting Guide State and 
Local Governments to ensure 
sufficient guidance is provided 
in light of this updated 
standard.  

4a. Do you believe the proposed SAS is scalable to groups of different sizes and complexities, recognizing that group financial statements, as defined 
in the proposed SAS, include the financial information of more than one entity or business unit? If not, what suggestions do you have for improving 
the scalability of the proposed SAS? 
Yes, with 
suggestions 

Mazars Yes, we believe that the emphasis on an auditor’s professional judgement makes the proposed 
standard scalable to different sizes and complexities of groups. However, we are concerned that 
the lack of guidance on how to determine the extent of work to be performed on components will 
lead to diversity in practice. We recommend that the development of implementation guidance be 
considered related to scoping by component. 

The TF is supportive of future 
development of 
implementation guidance in 
this area. 

5b. Do you agree with the application material in paragraphs A203–A219 of the proposed SAS relating to the group auditor’s audit documentation? 
Yes, with 
suggestions 

CLA We agree with the application material in paragraphs A203-A219 in the proposed SAS. However, 
we have some concerns about the requirements for the final assembly and retention of a 
component auditor’s documentation. When the retention of component auditor documentation is 
outside the control of the group auditor, we believe it would be difficult for a firm to design and 
implement responses to address quality risks relating to the quality objective in proposed SQMS 
No. 1 paragraph .32f. We suggest the ASB consider enhancing the guidance in A206 of the 
proposed SAS to indicate that providing specific instructions to the component auditor would 
normally be a sufficient response to such quality risks. 

The TF believes that the 
combination of guidance in 
par. 76, A206, A213-A214, 
and A216-218 is sufficiently 
clear to provide 
instructions/guidance for 
teams on the requirements of 
final assembly of the audit file 
and what is required to be kept 
in the group audit file itself, 
without the need for 
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Overall 
Opinion 

Commenter Comment Response to Comment 

Paragraph A205 (which the TF 
agrees may cause confusion 
and has therefore deleted.  
 
Additionally, the Task Force 
does not believe the proposed 
SAS is the appropriate place 
to interpret SQMS 1; therefore, 
the TF suggests the ASB 
consider whether additional 
guidance (outside of the 
proposed SAS) is necessary. 

6. Are the definitions of the terms referred-to auditor, component auditor, and group auditor clear, including as they relate to the definition of the term 
engagement team in the proposed QM SAS? 
Definition of 
CA is 
unclear 

COV We believe there is opportunity to clarify the definition of the terms “component auditor” and “group 
engagement partner” as it relates to the definition of the term “engagement team.”  Paragraph 
A23 provides that component auditors may be from a group auditor’s firm.  Paragraph A28 
indicates that there may be joint engagement partners within a group auditor’s firm, but does not 
define the term “joint engagement partner.”  When a group and its components are audited by 
different audit teams within the same firm and each audit team is supervised by a partner (or 
partner equivalent) under the same firmwide system of quality control, we are unclear on whether 
the partner responsible for auditing a component is a joint engagement partner or a component 
auditor.  

Given the limited use of joint 
audits in the U.S., any 
additional guidance related to 
joint audits would be better 
placed outside of the proposed 
SAS, if it’s determined to be 
needed by the ASB.  
 
Additionally, A28 is clarifying 
that this proposed SAS 
doesn’t address joint audits. 
Joint audits are not 
commonplace in the U.S., and 
therefore information on how 
they are conducted and the 
roles that partners play, does 
not exist. The TF suggests the 
ASB consider whether 
additional guidance related to 
joint audits (outside of the 
proposed SAS) is necessary. 

Definition of 
CA is 
unclear 

NSAA 
 
MI OAG 

We believe the SAS should include a definition of “joint engagement partner” which is referenced 
in paragraph A28. In group audits where different components are audited by separate audit 
teams within the same firm under the direction of separate partners or partner equivalents we are 

 The TF discussed whether 
the standard should include 
additional guidance related to 
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Overall 
Opinion 

Commenter Comment Response to Comment 

unclear as to whether these partners are “joint engagement partners” or “component auditors.”  joint audits and concluded that 
this topic would be better 
placed outside of the proposed 
SAS, if it’s determined to be 
needed by the ASB.  
 
A28 is clarifying that this 
proposed SAS doesn’t 
address joint audits. Joint 
audits are not commonplace in 
the U.S., and therefore 
information on how they are 
conducted and the roles that 
partners play, does not exist. 
The TF suggests the ASB 
consider whether additional 
guidance related to joint audits 
(outside of the proposed SAS) 
is necessary. 

Definition of 
GA is 
unclear 

COV We are concerned with the wording from paragraphs 16 and A85 that, “the group auditor is 
responsible for directing and supervising the component auditors and review of their work.”  We 
believe clarification should be added to identify what would constitute as directing and supervising 
the component auditors and reviewing their work.  For example, when auditing the ACFR, does 
this imply the engagement partner must directly supervise and review all state audits?  We feel 
this is not practical or efficient when other engagement partners are already supervising and 
reviewing those projects under the same firmwide system of quality control. 

The TF points the respondent 
to SAS 146 (formerly the 
proposed QM SAS) A86-189 
which outlines what direction, 
supervision, and review entail.  
For specific government 
considerations, we refer to the 
AICPA Audit and Accounting 
Guide State and Local 
Governments, for 
consideration if this matter 
needs to be addressed.  

Definition of 
GA is 
unclear 

NSAA 
 
MI OAG 

We are concerned with the language of paragraph 16 and A85 which states, “the group auditor 
is responsible for directing and supervising the component auditors and review of their work.”  
 
Specifically, in the case of a group audit of a state’s ACFR performed by the same firm, does 
this guidance require that the engagement partner directly supervise all component auditors 
within the same firm? This is not efficient and is impractical given the engagement partner and 
component auditors will be operating under the same firmwide system of quality control.  

The TF points the respondent 
to SAS 146 A86-189 which 
outlines what direction, 
supervision, and review entail. 
The changes suggested are 
not consistent with the 
principles of the proposed 
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Overall 
Opinion 

Commenter Comment Response to Comment 

 
We recommend broadening the definition of group auditor found in paragraph 16 to read 
(insertions italicized):  
 
The firm comprised of the group engagement partner and members of the engagement team, 
including those component auditors who are within that same firm and follow the same system 
of quality control as the group engagement partner. The group auditor excludes all other than 
component auditors. 
 
If this change is made, additional edits would be needed for paragraph A23 (insertions italicized 
with strikeouts). 
 
References in this proposed SAS to the engagement team, as defined in QM SAS paragraph 
12, include the group auditor and component auditors. Component auditors may be from a 
network firm, a firm that is not a network firm, or the same firm as the group engagement 
partner auditor’s firm (for example, another office within the group auditor’s firm). In the latter 
case, consideration as to whether the component auditors are part of the group auditor will 
depend on whether that component audit’s engagement team is under the same system of 
quality control as the group engagement partner.  
 
If these changes are considered, then the guidance in paragraphs 27 and 28 would need to be 
updated to include a reference to the group auditor, as appropriate.  

SAS, SAS 146 and SQMS 1, 
as it relates to the definition of 
engagement team. 
 
The TF notes that there seems 
to be concerns with the 
inability/impractical nature of 
the group engagement partner 
supervising all component 
auditors, regardless of the 
firm, for governmental audits. 
As such, the TF encourages 
further consideration of 
additional guidance in the 
AICPA Audit and Accounting 
Guide State and Local 
Governments guide to ensure 
sufficient guidance is provided. 

9. Do you agree with the application material in paragraphs A47–A49 of the proposed SAS relating to a noncontrolling interest in an entity that is 
accounted for by the equity method? 
9. Are there additional requirements or application material relating to EMIs that are needed in the proposed SAS, and if so, what should they be? 
Additions EY Additional application material relating to equity method investments (EMI) would be helpful to 

address practical challenges in applying ED-600 and proposed 600 SAS to EMIs. 
 
We believe that if the ASB decides to finalize its proposal, it would need to provide additional 
guidance to avoid diversity in practice. That is, we believe more guidance is needed to help auditors 
understand how to audit EMIs as components under the proposed SAS.  

We agree that an EMI has characteristics of a component, but we note that an entity accounts for an 
EMI differently than it accounts for a legal entity, branch or geography under consolidation accounting 
and makes different disclosures. Specifically, the financial position and results of an EMI are 
presented in the group financial statements in a note to the financial statements, and the only financial 
statement line items affected are investment in the EMI and equity in net income of the EMI. We 
believe this is a significant difference that would warrant different procedures from those performed 

The TF added requirements 
and application material for 
auditing EMIs that 1) 
addresses options for using 
audited investee F/S as audit 
evidence when access is not 
restricted and 2) aligns closer 
to the amended PCAOB AS 
1105 Appendix B. 
 
The TF directs the commenter 
to paragraph A131 which 
already addresses determining 
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for a component that is a legal entity, branch or geography. Notably, we believe the determination of 
planning materiality and scoping of significant accounts would be different for EMIs. 
 
To illustrate, consider a group audit that comprises 12 components, which include 10 consolidated 
legal entities and two EMIs. In the group financial statements, revenue would include the revenue of 
the 10 consolidated legal entities. Thus, a misstatement in the revenue of one component would 
represent a misstatement in the consolidated revenue of the group, but a misstatement in the revenue 
of one EMI would not affect the consolidated revenue of the group and would only affect the equity 
in net income account. We believe additional guidance could address diversity in practice regarding 
the following: 
 
► How the group auditor should consider risks of material misstatement in the underlying EMI 

financial statements 

► How to identify significant accounts in an EMI component when the significant accounts are 
consolidated and presented as different significant accounts on the group financial statements 
(i.e., revenues and expenses of the EMI component are consolidated and presented as the 
equity in net income) 

► How to determine component materiality for a consolidated component and an EMI component  

Practical guidance on how to apply ED-600 to EMIs, specifically as it relates to the above matters, 
would help drive consistency in practice. 

component performance 
materiality for EMIs (consistent 
with extant AU-C 600 
paragraph A66).  
 
The TF notes that the 
principles within the proposed 
SAS, as well as AU-C 315R, 
on identifying and assessing 
RoMMs are also applicable to 
EMIs. The TF recommends 
consideration by the ASB of 
whether further 
implementation guidance is 
needed for the areas identified 
in this comment. 

11. Are the specific requirements relating to referred-to auditors clear, appropriate, and easily identifiable within the proposed SAS, including when 
considering exhibit A? 
No PwC The requirements in the proposed SAS are intended to both leverage extant requirements and 

mirror the structure of the responsibilities of the group auditor in relation to component auditors. 
In our view, the requirements in the proposed SAS appear to be more restrictive than the 
requirements proposed by the PCAOB when dealing with referred-to auditors. For example, 
proposed PCAOB AS 1206 does not have a requirement to communicate significant risks to 
referred-to auditors, while the proposed SAS requires that the group auditor communicate 
significant risks that are relevant to the referred-to auditor. There may be practical challenges 
with this and other requirements (e.g., determining that referred-to auditors have the appropriate 
competence and capabilities) based on the level of access and communication the group 
engagement team is able to have with a referred-to auditor. Our view of the PCAOB’s proposed 

The TF acknowledges that the 
PCAOB standard requires a 
referred-to auditor to be 
PCAOB registered (AS 
1206.06c); such registration is 
likely foundational to certain 
PCAOB requirements for 
making reference. The AICPA 
does not have a similar 
“registration” concept. The TF 
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standard is that, while there are inquiries of, and representations from, the referred-to auditor, 
the expectation of the two-way dialogue between the group auditor and the referred-to auditor is 
substantially less than what would be anticipated between the group auditor and the component 
auditor. 
 
We question if the effort required by the proposed SAS is necessary for non-public companies 
audited under ASB standards as compared to public companies audited under PCAOB standards. 
Because the concept of referred-to auditors is unique to the US environment, we encourage the 
ASB to seek closer alignment with the PCAOB in setting its requirements, given the PCAOB’s 
plans to finalize its standard in the near future.  
 
Additionally, the construct of the standard has resulted in a level of repetition that might render it 
unclear. Clarifications to the wording and ordering of certain requirements would better follow the 
flow of the audit process and assist the auditor’s judgment in first deciding whether it is appropriate 
to make reference, and then how to do so. We also believe the ASB could seek to reduce the 
degree of duplication between a number of requirements, specifically in relation to independence 
and relevant ethical requirements. We offer some drafting suggestions in Appendix 2, but believe 
there may be further opportunities to streamline. 
 
Finally, we appreciate the focus in the requirements on the implications when the referred-to 
auditor has performed the audit in accordance with auditing standards other than GAAS or 
those of the PCAOB, as well as when the component’s financial statements are prepared using 
a different financial reporting period from that used for the group financial statements. However, 
in terms of additional guidance, the ASB could consider elaborating on the audit implications 
when referring to another auditor in circumstances where the component financial statements 
are for a different financial reporting period than that of the group (as contemplated by 
paragraphs 42 and A113 of the proposed SAS). 

believes the PCAOB 
registration concept 
distinguishes PCAOB vs. 
AICPA requirements for 
making reference. The TF 
believes the proposed SAS 
(e.g., requirements related to 
determining referred-to auditor 
competence and 
communicating with referred-
to auditors) is appropriate for 
non-public companies audited 
as the AICPA does not have a 
“registration” concept that 
would provide a certain level 
of understanding of the 
referred-to auditor’s 
qualifications.  
 
The TF added paragraph 
A182A to explain why certain 
two-way communications 
between the group auditor and 
referred-to auditor are 
necessary to support the 
group engagement partner 
maintaining overall 
responsibility.  
 
While the construct of the 
standard does result in some 
repetition, the TF believes it is 
clearest to maintain all 
requirements related to 
referred-to auditors within one 
section of paragraphs. The TF 
believes any lack of clarity due 
to repetition is alleviated 
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through Exhibit A.  
 
The TF believes it is 
sufficiently clear, when 
considering paragraphs 42, 
A31, and A113, that the group 
auditor should evaluate 
different financial reporting 
periods within the group 
(regardless of whether a 
component with a different 
reporting period is audited by 
a component auditor or a 
referred-to auditor) in 
accordance with the applicable 
financial reporting framework 
(e.g., FASB ASC 810). The TF 
does not believe it is 
appropriate to elaborate on 
audit implications or 
interpretations of the financial 
reporting framework within the 
proposed SAS, and suggests 
the Board consider whether 
anything additional is 
necessary outside of the 
standard.  

Application Materials/Guidance 
 Crowe We note that the extant AU-C section 600 includes the following application guidance: 

“.A65 Consideration of all components, regardless of whether reference is made in the auditor’s 
report on the group financial statements to the audit of a component auditor, is necessary when 
determining component materiality to reduce the risk that the aggregate of detected and undetected 
misstatements in the group financial statements exceeds materiality for the group financial 
statements as a whole. Determining component materiality is necessary for the group engagement 
team to determine the overall group audit plan for the components for which the auditor of the group 
financial statements is not making reference to the component auditor.”    

The TF believes it is 
unnecessary to carry forward 
language from extant AU-C 
600.A65 into the proposed 
SAS because such application 
guidance does not include an 
execution action for auditors. 
Furthermore, use of 
“necessary” within application 
guidance does not follow with 
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We believe similar application guidance should be included in the proposed SAS. While the group 
auditor is not taking responsibility for the portion of the group for which the group auditor is referring 
to a referred-to auditor, the group auditor still must consider all components to sufficiently address 
aggregation risk in the group financial statements and to develop the audit plan for the components 
for which the group auditor is taking responsibility. Without such guidance, we believe that group 
auditors may not design and plan their audits to sufficiently reduce the aggregation risk inherent in a 
group audit. 

In addition, related to the definition of component in paragraph 16 of the proposed SAS, we believe 
it would be beneficial to include application guidance to help auditors of employee benefit plans 
understand scenarios where a plan may have more than one component. The following is suggested 
language, which we recommend placing after paragraph A22: 

Considerations Specific to Employee Benefit Plans (Ref: par. 16)   

In audits of employee benefit plans, a component may be a separate legal entity or subsidiary, or part 
of the plan which operates separately, such as in a plan merger where the merged plans are still 
being administered separately and the assets of the merged plans are being held in separate trusts. 

AICPA drafting conventions. 
 
The TF recommends the ASB 
and EBP Expert Panel 
consider additional guidance 
in the Employee Benefit Plans: 
Audit and Accounting Guide to 
ensure sufficient guidance is 
provided.  

 EY We believe there is a risk that without sufficient guidance for the following situations, firms may not 
apply the requirements consistently: 

• Our understanding is that the “use of the work of another practitioner” in the first sentence of 
paragraph 33 of AT-C section 105 is not intended to address all situations in which the work 
of another practitioner is used (for example, a service auditor’s report). We encourage the 
Board to clarify the distinction between “use of the work of another practitioner” and reliance 
on another practitioner’s report in this paragraph or in the application paragraph. 
 

• We believe the ASB should consider new guidance or clarifications to existing guidance to 
address how an auditor should apply procedures over attestation reports other than service 
organization reports. We have observed an increase in the use of other reports as audit 
evidence and believe guidance is needed in this area. 

The TF will pass this 
information on to the ASB for 
their consideration as a 
separate project (as this goes 
beyond conforming 
amendments). 

 PwC We encourage the ASB to consider whether it might be helpful to develop illustrative The TF is supportive of the 
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interoffice/interfirm reports, for inclusion either in the proposed SAS or as non-authoritative 
guidance to support the standard. Doing so may help build consistency in practice. Alternatively, 
this could be undertaken as part of a broader exercise to determine whether other examples of how 
firms in the US may be requested to communicate with each other (e.g., in the case of 
predecessor/successor auditors) would be helpful to auditors. 

ASB considering the 
development of illustrative 
interoffice/interfirm reports as 
non-authoritative guidance to 
support the standard. 

 RSM We note that the AICPA has issued technical questions and answers (e.g., question .23 of Q&A 
Section 8800) related to the performance of group audits, which will need to be updated upon the 
finalization of the proposed SAS. 

The TF agrees that AICPA 
Technical Q&A section 8800 
related to group audits will 
need to be updated.  

Requirements 
 Deloitte In February 2022, the International Ethics Standards Board for Accountants (IESBA) issued an 

exposure draft, Proposed Revisions to the Code Related to the Definition of Engagement Team 
and Group Audits, which proposed revisions to the International Code of Ethics for Professional 
Accountants to take into account changes made to the IAASB’s quality management suite of 
standards and group audits standard, particularly the expansion of the definition of engagement 
team to include non-network component auditors. We recommend that the Professional Ethics 
Executive Committee (“PEEC”) of the AICPA monitor this IESBA project and undertake its own 
project to revise the AICPA’s Code of Professional Conduct (“the Code”) for convergence 
purposes. As part of considering what changes are needed to the Code, it is important for PEEC 
to clearly articulate the independence requirements of non-network component auditors and 
ensure that these independence requirements are focused on relationships with those entities 
that are more likely to threaten the individual’s independence, which may be different from those 
requirements necessary when a component auditor is from a network firm. Please see the Deloitte 
Touche Tohmatsu comment letter to the IESBA exposure draft for our detailed thoughts on 
amendments to the ethics and independence requirements. We also recommend that a PEEC 
project be undertaken in the near term so that the effective date of the proposed SAS and the 
effective date of proposed changes to the Code can be aligned as much as possible. 

The TF supports the ASB 
engaging with PEEC on this 
independence matter. The TF 
supports PEEC considering 
undertaking a project to revise 
the AICPA Code of 
Professional Conduct in a 
similar manner to the IESBA 
project. The TF believes it is 
important to consider the 
impact of the IESBA project on 
the proposed standard.  
  

 KPMG We included additional comments below related to ethics requirements, including those related 
to independence, for the Board’s consideration. 
i. The International Ethics Standards Board for Accountants released the Exposure Draft 
Proposed Revisions to the Code Relating to the Definition of Engagement Team and Group Audits 
(IESBA ED), with proposed revisions to the International Code of Ethics for Professional 
Accountants (the IESBA Code). Paragraph A68 of the proposed SAS noted that “when the 
component auditor is not subject to the AICPA Code of Professional Conduct, compliance by the 
component auditor with the ethics and independence requirements set forth in the International 
Federation of Accountants Code of Ethics for Professional Accountants is sufficient to fulfill the 
component auditor’s ethical responsibilities in the group audit”. As the proposed SAS allows for 

The TF supports the ASB 
engaging with PEEC on this 
independence matter. The TF 
supports PEEC considering 
undertaking a project to revise 
the AICPA Code of 
Professional Conduct in a 
similar manner to the IESBA 
project. The TF believes it is 
important to consider the 
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compliance with the IESBA Code, we recommend the Board to consider the interaction of the 
IESBA ED and the proposed SAS as it relates to compliance with ethical requirements, including 
those related to independence, particularly with regard to non-network component auditors 
involved in a group audit. 
For example, the IESBA ED includes provisions requiring individuals participating in the group 
audit (including those from a non-network component audit firm) to be independent of the group 
and the group’s related entities (affiliates). The IESBA ED proposes separate independence 
requirements applicable to non-network component auditor firms. KPMG International has 
provided responses to the IESBA ED via a separate comment letter that we attached for your 
reference (particularly our response to question 4 in Appendix A). If the provisions in the IESBA 
ED are adopted as proposed, the IESBA Code may include different independence requirements 
from those outlined in the proposed SAS. We recommend the Board to consider such interaction 
and provide further guidance as necessary to drive consistent application in practice. 
 
ii. We appreciate the conforming amendments outlined in Appendix C of the Exposure Draft. As 
referred-to auditor is a new term defined in the proposed SAS, we recommend the Board also 
consider working with the Professional Ethics Executive Committee on conforming amendments 
to the AICPA Code of Professional Conduct by incorporating referred-to auditor where appropriate 
(in particular paragraph 0.200.020.03c) when component auditor is currently used. 

impact of the IESBA project on 
the AICPA’s independence 
standards.  
 

Clarification Needed  
CLA We recommend the ASB clarify the responsibilities of component auditors when performing 

audit procedures designed by group auditors from a firm other than the component auditor’s 
firm. Specifically, we recommend the ASB provide additional guidance regarding the nature of 
the component auditor’s engagement and the form of communicating the component auditor’s 
overall findings and conclusions. 
  

The TF believes additional 
guidance of this nature could 
be addressed in non-
authoritative implementation 
guidance but should not be 
included in the proposed SAS 
(which is principles-based).  

 Deloitte Paragraph A96 of the proposed SAS states that the group engagement partner may become 
aware of information about noncompliance or suspected noncompliance with law or regulations, 
and in such circumstances, may have an obligation under relevant ethical requirements, laws, 
or regulations to communicate the matter to the component auditor. Paragraphs 22-23 of the 
“Responding to Noncompliance With Laws and Regulations” interpretation of the AICPA Code 
of Professional Conduct (“the interpretation”), as adopted by PEEC in February 2022, address 
such relevant ethical requirements: 

.23 If the group audit engagement partner becomes aware of noncompliance or 
suspected noncompliance in the course of a group audit engagement, including as a 
result of being informed of such a matter in accordance with paragraph .22, the group 

The TF supports the ASB 
engaging with PEEC to clarify 
whether noncompliance or 
suspected noncompliance 
should be communicated to 
referred-to auditors. 
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audit engagement partner should, in addition to responding to the matter in the context 
of the group audit engagement in accordance with the provisions of this section, 
consider whether the matter may be relevant to one or more components whose 
financial or other information is subject to procedures performed for purposes of the 
group audit engagement. 

In these circumstances, the group audit engagement partner should take steps to have 
the noncompliance or suspected noncompliance communicated to those performing 
work at components where the matter may be relevant, unless prohibited from doing so 
by law or regulation.  

In considering the interpretation, we acknowledge certain definitional changes in the proposed 
SAS. The proposed SAS changes the definition of the term component auditor and introduces 
the term referred-to auditor. The extant AU-C section 600 definition of component auditor 
includes both (a) an auditor whose work the group engagement partner assumes responsibility 
for, and (b) an auditor whose work the group engagement partner does not assume 
responsibility for, and accordingly, makes reference to. The auditor described in (b) is no 
longer defined as a component auditor in the proposed SAS, and instead, is defined as a 
referred-to auditor. Definitions are as follows: 

 Definitions in Extant AU-C Section 600 

Component auditor. An auditor who performs work on the financial information of a 
component that will be used as audit evidence for the group audit. A component auditor 
may be part of the group engagement partner’s firm, a network firm of the group 
engagement partner’s firm, or another firm. 

 Definitions in the Proposed SAS  

Component auditor. An auditor who performs audit work related to a component for 
purposes of the group audit. A component auditor is a part of the engagement team for 
a group audit. 

Referred-to auditor. An auditor who performs an audit of the financial statements of a 
component to which the group engagement partner determines to make reference in 
the auditor’s report on the group financial statements. A referred-to auditor is not a 
component auditor, and accordingly, is not a part of the engagement team for a group 
audit. 
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We believe the interpretation is unclear as to whether noncompliance or suspected 
noncompliance should be communicated to referred-to auditors. Moreover, we believe it is 
uncertain whether PEEC intends for: 

1. The language “components whose financial or other information is subject to procedures 
performed for purposes of the group audit engagement” in paragraph 23 of the 
interpretation to mean components that are audited by component auditors and referred-
to auditors, or alternatively, only components that are audited by component auditors 
(as defined in the proposed SAS). 

2. The language “those performing work at components” in paragraph 23 of the 
interpretation to mean component auditors and referred-to auditors, or alternatively, only 
component auditors (as defined in the proposed SAS). 

Accordingly, we question whether the guidance in the proposed SAS in paragraph 96 that the 
group engagement partner may have an obligation to communicate noncompliance or 
suspected noncompliance to component auditors, but not to referred-to auditors, is correct.  

It is our belief that this matter needs to be clarified by PEEC (including consideration as to 
whether amendments are necessary to clarity the interpretation with respect to referred-to 
auditors), such that the appropriate interpretation can then be included in the proposed SAS, as 
appropriate. Therefore, we recommend the ASB to engage with PEEC, as outlined below, to 
clarify PEEC’s intention in the interpretation with respect to referred-to auditors:  

1. We recommend the ASB to confirm that PEEC has a clear understanding of the 
definitional changes in the proposed SAS (i.e., referred-to auditor and component 
auditor), including an understanding of the circumstances when the group engagement 
partner makes reference to the audit of a referred-to auditor in the auditor’s report on 
the group financial statements.  

2. We recommend the ASB to confirm whether it is PEEC’s intention for noncompliance or 
suspected noncompliance to be communicated to (a) only component auditors or (b) 
both component auditors and referred-to auditors. 

3. Based on PEEC’s confirmed intention, we recommend the ASB to consider whether 
revisions to the proposed SAS are necessary to clarify the obligation (or lack thereof) to 
communicate noncompliance or suspected noncompliance to referred-to auditors in 
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accordance with the interpretation.  

While we recommend the ASB to engage with PEEC to resolve this matter, we acknowledge 
our belief that noncompliance or suspected noncompliance should be communicated to 
component auditors only and not also to referred-to auditors, given the nature of the group 
auditor and referred-to auditor’s relationship. 

 GT We continue to have concerns about how the definition of engagement team in SAS 146 will be 
operationalized, particularly with regard to independence. While we understand this matter is 
currently with PEEC, it is imperative that the Board collaborate with PEEC as there are broader 
implications beyond referred-to auditors, as defined by US GAAS. With that in mind, we believe 
the Board has provided sufficient guidance in the proposed SAS to understand these terms. 

The TF supports the ASB 
engaging with PEEC on this 
independence matter. The TF 
supports PEEC considering 
undertaking a project to revise 
the AICPA Code of 
Professional Conduct in a 
similar manner to the IESBA 
project. The TF believes it is 
important to consider the 
impact of the IESBA project on 
the AICPA’s independence 
standards.  
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October 2022 Draft of Proposed Statement on Auditing Standards Special Considerations — 
Audits of Group Financial Statements (Including the Work of Component Auditors and Audits of 

Referred-to Auditors) Marked from the March 23, 2022, Exposure Draft 

Introduction 
 
Scope of This Proposed Statement on Auditing Standards 
 
1. Generally accepted auditing standards (GAAS) apply to an audit of group financial 

statements (a group audit). This proposed Statement on Auditing Standards (SAS) applies 
to all group audits. It addresses special considerations that apply to a group audit, including 
in circumstances in which component auditors are involved or when the group auditor 
makes reference to the audit of a referred-to auditor. The requirements and guidance in this 
proposed SAS refer to, or expand on, the application of other relevant AU-C sections to a 
group audit, in particular, AU-C section 220, proposed SAS Quality Management for an 
Engagement Conducted in Accordance With Generally Accepted Auditing Standards 
(proposed QM SAS); AU-C section 230, Audit Documentation;1 AU-C section 300, 
Planning an Audit; AU-C section 315, Understanding the Entity and Its Environment and 
Assessing the Risks of Material Misstatement; and AU-C section 330, Performing Audit 
Procedures in Response to Assessed Risks and Evaluating the Audit Evidence Obtained. 
(Ref: par. 0–0 ) 

 
2. Group financial statements include the financial information of more than one entity or 

business unit through a consolidation process, as described in paragraph 0. The term 
consolidation process as used in this proposed SAS refers not only to the preparation of 
consolidated financial statements in accordance with the applicable financial reporting 
framework but also to the presentation of combined financial statements and to the 
aggregation of the financial information of entities or business units, such as branches or 
divisions. (Ref: par. 0–0, 0)  

 
3. Government entities frequently prepare group financial statements. The AICPA Audit and 

Accounting Guide State and Local Governments provides guidance to assist auditors in 
auditing and reporting on those financial statements in accordance with GAAS, including 
the requirements of this section. 

 
4. As explained in the AU-C section 220 proposed QM SAS,2 this proposed SAS, adapted as 

necessary in the circumstances, may also be useful in an audit of financial statements other 
than a group audit when the engagement team includes individuals from another firm. For 
example, this proposed SAS may be useful when involving such an individual to attend a 
physical inventory count; inspect property, plant, and equipment; or perform audit 

 
1   All AU-C sections can be found in AICPA Professional Standards.  
2  Paragraph A1 of AU-C section 220, proposed Statement on Quality Management Standards Quality Management 

for an Engagement Conducted in Accordance With Generally Accepted Auditing Standards (QM SAS). 
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procedures at a shared service center at a remote location. 
 

Groups and Components 
 
5. A group may be organized in various ways. For example, a group may be organized by 

legal or other entities, such as a parent and one or more subsidiaries, joint ventures, or 
investments accounted for by the equity method. Alternatively, the group may be organized 
by geography, by other economic units (including branches or divisions), or by functions 
or business activities. In this proposed SAS, these different forms of organization are 
collectively referred to as entities or business units. (Ref: par. 0) 

 
6. The group auditor determines an appropriate approach to planning and performing audit 

procedures to respond to the assessed risks of material misstatement of the group financial 
statements. For this purpose, the group auditor uses professional judgment in determining 
the components at which audit work will be performed. This determination is based on the 
group auditor’s understanding of the group and its environment, and other factors such as 
the ability to perform audit procedures centrally, the presence of shared service centers, or 
the existence of common information systems and controls. (Ref: par. 0–0) 

 
Involvement of Component Auditors  
 
7. AU-C section 220The proposed QM SAS3 requires the engagement partner to determine 

that sufficient and appropriate resources to perform the engagement are assigned or made 
available to the engagement team in a timely manner. In a group audit, such resources may 
include component auditors, who are a part of the engagement team. Therefore, this 
proposed SAS requires the group auditor to determine the nature, timing, and extent of 
involvement of component auditors. 

 
8. The group auditor may involve component auditors to provide information, or to perform 

audit work, to fulfill the requirements of this proposed SAS. Component auditors may have 
greater experience with and a more in-depth knowledge of the components and their 
environments (including local laws and regulations, business practices, language, and 
culture) than the group auditor. Accordingly, component auditors can be, and often are, 
involved in all phases of the group audit under the direction and supervision of the group 
auditor.  (Ref: par. 0–0) 

 
9. Audit risk is a function of the risks of material misstatement and detection risk.4 Detection 

risk in a group audit includes the risk that a component auditor may not detect a 
misstatement in the financial information of a component that could cause a material 
misstatement of the group financial statements, and that the group auditor may not detect 
this misstatement. Accordingly, this proposed SAS requires sufficient and appropriate 
involvement by the group engagement partner or group auditor, as applicable, in the work 
of component auditors and emphasizes the importance of two-way communication 

 
3  Paragraph 25 of AU-C section 220 the proposed QM SAS. 
4  Paragraph .A36 of AU-C section 200, Overall Objectives of the Independent Auditor and the Conduct of an Audit 

in Accordance With Generally Accepted Auditing Standards. 
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between the group auditor and component auditors. In addition, this proposed SAS explains 
the matters that the group auditor takes into account when determining the nature, timing, 
and extent of the direction and supervision of component auditors and the review of their 
work. (Ref: par. 0–0) 
 

Making Reference to the Audit of a Referred-to Auditor 
 
10. In accordance with this proposed SAS, the group engagement partner may can also 

determine to make reference to the audit of a referred-to auditor in the auditor’s report on 
the group financial statements in situations when the referred-to auditor has performed an 
audit of component financial statements and issued an auditor’s report thereon. Reference 
in the auditor’s report on the group financial statements to the fact that part of the audit 
was conducted by a referred-to auditor communicates the source of audit evidence with 
respect to those components for which such reference is made. This proposed SAS also 
describes the procedures to be followed to obtain sufficient appropriate audit evidence 
when the group engagement partner determines to make reference to the audit of a referred-
to auditor in the auditor's report on the group financial statements. A referred-to auditor is 
not a component auditor, and accordingly, a referred-to auditor is not a part of the 
engagement team. Therefore, when the terms component auditor and engagement team are 
used in this proposed SAS, they do not include referred-to auditors. Accordingly, the group 
auditor is not required to be involved in the work of referred-to auditors, and therefore, is 
not required to direct and supervise referred-to auditors or and review their work. 
Reference in the auditor’s report on the group financial statements to the fact that part of 
the audit was conducted by a referred-to auditor communicates the source of audit evidence 
with respect to those components for which such reference is made. The requirements in 
paragraphs 0–650 and the related application material are specific to referred-to auditors. 
Paragraphs 51–57 set out requirements for determining whether to make reference to the 
audit of a referred-to auditor in the auditor’s report on the group financial statements when 
establishing the overall group audit strategy and group audit plan in accordance with 
paragraph 24 of this proposed SAS. Therefore, when the group engagement partner plans 
to make reference to the audit of a referred-to auditor in the auditor’s report on the group 
financial statements, these requirements in paragraphs 00, in addition to other requirements 
related to the execution of the group audit, are relevant.  

 
Professional Skepticism  
 
11. In accordance with AU-C section 200, Overall Objectives of the Independent Auditor and 

the Conduct of an Audit in Accordance With Generally Accepted Auditing Standards,5 the 
engagement team is required to plan and perform the group audit with professional 
skepticism and to exercise professional judgment. The appropriate maintenance of 
professional skepticism may be demonstrated through the actions and communications of 
the engagement team, including emphasizing the importance of each engagement team 
member maintaining professional skepticism throughout the group audit. Such actions and 
communications may include specific steps to mitigate impediments that may impair the 
appropriate maintenance of professional skepticism. (Ref: par. 0–0) 

 
5 Paragraphs .17–.18 and .A22–.A28 of AU-C section 200. 
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Scalability 
 
12. This proposed SAS applies to all group audits, regardless of size or complexity. However, 

the requirements of this proposed SAS are intended to be applied in the context of the 
nature and circumstances of each group audit. For example, when a group audit is carried 
out entirely by the group auditor, some requirements in this proposed SAS are not relevant 
because they are conditional on the involvement of component auditors or on making 
reference to the audit of a referred-to auditor in the auditor’s report on the group financial 
statements. This may be the case when the group auditor is able to perform audit procedures 
centrally or when the group auditor is able to perform procedures at the components 
without involving component auditors or making reference to the audit of a referred-to 
auditor in the auditor’s report on the group financial statements. The guidance in 
paragraphs 0 and 0 also may be helpful in applying this proposed SAS in these 
circumstances. (Ref: Exhibit A, “Relevancy of Requirements in Various Group Audit 
Scenarios”) 

 
Responsibilities of the Group Engagement Partner and Group Auditor 
 
13. The group engagement partner remains ultimately responsible, and therefore accountable, 

for compliance with the requirements of this proposed SAS. Nevertheless, the group 
engagement partner may seek assistance from others to fulfill these responsibilities. The 
phrase “the group engagement partner should take responsibility for…” or “the group 
auditor should take responsibility for…” is used for those requirements for whichwhen the 
group engagement partner or group auditor, respectively, is permitted to assign the design 
or performance of procedures, tasks, or actions to other appropriately skilled or suitably 
experienced members of the engagement team, including component auditors. For other 
requirements, this proposed SAS expressly intends that the requirement or responsibility 
be fulfilled by the group engagement partner or group auditor, as applicable., In such 
circumstances, and the group engagement partner or group auditor may need to obtain 
information from the firm or other members of the engagement team. For example, when 
others, including component auditors, perform supervisory and review activities, the 
outcomes of those activities can be taken into account by the group engagement partner or 
group auditor in fulfilling these responsibilities. (Ref: par. 0, 0) 

 
Effective Date 
 
14. This proposed SAS is effective for audits of group financial statements for periods ending 

on or after December 15, 2026. 
 
Objectives 
 
15. The objectives of the auditor are to do the following: 
 

a. With respect to the acceptance and continuance of the group audit engagement, 
determine whether sufficient appropriate audit evidence can reasonably be expected 
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to be obtained to provide a basis for forming an opinion on the group financial 
statements 

 
b. Identify and assess the risks of material misstatement of the group financial 

statements, whether due to fraud or error, and plan and perform further audit 
procedures to appropriately respond to those assessed risks 

 
c. Be sufficiently and appropriately involved in the work of component auditors 

throughout the group audit, including communicating clearly about the scope and 
timing of their work, and evaluating the results of that work 

 
d. Evaluate whether sufficient appropriate audit evidence has been obtained from the 

audit procedures performed, including with respect to the work performed by 
component auditors, or through making reference to the audit of a referred-to auditor 
in the auditor’s report on the group financial statements, as a basis for forming an 
opinion on the group financial statements 

 
Definitions 
 
16. For purposes of GAAS, the following terms have the meanings attributed as follows: 
 

aggregation risk. The probability that the aggregate of uncorrected and undetected 
misstatements exceeds materiality for the financial statements as a whole. (Ref: par. 
0) 

 
component. An entity, business unit, function or business activity, or some combination 

thereof, determined by the group auditor for purposes of planning and performing 
audit procedures in a group audit. (Ref: par. 0–0) 

 
component auditor. An auditor who performs audit work related to a component for 

purposes of the group audit. A component auditor is a part of the engagement team6 
for a group audit. (Ref: par. 0–0) 

 
component management. Management responsible for a component. (Ref: par. 0) 
 
component performance materiality. An amount set by the group auditor to reduce 

aggregation risk to an appropriately low level for purposes of planning and 
performing audit procedures in relation to a component. 

 
group. A reporting entity for which group financial statements are prepared. 
 
group audit. The audit of group financial statements. 
 
group auditor. The group engagement partner and members of the engagement team 

 
6 Paragraph 12 of AU-C section 220proposed QM SAS.  
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other than component auditors. The group auditor is responsible for the following: 

i. Establishing the overall group audit strategy and group audit plan 
ii. Directing and supervising component auditors and reviewing their work 
iii. Evaluating the conclusions drawn from the audit evidence obtained as the 

basis for forming an opinion on the group financial statements 

group audit opinion. The audit opinion on the group financial statements. 
 
group engagement partner. The engagement partner7 responsible for the group audit. 

(Ref: par. 0) 
 
group financial statements. Financial statements that include the financial information 

of more than one entity or business unit through a consolidation process. For 
purposes of this proposed SAS, a consolidation process includes one or more of the 
following: (Ref: par. 0–0) 

i. Consolidation, proportionate consolidation, inclusion, or an equity method of 
accounting 

ii. The presentation in combined financial statements of the financial information 
of entities or business units that are under common control or common 
management 

iii. The aggregation of the financial information of entities or business units such 
as branches or divisions 

group management. Management responsible for the preparation of the group financial 
statements. 

 
group performance materiality. Performance materiality8 in relation to the group 

financial statements as a whole, as determined by the group auditor. 
 
 referred-to auditor. An auditor who performs an audit of the financial statements of a 

component to which the group engagement partner determines to make reference in 
the auditor’s report on the group financial statements. A referred-to auditor is not a 
component auditor, and accordingly, is not a part of the engagement team for a group 
audit.  

 
17. Reference in this proposed SAS to “the applicable financial reporting framework” means 

the financial reporting framework that applies to the group financial statements. (Ref: par. 
0) 

 
Requirements 
 
Leadership Responsibilities for Managing and Achieving Quality on a Group Audit 

 
7 Paragraph 12 of the AU-C section 220proposed QM SAS.  
8 Paragraphs .09 and .11 of AU-C section 320, Materiality in Planning and Performing an Audit. 
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18. In applying AU-C section 220the proposed QM SAS,9 the group engagement partner is 

required to take overall responsibility for managing and achieving quality on the group 
audit engagement. In doing so, the group engagement partner should do the following: 
(Ref: par. 0–0) 

 
a.  Take responsibility for creating an environment for the group audit engagement that 

emphasizes the expected behavior of engagement team members (Ref: par. 0) 
 
b.  Be sufficiently and appropriately involved throughout the group audit engagement, 

including in the work of component auditors, such that the group engagement partner 
has the basis for determining whether the significant judgments made, and the 
conclusions reached, are appropriate given the nature and circumstances of the group 
audit engagement 

 
Acceptance and Continuance 
 
19. Before accepting or continuing the group audit engagement, the group engagement partner 

should determine whether sufficient appropriate audit evidence can reasonably be expected 
to be obtained (including through involving component auditors or through making 
reference to the audit of a referred-to auditor in the auditor’s report on the group financial 
statements) to provide a basis for forming an opinion on the group financial statements.  
(Ref: par. 0–0) 

 
20. If after the acceptance or continuance of the group audit engagement the group engagement 

partner concludes that sufficient appropriate audit evidence cannot be obtained, the group 
engagement partner should consider the possible effects on the group audit. (Ref: par. 0) 

 
Terms of Engagement 
 
21. In applying AU-C section 210, Terms of Engagement,10 the group auditor should obtain 

the agreement of group management that it acknowledges and understands its 
responsibility to provide the engagement team with the following: (Ref: par. 0) 
 

a. Access to all information of which group management is aware that is relevant to 
the preparation of the group financial statements such as records, documentation, 
and other matters 

 
b. Additional information that the engagement team may request from group 

management or component management for the purpose of the group audit 
 
c. Unrestricted access to persons within the group from whom the engagement team 

determines it necessary to obtain audit evidence 
 

 
9 Paragraph 13 of AU-C section 220the proposed QM SAS.  
10 Paragraphs .06b and .08b of AU-C section 210, Terms of Engagement. 
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Restrictions on Access to Information or People Outside the Control of Group Management 
 
22. If the group engagement partner concludes that group management cannot provide the 

engagement team with access to information or unrestricted access to persons within the 
group due to restrictions that are outside the control of group management, the group 
engagement partner should consider the possible effects on the group audit. (Ref: par. 0–
0) 

 
Restrictions on Access to Information or People Imposed by Group Management 
 
23. If the group engagement partner concludes that (Ref: par. 0–0) 

 
a. it will not be possible for the group auditor to obtain sufficient appropriate audit 

evidence due to restrictions imposed by group management; and 
 
b. the possible effect of this limitation will result in a disclaimer of opinion on the 

group financial statements, the group engagement partner should either 
 

i. in the case of an initial engagement, not accept the engagement, or, in the 
case of a recurring engagement, withdraw from the engagement, when 
withdrawal is possible under applicable law or regulation, or 

 
ii. when the entity is required by law or regulation to have an audit, having 

performed the audit of the group financial statements to the extent possible, 
disclaim an opinion on the group financial statements.  

 
Overall Group Audit Strategy and Group Audit Plan  
 
24. In applying AU-C section 300,11 the group auditor should establish, and update as 

necessary, an overall group audit strategy and group audit plan. In doing so, the group 
auditor should determine the following: (Ref: par. 0–0) 
 

a. The components at which audit work will be performed (Ref: par. 0–0) 

 
b. The resources needed to perform the group audit engagement, including the 

nature, timing, and extent to which component auditors are to be involved (Ref: 
par. 0–0) 

 
c. The components for which, if any, the auditor’s report on the group financial 

statements will make reference to the audit of a referred-to auditor (see paragraphs 
0–0). 

 
d.  For components that are accounted for by the equity method, whether to use audited 

 
11  Paragraphs .07–.10 of AU-C section 300. 
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financial statements as audit evidence regarding the noncontrolled entity’s financial 
results (see paragraphs 65A–65C) (Ref: par. A65A).   

 
Considerations When Component Auditors Are Involved 
 
25. In establishing the overall group audit strategy and group audit plan, the group engagement 

partner should evaluate whether the group auditor will be able to be sufficiently and 
appropriately involved in the work of the component auditor. (Ref: par. 0) 
 

26. As part of the evaluation in paragraph 0, the group auditor should request the component 
auditor to confirm that the component auditor will cooperate with the group auditor, 
including whether the component auditor will perform the work requested by the group 
auditor. (Ref: par. 0) 
 

Relevant Ethical Requirements, Including Those Related to Independence 
 
27. In applying AU-C section 220the proposed QM SAS,12 the group engagement partner 

should take responsibility for the following: (Ref: par. 0–0, 0) 
 

a. Component auditors having been made aware of relevant ethical requirements that 
are applicable given the nature and circumstances of the group audit engagement 

 
b. Confirming whether the component auditors understand and will comply with the 

relevant ethical requirements, including those related to independence, that apply 
to the group audit engagement. 

 
Engagement Resources 
 
28. In applying AU-C section 220the proposed QM SAS,13 the group engagement partner 

should do the following: (Ref: par. 0–0)  
 

a. Determine that component auditors have the appropriate competence and 
capabilities, including sufficient time, to perform the assigned audit procedures at 
the component 

 
b. If information about the results of the monitoring and remediation process or 

external inspections related to the component auditor has been provided by the 
group auditor’s firm or has otherwise been made available to the group engagement 
partner, determine the relevance of such information to the group auditor’s 
determination in paragraph 0a 

 
29. The group auditor should obtain sufficient appropriate audit evidence relating to the work 

to be performed at the component without involving the component auditor if 
 

 
12 Paragraph 17 of AU-C section 220the proposed QM SAS.  
13 Paragraphs 25–26 of AU-C section 220the proposed QM SAS.   
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a. the component auditor does not comply with the relevant ethical requirements, 
including those related to independence, that apply to the group audit 
engagement,14 or (Ref: par.  0–0) 

 
b. the group engagement partner has serious concerns about the matters in paragraphs 

00. (Ref: par. 0) 
 
Engagement Performance 
 
30. In applying AU-C section 220the proposed QM SAS,15 the group engagement partner 

should take responsibility for the nature, timing, and extent of direction and supervision of 
component auditors and the review of their work, taking into account the following: (Ref: 
par. 0–0) 

 
a. Areas of higher assessed risks of material misstatement of the group financial 

statements or significant risks identified in accordance with AU-C section 315 
 
b. Areas in the audit of the group financial statements that involve significant 

judgment.   
 
Communications With Component Auditors  
 
31. The group auditor should communicate with component auditors about their respective 

responsibilities and the group auditor's expectations, including an expectation that 
communications between the group auditor and component auditors take place at 
appropriate times throughout the group audit. (Ref: par. 0–0) 

 
Understanding the Group and Its Environment, the Applicable Financial Reporting 
Framework, and the Group’s System of Internal Control 
 
32. In applying AU-C section 315,16 the group auditor should take responsibility for obtaining 

an understanding of the following: (Ref: par. 0–0) 
 

a. The group and its environment, including (Ref: par. 0–0) 
 

i. the group’s organizational structure and its business model, including 
 

(1) the locations in which the group has its operations or activities, 
 
(2) the nature of the group’s operations or activities and the extent to which 

they are similar across the group, and 
 

 
14  Paragraphs .15–.16 of AU-C section 200. 
15 Paragraph 29 of AU-C section 220the proposed QM SAS.  
16 Paragraphs .19–.31 of AU-C section 315, Understanding the Entity and Its Environment and Assessing the Risks 

of Material Misstatement. 
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(3) the extent to which the group’s business model integrates the use of 
information technology (IT);  

 
ii. regulatory factors affecting the entities and business units in the group; and 
 
iii. the measures used internally and externally to assess the financial 

performance of the entities or business units’ financial performance 
 
b. The applicable financial reporting framework and the consistency of accounting 

policies and practices across the group 
 
c. The group’s system of internal control, including 
 

i. the nature and extent of commonality of controls, (Ref: par. 0–0, 0) 
 
ii. whether, and if so, how, the group centralizes activities relevant to financial 

reporting, (Ref: par. 0–0) 
 
iii. the consolidation process used by the group, including sub-consolidations, 

if any, and consolidation adjustments, and 
 
iv. how group management communicates significant matters that support the 

preparation of the group financial statements and related financial reporting 
responsibilities in the information system and other components of the 
group’s system of internal control to management of entities or business 
units (Ref: par. 0–0) 

 
Considerations When Component Auditors Are Involved 
 
33. The group auditor should communicate the following to component auditors on a timely 

basis: (Ref: par. 0) 
 

a. Matters that the group auditor determines to be relevant to the component auditor’s 
design or performance of risk assessment procedures for purposes of the group 
audit, including identified significant risks of the group financial statements 

 
b. In applying AU-C section 550, Related Parties,17 related party relationships or 

transactions identified by group management, and any other related parties of which 
the group auditor is aware, that are relevant to the work of the component auditor 
(Ref: par. 0–0) 

 
c. In applying AU-C section 570, The Auditor’s Consideration of an Entity’s Ability 

to Continue as a Going Concern, events or conditions identified by group 
management or the group auditor, that may raise substantial doubt about the group’s 
ability to continue as a going concern for a reasonable period of time that are 

 
17 Paragraph .19 of AU-C section 550, Related Parties. 
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relevant to the work of the component auditor 
 

34. The group auditor should request component auditors to communicate the following on a 
timely basis: 
 

a. Matters related to the financial information of the component that the component 
auditor determines to be relevant to the identification and assessment of the risks 
of material misstatement of the group financial statements, whether due to fraud or 
error 

 
b. Related party relationships not previously identified by group management or the 

group auditor (Ref: par. 0) 
 
c. Any events or conditions identified by the component auditor that may raise 

substantial doubt about the group’s ability to continue as a going concern for a 
reasonable period of time 

 
Identifying and Assessing the Risks of Material Misstatement 
 
35. In applying AU-C section 315,18 based on the understanding obtained in paragraph 0, the 

group auditor should take responsibility for the identification and assessment of the risks 
of material misstatement of the group financial statements, including with respect to the 
consolidation process. (Ref: par. 0–0)  

 
Considerations When Component Auditors Are Involved 
 
36. In applying AU-C section 315,19 the group auditor should evaluate whether the audit 

evidence obtained from the risk assessment procedures performed by the group auditor and 
component auditors provides an appropriate basis for the identification and assessment of 
the risks of material misstatement of the group financial statements. (Ref: par. 0–0) 

 
Materiality 
 
37. In applying AU-C section 320, Materiality in Planning and Performing an Audit,20 and 

AU-C section 450, Evaluation of Misstatements Identified During the Audit,21 when classes 
of transactions, account balances, or disclosures in the group financial statements are 
disaggregated across components, for purposes of planning and performing audit 
procedures, for those components on which the group auditor or component auditor will 
perform audit procedures, the group auditor should determine the following: 

 
a. Component performance materiality. To address aggregation risk, such amount 

should be lower than group performance materiality. (Ref: par. 0–0) 

 
18 Paragraphs .32–.38 of AU-C section 315. 
19 Paragraph .39 of AU-C section 315. 
20 Paragraph .11 of AU-C section 320. 
21 Paragraph .05 of AU-C section 450, Evaluation of Misstatements Identified During the Audit. 
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b. The threshold above which misstatements identified in the component financial 

information are to be communicated to the group auditor. Such threshold should 
not exceed the amount regarded as clearly trivial to the group financial statements. 
(Ref: par. 0) 

 
Considerations When Component Auditors Are Involved 
 
38. The group auditor should communicate to the component auditor the amounts determined 

in accordance with paragraph 0. (Ref: par. 0–0) 
 
Responding to the Assessed Risks of Material Misstatement 
 
39. In applying AU-C section 330,22 the group auditor should take responsibility for the nature, 

timing, and extent of further audit procedures to be performed, including determining the 
components at which to perform further audit procedures and the nature, timing, and extent 
of the work to be performed at those components. (Ref: par. 0–0) 

 
Consolidation Process 
 
40. The group auditor should take responsibility for designing and performing further audit 

procedures to respond to the assessed risks of material misstatement of the group financial 
statements arising from the consolidation process. This should include the following: (Ref: 
par. 0) 

 
a. Evaluating whether all entities and business units have been included in the group 

financial statements as required by the applicable financial reporting framework 
and, if applicable, for designing and performing further audit procedures on sub-
consolidations  

 
b. Evaluating the appropriateness, completeness, and accuracy of consolidation 

adjustments and reclassifications (Ref: par. 0) 
 
c. Evaluating whether management’s judgments made in the consolidation process 

give rise to indicators of possible management bias  

 
d. Responding to assessed risks of material misstatement due to fraud arising from 

the consolidation process 

 
41. If the financial information of an entity or business unit has not been prepared in 

accordance with the same accounting policies applied to the group financial statements, the 
group auditor should evaluate whether the financial information has been appropriately 
adjusted for purposes of the preparation and fair presentation of the group financial 

 
22 Paragraphs .06–.07 of AU-C section 330. 
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statements in accordance with the applicable financial reporting framework. 
 
42. If the group financial statements include the financial information of an entity or business 

unit with a financial reporting period-end that differs from that of the group, the group 
auditor should take responsibility for evaluating whether appropriate adjustments have 
been made to that financial information in accordance with the applicable financial 
reporting framework.23 
 

Considerations When Component Auditors Are Involved 
 
43. When the group auditor involves component auditors in the design or performance of 

further audit procedures, the group auditor should communicate with the component 
auditor about matters that the group auditor or component auditor determine to be relevant 
to the design of responses to the assessed risks of material misstatement of the group 
financial statements. 
 

44. For areas of higher assessed risks of material misstatement of the group financial 
statements, or significant risks identified in accordance with AU-C section 315, on which 
a component auditor is determining the further audit procedures to be performed, the group 
auditor should evaluate the appropriateness of the design and performance of those further 
audit procedures. (Ref: par. 0) 
 

45. When component auditors perform further audit procedures on the consolidation process, 
including on sub-consolidations, the group auditor should determine the nature and extent 
of direction and supervision of component auditors and the review of their work. (Ref: par. 
0) 
 

46. The group auditor should determine whether the financial information identified in the 
component auditor’s communication (see paragraph 0a) is the financial information that is 
incorporated in the group financial statements. 

 
Evaluating the Component Auditor’s Communications and the Adequacy of Their Work  
 
47. The group auditor should request the component auditor to communicate matters relevant 

to the group auditor’s conclusion with regard to the group audit. Such communication 
should include the following: (Ref: par. 0) 
 

a. Identification of the financial information on which the component auditor has been 
requested to perform audit procedures 

 
b. Whether the component auditor has performed the work requested by the group 

auditor  
 
c. Whether the component auditor has complied with the relevant ethical 

requirements, including those related to independence, that apply to the group audit 
 

23  See, for example, FASB Accounting Standards Codification (ASC) 810, Consolidation. 
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engagement  
 
d. Information about instances of noncompliance with laws or regulations 
 
e. Corrected and uncorrected misstatements of the component financial information 

identified by the component auditor and that are above the threshold communicated 
by the group auditor in accordance with paragraph 0 (Ref: par. 0) 

 
f. Indicators of possible management bias 
 
g. Description of any deficiencies in the system of internal control identified in 

connection with the audit procedures performed 
 
h. Fraud or suspected fraud involving component management, employees at entities 

or business units who have significant roles in the group’s system of internal control 
at the component, or others at entities or business units where the fraud resulted in 
a material misstatement of the component financial information  

 
i. Other significant matters that the component auditor communicated or expects to 

communicate to component management or those charged with governance of the 
component 

 
j. Any other matters that may be relevant to the group audit, or that the component 

auditor determines are appropriate to draw to the attention of the group auditor, 
including exceptions noted in written representations that the component auditor 
requested from component management 

 
k. The component auditor’s overall findings or conclusions (Ref: par. 0) 

 
48. The group auditor should 

 
a. discuss significant findings and issues arising from communications with the 

component auditor, including those in accordance with paragraph 0, with the 
component auditor, component management, or group management, as appropriate, 
and 

 
b. evaluate whether communications with the component auditor are adequate for the 

group auditor’s purposes. If such communications are not adequate for the group 
auditor’s purposes, the group auditor should consider the implications for the group 
audit. (Ref: par. 0) 

 
49. The group auditor should determine whether, and the extent to which, it is necessary to 

review additional component auditor audit documentation. In making this determination, 
the group auditor should consider (Ref: par. 00) 

 
a. the nature, timing, and extent of the work performed by the component auditor,  
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b. the competence and capabilities of the component auditor as determined in 

accordance with paragraph 0a, and  
 
c. the direction and supervision of the component auditor and review of their work. 

 
50. If the group auditor concludes that the work of the component auditor is not adequate for 

the group auditor’s purposes, the group auditor should determine what additional audit 
procedures are to be performed and whether they are to be performed by a component 
auditor or the group auditor. 

 
 
Considerations Regarding Making Reference to the Audit of a Referred-to Auditor in the 
Auditor’s Report on the Group Financial Statements 

Understanding the Referred-to Auditor 
 
Relevant Ethical Requirements, Including Those Related to Independence, for Referred-to 
Auditors 
 
51. When making reference to the audit of a referred-to auditor, tThe group engagement 

partner should take responsibility for the following: (Ref: par. 0) 
 

a.   Referred-to auditors having been made aware of relevant ethical requirements that 
are applicable given the nature and circumstances of the group audit engagement 

b.  Confirming whether the referred-to auditors understand and will comply with the 
ethical requirements that are relevant to the group audit engagement, including 
those related to independence 

Competence and Capabilities of Referred-to Auditors  
 
52. When making reference to the audit of a referred-to auditor, tThe group engagement 

partner should take responsibility for determininge that referred-to auditors have the 
appropriate competence and capabilities. (Ref: par. 0–0) 

 
53. The group auditor should obtain sufficient appropriate audit evidence relating to the work 

to be performed at the component without making reference to the audit of a referred-to 
auditor in the auditor’s report on the group financial statements if (Ref: par. 0–0) 

 
a. the referred-to auditor does not comply with the relevant ethical requirements, 

including those related to independence, that apply to the group audit engagement, 
or 

 
b. the group engagement partner has serious concerns about the matters in paragraphs 

00.  
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Consolidation Process Considerations for Referred-to Auditors 
 
54. When making reference to the audit of a referred-to auditor, tThe group auditor should 

obtain an understanding of whether the group auditor will be able to obtain information 
affecting the consolidation process from group management or a referred-to auditor. 

 
Determining Whether to Make Reference to the Audit of a Referred-to Auditor (Ref: par. 0–0) 
 
55. Having obtained an understanding of the referred-to auditor in paragraphs 0–0, the group 

engagement partner should determine whether to make reference to the audit of a referred-
to auditor in the auditor’s report on the group financial statements. 

 
56. Reference to the audit of a referred-to auditor in the auditor’s report on the group financial 

statements should not be made unless 
 

a.  the group engagement partner has determined that the referred-to auditor has 
performed an audit of the financial statements of the component in accordance with 
the relevant requirements of GAAS or the standards promulgated by the PCAOB 
(Ref: par. 0), and  

b.  the referred-to auditor has issued an auditor’s report that is not restricted as to use. 

57. If the component’s financial statements are prepared using a different financial reporting 
framework from that used for the group financial statements, reference to the audit of a 
referred-to auditor in the auditor’s report on the group financial statements should not be 
made unless both of the following occur: 

 
a. The measurement, recognition, presentation, and disclosure criteria that are 

applicable to material items in the component’s financial statements under the 
financial reporting framework used by the component are similar to the criteria that 
are applicable to material items in the group’s financial statements under the 
financial reporting framework used by the group. 

b. The group auditor has obtained sufficient appropriate audit evidence for purposes 
of evaluating the appropriateness of the adjustments to convert the component’s 
financial statements to the financial reporting framework used by the group without 
the need to be involved in the audit of the component financial statements. (Ref: 
par. 0–0) 

58. When the group engagement partner determines to make reference to the audit of a 
referred-to auditor in the auditor’s report on the group financial statements, the group 
auditor should obtain sufficient appropriate audit evidence with regard to such components 
by 
 

a. performing the procedures required by this proposed SAS, as applicable (Ref: 
Exhibit A, “Relevancy of Requirements in Various Group Audit Scenarios”), and  
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b. reading the component’s financial statements and the referred-to auditor’s report 
thereon to identify significant findings and issues. 

Making Reference to the Audit of a Referred-to Auditor (Ref: par. 0–0) 
 
59. When the group engagement partner determines to make reference to the audit of a 

referred-to auditor in the auditor’s report on the group financial statements, the report on 
the group financial statements should clearly indicate the following: 

 
a.  The component was not audited by the group auditor but was audited by the 

referred-to auditor. 
 
b.  The magnitude of the portion of the financial statements audited by the referred-to 

auditor.  

c.  When the component’s financial statements are prepared using a different financial 
reporting framework from that used for the group financial statements 

i.  the financial reporting framework used by the component, and 

ii. that the group auditor is taking responsibility for evaluating the 
appropriateness of the adjustments to convert the component’s financial 
statements to the financial reporting framework used by the group in 
accordance with paragraph 0. (Ref: par. 0) 

d.  When  

i.  the referred-to auditor’s report on the component’s financial statements 
does not state that the audit of the component’s financial statements was 
performed in accordance with GAAS or the standards promulgated by the 
PCAOB, and  

ii.  the group engagement partner has determined that the referred-to auditor 
performed additional audit procedures in order to meet the relevant 
requirements of GAAS  

(1) the set of auditing standards used by the referred-to auditor and  

(2) that additional audit procedures were performed by the referred-to 
auditor to meet the relevant requirements of GAAS.   

60. If the group engagement partner determines to name a referred-to auditor in the auditor’s 
report on the group financial statements 

 
a.  the referred-to auditor’s express permission should be obtained, and  

b.  the referred-to auditor’s report should be presented together with that of the 
auditor’s report on the group financial statements.  

61. If the opinion of a referred-to auditor is modified or that audit report includes an emphasis-
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of-matter paragraph, an other-matter paragraph, or a Going Concern section, the group 
auditor should determine the effect that this may have on the auditor’s report on the group 
financial statements. When deemed appropriate, the group auditor should modify the 
opinion on the group financial statements or include an emphasis-of-matter paragraph, an 
other-matter paragraph, or a Going Concern section in the auditor’s report on the group 
financial statements. (Ref. par. 0) 
 

  
Communications With the Referred-to Auditor (Ref: par. 0–Error! Reference source not found.) 
 
62. The group auditor should communicate the following to a referred-to auditor on a timely 

basis:  
 

a. In accordance with paragraph 0, the ethical requirements that are relevant to the 
group audit engagement, including those related to independence 

b. Related party relationships or transactions identified by group management, and 
any other related parties of which the group auditor is aware, that are relevant to 
the work of the referred-to auditor (Ref: par. A184) 

c. Identified significant risks of the group financial statements, whether due to fraud 
or error, that are relevant to the work of the referred-to auditor  

d. A request that the referred-to auditor communicate the following on a timely basis: 

i. Confirmation that the referred-to auditor will cooperate with the group 
auditor 

 
ii. Related party relationships not previously identified by group management 

or the group auditor  

iii. If the group engagement partner decides to name a referred-to auditor in the 
auditor’s report on the group financial statements, the referred-to auditor’s 
express permission for the group engagement partner to name the referred-
to auditor in the auditor’s report on the group financial statements in 
accordance with paragraph 0a. 

63. The group auditor should request a referred-to auditor to communicate matters relevant to 
the group auditor’s conclusion with regard to the group audit. Such communication should 
include the following:  

 
a. Identification of the financial information of the component on which the referred-

to auditor is reporting 

b.  Whether the referred-to auditor has complied with ethical requirements that are 
relevant to the group audit engagement, including independence  

b. Identification of the financial information of the component on which the referred-
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to auditor is reporting 

c. The referred-to auditor’s report. 

Evaluating a Referred-to Auditor’s Communication  

64. The group auditor should evaluate a referred-to auditor’s communication (see paragraph 
0d and 0). The group auditor should discuss significant findings and issues arising from 
that evaluation with the referred-to auditor, component management, or group 
management, as appropriate. 
 

65. The group auditor should determine whether the financial information identified in the 
referred-to auditor’s communication (see paragraph 0ba) is the financial information that 
is incorporated in the group financial statements.  

 

Considerations Regarding Using Audited Financial Statements of a Noncontrolled Entity 
That is Accounted for by the Equity Method as Audit Evidence  
 

65A.  If tThe group may havehas a noncontrolling interest in an entity that is accounted for by 
the equity method and for which audited financial statements of the noncontrolled entity 
are available. If and the group auditor intends to use the audited financial statements as 
audit evidence regarding the noncontrolled entity’s financial results, the group auditor 
should (Ref: par. A184A–A184D): 

a. Obtain and read the available audited financial statements of the noncontrolled 
entity, including and the accompanying audit report, and determine whether the 
audited financial statements are report of the auditor is satisfactory for this 
purpose, 

b. If the difference between the financial statement period of the group and the 
noncontrolled entity has or could have a material effect on the group financial 
statements, determine whether group management has properly considered the 
lack of comparability and determine the effect, if any, on the group auditor’s 
report in accordance with AU-C section 708, Consistency of Financial 
Statements.  

 

Subsequent Events 

66. In applying AU-C section 560, Subsequent Events and Subsequently Discovered Facts,24 
the group auditor should take responsibility for performing procedures, including, as 
appropriate, requesting component auditors or referred-to auditors to perform procedures 
designed to identify events that may require adjustment of, or disclosure in, the group 
financial statements. (Ref: par. 0–0) 

 

 
24 Paragraphs .09–.10 of AU-C section 560, Subsequent Events and Subsequently Discovered Facts. 
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Considerations When Component Auditors Are Involved 
 
67. The group auditor should request the component auditors to notify the group auditor if they 

become aware of subsequent events that may require adjustment of, or disclosure in, the 
group financial statements. (Ref: par. 0) 

 
Evaluating the Sufficiency and Appropriateness of Audit Evidence Obtained 
 
68. In applying AU-C section 330,25 the group auditor should evaluate whether sufficient 

appropriate audit evidence has been obtained from the audit procedures performed 
(including from the work performed by component auditors, or through making reference 
to the audit of a referred-to auditor in the auditor’s report on the group financial statements) 
on which to base the group audit opinion. (Ref: par. 0–0) 
 

69. The group engagement partner should evaluate the effect on the group audit opinion of any 
uncorrected misstatements (whether identified by the group auditor or communicated by 
component auditors) and any instances when there has been an inability to obtain sufficient 
appropriate audit evidence. (Ref: par. 0) 

 
Auditor’s Report  

Considerations When Component Auditors Are Involved (Ref: par. 0–0) 

70. When component auditors are involved in the group audit, no reference should be made to 
the component auditor in the auditor’s report on the group financial statements.  

Communication With Group Management and Those Charged With Governance of the 
Group 
 
Communication With Group Management 
 
71. The group auditor should communicate with group management an overview of the 

planned scope and timing of the audit, including an overview of the work to be performed 
at components of the group. (Ref: par. 0) 
 

72. If fraud has been identified by the group auditor or brought to its attention by a component 
auditor (see paragraph 0h) or referred-to auditor, or information indicates that a fraud may 
exist, the group auditor should communicate this on a timely basis to the appropriate level 
of group management to inform those with primary responsibility for the prevention and 
detection of fraud of matters relevant to their responsibilities. (Ref: par. 0) 

 
73. When a component auditor or a referred-to auditor has been engaged to express an audit 

opinion on the financial statements of an entity or business unit that forms part of the group, 
the group auditor should request group management to inform management of the entity 
or business unit of any matter of which the group auditor becomes aware that may be 

 
25 Paragraph .28 of AU-C section 330. 
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significant to the financial statements of the entity or business unit, but of which 
management of the entity or business unit may be unaware. If group management refuses 
to communicate the matter to management of the entity or business unit, the group auditor 
should discuss the matter with those charged with governance of the group. If the matter 
remains unresolved, the group auditor, subject to legal and professional confidentiality 
considerations, should consider whether to advise the component auditor or referred-to 
auditor not to issue the auditor’s report on the financial statements of the entity or business 
unit until the matter is resolved and whether to withdraw from the engagement. (Ref: par. 
0–0) 

 
Communication With Those Charged With Governance of the Group 
  
74. The group auditor should communicate the following matters with those charged with 

governance of the group, in addition to those required by AU-C section 260, The Auditor’s 
Communication With Those Charged With Governance and other AU-C sections: (Ref: 
par. 0) 

 
a. An overview of the work to be performed at the components of the group, including 

the basis for the decision to make reference to the audit of a referred-to auditor in 
the auditor’s report on the group financial statements, and the nature of the group 
auditor’s planned involvement in the work to be performed by component auditors 
(Ref: par. 0) 

b. Instances when the group auditor’s review of the work of a component auditor gave 
rise to a concern about the quality of that component auditor’s work and how the 
group auditor addressed the concern 

c. Any limitations on the scope of the group audit, for example, significant matters 
related to restrictions on access to people or information 

d. Fraud or suspected fraud involving group management, component management, 
employees at entities or business units who have significant roles in the group’s 
system of internal control, or others at entities or business units in which a material 
misstatement of the group financial statements has or may have resulted from fraud 

Communication of Identified Deficiencies in Internal Control 
 

75. In applying AU-C section 265, Communicating Internal Control Related Matters Identified 
in an Audit, the group auditor should determine whether any identified deficiencies in the 
group’s system of internal control are required to be communicated to those charged with 
governance of the group or group management. In making this determination, the group 
auditor should consider deficiencies in internal control that have been identified by 
component auditors and communicated to the group auditor in accordance with paragraph 
0g. (Ref: par. 0) 

 
 
 



Agenda Item 2A – Group Audits – Marked Draft of the Exposure Draft 

Page 23 of 148 
 

Documentation 
 
76. In accordance with AU-C section 230,26 the audit documentation for a group audit 

engagement needs to be sufficient to enable an experienced auditor, having no previous 
connection with the audit, to understand the nature, timing, and extent of audit procedures 
performed, the evidence obtained, and the conclusions reached with respect to significant 
matters arising during the group audit. In applying AU-C section 230,27 the group auditor 
should include in the audit documentation the following: (Ref: par. 0–0, 0–0) 

 
a. Significant matters related to restrictions on access to people or information within 

the group that were considered before deciding to accept or continue the 
engagement, or that arose subsequent to acceptance or continuance, and how such 
matters were addressed 

 
b. The basis for the group auditor’s determination of components for purposes of 

planning and performing the group audit (Ref: par. 0) 

c. The basis for the determination of component performance materiality and the 
threshold for communicating misstatements in the component financial information 
to the group auditor 

d. The basis for the group auditor’s determination that component auditors have the 
appropriate competence and capabilities, including sufficient time, to perform the 
assigned audit procedures at the components (Ref: par. 0) 

e. Key elements of the understanding of the group’s system of internal control in 
accordance with paragraph 0c 

f. The nature, timing, and extent of the group auditor’s direction and supervision of 
component auditors and the review of their work, including, as applicable, the 
group auditor’s review of additional component auditor audit documentation in 
accordance with paragraph 0 (Ref: par. 0–0) 

g. Matters related to communications with component auditors, including 

i. matters, if any, related to fraud, related parties, or going concern 
communicated in accordance with paragraph 0 and  

ii. matters relevant to the group auditor’s conclusion with regard to the group 
audit, in accordance with paragraph 0, including how the group auditor has 
addressed significant matters discussed with component auditors, 
component management, or group management.  

h.  Those components for which reference to the audit of referred-to auditors is made 
in the auditor’s report on the group financial statements, including the following 

 
26  Paragraph .08 of AU-C section 230. 
27 Paragraphs .01–.03, .09–.12, .A8–.A9, and the exhibit in AU-C section 230. 
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for such components:  

i. The financial statements of the component and the auditor’s report of the 
referred-to auditor thereon 

ii. When the referred-to auditor’s report on the component’s financial 
statements does not state that the audit of the component’s financial 
statements was performed in accordance with GAAS or the standards 
promulgated by the PCAOB, the basis for the group engagement partner’s 
determination that the audit performed by the referred-to auditor met the 
relevant requirements of GAAS 

iii. The basis for the group auditor’s determination that referred-to auditors have 
the appropriate competence and capabilities  

iv.  Matters related to communications with referred-to auditors communicated 
in accordance with paragraphs 0d and 0, including how the group auditor 
has addressed significant matters discussed with referred-to auditors, 
component management, or group management 

 h.1.  Those components for which the group auditor uses audited financial statements 
of a noncontrolled entity that is accounted for by the equity method as sufficient 
appropriate audit evidence regarding the noncontrolled entity’s financial results.  

i. The group auditor’s evaluation of, and response to, findings or conclusions of the 
component auditors or referred-to auditors about matters that could have a material 
effect on the group financial statements 

* * * 

Application and Other Explanatory Material 
 
Scope of This Proposed SAS (Ref: par. 0–0) 
 
A1. This proposed SAS also addresses the special considerations for the group engagement 

partner or group auditor, as applicable, in applying the requirements and guidance in AU-
C section 220the proposed QM SAS, including for the direction and supervision of 
component auditors and the review of their work. 
 

A2. Proposed QM section 10SQMS No. 1, A Firm’s System of Quality Management, addresses 
the engagements for which an engagement quality review is required to be performed. QM 
section 20Proposed SQMS No. 2, Engagement Quality Reviews, addresses the appointment 
and eligibility of the engagement quality reviewer and the engagement quality reviewer’s 
responsibilities relating to performing and documenting an engagement quality review, 
including for a group audit. 

 
A3. An entity or business unit of a group may also prepare its own group financial statements 

that incorporate the financial information of those entities or business units it encompasses 
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(that is, a sub-group). This proposed SAS applies to an audit of the group financial 
statements of such sub-groups performed for legal, regulatory, or other reasons. When the 
group auditor is engaged to express opinions on both the group financial statements and 
the separate financial statements of the components presented in the group financial 
statements (for example, when auditing a governmental entity), the auditor is responsible 
for reporting on each audit engagement in accordance with AU-C sections. 

 
A4. A single legal entity may be organized with more than one business unit, for example, a 

company with operations in multiple locations, such as a bank with multiple branches. 
When those business units have characteristics such as separate locations, separate 
management, or separate information systems (including a separate general ledger) and the 
financial information is aggregated in preparing the single legal entity’s financial 
statements, such financial statements meet the definition of group financial statements 
because they include the financial information of more than one entity or business unit 
through a consolidation process. 
 

A5. In some cases, a single legal entity may configure its information system to capture 
financial information for more than one product or service line for legal or regulatory 
reporting or other management purposes. In these circumstances, the entity’s financial 
statements are not group financial statements because there is no aggregation of the 
financial information of more than one entity or business unit through a consolidation 
process. Further, capturing separate information (for example, in a subledger) for legal or 
regulatory reporting or other management purposes does not create separate entities or 
business units (for example, divisions) for purposes of this proposed SAS. 
 

Groups and Components (Ref: par. 0–0)  
 
A6. The group’s information system, including its financial reporting process, may or may not 

be aligned with the group’s organizational structure. For example, a group may be 
organized according to its legal structure, but its information system may be organized by 
function, process, product, or service (or by groups of products or services), or geographic 
locations for management or reporting purposes. 

 
A7. Based on the understanding of the group’s organizational structure and information system, 

the group auditor may determine that the financial information of certain entities or 
business units may be considered together for purposes of planning and performing audit 
procedures. For example, a group may have three legal entities with similar business 
characteristics, operating in the same geographical location, under the same management, 
and using a common system of internal control, including the information system. In these 
circumstances, the group auditor may decide to treat these three legal entities as one 
component. 

 
A8. A group may also centralize activities or processes that are applicable to more than one 

entity or business unit within the group, for example, through the use of a shared service 
center. When such centralized activities are relevant to the group’s financial reporting 
process, the group auditor may determine that the shared service center is a component. 
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A9. Another consideration that may be relevant to the group auditor’s determination of 

components is how management has determined operating segments in accordance with 
the disclosure requirements of the applicable financial reporting framework.28  
 

Involvement of Component Auditors (Ref: par. 0–0)  
 
A10. Component auditors may perform an audit of the financial statements of a component, 

whether for legal, regulatory, or other reasons, particularly when a component is a legal 
entity. When a component auditor is also performing or has completed an audit of the 
component financial statements, the group auditor may be able to use audit work performed 
on the component financial statements, provided the group auditor is satisfied that such 
work is appropriate for purposes of the group audit. In addition, component auditors may 
adapt the work performed on the audit of the component financial statements to also meet 
the needs of the group auditor. In any event, the requirements of this proposed SAS apply, 
including those relating to the direction and supervision of component auditors and the 
review of their work.  

 
A11. In accordance with AU-C section 220the proposed QM SAS,29 the engagement partner is 

required to determine that the approach to direction, supervision, and review is responsive 
to the nature and circumstances of the audit engagement. Paragraph 0 provides examples 
of different ways in which the group engagement partner may take responsibility for 
directing and supervising component auditors and reviewing their work and may be helpful 
in circumstances when the group auditor plans to use the audit work from an audit of 
component financial statements that has already been completed. 
 

A12. As explained in AU-C section 200,30 detection risk relates to the nature, timing, and extent 
of the auditor’s procedures that are determined by the auditor to reduce audit risk to an 
acceptably low level. Detection risk is a function not only of the effectiveness of an audit 
procedure but also the application of that procedure by the auditor. Therefore, detection 
risk is influenced by matters such as adequate planning, the assignment of appropriate 
resources to the engagement, the maintenance of professional skepticism, and the 
supervision and review of the audit work performed.  

 
A13. Detection risk is a broader concept than aggregation risk as described in paragraphs 0 and 

0. In a group audit, there may be a higher probability that the aggregate of uncorrected and 
undetected misstatements may exceed materiality for the group financial statements as a 
whole because audit procedures may be performed separately on the financial information 
of components across the group. Accordingly, component performance materiality is set 
by the group auditor to reduce aggregation risk to an appropriately low level. 

 
 
 

 
28  See, for example, FASB ASC 280, Segment Reporting. 
29  Paragraph 30b of AU-C section 220the proposed QM SAS. 
30  Paragraph .A47 of AU-C section 200. 
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Professional Skepticism (Ref: par. 0) 
 
A14. AU-C section 220The proposed QM SAS28 provides examples of the impediments to the 

maintenance of professional skepticism at the engagement level, including unconscious 
auditor biases that may impede the maintenance of professional skepticism when designing 
and performing audit procedures and evaluating audit evidence. AU-C section 220The 
proposed QM SAS also provides possible actions that the engagement team may take to 
mitigate impediments to the maintenance of professional skepticism at the engagement 
level. 

 
A15. Requirements and relevant application material in AU-C section 315,29 AU-C section 540, 

Auditing Accounting Estimates and Related Disclosures,30 and other AU-C sections 
address the maintenance of professional skepticism and include examples of how 
documentation may help provide evidence of the auditor’s maintenance of professional 
skepticism.  

 
A16. All members of the engagement team are required to maintain professional skepticism 

throughout the group audit. The group auditor’s direction and supervision of engagement 
team members, including component auditors, and the review of their work, may inform 
the group auditor about whether the engagement team has appropriately maintained 
professional skepticism. 
 

A17. The maintenance of professional skepticism in a group audit may be affected by matters 
such as the following: 

 
• Component auditors in different locations may be subject to varying cultural 

influences, which may affect the nature of the biases to which they are subject. 
 
• The complex structure of some groups may introduce factors that give rise to 

increased susceptibility to risks of material misstatement. In addition, an overly 
complex organizational structure may be a fraud risk factor in accordance with AU-
C section 240, Consideration of Fraud in a Financial Statement Audit,31 and 
therefore may require additional time or expertise to understand the business 
purpose and activities of certain entities or business units.  

 
• The nature and extent of intragroup transactions (for example, transactions that 

involve multiple entities and business units within the group or multiple related 
parties), cash flows, or transfer pricing agreements may give rise to additional 
complexities. In some cases, such matters may also give rise to fraud risk factors.  

 
• When the group audit is subject to tight reporting deadlines, this may put pressure 

on engagement team members when completing the work assigned. In these 
 

28 Paragraphs A34–A36 of AU-C section 220the proposed QM SAS.  
29 Paragraph .A268 of AU-C section 315. 
30 Paragraph .A11 of AU-C section 540, Auditing Accounting Estimates and Related Disclosures. 
31  Appendix A of AU-C section 240, Consideration of Fraud in a Financial Statement Audit.  
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circumstances, the engagement team may need to take additional time to 
appropriately question management’s assertions, make appropriate judgments, or 
appropriately review the audit work performed. 

 
A18. The maintenance of professional skepticism by the group auditor includes remaining alert 

for inconsistent information from component auditors, component management, and group 
management about matters that may be significant to the group financial statements. 

 
Responsibilities of the Group Engagement Partner and Group Auditor (Ref: par. 0) 

 
A19. Component auditors may perform work on the financial information of the components for 

the group audit, or reference may be made to the audit of a referred-to auditor in the 
auditor’s report on the group financial statements and, as such, component auditors and 
referred-to auditors are responsible for their overall findings or conclusions. However, 
regardless of whether reference is made in the auditor’s report on the group financial 
statements to the report of a referred-to auditor, the group engagement partner or the group 
engagement partner’s firm is responsible for the group audit opinion. 

 
Definitions 
 
Aggregation Risk (Ref: par. 0) 

 
A20. Aggregation risk exists in all audits of financial statements but is particularly important to 

understand and address in a group audit because there is a greater likelihood that audit 
procedures will be performed on classes of transactions, account balances, or disclosures 
that are disaggregated across components. Generally, aggregation risk increases as the 
number of components at which audit procedures are performed separately increases, 
whether by component auditors or other members of the engagement team. 

 
Component (Ref: par. 0) 
 
A21. The group auditor uses professional judgment in determining components at which audit 

work will be performed. Paragraph 0 explains that the financial information of certain 
entities or business units may be considered together for purposes of planning and 
performing audit procedures. However, the group auditor’s responsibility for the 
identification and assessment of the risks of material misstatement of the group financial 
statements encompasses all the entities and business units whose financial information is 
included in the group financial statements. 

 
Considerations Specific to Governmental Entities (Ref: par. 0) 
 
A22. In audits of state and local governments, a component may be a separate legal entity 

reported as a component unit or part of the governmental entity, such as a business activity, 
department, or program. 

 
Considerations Specific to Employee Benefit Plans (Ref: par. 16)   
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A22A. In audits of employee benefit plans, a component may be a separate legal entity or 
subsidiary, or part of the plan which operates separately, such as in a plan merger where the merged 
plans are still being administered separately and the assets of the merged plans are being held in 
separate trusts. 
 
 
Component Auditor (Ref: par. 0) 
 
A23. References in this proposed SAS to the engagement team include the group auditor and 

component auditors. Component auditors may be from a network firm, a firm that is not a 
network firm, or the group auditor’s firm (for example, another office within the group 
auditor’s firm). 

 
A24. An auditor who performs work on a component when the group auditor will not use that 

work to provide audit evidence for the group audit is not considered a component auditor.  
 
A25. In some circumstances, the group auditor may perform centralized testing on classes of 

transactions, account balances, or disclosures, or may perform audit procedures related to 
a component. In these circumstances, the group auditor is not considered a component 
auditor. 

 
A26. Paragraph 0 requires the group auditor to request the component auditor to confirm that the 

component auditor will cooperate with the group auditor and, including whether the 
component auditor will perform the work requested by the group auditor. Paragraph 0 
provides guidance for circumstances in which the component auditor is unable to provide 
such a confirmation.  

Component Management (Ref: par. 0) 
 
A27. Component management refers to management responsible for the financial information or 

other activity (for example, processing of transactions at a shared service center) at an 
entity or business unit that is part of the group. When the group auditor considers the 
financial information of certain entities or business units together as a component or 
determines that a shared service center is a component (see paragraphs 0–0), component 
management refers to the management that is responsible for the financial information or 
transaction processing that is subject to the audit procedures being performed in relation to 
that component. In some circumstances, there may not be separate component 
management, and group management may be directly responsible for the financial 
information or other activities of the component. 

 
Group Engagement Partner (Ref: par. 16) 
 
A28. When joint auditors conduct a group audit, the joint engagement partners and their 

engagement teams collectively constitute the “group engagement partner” and 
“engagement team” for the purposes of GAAS. This proposed SAS does not, however, deal 
with the relationship between joint auditors or the work that one joint auditor performs in 
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relation to the work of the other joint auditor for purposes of the group audit. 

Group Financial Statements (Ref: par. 0, 16) 
 

A29. The requirements for the preparation and fair presentation of the group financial statements 
may be specified in the applicable financial reporting framework, which may, therefore, 
affect the determination of the financial information of entities or business units to be 
included in the group financial statements. For example, some frameworks require the 
preparation of consolidated financial statements when an entity (a parent entity) controls 
one or more other entities (for example, subsidiaries) through majority ownership interest 
or other means. In some cases, the applicable financial reporting framework includes 
separate requirements for, or may otherwise permit, the presentation of combined financial 
statements. Examples of circumstances in which the presentation of combined financial 
statements may be permitted include entities that are under common control or entities 
under common management.  
 

A30. The term consolidation process as used in this proposed SAS is not intended to have the 
same meaning as consolidation or consolidated financial statements as defined or 
described in financial reporting frameworks. Rather, consolidation process refers more 
broadly to the process used to prepare group financial statements.  

 
A31. The detailed aspects of the consolidation process vary from one group to another, 

depending on the group’s structure and information system, including the financial 
reporting process. However, a consolidation process involves considerations such as the 
elimination of intra-group transactions and balances and, when applicable, implications of 
different reporting periods for entities or business units included in the group financial 
statements. 

 
Considerations Specific to Governmental Entities (Ref: par. 0, 0) 
 
A32. In audits of state and local governments, the applicable financial reporting framework may 

be based on multiple reporting units. Therefore, the consolidation process may involve the 
inclusion, but separate presentation, of the financial statements of each reporting unit in the 
governmental entity. 

 
Leadership Responsibilities for Managing and Achieving Quality on a Group Audit (Ref: 
par. 0, 0) 
 
A33. It may not be possible or practical for the group engagement partner to solely deal with all 

requirements in AU-C section 220the proposed QM SAS, particularly when the 
engagement team includes a large number of component auditors located in multiple 
locations. In managing quality at the engagement level, AU-C section 220the proposed 
QM SAS32 permits the engagement partner to assign the design or performance of 
procedures, tasks, or actions to other members of the engagement team to assist the 
engagement partner. Accordingly, the group engagement partner may assign procedures, 

 
32 Paragraph 15 of AU-C section 220the proposed QM SAS.  
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tasks, or actions to other members of the engagement team, and these members may assign 
procedures, tasks, or actions further. In such circumstances, AU-C section 220the proposed 
QM SAS requires that the engagement partner should continue to take overall 
responsibility for managing and achieving quality on the audit engagement.  

 
A34. Policies or procedures established by the firm, or that are common network requirements 

or network services,33 may support the group engagement partner by facilitating 
communication between the group auditor and component auditors and supporting the 
group auditor’s direction and supervision of those component auditors and the review of 
their work. 

 
A35. AU-C section 220The proposed QM SAS34 explains that a culture that demonstrates a 

commitment to quality is shaped and reinforced by the engagement team members as they 
demonstrate expected behaviors when performing the engagement. In addressing the 
requirement in paragraph 0a, the group engagement partner may communicate directly to 
other members of the engagement team (including component auditors) and reinforce this 
communication through personal conduct and actions (for example, leading by example).  

 
Acceptance and Continuance 
 
Determining Whether Sufficient and Appropriate Audit Evidence Can Reasonably Be Expected to 
Be Obtained (Ref: par. 0–0) 
 
A36. In determining whether sufficient appropriate audit evidence can reasonably be expected 

to be obtained, the group engagement partner may obtain an understanding of matters such 
as the following: 

 
• The group structure, including both the legal and organizational structure 
 
• 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 
 
• The use of shared service centers 
 
• The consolidation process 
 
• Whether the group auditor 

 
 will have unrestricted access to those charged with governance of the group, 

group management, those charged with governance of the component, 
component management and component information, including of those 

 
33  Paragraphs 49–53 of QM section 10proposed SQMS No. 1, Engagement Quality Reviews. 
34  Paragraph A28 of AU-C sectionthe proposed QM SAS. 
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components that are accounted for by the equity method, and 
 
 will be able to perform necessary work on the financial information of the 

components when applicable 
 

• Whether sufficient and appropriate resources are assigned or will be made available 
 

A37. In the case of an initial group audit engagement, the group auditor’s understanding of the 
matters in paragraph 0 may be obtained from  

 
• information provided by group management, 
 
• communication with group management, 

 
• communication with those charged with governance of the group, and 
 
• when applicable, communication with component management or the predecessor 

auditor. 
 

A38. For a recurring engagement, the ability to obtain sufficient appropriate audit evidence may 
be affected by significant changes in, for example, changes in the following: 

 
• The group structure (for example, acquisitions, disposals, joint ventures, 

reorganizations, or changes in how the group financial reporting system is 
organized) 

 
• Components’ activities that are significant to the group 
 
• The composition of those charged with governance of the group, group 

management, or key management of components for which audit procedures are 
expected to be performed 

 
• The group auditor’s understanding of the integrity and competence of group or 

component management 
 
• Changes in the applicable financial reporting framework 
 

A39. There may be additional complexities with obtaining sufficient appropriate audit evidence 
in a group audit when components are located in jurisdictions other than the group auditor’s 
jurisdiction because of cultural and language differences, and different laws or regulations. 
For example, law or regulation may restrict the component auditor from providing 
documentation outside of its jurisdiction, or war, civil unrest, or outbreaks of disease may 
restrict the group auditor’s access to relevant component auditor audit documentation. 
Paragraph 0 includes possible ways to address these situations. 

 
A40. In addition to the work performed by the group auditor, the group engagement partner may 
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obtain sufficient appropriate audit evidence regarding the financial information of one or 
more components through using the work of a component auditor or through making 
reference to the audit of a referred-to auditor in the auditor’s report on the group financial 
statements. 

 
A41. There may be more complexities in determining whether sufficient appropriate audit 

evidence can reasonably be expected to be obtained in a group audit where reference is 
made to the audit of referred-to auditors in the auditor’s report on the group financial 
statements, including in group audits where no component auditors are also involved. The 
group engagement partner may consider the nature and extent of work to be performed by 
referred-to auditors, including matters such as the following: 
 

• The financial significance of the components that are audited by referred-to auditors   

• The magnitude of the portion of the financial statements audited by referred-to 
auditors 

• The risks of material misstatement to the group financial statements associated with 
the portion of the company’s financial statements for which the group auditor or 
component auditor performs audit procedures compared to the portion audited by 
referred-to auditors   

• The importance to the group of the components audited by referred-to auditors, 
considering qualitative factors  

When there is mMore complexity and use of greater judgment in determining whether 
sufficient appropriate audit evidence can reasonably be expected to be obtained in a group 
audit where reference is made to the audit of referred-to auditors in the auditor’s report on 
the group financial statements, the group engagement partner exercises professional 
judgment in identifying whether such determination ismay indicate an area of significant 
judgment.35  
 
As the magnitude of the portion of the financial statements that is audited by referred-to 
auditors increases, it is less likely that the group engagement partner can conclude that 
sufficient appropriate audit evidence can be obtained. 

 
A42. Restrictions may be imposed after the group engagement partner’s acceptance of the group 

audit engagement that may affect the engagement team’s ability to obtain sufficient 
appropriate audit evidence. Such restrictions may include those affecting  
 

• the group auditor’s access to component information, management or those charged 
with governance of components, or the component auditors (including relevant 
audit documentation sought by the group auditor) (see paragraphs 0 and 0), or 

 
• the work to be performed on the financial information of components. 

 
35 Paragraphs 31b and A93 of AU-C section.220.  
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Paragraphs 0–0 explain the possible effect of such restrictions on the auditor’s report on the 
group financial statements.  
 

Considerations Specific to Governmental Entities (Ref: par. 0) 

A43. In audits of state and local governments, when reference is made to the audit of referred-
to auditors in the auditor’s report on the group financial statements, the following are 
additional factors to consider in determining whether sufficient appropriate audit evidence 
can reasonably be expected to be obtained: 
 

• Engagement by the primary government as the auditor of the financial reporting 
entity  
 

• Responsibility for auditing the primary government's general fund (or other primary 
operating fund) 

 
 

Agreeing the Terms of Audit Engagements (Ref: par. 0) 
 
A44. AU-C section 21036 requires the auditor to agree upon the terms of the audit engagement 

with management or those charged with governance, as appropriate. The terms of 
engagement identify the applicable financial reporting framework. Additional matters that 
may be included in the terms of a group audit engagement include whether reference will 
be made to the audit of a referred-to auditor in the auditor’s report on the group financial 
statements, when relevant, or arrangements to facilitate the following: 

 
• Unrestricted communications between the group auditor and component auditors, 

to the extent permitted by laws or regulations 
 
• Communications to the group auditor of important communications between  

 
 component auditors and those charged with governance of the component 

or component management, including communications on significant 
deficiencies and material weaknesses in internal control and  
 

 regulatory authorities and entities or business units related to financial 
reporting matters that may be relevant to the group audit  

 
• Permission for the group auditor to perform work, or request a component auditor 

to perform work, at the component 
 

Restrictions on Access to Information or People (Ref: par. 0–0 ) 
 
A45. Restrictions on access to information or people do not eliminate the requirement for the 

 
36 Paragraphs .09 and .10e of AU-C section 210. 
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group auditor to obtain sufficient appropriate audit evidence. 
 
A46. Access to information or people can be restricted for many reasons, such as restrictions 

imposed by component management, laws or regulations, or other conditions, for example, 
war, civil unrest, or outbreaks of disease. Paragraph 0 describes how the group auditor may 
be able to overcome restrictions on access to component auditor audit documentation. 

 
A47. In some circumstances, the group auditor may be able to overcome restrictions on access 

to information or people. Examples follow: 
 

• If access to component management or those charged with governance of the 
component is restricted, the group auditor may request group management or those 
charged with governance of the group to assist with removing the restriction or 
otherwise request information directly from group management or those charged 
with governance of the group. 

 
• If the group has a noncontrolling interest in an entity that is accounted for by the 

equity method for which the group auditor is neither making reference to the audit 
of the noncontrolled entity’s auditor in the auditor’s report on the group financial 
statements (see paragraphs A65A and A173A) nor using audited financial 
statements of the noncontrolled entity as sufficient appropriate audit evidence 
regarding the noncontrolled entity’s financial results (see paragraphs 65A, A65A, 
and A184A–A184B) , the group auditor may do the following: 
o , the group auditor may Ddetermine whether provisions exist (for example, in 

the terms of joint venture agreements or the terms of other investment 
agreements) regarding access by the group to the financial information of the 
entity and request group management to exercise such rights. 

 

o • If the group has a noncontrolling interest in an entity that is accounted for 
by the equity method and If the group has representatives who are on the 
executive board or are members of those charged with governance of the 
noncontrolled entity, the group auditor may inquire whether they can provide 
financial and other information available to them in these roles. 

 
A48. If the group has a noncontrolling interest in an entity that is accounted for by the equity 

method for which the group auditor is neither making reference to the audit of the 
noncontrolled entity’s auditor in the auditor’s report on the group financial statements (see 
paragraphs A65A and A173A) nor using audited financial statements of the noncontrolled 
entity as sufficient appropriate audit evidence regarding the noncontrolled entity’s financial 
results (see paragraphs 65A, A65A, and A184A–A184B), and the group auditor’s access 
to information or people at the entity is restricted, the group auditor may be able to obtain 
information to be used as audit evidence regarding the entity’s financial information, for 
example, from the following: 

 
• Financial information that is available from group management because group 
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management also needs to obtain the noncontrolled entity’s financial information 
in order to prepare the group financial statements 

 
• Publicly available information, such as audited financial statements (see paragraphs 

A65A, 65A, and A184A–A184B), public disclosure documents, or quoted prices 
of equity instruments in the noncontrolled entity 

 
• Financial statements audited by a referred-to auditor when the group auditor makes 

reference to the audit of a referred-to auditor in the auditor’s report on the group 
financial statements (see paragraphs A65A and A173A) 

 
It is a matter of professional judgment, particularly in view of the assessed risks of material 
misstatement of the group financial statements and considering other sources of 
information that may corroborate or otherwise contribute to audit evidence obtained, 
whether the auditor can obtain sufficient appropriate audit evidence.37 
 
Regardless of whether the group auditor’s access to information or people at the entity is 
restricted, if the group has a noncontrolling interest in an entity that is accounted for by the 
equity method and audited financial statements of the noncontrolled entity are available, 
the group auditor may determine to use such audited financial statements as audit evidence 
regarding the noncontrolled entity’s financial results (see paragraphs 24d and A65A).  
 

A49. If the group has a noncontrolling interest in an entity that is accounted for by the equity 
method and access to information or people at the entity is restricted, the group auditor 
may consider whether such restrictions are inconsistent with group management’s 
assertions regarding the appropriateness of the use of the equity method of accounting. 
 

A50. When the group auditor is unable to obtain sufficient appropriate audit evidence due to 
restrictions on access to information or people, the group auditor may 

 
• communicate the restrictions to the group auditor’s firm to assist the group auditor 

in determining an appropriate course of action. For example, the group auditor’s 
firm may communicate with group management about the restrictions and 
encourage group management to communicate with regulators. This may be useful 
when restrictions affect multiple audits in the jurisdiction or by the same firm, for 
example, because of war, civil unrest, or outbreaks of disease in a major economy. 

 
• be required by law or regulation to communicate with regulators, listing authorities, 

or others about the restrictions.  
 

A51. Restrictions on access may have other implications for the group audit. For example, if 
restrictions are imposed by group management, the group auditor may need to reconsider 
the reliability of group management’s responses to the group auditor’s inquiries and 
whether the restrictions call into question group management’s integrity. 

 
37  Paragraph .07b of AU-C section 330. 
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Effect of Restrictions on Access to Information or People on the Auditor’s Report on Group 
Financial Statements (Ref: par. 0–0 ) 
 
A52. AU-C section 705, Modifications to the Opinion in the Independent Auditor’s Report, 

contains requirements and guidance about how to address situations when the group auditor 
is unable to obtain sufficient appropriate audit evidence. Illustration 1 in exhibit B, 
“Illustrative Auditor’s Reports on Group Financial Statements,” contains an example of an 
auditor’s report containing a qualified group audit opinion based on the group auditor’s 
inability to obtain sufficient appropriate audit evidence in relation to a component that is 
accounted for by the equity method. 

 
Law or Regulation Prohibits the Group Engagement Partner From Declining or Withdrawing 
From an Engagement (Ref: par. 0–0 ) 
 
A53. AU-C section 210 addresses circumstances when an entity is required by law or regulation 

to have an audit. In these circumstances, this proposed SAS still applies to the group audit, 
and the effect of the group auditor’s inability to obtain sufficient appropriate audit evidence 
is addressed in AU-C section 705.  

 
Overall Group Audit Strategy and Group Audit Plan  
 
The Continual and Iterative Nature of Planning and Performing a Group Audit (Ref: par. 0) 
 
A54. As explained in AU-C section 300,38 planning is not a discrete phase of an audit but, rather, 

a continual and iterative process that often begins shortly after (or in connection with) the 
completion of the previous audit and continues until the completion of the current audit 
engagement. For example, due to unexpected events, changes in conditions, or audit 
evidence obtained from risk assessment or further audit procedures, the group auditor may 
need to modify the overall group audit strategy and group audit plan, and the resulting 
planned nature, timing, and extent of further audit procedures, based on the revised 
consideration of assessed risks. The group auditor may also modify the determination of 
the components at which to perform audit work as well as the nature, timing, and extent of 
the component auditors’ involvement. AU-C section 30039 requires the auditor to update 
and change the overall audit strategy and audit plan as necessary during the course of the 
audit. 

 
A55. The form of the group audit strategy and group audit plan may vary based on the nature 

and circumstances of each group audit engagement, including the extent to which 
engagement management is integrated into the audit tools used for the group audit. An 
electronic audit tool may be used to develop and update the group audit strategy and audit 
plan and facilitate the group engagement partner’s review of the group audit plan and group 
audit strategy. 

 
 

38  Paragraph .A2 of AU-C section 300. 
39  Paragraph .10 of AU-C section 300. 
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Establishing the Overall Group Audit Strategy and Group Audit Plan (Ref: par. 0) 
 
A56. In an initial group audit engagement, the group auditor may have a preliminary 

understanding of the group and its environment, the applicable financial reporting 
framework, and the entity’s system of internal control based on information obtained from 
group management, those charged with governance of the group and, when applicable, 
communication with component management or the predecessor auditor. In a recurring 
group audit engagement, the group auditor’s preliminary understanding may be obtained 
through prior period audits. This preliminary understanding may assist the group auditor 
in developing initial expectations about the classes of transactions, account balances, and 
disclosures that may be significant.  

 
A57. The group auditor may also use information obtained during the engagement acceptance 

and continuance process in establishing the overall group audit strategy and group audit 
plan, for example, in relation to the resources needed to perform the group audit. 

 
A58. The process of establishing the overall group audit strategy and group audit plan and initial 

expectations about the classes of transactions, account balances, and disclosures that may 
be significant at the group financial statement level may assist the group auditor in 
developing a preliminary determination of matters such as the following: 

 
• Whether to perform audit work centrally, at components, or a combination thereof 

 
• The nature, timing, and extent of audit work to be performed with respect to the 

financial information of components (for example, design and perform risk 
assessment procedures, further audit procedures, or a combination thereof) 

 
• The components for which, if any, the auditor’s report on the group financial 

statements will make reference to the audit of a referred-to auditor 

 
Components at Which to Perform Audit Work (Ref: par. 0a) 
 
A59. The determination of components at which to perform audit work is a matter of 

professional judgment. The following are examples of matters that may influence the group 
auditor’s determination: 

 
• The nature of events or conditions that may give rise to risks of material 

misstatement at the assertion level of the group financial statements that are 
associated with a component, for example 

 newly formed or acquired entities or business units, 

 entities or business units in which significant changes have taken place, 

 significant transactions with related parties, 

 significant unusual transactions, and 
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 abnormal fluctuations identified by analytical procedures performed at the 
group level, in accordance with AU-C section 315.40 

 
• The disaggregation of significant classes of transactions, account balances, and 

disclosures in the group financial statements across components, considering the 
size and nature of assets, liabilities, and transactions at the location or business unit 
relative to the group financial statements 

 
• The assessed risks of material misstatement of the group financial statements that 

exist at a component, and whether such risks are highersignificant or exist at more 
than one component. 

 
• Whether sufficient appropriate audit evidence is expected to be obtained for all 

significant classes of transactions, account balances, and disclosures in the group 
financial statements from audit work planned on the financial information of 
identified components 

 
• The nature and extent of misstatements or control deficiencies identified at a 

component in prior period audits 
 
• The nature and extent of the commonality of controls across the group and whether, 

and if so, how, the group centralizes activities relevant to financial reporting 
 

Considerations Specific to Governmental Entities (Ref: par. 0a) 
 
A60. In audits of governmental entities, the following are examples of matters that may influence 

the group auditor’s determination of components at which to perform audit work: 
 

• The disaggregation of significant classes of transactions, account balances, and 
disclosures (for example, net costs or total budget) in the group financial statements 
across components, considering the size and nature of assets, liabilities, and 
transactions, at the component unit, business activity, department, or program 
relative to the group financial statements   
 

• The materiality of the component relative to its related opinion unit as set forth in 
the Audit and Accounting Guide State and Local Governments 
 

• Matters of heightened public sensitivity, such as national security issues, donor-
funded projects, or reporting of tax revenue 

 
Resources (Ref: par. 0b) 
 
A61. Matters that influence the group auditor’s determination of the resources needed to perform 

the group audit and the nature, timing, and extent to which component auditors are to be 

 
40  Paragraph .14b of AU-C section 315. 
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involved are a matter of professional judgment. The following are examples of such 
matters: 

 
• The understanding of the group, the components within the group at which audit 

work is to be performed, and whether to perform work centrally, at components, or 
a combination thereof. 

 
• The knowledge and experience of the engagement team. For example, component 

auditors may have greater experience and a more in-depth knowledge than the group 
auditor of the local industries in which components operate, local laws or regulations, 
business practices, language, and culture. In addition, the involvement of auditor’s 
specialists may be needed on complex matters. 

 
• The initial expectations about the potential risks of material misstatement. 
 
• The amount or location of resources to allocate to specific audit areas. For example, 

the extent to which components are dispersed across multiple locations may affect 
the need to involve component auditors in specific locations. 

 
• Access arrangements. For example, when the group auditor’s access to a 

component in a particular jurisdiction is restricted, component auditors may need 
to be involved.  

 
• The nature of the components’ activities, including their complexity or 

specialization of operations. 
 
• The group’s system of internal control, including the information system in place 

and its degree of centralization. For example, the involvement of component 
auditors may be more likely when the system of internal control is decentralized. 

 
• Previous experience with the component auditor. 

 
A62. Component auditors may be involved in different phases of an audit. For example, 

component auditors may design or perform 
 

• risk assessment procedures, andor 
 
• procedures to respond to the assessed risks of material misstatement. 
 

A63. The nature, timing, and extent to which component auditors are to be involved depends on 
the facts and circumstances of the group audit engagement. Often component auditors will 
be involved in all phases of the audit, but the group auditor may decide to involve 
component auditors only in a certain phase. When the group auditor does not intend to 
involve component auditors in risk assessment procedures, the group auditor may still 
discuss with component auditors whether there are any significant changes in the business 
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or the system of internal control of the component that could have an effect on the risks of 
material misstatement of the group financial statements. 

 
A64. AU-C section 30041 requires the engagement partner and other key members of the 

engagement team to be involved in planning the audit. When component auditors are 
involved, one or more individuals from a component auditor may be key members of the 
engagement team and therefore involved in planning the group audit. The involvement of 
component auditors in planning the audit draws on their experience and insight, thereby 
enhancing the effectiveness and efficiency of the planning process. The group engagement 
partner uses professional judgment in determining which component auditors to involve in 
planning the audit. This may be affected by the nature, timing, and extent to which the 
component auditors are expected to be involved in designing and performing risk 
assessment or further audit procedures. 

 
A65. As described in proposed QM section 10SQMS No. 1,42 there may be circumstances when 

the fee quoted for an engagement is not sufficient given the nature and circumstances of 
the engagement, and it may diminish the firm’s ability to perform the engagement in 
accordance with professional standards and applicable legal or regulatory requirements. 
The level of fees, including, when applicable, their allocation to component auditors, and 
the extent to which they relate to the resources required, may be a special consideration for 
group audit engagements. For example, in a group audit, the firm’s financial and 
operational priorities may place constraints on the determination of the components at 
which audit work will be performed, as well as the resources needed, including the 
involvement of component auditors. In such circumstances, these constraints do not 
alleviate the group engagement partner’s responsibility for achieving quality at the 
engagement level or the requirements for the group auditor to obtain sufficient appropriate 
audit evidence on which to base the group audit opinion. 

 
A65A.  If the group has a noncontrolling interest in an entity that is accounted for by the equity 

method and audited financial statements of the noncontrolled entity are available, the group 
auditor may determine to use such audited financial statements as audit evidence regarding 
the noncontrolled entity’s financial results., fFor example, the group auditor may do the 
following (Ref: par. 24d): 
• In applying the requirements in paragraphs 51–65, the group engagement partner may 

determine to make reference to the audit of the noncontrolled entity’s auditor in the 
auditor’s report on the group financial statements if certain conditions are met. In this 
situation, the requirements in paragraphs 51–65 regarding making reference to the audit 
of a referred-to auditor in the auditor’s report on the group financial statements 
regarding the noncontrolled entity are applicable.  

• Iin applying the guidance in paragraphs A184A–A184BC, the group auditor may 
determine the audited financial statements of the noncontrolled entity areprovide 
sufficient appropriate audit evidence regarding the noncontrolled entity’s financial 
results. In this situation, the requirements in paragraphs 65A–65C regarding using 

 
41  Paragraph .05 of AU-C section 300. 
42  Paragraph A78 of QM section 10proposed SQMS No. 1. 
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audited financial statements of the noncontrolled entity as sufficient appropriate audit 
evidence regarding the noncontrolled entity’s financial results are applicable.  

 
If audited financial statements of the noncontrolled entity are not available, or, in applying 
the guidance in paragraphs A184A–A184CB, the group auditor determines that the audited 
financial statements of the noncontrolled entity do not provide sufficient appropriate audit 
evidence regarding the noncontrolled entity’s financial results, the requirements in this 
proposed SAS regarding obtaining sufficient appropriate audit evidence regarding the 
noncontrolled entity’s (i.e., a component’s) financial results, without making reference to 
the audit of the noncontrolled entity’s auditor in the auditor’s report on the group financial 
statements (see paragraph A184D), are applicable (see paragraph A184D). 
 
 

Considerations When Component Auditors Are Involved  
 
Sufficient and Appropriate Involvement in the Work of the Component Auditor (Ref: par. 0–0) 
 
A66. In evaluating whether the group auditor will be able to be sufficiently and appropriately 

involved in the work of the component auditor, the group auditor may obtain an 
understanding of whether the component auditor is subject to any restrictions that limit 
communication with the group auditor, including with regard to sharing audit 
documentation with the group auditor. The group auditor may also obtain an understanding 
about whether audit evidence related to components located in a different jurisdiction may 
be in a different language and may need to be translated for use by the group auditor. 

 
A67. If the component auditor is unable to cooperate with the group auditor, the group auditor 

may do the following: 
 

• Request the component auditor to provide its rationale. 
 

• Be able to take appropriate action to address the matter, including adjusting the 
nature of the work requested to be performed. Alternatively, in accordance with 
paragraph 0, the group auditor may need to obtain sufficient appropriate audit 
evidence relating to the work to be performed at the component without involving 
the component auditor. 

 
Relevant Ethical Requirements, Including Those Related to Independence (Ref: par. 0) 
 
A68. When performing work at a component for a group audit engagement, the component 

auditor is subject to ethical requirements, including those related to independence, that are 
relevant to the group audit engagement. The AICPA Code of Professional Conduct 
establishes the fundamental principles of professional ethics, which include due care. Due 
care requires the component auditor to discharge professional responsibilities with 
competence and to have the appropriate capabilities to perform the audit43. Such 

 
43  Paragraph .A16 and .A19 of AU-C Section 2020. 
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requirements may be different from or in addition to those applying to the component 
auditor when performing an audit on the financial statements of an entity or business unit 
that is part of the group for legal, regulatory, or other reasons in the component auditor’s 
jurisdiction. When the component auditor is not subject to the AICPA Code of Professional 
Conduct, compliance by the component auditor with the ethics and independence 
requirements, including those related to professional competence and due care, set forth in 
the International Federation of Accountants Code of Ethics for Professional Accountants 
is sufficient to fulfill the component auditor’s ethical responsibilities in the group audit. 

 
A69. In making the component auditor aware of relevant ethical requirements, the group auditor 

may consider whether additional information or training for component auditors is 
necessary regarding the provisions of the ethical requirements that are relevant to the group 
audit engagement. 

 
Engagement Resources (Ref: par. 0) 
 
A70. AU-C section 220The proposed QM SAS44 requires the engagement partner to determine 

that sufficient and appropriate resources to perform the engagement are assigned or made 
available to the engagement team in a timely manner. When sufficient or appropriate 
resources are not made available in relation to work to be performed by a component 
auditor, the group engagement partner may discuss the matter with the component auditor, 
group management, or the group auditor’s firm and may subsequently request the 
component auditor or the group auditor’s firm to make sufficient and appropriate resources 
available.  

 
Competence and Capabilities of the Component Auditor 
 
A71. AU-C section 220The proposed QM SAS45 provides guidance regarding matters the 

engagement partner may take into consideration when determining the competence and 
capabilities of the engagement team. This determination is particularly important in a group 
audit when the engagement team includes component auditors. AU-C section 220The 
proposed QM SAS46 indicates that the firm’s policies or procedures may require the firm 
or the engagement partner to take different actions from those applicable to personnel when 
obtaining an understanding of whether a component auditor from another firm has the 
appropriate competence and capabilities to perform the audit engagement.  

 
A72. Determining whether component auditors have the appropriate competence and 

capabilities is a matter of professional judgment and is influenced by the nature and 
circumstances of the group audit engagement. This determination influences the nature, 
timing, and extent of the group engagement partner’s direction and supervision of the 
component auditor and the review of their work. 

 
A73. In determining whether component auditors have the appropriate competence and 

 
44  Paragraph 25 of AU-C section 220the proposed QM SAS. 
45  Paragraph A71 of AU-C section 220the proposed QM SAS. 
46  Paragraph A24 of AU-C section 220the proposed QM SAS. 
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capabilities to perform the assigned audit procedures at the component, the group 
engagement partner may consider matters such as the following: 

 
• Previous experience with or knowledge of the component auditor 

 
• The component auditor’s specialized skills (for example, industry-specific 

knowledge or knowledge of relevant financial reporting requirements for 
statements and schedules to be filed with regulatory agencies)  
 

• The component auditor’s understanding of the auditing and other standards 
applicable to the group audit, such as GAAS, that is sufficient to fulfill the 
component auditor’s responsibilities  
 

• The degree to which the group auditor and component auditor are subject to a 
common system of quality management, for example, whether the group auditor 
and a component auditor 

 
 use common resources to perform the work (for example, audit 

methodologies or IT applications), 
 

 share common policies or procedures affecting engagement performance 
(for example, direction, supervision, and review of work or consultation), 
 

 are subject to common monitoring activities, or 
 

 have other commonalities, including common leadership or a common 
cultural environment 

 
• The consistency or similarity of 
 

 laws or regulations or legal system; 
 

 language and culture; 
 

 education and training; 
 

 professional oversight, discipline, and external quality assurance; or 
 

 professional organizations and standards 
 

• Information obtained about the component auditor through interactions with 
component management, those charged with governance, and other key personnel, 
such as internal auditors 

 
A74. The procedures to determine the component auditor’s competency and capability may 

include, for example, the following: 
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• An evaluation of the information communicated by the group auditor’s firm to the 

group auditor, including 
 

 the firm’s ongoing communication related to monitoring and remediation, 
in circumstances when the group auditor and component auditor are from 
the same firm47 
 

 information from the network about the results of the monitoring activities 
undertaken by the network across the network firms48 

 

 information obtained from professional bodies to which the component 
auditor belongs, the authorities by which the component auditor is licensed, 
or other third parties 

 
• Discussing the assessed risks of material misstatement with the component auditor 

 
• Requesting the component auditor to confirm its understanding of the matters 

referred to in paragraph 0 in writing 
 
• Discussing the component auditor’s competence and capabilities with colleagues 

in the group engagement partner’s firm that have worked directly with the 
component auditor 

 
• Obtaining published external inspection reports, peer review reports on the 

component auditor’s firm, and other relevant publicly available information 
relating to the professional reputation and standing of a component auditor 

 
A75. The group engagement partner’s firm and the component auditor may be members of the 

same network and may be subject to common network requirements or use common 
network services.49 When determining whether component auditors have the appropriate 
competence and capabilities to perform work in support of the group audit engagement, 
the group engagement partner may be able to depend on such network requirements, for 
example, those addressing professional training or recruitment or that require the use of 
audit methodologies and related implementation tools. In accordance with QM section 
10proposed SQMS No. 1,50 the firm is responsible for designing, implementing, and 
operating its system of quality management, and the firm may need to adapt or supplement 
network requirements or network services to be appropriate for use in its system of quality 
management. 

 
Using the Work of an Auditor’s Specialist 
 

 
47 Paragraph 48 of QM section 10proposed SQMS No. 1. 
48  Paragraph 52b of QM section 10proposed SQMS No. 1. 
49 Paragraphs A20 and A188 of QM section 10proposed SQMS No. 1. 
50  Paragraphs 49–50 of QM section 10proposed SQMS No. 1.  
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A76. AU-C section 220The proposed QM SAS51 requires the engagement partner to determine 
that members of the engagement team, and any auditor’s external specialists who are not 
part of the engagement team, collectively have the appropriate competence and 
capabilities, including sufficient time, to perform the audit engagement. If an auditor’s 
specialist is used by a component auditor, the group engagement partner may need to obtain 
information from the component auditor. For example, the group auditor may discuss with 
the component auditor, the component auditor’s evaluation of the competence and 
capabilities of the auditor’s specialist.  

 
Automated Tools and Techniques  
 
A77. When determining whether the engagement team has the appropriate competence and 

capabilities, the group engagement partner may take into consideration such matters as the 
expertise of the component auditor in the use of automated tools and techniques. For 
example, as described in AU-C section 220the proposed QM SAS,52 when the group 
auditor requires component auditors to use specific automated tools and techniques when 
performing audit procedures, the group auditor may communicate with component auditors 
that the use of such automated tools and techniques need to comply with the group auditor’s 
instructions.  

 
Application of the Group Auditor’s Understanding of a Component Auditor (Ref: par. 0) 
 
A78. AU-C section 220The proposed QM SAS53 requires the engagement partner to take 

responsibility for other members of the engagement team, having been made aware of 
relevant ethical requirements that are applicable given the nature and circumstances of the 
audit engagement, and the firm’s related policies or procedures. This includes the firm’s 
policies or procedures that address circumstances that may cause a breach of relevant 
ethical requirements, including those related to independence, and the responsibilities of 
members of the engagement team when they become aware of breaches. The firm’s 
policies or procedures also may address breaches of independence requirements by 
component auditors and actions the group auditor may take in those circumstances in 
accordance with the relevant ethical requirements. In addition, relevant ethical 
requirements or law or regulation may also specify particular communications to those 
charged with governance in circumstances when breaches of independence requirements 
have been identified.54 

 
A79. If there has been a breach by a component auditor of the relevant ethical requirements that 

apply to the group audit engagement, including those related to independence, and the 
breach has not been satisfactorily addressed in accordance with provisions of the relevant 
ethical requirements, the group auditor cannot use the work of that component auditor. 

 
A80. Serious concerns are those concerns that in the group auditor’s professional judgment 

 
51  Paragraph 26 of AU-C section 220the proposed QM SAS. 
52 Paragraph A65 of AU-C section 220the proposed QM SAS.    
53  Paragraph 17 of AU-C section 220the proposed QM SAS. 
54  Paragraph .A17 of AU-C section 260, The Auditor’s Communication With Those Charged With Governance.  
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cannot be overcome. The group engagement partner 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 the group auditor being more 
involved in the work of the component auditor or by directly performing further audit 
procedures on the financial information of the component. 

 
Engagement Performance (Ref: par. 0) 
 
A81. AU-C section 220The proposed QM SAS55 requires the engagement partner to determine 

that the nature, timing, and extent of direction, supervision, and review is planned and 
performed in accordance with the firm’s policies or procedures, professional standards, and 
applicable legal and regulatory requirements and is responsive to the nature and 
circumstances of the audit engagement and the resources assigned or made available to the 
engagement team. For a group audit, the approach to direction, supervision, and review 
will generally include a combination of addressing the group auditor’s firm policies or 
procedures and group audit engagement–specific responses.  

 
A82. For a group audit, particularly when the engagement team includes a large number of 

component auditors that may be located in multiple locations, the group engagement 
partner may assign the design or performance of procedures, tasks, or actions to other 
members of the engagement team to assist the group engagement partner in fulfilling the 
responsibility for the nature, timing, and extent of the direction and supervision of 
component auditors and the review of their work (see also paragraph 0).  

 
A83. If component auditors are from a firm other than the group auditor’s firm, the firm’s 

policies or procedures may be different, or different actions may need to be taken, 
respectively, in relation to the nature, timing, and extent of direction and supervision of 
those members of the engagement team, and the review of their work. In particular, firm 
policies or procedures may require the firm or the group engagement partner to take 
different actions from those applicable to members of the engagement team within the firm 
or the network (for example, in relation to the form, content, and timing of communications 
with component auditors, including the use of group auditor instructions to component 
auditors). AU-C section 220The proposed QM SAS provides examples of actions that may 
need to be taken in such circumstances.56 

 
A84. The nature, timing, and extent of direction and supervision of component auditors and 

review of their work may be tailored based on the nature and circumstances of the 
engagement and, for example, the following factors: 
 

• The assessed risks of material misstatement. For example, if the group auditor has 
identified a component that includes a significant risk, an increase in the extent of 
direction and supervision of the component auditor and a more detailed review of 
the component auditor’s audit documentation may be appropriate. 

 
55  Paragraph 30 of AU-C section 220the proposed QM SAS. 
56 Paragraphs A24–A25 of AU-C section 220the proposed QM SAS. 
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• The competence and capabilities of the component auditors performing the audit 

work. For example, if the group auditor has no previous experience working with a 
component auditor, the group auditor may communicate more detailed instructions, 
increase the frequency of discussions or other interactions with the component 
auditor, or assign more experienced individuals to oversee the component auditor 
as the work is performed. 

 
• The location of engagement team members, including the extent to which 

engagement team members are dispersed across multiple locations, including when 
service delivery centers are used. 

 
• Access to component auditor audit documentation. For example, when law or 

regulation precludes component auditor audit documentation from being 
transferred out of the component auditor’s jurisdiction, the group auditor may be 
able to review the audit documentation at the component auditor’s location or 
remotely through the use of technology, when not prohibited by law or regulation 
(see also paragraphs 0–0).  

 
A85. The following are examples of different ways in which the group engagement partner may 

take responsibility for directing and supervising component auditors and reviewing their 
work: 

 
• Communications with component auditors throughout the course of the group 

audit, including communications required by this proposed SAS  
 
• Meetings or calls with component auditors to discuss identified and assessed risks, 

findings or issues, and conclusions 
 
• Reviews of the component auditor’s audit documentation in person or remotely 

when permitted by law and regulation 
 
• Participating in closing or other key meetings between the component auditors and 

component management 
 

A86. In applying AU-C section 220proposed QM SAS,57 the group engagement partner is 
required to review audit documentation at appropriate points in time during the audit 
engagement, including audit documentation relevant to the group audit relating to 

 
• significant matters; 
 
• significant judgments, including those relating to difficult or contentious matters 

identified during the audit engagement, and the conclusions reached; and 
 

 
57  Paragraphs 31 and A92–A93 of the AU-C section 220proposed QM SAS. 
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• other matters that, in the engagement partner’s professional judgment, are relevant 
to the engagement partner’s responsibilities. 
 

The group engagement partner’s exercises professional judgment in identificationying 
ofthe areas of significant judgment made by ’s knowledge of these areas at the component 
auditors58or can be accomplished through various means involves the exercise of 
professional judgment. Audit documentation related to communications with component 
auditors, such as those indicated in paragraphs 47-49 of this proposed SAS, may assist with 
fulfilling the requirement in paragraph 31 of AU-C section 220For example, 
communications with the component auditors; obtaining a listing or summary of the 
significant judgments made by the component auditor, and the conclusions reached 
thereon, that are relevant to the group audit; etc. The review of such audit documentation 
by the group engagement partner often takes place during the course of the group audit, 
including the review of relevant component auditor audit documentation (also see 
paragraph 0). The group engagement partner exercises professional judgment in 
determining the nature and extent of the review of component auditor audit 
documentation.59 Such review may constitute reviewing component auditor 
communications.  

 
Communications With Component Auditors (Ref: par. 0) 
 
A87. Clear and timely communication between the group auditor and the component auditors 

about their respective responsibilities, along with clear direction to the component auditors 
about the nature, timing, and extent of the work to be performed and the matters expected 
to be communicated to the group auditor, helps establish the basis for effective two-way 
communication. Effective two-way communication between the group auditor and the 
component auditors also helps to set expectations for component auditors and facilitates 
the group auditor’s direction and supervision of them and the review of their work. Such 
communication also provides an opportunity for the group engagement partner to reinforce 
the need for component auditors to maintain professional skepticism in the work performed 
for purposes of the group audit. 

 
A88. The following are examples of other factors that may also contribute to effective two-way 

communication: 
 

• Clarity of the instructions to the component auditor, particularly when the 
component auditor is from another firm and may not be familiar with the policies 
or procedures of the group auditor’s firm. 

 
• A mutual understanding that the component auditor may discuss the audit work 

requested to be performed, based on the component auditor’s knowledge and 
understanding of the component.  

 

 
58  Paragraph A93 of AU-C section 220. 
59  Paragraph A91 of AU-C section 220the proposed QM SAS. 
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• A mutual understanding of relevant issues and the expected actions arising from 
the communication process. 

 
• The form of communications. For example, matters that need timely attention may 

be more appropriately discussed in a meeting rather than by exchanging emails. 
 
• A mutual understanding of the persons from the group auditor and component 

auditors who have responsibility for managing communications regarding 
particular matters. 

 
• The process for the component auditor to take action and report back on matters 

communicated by the group auditor. 
 
A89. The communications between the group auditor and component auditors depend on the 

facts and circumstances of the group audit engagement, including the nature and extent of 
involvement of the component auditors and the degree to which the group auditor and 
component auditors are subject to common systems of quality management or common 
network requirements or network services.  

 
Form of Communications 
 
A90. The form of the communications between the group auditor and component auditors may 

vary based on factors such as the nature of the audit work the component auditors have 
been requested to perform and the extent to which communication capabilities are 
integrated into the audit tools used for the group audit. 

 
A91. The form of communications also may be affected by such factors as the following: 

 
• The significance, complexity, or urgency of the matter  
 
• Whether the matter has been or is expected to be communicated to group 

management and those charged with governance of the group 
 
• Whether the group auditor and component auditor are from the same firm or 

network firms 
 

A92. Communication between the group auditor and the component auditor may not necessarily 
be in writing. However, the group auditor’s verbal communications with the component 
auditors may be supplemented by written communication, such as a set of instructions 
regarding the work to be performed, when the group auditor wants to give particular 
attention to, or promote a mutual understanding about, certain matters. In addition, the 
group auditor may meet with the component auditor to discuss significant matters or to 
review relevant parts of the component auditor’s audit documentation. 

 
A93. Paragraph 0 requires the group auditor to request of the component auditor to communicate 

matters relevant to the group auditor’s conclusion with regard to the group audit. As 
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explained in paragraph 0, the form and content of the component auditor’s deliverables are 
influenced by the nature and extent of the audit work the component auditor has been 
requested to perform. 

 
A94. Regardless of the form of communications between the group auditor and component 

auditors, the documentation requirements of this proposed SAS and other AU-C sections 
apply.  

 
Timing of Communications 
 
A95. The appropriate timing of communications will vary with the circumstances of the 

engagement. Relevant circumstances may include the nature, timing, and extent of work to 
be performed by the component auditor and the action expected to be taken by the 
component auditor. For example, communications regarding planning matters may often 
be made early in the audit engagement and, for an initial group audit, may be made as part 
of agreeing the terms of the engagement. 

 
Noncompliance With Laws or Regulations (Ref: par. 0, 0) 
 
A96. In applying AU-C section 250, Consideration of Laws and Regulations in an Audit of 

Financial Statements, the group engagement partner may become aware of information 
about noncompliance or suspected noncompliance with laws or regulations. In such 
circumstances, the group engagement partner may have an obligation under relevant ethical 
requirements, laws, or regulations to communicate the matter to the component auditor.60  

 
Understanding the Group and Its Environment, the Applicable Financial Reporting 
Framework, and the Group’s System of Internal Control (Ref: par. 0) 
 
A97. AU-C section 31561 contains requirements and guidance regarding the auditor’s 

responsibility to obtain an understanding of the entity and its environment, the applicable 
financial reporting framework, and the entity’s system of internal control. Appendix A, 
“Understanding the Group’s System of Internal Control,” of this proposed SAS provides 
examples of matters related to controls that may be helpful in obtaining an understanding 
of the system of internal control in the context of a group environment and expands on how 
AU-C section 315 is to be applied to an audit of group financial statements. 

 
A98. The group auditor’s understanding of the group and its environment, the applicable 

financial reporting framework, and the group’s system of internal control with respect to 
the components for which a referred-to auditor performs an audit may vary as compared to 
the components for which a component auditor performs audit procedures.   

 
A99. The understanding of the group and its environment, the applicable financial reporting 

framework, and the group’s system of internal control may be obtained through 
 

60 See, for example, paragraphs 22–23 of the proposed “Responding to Noncompliance With Laws and Regulations” 
interpretation of the AICPA Code of Professional Conduct.  

61 Paragraphs .19–.31 and .A58‒.A212 of AU-C section 315.  
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communications with 
 
• group management, component management, or other appropriate individuals 

within the entity, including individuals within the internal audit function (if the 
function exists) and individuals who have knowledge of the group’s system of 
internal control, accounting policies and practices, and the consolidation process; 

 
• component auditors or referred-to auditors; or 
 
• auditors that perform an audit for legal, regulatory, or other reasons of the financial 

statements of an entity or business unit that is part of the group. 
 

A100. Obtaining an understanding of the group, identifying risks of material misstatement, and 
assessing inherent risk and control risk may be performed in different ways depending on 
preferred audit techniques or methodologies and may be expressed in different ways. 
Accordingly, when component auditors are involved in the design and performance of risk 
assessment procedures, the group auditor may communicate its preferred approach with 
component auditors or provide instructions.  

 
Engagement Team Discussion (Ref: par.0) 
 
A101. In applying AU-C section 315,62 the group engagement partner and other key engagement 

team members are required to discuss the application of the applicable financial reporting 
framework and the susceptibility of the group’s financial statements to material 
misstatement. The group engagement partner’s determination of which members of the 
engagement team to include in the discussion and the topics to be discussed is affected by 
matters such as initial expectations about the risks of material misstatement and the 
preliminary expectation of whether to involve component auditors. 

 
A102. The discussion provides an opportunity to do the following: 

 
• Share knowledge of the components and their environments, including which 

components’ activities are centralized. 
 
• Exchange information about the business risks of the components or the group and 

how inherent risk factors may affect susceptibility to misstatement of classes of 
transactions, account balances, and disclosures. 

 
• Exchange ideas about how and where the group financial statements may be 

susceptible to material misstatement due to fraud or error. AU-C section 24063 
requires the engagement team discussion to place particular emphasis on how and 
where the entity’s financial statements may be susceptible to material misstatement 
due to fraud, including how fraud may occur. 

 
62 Paragraph .17 of AU-C section 315. 
63  Paragraph .15 of AU-C section 240. 
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• Identify policies followed by group or component management that may be biased 

or designed to manage earnings that could lead to fraudulent financial reporting. 
 
• 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 group management, component management, 
or others to rationalize committing fraud. 

 
• Consider the risk that group or component management may override controls. 
 
• Discuss fraud that has been identified or information that indicates existence of a 

fraud. 
 
• Identify risks of material misstatement relevant to components in which there may 

be impediments to the maintenance of professional skepticism. 
 
• Consider whether uniform accounting policies are used to prepare the financial 

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

 
• Share information about risks of material misstatement of the financial information 

of a component that may apply more broadly to some, or all, of the other 
components. 

 
• Share information that may indicate noncompliance with national laws or 

regulations, for example, payments of bribes and improper transfer pricing 
practices. 

 
• Discuss events or conditions identified by group management, component 

management, or the engagement team that may raise substantial doubt about the 
group’s ability to continue as a going concern for a reasonable period of time. 

 
• Discuss related party relationships or transactions identified by group management 

or component management and any other related parties of which the engagement 
team is aware. 

 
The Group and Its Environment (Ref: par. 0a) 
 
A103. An understanding of the group’s organizational structure and its business model may 

enable the group auditor to understand such matters as the following: 
 
• The complexity of the group’s structure. A group may be more complex than a 

single entity because a group may have several subsidiaries, divisions, or other 
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business units, including in multiple locations. Also, a group’s legal structure may 
be different from the operating structure, for example, for tax purposes. Complex 
structures often introduce factors that may give rise to increased susceptibility to 
material misstatements, such as whether goodwill, joint ventures, or variable 
interest entities are accounted for appropriately and whether adequate disclosures 
have been made. 

 
• The geographic locations of the group’s operations. Having a group that is located 

in multiple geographical locations may give rise to increased susceptibility to 
material misstatements. For example, different geographical locations may involve 
different languages, cultures, and business practices. 

 
• The structure and complexity of the group’s IT environment. A complex IT 

environment often introduces factors that may give rise to increased susceptibility 
to material misstatements. For example, a group may have a complex IT 
environment because of multiple IT systems that are not integrated due to recent 
acquisitions or mergers. Therefore, it may be particularly important to obtain an 
understanding of the complexity of the security over the IT environment, including 
vulnerability of the IT applications, databases, and other aspects of the IT 
environment. A group may also use one or more external service providers for 
aspects of its IT environment. 

 
• Relevant regulatory factors, including the regulatory environment. Different laws 

or regulations may introduce factors that may give rise to increased susceptibility 
to material misstatements. A group may have operations that are subject to a high 
degree of complex laws or regulations in multiple jurisdictions, or entities or 
business units in the group that operate in multiple industries that are subject to 
different types of laws or regulations. 

 
• The ownership, and relationships between owners and other people or entities, 

including related parties. Understanding the ownership and relationships can be 
more complex in a group that operates across multiple jurisdictions and when there 
are changes in ownership through formation, acquisition, disposal, or joint venture. 
These factors may give rise to increased susceptibility to material misstatements. 

 
A104. Obtaining an understanding of the degree to which the group’s operations or activities are 

similar may help to identify similar risks of material misstatement across components and 
design an appropriate response. 

 
A105. The financial results of entities or business units are ordinarily measured and reviewed by 

group management. Inquiries of group management may reveal that group management 
relies on certain key indicators to evaluate the financial performance of the group’s entities 
and business units and take action. The understanding of such performance measures may 
help to identify 
 

• areas where there is increased susceptibility to material misstatements (for 
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example, due to pressures on component management to meet certain performance 
measures). 

 
• controls over the group’s financial reporting process. 

 
The Group’s System of Internal Control 
 
The Nature and Extent of Commonality of Controls (Ref: par. 0c(i)) 
 
A106. Group management may design controls that are intended to operate in a common manner 

across multiple entities or business units (that is, common controls). For example, group 
management may design common controls for inventory management, which operate using 
the same IT system and are implemented across all entities or business units in the group. 
Common controls may exist in each component of the group’s system of internal control, 
and they may be implemented at different levels within the group (for example, at the level 
of the consolidated group as a whole or for other levels of aggregation within the group). 
Common controls may be direct controls or indirect controls. Direct controls are controls 
that are precise enough to address risks of material misstatement at the assertion level. 
Indirect controls are controls that support direct controls.64 

 
A107. Understanding the components of the group’s system of internal control includes 

understanding the commonality of tasks and actions, structures, processes, or controls 
within those components across the group. In understanding the commonality of a control 
across the group, considerations that may be relevant include whether 

 
• the control is designed centrally and is required to be implemented as designed (that 

is, without modification) at some or all components; 
 
• the control is implemented and, if applicable, monitored by individuals with similar 

responsibilities and capabilities at all the components where the control is 
implemented; 

 
• if a control uses information from IT applications, the IT applications and other 

aspects of the IT environment that generate the information are the same across the 
components or locations; or 
 

• if the control is automated, it is configured in the same way in each IT application 
across the components. 

 
A108. Judgment may often be needed to determine whether a control is a common control. For 

example, group management may require that all entities and business units perform a 
monthly evaluation of the aging of customers’ accounts that isare generated from a specific 
IT application. When the aging reports are generated from different IT applications or the 
implementation of the IT application differs across entities or business units, there may be 

 
64 Paragraph .A5 of AU-C section 315. 
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a need to consider whether the control can be determined to be common. This is because 
of differences in the design of the control that may exist due to the existence of different 
IT applications (for example, whether the IT application is configured in the same manner 
across components and whether there are effective general IT controls across different IT 
applications). 

 
A109. Consideration of the level at which controls are performed within the group (for example, 

at the level of the consolidated group as a whole or for other levels of aggregation within 
the group) and the degree of centralization and commonality may be important to the 
understanding of how information is processed and controlled. In some circumstances, 
controls may be performed centrally (for example, performed only at a single entity or 
business unit) but may have a pervasive effect on other entities or business units (for 
example, a shared service center that processes transactions on behalf of other entities or 
business units within the group). The processing of transactions and related controls at a 
shared service center may operate in the same way for those transactions being processed 
by the shared service center regardless of the entity or business unit (for example, the 
processes, risks of material misstatement, and controls may be the same regardless of the 
source of the transaction). In such cases, it may be appropriate to identify the controls and 
evaluate the design and determine the implementation of the controls, and, if applicable, 
test operating effectiveness, as a single population. 

 
Centralized Activities (Ref: par. 0c(i)–(ii)) 
 
A110. Group management may centralize some of its activities. For example, financial reporting 

or accounting functions may be performed for a particular group of common transactions 
or other financial information in a consistent and centralized manner for multiple entities 
or business units (for example, when the initiation, authorization, recording, processing, or 
reporting of revenue transactions is performed at a shared service center). 

 
A111. Obtaining an understanding of how centralized activities fit into the overall group structure, 

and the nature of the activities undertaken, may help to identify and assess risks of material 
misstatement and appropriately respond to such risks. For example, controls at a shared 
service center may operate independently from other controls, or they may be dependent 
upon controls at an entity or business unit from which financial information is derived (for 
example, sales transactions may be initiated and authorized at an entity or business unit, 
but the processing may occur at the shared service center). 

 
A112. The group auditor may involve component auditors in testing the operating effectiveness 

of common controls or controls related to centralized activities. In such circumstances, 
effective collaboration between the group auditor and component auditors is important 
because the audit evidence obtained through testing the operating effectiveness of common 
controls or controls related to centralized activities supports the determination of the nature, 
timing, and extent of substantive procedures to be performed across the group. 

 
Communications About Significant Matters That Support the Preparation of the Group Financial 
Statements (Ref: par. 0c(iv)) 
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A113. Entities or business units may use a financial reporting framework for legal, regulatory, or 

other reasons that is different from the financial reporting framework used for the group’s 
financial statements. In such circumstances, an understanding of group management’s 
financial reporting processes to align accounting policies and, when relevant, financial 
reporting period-ends that differ from that of the group, enables the group auditor to 
understand how adjustments, reconciliations, and reclassifications are made and whether 
they are made centrally by group management or by the entity or business unit. 

 
Instructions by Group Management to Entities or Business Units 
 
A114. In applying AU-C section 315,65 the group auditor is required to understand how group 

management communicates significant matters that support the preparation of the group 
financial statements. To achieve uniformity and comparability of financial information, 
group management may issue instructions (for example, communicate financial reporting 
policies) to the entities or business units that include details about financial reporting 
processes or may have policies that are common across the group. Obtaining an 
understanding of group management’s instructions may affect the identification and 
assessment of the risks of material misstatement of the group financial statements. For 
example, inadequate instructions may increase the likelihood of misstatements due to the 
risk that transactions are incorrectly recorded or processed, or that accounting policies are 
incorrectly or inconsistently applied. 

 
A115. The group auditor’s understanding of the instructions or policies may include the 

following: 
 

• The clarity and practicality of the instructions for completing the reporting package 
 
• Whether the instructions 
 

 adequately describe the characteristics of the applicable financial reporting 
framework and the accounting policies to be applied; 
 

 address information necessary to prepare 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; 
 

 address information necessary for making consolidation adjustments, for 
example, intra-group transactions and unrealized profits, and intra-group 
account balances; and 
 

 include a reporting timetable. 
 

 
 

65 Paragraph .25b of AU-C section 315. 
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Considerations When Component Auditors Are Involved in Understanding the Group and Its 
Environment, the Applicable Financial Reporting Framework, and the Group’s System of Internal 
Control  (Ref: par. 00, 0) 
 
A116. During the course of the group audit, the group auditor may communicate the matters in 

paragraph 0 to other component auditors, if these matters are relevant to the work of those 
component auditors. Paragraph 0 includes examples of other matters that may need to be 
communicated timely in the course of the component auditor’s work.  

 
A117. The nature of related party relationships and transactions may, in some circumstances, give 

rise to higher risks of material misstatement of the financial statements than transactions 
with unrelated parties.66 In a group audit, there may be a higher risk of material 
misstatement of the group financial statements, including due to fraud, associated with 
related party relationships when 
 

• the group structure is complex; 
 
• the group’s information systems are not integrated and therefore less effective in 

identifying and recording related party relationships and transactions; and 
 
• there are numerous or frequent related party transactions between entities and 

business units. 
 

Planning and performing the audit with professional skepticism, as required by AU-C 
section 200,67 is therefore particularly important when these circumstances exist. 

 
A118. A component auditor may identify related party relationships or transactions that were not 

previously identified by group management or the group auditor. The group auditor is 
required by paragraph 33b to communicate to any other component auditors those related 
party relationships or transactions if they are relevant to the work of the other component 
auditors. 

 
Identifying and Assessing the Risks of Material Misstatement (Ref: par. 0) 
 
A119. The process to identify and assess the risks of material misstatement of the group financial 

statements is iterative and dynamic, and may be challenging, particularly when the 
component’s activities are complex or specialized or when there are many components 
across multiple locations. In applying AU-C section 315,68 the auditor develops initial 
expectations about the potential risks of material misstatement and an initial identification 
of the significant classes of transactions, account balances, and disclosures of the group 
financial statements based on their understanding of the group and its environment, the 
applicable financial reporting framework, and the group’s system of internal control.  

 
 

66 Paragraph .03 of AU-C section 550. 
67 Paragraph .17 of AU-C section 200. 
68 Paragraph .A143 of AU-C section 315. 
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A120. The initial expectations about the potential risks of material misstatement take into account 
the auditor’s understanding of the group, including its entities or business units, and the 
environments and industries in which they operate. Based on the initial expectations, the 
group auditor may, and often will, involve component auditors in risk assessment 
procedures because they may have direct knowledge and experience with the entities or 
business units that may be helpful in understanding the activities and related risks, and 
where risks of material misstatement of the group financial statements may arise in relation 
to those entities or business units.  

 
A121. For identified risks of material misstatement at the assertion level, the group auditor is 

required to take responsibility for assessing inherent risk. Such assessment involves 
assessing the likelihood and magnitude of misstatement, which takes into account how, 
and the degree to which69 
 

• inherent risk factors affect the susceptibility of relevant assertions to misstatement.  
 
• the risks of material misstatement at the group financial statement level affect the 

assessment of inherent risk for risks of material misstatement at the assertion level. 
 

A122. Based on the risk assessment procedures performed, the group auditor may determine that 
an assessed risk of material misstatement of the group financial statements only arises in 
relation to financial information of certain components. For example, the risk of material 
misstatement relating to a legal claim may only exist in entities or business units that 
operate in a certain jurisdiction or in entities or business units that have similar operations 
or activities. 

 
A123. Appendix B, “Examples of Events or Conditions That May Give Rise to Risks of Material 

Misstatement of the Group Financial Statements,” of this proposed SAS sets out examples 
of events and conditions that, individually or together, may indicate risks of material 
misstatement of the group financial statements, whether due to fraud or error, including 
with respect to the consolidation process 

 
Fraud 
 
A124. In applying AU-C section 240,70 the auditor is required to identify and assess the risks of 

material misstatement of the financial statements due to fraud and to design and perform 
further audit procedures whose nature, timing, and extent are responsive to the assessed 
risks of material misstatement due to fraud at the assertion level. Information used to 
identify and assess the risks of material misstatement of the group financial statements due 
to fraud may include the following: 
 

• Group management’s assessment of the risk that the group financial statements may 
be materially misstated due to fraud 

 
 

69  Paragraph .35 of AU-C section 315. 
70 Paragraphs .26 and .31 of AU-C section 240.  
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• Group management’s process for identifying and responding to the risks of fraud 
in the group financial statements, including any specific fraud risks identified by 
group management, or classes of transactions, account balances, or disclosures for 
which a risk of fraud is higher 

 
• Whether there are particular components that are more susceptible to risks of 

material misstatement due to fraud 
 
• Whether any fraud risk factors or indicators of management bias exist in the 

consolidation process 
 
• How those charged with governance of the group monitor group management’s 

processes for identifying and responding to the risks of 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, 

appropriate individuals within the internal audit function (and when appropriate, 
component management, the component auditors, and others) to the group auditor’s 
inquiry about whether they have knowledge of any actual, suspected, or alleged 
fraud affecting a component or the group 

 
Considerations When Component Auditors Are Involved (Ref: par. 36) 
 
A125. When the group auditor involves component auditors in the design and performance of risk 

assessment procedures, the group auditor remains responsible for having an understanding 
of the group and its environment, the applicable financial reporting framework, and the 
group’s system of internal control to have a sufficient basis for the identification and 
assessment of the risks of material misstatement of the group financial statements in 
accordance with paragraph 35. Regardless of whetherif component auditors are involved 
in the design and performance of risk assessment procedures, the guidance inparagraph 36 
of this proposed SAS ofnoted in paragraph 36 is applicable.  

 
A126. When the audit evidence obtained from the risk assessment procedures does not provide 

an appropriate basis for the identification and assessment of the risks of material 
misstatement, AU-C section 31571 requires the auditor to perform additional risk 
assessment procedures until audit evidence has been obtained to provide such a basis. 

 
Materiality  
 
Component Performance Materiality (Ref: par. 0a) 
 
A127. Paragraph 0a requires the group auditor to determine component performance materiality 

for each of the components where the group auditor or component auditor will perform 
audit procedures on financial information that is disaggregated. The component 

 
71  Paragraph .39 of AU-C section 315. 
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performance materiality amount may be different for each component. Also, the 
component performance materiality amount for an individual component need not be an 
arithmetical portion of the group performance materiality and, consequently, the aggregate 
of component performance materiality amounts may exceed group performance 
materiality.  

 
A128. Consideration of all components, regardless of whether the group auditor plans to make 

reference to the audit of the referred-to auditor in the auditor’s report on the group financial 
statements, is necessary when determining component performance materiality to reduce 
aggregation risk. However, TTthis proposed SAS does not require component performance 
materiality to be determined for components that are audited by referred-to auditors and 
for which the group auditor plans to make reference to the audit of the referred-to auditor 
in the auditor’s report on the group financial statements. 

 
A129. This proposed SAS does not require component performance materiality to be determined 

for each class of transactions, account balance, or disclosure for components at which audit 
procedures are performed. However, if, in the specific circumstances of the group, there is 
one or more particular classes of transactions, account balances, or disclosures 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, AU-C section 32072 requires a determination of 
the materiality level or levels to be applied to those particular classes of transactions, 
account balances, or disclosures. In these circumstances, the group auditor may need to 
consider whether a component performance materiality lower than the amount 
communicated to the component auditor may be appropriate for those particular classes of 
transactions, account balances, or disclosures.73 

 
A130. The determination of component performance materiality is not a simple mechanical 

calculation and involves the exercise of professional judgment. Factors the group auditor 
may take into account in setting component performance materiality include the following: 
 

• The extent of disaggregation of the financial information across components (for 
example, as the extent of disaggregation across components increases, a lower 
component performance materiality ordinarily would be appropriate to address 
aggregation risk). The relative significance of the component to the group may 
affect the extent of disaggregation (for example, if a single component represents a 
large portion of the group, there likely may be less disaggregation across 
components). 

 
• Expectations about the nature, frequency, and magnitude of misstatements in the 

component financial information, for example 
 

 whether there are risks that are unique to the financial information of the 
component (for example, industry-specific accounting matters, unusual or 

 
72 Paragraphs .10 and .A13–.A14 of AU-C section 320. 
73  Paragraph .A15 of AU-C section 320. 
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complex transactions). 
 

 the nature and extent of misstatements identified at the component in prior 
audits. 

 
A131. To address aggregation risk, paragraph 0a requires component performance materiality to 

be lower than group performance materiality. As explained in paragraph 0, as the extent of 
disaggregation across components increases, a lower component performance materiality 
amount ordinarily would be appropriate to address aggregation risk. In some 
circumstances, however, component performance materiality may be set at an amount 
closer to group performance materiality because there is less aggregation risk, such as when 
the financial information for one component represents a substantial portion of the group 
financial statements. When determining component performance materiality for a 
noncontrolling interest in an entity that is accounted for by the equity method and for which 
the group auditor or component auditor will perform audit procedures, the group auditor 
may take into account the group’s ownership percentage and the share of the investee’s 
profits and losses. 

 
A132. In some cases, further audit procedures may be performed by the group auditor or a 

component auditor on a significant class of transactions or significant account balance as a 
single population (that is, not disaggregated across components). In such cases, group 
performance materiality often will be used for purposes of performing these procedures. 

 
A133. When the component is subject to an audit required by law or regulation or performed for 

another reason, the performance materiality used by the component auditor for purposes of 
such audit ordinarily can be expected to be less than the group performance materiality 
and, accordingly, the lower component performance materiality would be acceptable for 
purposes of the group audit.  

 
“Clearly Trivial” Threshold (Ref: par: 0b) 
 
A134. The threshold for communicating misstatements to the group auditor is set at an amount 

equal to, or lower than, the amount regarded as clearly trivial for the group financial 
statements. In accordance with AU-C section 450,74 this threshold is the amount below 
which misstatements would not need to be accumulated because the group auditor expects 
that the accumulation of such amounts clearly would not have a material effect on the group 
financial statements. 

 
Considerations When Component Auditors Are Involved 
 
Communicating Component Performance Materiality (Ref: par. 0) 
 
A135. In some cases, it may be appropriate for the group auditor to involve the component auditor 

in determining an appropriate component performance materiality amount, in view of the 
component auditor’s knowledge of the component and potential sources of misstatement 

 
74 Paragraph .A3 of AU-C section 450. 
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of the component financial information. In this regard, the group auditor also may consider 
communicating group performance materiality to the component auditor to support 
collaboration in determining whether component performance materiality, in relation to 
group performance materiality, is appropriate in the circumstances. 
 

A136. Component performance materiality is based, at least in part, on expectations about the 
nature, frequency, and magnitude of misstatements in the component financial information. 
Therefore, ongoing communication between the component auditor and the group auditor 
is important, particularly if the number and magnitude of misstatements identified by the 
component auditor are higher than expected. 

 
Responding to the Assessed Risks of Material Misstatement (Ref: par. 0) 
 
Performing Further Audit Procedures 
 
Performing Further Audit Procedures Centrally 
 
A137. Further audit procedures may be designed and performed centrally if the audit evidence to 

be obtained from performing further audit procedures on one or more significant classes of 
transactions, account balances, or disclosures in the aggregate will respond to the assessed 
risks of material misstatement, for example, if the accounting records for the revenue 
transactions of the entire group are maintained centrally (for example, at a shared service 
center). Factors that may be relevant to the auditor’s determination of whether to perform 
further audit procedures centrally include  

 
• the level of centralization of activities relevant to financial reporting, 

• the nature and extent of commonality of controls, and 

• the similarity of the group’s activities and business lines. 
 
A138. The group auditor may determine that the financial information of several components can 

be considered as one population for the purpose of performing further audit procedures (for 
example, when transactions are considered to be homogeneous because they share the same 
characteristics, the related risks of material misstatement are the same, and controls are 
designed and operating in a consistent way). 

 
A139. When further audit procedures are performed centrally, component auditors may still be 

involved. For example, when the group has multiple shared service centers, the group 
auditor may involve component auditors in the performance of further audit procedures for 
these shared service centers. 

 
Performing Further Audit Procedures at the Component Level 
 
A140. In other circumstances, procedures to respond to the risks of material misstatement of the 

group financial statements that are related to the financial information of a component may 
be more effectively performed at the component level. This may be the case when the group 
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has  

• different revenue streams, 

• multiple lines of business, 

• operations across multiple locations, or 

• decentralized systems of internal control. 
 
Large Number of Components Whose Financial Information Is Individually Immaterial but 
Material in the Aggregate to the Group Financial Statements  
 
A141. A group may comprise a large number of components whose financial information is 

individually immaterial but material in the aggregate to the group financial statements. 
Circumstances such as these in which the significant classes of transactions, account 
balances, or disclosures in the group financial statements are disaggregated over a large 
number of components may present additional challenges for the group auditor in planning 
and performing further audit procedures. 

 
A142. In some cases, it may be possible to obtain sufficient appropriate audit evidence by 

performing further audit procedures centrally on these significant classes of transactions, 
account balances, or disclosures (for example, if they are homogeneous, subject to common 
controls, and access to appropriate information can be obtained). Further audit procedures 
may also include substantive analytical procedures in accordance with AU-C section 520, 
Analytical Procedures. Depending on the circumstances of the engagement, the financial 
information of the components may be aggregated at appropriate levels for purposes of 
developing expectations and determining the amount of any difference of recorded 
amounts from expected values in performing the substantive analytical procedures. The 
use of automated tools and techniques may be helpful in these circumstances. 

 
A143. In other cases, it may be necessary to perform further audit procedures at selected 

components to address the risks of material misstatement of the group financial statements. 
The determination of the components at which audit procedures are to be performed, and 
the nature, timing, and extent of further audit procedures to be performed at the selected 
components, are matters of professional judgment. In these circumstances, introducing an 
element of unpredictability in the components selected for testing also may be helpful in 
relation to the risks of material misstatement of the group financial statements due to fraud 
(also see paragraph 0). 

 
The Nature and Extent of Further Audit Procedures  
 
A144. In applying AU-C section 33075, the nature, timing, and extent of further audit procedures 

performed on the financial information of components is based on, and is responsive to, 
the assessed risks of material misstatement of the group financial statements. In response 
to the assessed risks of material misstatement, the group auditor may determine the 

 
75 Paragraph .06 of AU-C section 330. 
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following scope of work to be appropriate at a component (with the involvement of 
component auditors, as applicable): 
 

• Design and perform further audit procedures on the entire financial information of 
the component (for example, when a component auditor is requested to perform an 
audit, adapted as necessary, of the component financial information for purposes of 
the group audit) 

 
• Design and perform further audit procedures on one or more classes of transactions, 

account balances, or disclosures 
 
• Perform specific further audit procedures (for example, procedures designed by the 

group auditor). 
 
A145. Although the group auditor takes responsibility for the nature, timing, and extent of further 

audit procedures to be performed, component auditors can be and often are involved in all 
phases of the group audit, including in the design and performance of further audit 
procedures. 

 
A146. The group auditor may determine that obtaining the audit report of a referred-to auditor 

with respect to one or more components may be appropriate audit evidence. In that case, 
the group auditor follows the requirements in this proposed SAS when making reference 
to the audit of the referred-to auditor in the auditor’s report on the group financial 
statements.  

 
Design and Perform Further Audit Procedures on the Entire Financial Information of the 
Component 
 
A147. The group auditor may determine that designing and performing further audit procedures 

on the entire financial information of a component is an appropriate approach, including 
when 
 

• audit evidence needs to be obtained on all or a significant proportion of a 
component’s financial information to respond to the assessed risks of material 
misstatement of the group financial statements.  

 
• there is a pervasive risk of material misstatement of the group financial statements 

due to the existence of events or conditions at the component that may be relevant 
to the group auditor’s evaluation of group management’s assessment of the group’s 
ability to continue as a going concern for a reasonable period of time. 

 
Design and Perform Further Audit Procedures on One or More Classes of Transactions, Account 
Balances, or Disclosures  
 
A148. The group auditor may determine that designing and performing further audit procedures 

on one or more particular classes of transactions, account balances, or disclosures of the 
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financial information of a component is an appropriate approach to address assessed risks 
of material misstatement of the group financial statements. For example, a component may 
have limited operations but hold a significant portion of the land and buildings of the group 
or have significant tax balances. 

 
Perform Specific Further Audit Procedures 
 
A149. The group auditor may determine that designing and performing specific further audit 

procedures on the financial information of a component is an appropriate approach, such 
as when audit evidence needs to be obtained for one or more relevant assertions only. For 
example, the group auditor may do the following: 

• Ccentrally test the class of transaction, account balance, or disclosure and may 
require the component auditor to perform specific further audit procedures at the 
component (for example, specific further audit procedures related to the valuation 
of claims or litigations in the component’s jurisdiction or the existence of an asset). 

• For example, the group auditor may dDesign  specific further audit procedures and 
requirerequest the component auditor to perform those specific further audit 
procedures at the component (for example, attend a physical inventory 
countperform substantive procedures to address risks of material misstatement 
related to revenue), including specifying the sample sizes to be used.  

• Request one or more component auditors to perform tests of controls related to 
certain significant classes of transactions, account balances, and disclosures. 

• Request a component auditor to perform procedures to obtain audit evidence related 
to one or more relevant assertions., including specifying the sample sizes to be used. 

 
Element of Unpredictability  
 
A150. Incorporating an element of unpredictability in the type of work to be performed, the 

entities or business units at which procedures are performed, and the extent to which the 
group auditor is involved in the work may increase the likelihood of identifying a material 
misstatement of the components’ financial information that may give rise to a material 
misstatement of the group financial statements due to fraud.76 

 
Operating Effectiveness of Controls 
 
A151. The group auditor may rely on the operating effectiveness of controls that operate 

throughout the group in determining the nature, timing, and extent of substantive 
procedures to be performed at either the group level or at the components. AU-C section 
33077 requires the auditor to design and perform tests of controls to obtain sufficient 
appropriate audit evidence regarding the operating effectiveness of those controls. 
Component auditors may be involved in designing and performing such tests of controls. 

 
A152. If deviations from controls upon which the auditor intends to rely are detected, AU-C 

 
76 Paragraph .29c of AU-C section 240. 
77 Paragraph .08 of AU-C section 330. 
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section 33078 requires the auditor to make specific inquiries to understand these matters 
and their potential consequences. If more deviations than expected are detected as a result 
of testing the operating effectiveness of the controls, the group auditor may need to revise 
the group audit plan. Possible revisions to the group audit plan may include the following: 
 

• Performing additional substantive procedures at certain components 
 
• Identifying and testing the operating effectiveness of other relevant controls that 

are designed and implemented effectively 
 
• Increasing the number of components selected for further audit procedures 
 

A153. When the operating effectiveness of controls is tested centrally (for example, controls at a 
shared service center or testing of common controls), the group auditor may need to 
communicate information about the audit work performed to the component auditors. For 
example, when a component auditor is requested to design and perform substantive 
procedures on the entire financial information of the component, or design and perform 
substantive procedures on one or more classes of transactions, account balances, or 
disclosures, the component auditor may discuss with the group auditor about the control 
testing performed centrally to determine the nature, timing, and extent of the substantive 
procedures. 

 
Consolidation Process 
 
Consolidation Procedures (Ref: par. 0a) 
 
A154. Further audit procedures on the consolidation process, including sub-consolidations, may 

include 
 

• determining that the necessary journal entries are reflected in the consolidation, and 
 
• evaluating the operating effectiveness of the controls over the consolidation process 

and responding appropriately if any controls are determined to be ineffective. 
 
Consolidation Adjustments and Reclassifications (Ref: par. 40b) 
 
A155. The consolidation process may require adjustments and reclassifications to amounts 

reported in the group financial statements79 that do not pass through the usual IT 
applications and may not be subject to the same controls to which other financial 
information is subject. The group auditor’s evaluation of the appropriateness, 
completeness, and accuracy of the adjustments and reclassifications may include the 
following: 
 

 
78  Paragraph .17 of AU-C section 330. 
79  Paragraph .21b of AU-C section 330. 
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• Evaluating whether significant adjustments appropriately reflect the events and 
transactions underlying them 

 
• Determining whether those entities or business units whose financial information 

has been included in the group financial statements were appropriately included 
 
• Determining whether significant adjustments have been correctly calculated, 

processed, and authorized by group management and, when applicable, by 
component management 

 
• Determining whether significant adjustments are properly supported and 

sufficiently documented 
 
• Evaluating the reconciliation and elimination of intra-group transactions, 

unrealized profits or losses, and intra-group account balances  
 
Considerations When Component Auditors Are Involved (Ref: par. 0–0) 
 
A156. When the group auditor involves component auditors in the design or performance of 

further audit procedures, the component auditor may determine that the use of the work of 
an auditor’s specialist is appropriate and communicate this to the group auditor. In such 
circumstances, when determining whether the component auditor’s design and 
performance of further audit procedures is appropriate, the group auditor may, for example, 
discuss the following with the component auditor: 
 

• The nature, scope, and objectives of the auditor’s specialist’s work 
 

• The component auditor’s evaluation of the adequacy of the work of the auditor’s 
specialist for the group auditor’s purposes 

 
A157. The appropriate level of the group auditor’s involvement may depend on the circumstances 

and the structure of the group and other factors, such as the group auditor’s previous 
experience with the component auditors that perform procedures on the consolidation 
process, including and sub-consolidations, and the circumstances of the group audit 
engagement (for example, if the financial information of an entity or business unit has not 
been prepared in accordance with the same accounting policies applied to the group 
financial statements). 

 
Evaluating the Component Auditor’s Communications and the Adequacy of the Component 
Auditor’sTheir Work  
 
Communication About Matters Relevant to the Group Auditor’s Conclusion With Regard to the 
Group Audit (Ref: par. 0) 
 
A158. Although the matters required to be communicated in accordance with paragraph 047 are 

relevant to the group auditor’s conclusion with regard to the group audit, certain matters 
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may be communicated during the course of the component auditor’s procedures. In 
addition to the matters in paragraphs 0 and 0, such matters may include, for example 
 

• information about breaches of relevant ethical requirements, including identified 
breaches of independence provisions; 

 
• information about instances of noncompliance with laws or regulations; 
 
• newly arising significant risks of material misstatement, including risks of fraud; 
 
• actual, suspected, or alleged fraud involving component management or employees 

that could have a material effect on the group financial statements;  
 
• significant or unusual transactions; or 
 
• differences of opinion that arise within the component auditor or between the 

component auditor and the component engagement quality reviewer. 
 
Communication of Misstatements of Component Financial Information (Ref: par. 0e) 
 
A159. Knowledge about corrected and uncorrected misstatements across components may alert 

the group auditor to potential pervasive control deficiencies, when considered along with 
the communication of deficiencies in accordance with paragraph 0g. In addition, a higher-
than-expected number of identified misstatements (uncorrected or corrected) may indicate 
a higher risk of undetected misstatements, which may lead the group auditor to conclude 
that additional audit procedures need to be performed at certain components. 

 
Component Auditor’s Overall Findings or Conclusions (Ref: par. 0k) 
 
A160. The form and content of the deliverables from the component auditor are influenced by the 

nature and extent of the audit work the component auditor has been requested to perform. 
The group auditor’s firm policies or procedures may address the form or specific wording 
of an overall conclusion from the component auditor on the audit work performed for 
purposes of the group audit.  

 
Evaluating Whether Communications With the Component Auditor Are Adequate for the Group 
Auditor’s Purposes (Ref: par. 0b) 
 
A161. If the group auditor determines that the component auditor’s communications are not 

adequate for the group auditor’s purposes, the group auditor may consider whether, for 
example 
 

• further information can be obtained from the component auditor (for example, 
through further discussions or meetings). 

 
• it is necessary to review additional component auditor audit documentation in 
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accordance with paragraph 0. 
  

• additional audit procedures may need to be performed in accordance with paragraph 
0. 

 
• there are any concerns about the component auditor’s competence or capabilities. 

 
Reviewing Additional Component Auditor Audit Documentation (Ref: par. 0) 
 
A162. Paragraph 0 provides guidance for the group auditor in tailoring the nature, timing, and 

extent of the direction and supervision of the component auditor, and the review of their 
work, based on the facts and circumstances of the group audit and other matters (for 
example, the assessed risks of material misstatement of the group financial statements). 
The group auditor’s consideration in accordance with paragraph 0c also may be affected 
by the following matters relevant to the group auditor’s ongoing involvement in the work 
of the component auditor: 
 

• Communications from the component auditor, including those in accordance with 
paragraph 0 of this proposed SAS 

 
• The review of component auditor audit documentation by the group auditor during 

the course of the group audit (for example, to fulfill the requirements of paragraphs 
0, 0, and 0) or by the group engagement partner in accordance with paragraph 31 
of AU-C section 220the proposed QM SAS  

 
A163. Other factors that may affect the group auditor’s determination about whether, and the 

extent to which, it is necessary to review additional component auditor audit documentation 
in the circumstances include the following: 
 

• The degree to which the component auditor was involved in risk assessment 
procedures and in the identification and assessment of the risks of material 
misstatement of the group financial statements 

 
• The significant judgments made by, and the findings or conclusions of, the 

component auditor about matters that are material to the group financial statements 
 
• The competence and capabilities of more experienced engagement team members 

from the component auditor responsible for reviewing the work of less experienced 
individuals 

 
• Whether the component auditor and group auditor are subject to common policies 

or procedures for review of audit documentation 
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Considerations Regarding Making Reference to the Audit of a Referred-to Auditor in the 
Auditor’s Report on the Group Financial Statements 

 
A164. The requirements in paragraphs 0–0 and the related application material in paragraphs 0–

0 apply only when the group engagement partner plans to obtain audit evidence through 
making reference to the audit of a referred-to auditor in the auditor’s report on the group 
financial statements. (Ref: Exhibit A, “Relevancy of Requirements in Various Group Audit 
Scenarios.”)  

 
Understanding the Referred-to Auditor 
 
Relevant Ethical Requirements, Including Those Related to Independence, for Referred-to 
Auditors (Ref: par. 0) 
 
A165. When the group engagement partner determines to make reference to the audit of a 

referred-to auditor in the auditor’s report on the group financial statements, the referred-to 
auditor is subject to ethical requirements, including those related to independence, that are 
relevant to the group audit. Such requirements may be different or in addition to those 
applying to a referred-to auditor when performing an audit on the financial statements of 
an entity or business unit that is part of the group for legal, regulatory, or other reasons in 
the referred-to auditor’s jurisdiction. When the referred-to auditor is not subject to the 
AICPA Code of Professional Conduct, compliance by the referred-to auditor with the 
ethics and independence requirements set forth in the International Federation of 
Accountants Code of Ethics for Professional Accountants is sufficient to fulfill the 
referred-to auditor’s ethical responsibilities in the group audit.  

 
Competence and Capabilities of Referred-to Auditors (Ref: par. 00) 
 
A166. Determining whether referred-to auditors have the appropriate competence and capabilities 

is a matter of professional judgment and is influenced by the nature and circumstances of 
the group audit engagement.   

 
A167. In determining whether referred-to auditors have the appropriate competence and 

capabilities, the group engagement partner may consider matters such as the following:  
 

• Previous experience with or knowledge of the referred-to auditor 
 

• The referred-to auditor’s specialized skills (for example, industry-specific 
knowledge or knowledge of relevant financial reporting requirements for 
statements and schedules to be filed with regulatory agencies)  

 
• The referred-to auditor’s understanding of the auditing and other standards 

applicable to the group audit that is sufficient to fulfill the referred-to auditor’s 
responsibilities  

 
• Whether a referred-to auditor operates in a regulatory environment that actively 
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oversees auditors  
 
A168. The procedures to determine the referred-to auditor’s competency and capability may 

include, for example, the following: 
 

• Requesting the referred-to auditor to confirm the matter referred to in paragraph 0 
in writing 

 
• Obtaining published external inspection reports, peer review reports on the 

referred-to auditor’s firm, and other relevant publicly available information relating 
to the professional reputation and standing of a referred-to auditor  

 
A169. If there has been a breach by a referred-to auditor of the relevant ethical requirements that 

apply to the group audit engagement, including those related to independence, and the 
breach has not been satisfactorily addressed in accordance with provisions of the relevant 
ethical requirements, the group auditor cannot make reference in the auditor’s report on the 
group financial statements to the audit of the referred-to auditor. The group auditor also 
cannot use the work of that auditor in the capacity of a component auditor as described by 
this proposed SAS.  

 
A170. Serious concerns are those concerns that in the group engagement partnerauditor’s 

professional judgment cannot be overcome. The group engagement partner may be able to 
overcome less-than-serious concerns about the referred-to auditor’s professional 
competency or the fact that the referred-to auditor does not operate in an environment that 
actively oversees auditors, by, for example, the group auditor directly performing further 
audit procedures on the financial information of the component. 

 
Determining Whether to Make Reference to the Audit of a Referred-to Auditor (Ref: par. 0–0) 
 
A171. The group engagement partner determines, individually for each component, whether to 
 

• be involved in the work of the component auditor, insofar as that work relates to 
the expression of an audit opinion on the group financial statements, or 

 
• make reference to the audit of a referred-to auditor in the auditor’s report on the 

group financial statements.  

 
A172. In group audits with two or more components, the decision to make reference is made 

individually for each potential referred-to auditor. The group auditor may make reference 
to any, all, or none of the potential referred-to auditors. For example, if one component is 
audited by an auditor from a network firm and another component is audited by a non-
network firm, the group engagement partner may decide to be involved in the work of the 
auditor from the network firm and to make reference to the work of the auditor from the 
non-network firm.  
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A173. The determination of whether to be involved in the work of the component auditor or make 
reference to the audit of a referred-to auditor may include factors related to the group being 
audited or factors related to the performance of audit procedures for the group audit. 
Factors that may affect the group engagement partner’s determination of whether to make 
reference to the audit of a potential referred-to auditor in the auditor’s report on the group 
financial statements include the following: 
 

• The group auditor’s understanding of the group and its environment and the group’s 
system of internal control 

 
• Differences in the financial reporting framework applied in preparing the financial 

statements of the component and that applied in preparing 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 
 

• Differences in the auditing and other standards applied by the potential referred-to 
auditor and those applied in the audit of the group financial statements 

 
• Whether it is impracticable for the group auditor to be involved in the audit of the 

component financial statements  
 
A173A. If the group has a noncontrolling interest in an entity that is accounted for by the equity 
method and audited financial statements of the noncontrolled entity are available, in applying the 
requirements in paragraphs 51–65, the group engagement partner may determine to make reference 
to the audit of the noncontrolled entity’s auditor in the auditor’s report on the group financial 
statements if certain conditions are met. In this situation, the group auditor applies the requirements 
in paragraphs 51–65 regarding making reference to the audit of a referred-to auditor in the auditor’s 
report on the group financial statements regarding the noncontrolled entity. Alternatively, in 
applying the guidance in paragraphs A184A–A184CB, the group auditor may determine the 
audited financial statements of the noncontrolled entity provide sufficient appropriate audit 
evidence regarding the noncontrolled entity’s financial results. In this situation, the group auditor 
applies the requirements in paragraphs 65A–65C are applicable regarding using audited financial 
statements of the noncontrolled entity as sufficient appropriate audit evidence regarding the 
noncontrolled entity’s results and the group engagement partner does not make without making 
reference to the audit of the noncontrolled entity’s auditor in the auditor’s report on the group 
financial statements.  
 
Determining Whether the Audit of the Referred-to Auditor Was Conducted in Accordance With 
GAAS (Ref: par. 0a) 
 
A174. An auditor’s report stating that the audit was conducted in accordance with GAAS or, if 

applicable, the auditing standards promulgated by the PCAOB is sufficient to make the 
determination required by paragraph 0a.80 When the auditor has performed an audit of the 

 
80  Paragraphs .44–.46 of AU-C section 700, Forming an Opinion and Reporting on Financial Statements. 

https://techlib.deloitteresources.com/?link=content/2_222119%23ad_600.25-222119
https://techlib.deloitteresources.com/?link=content/2_222119%23ad_600.25-222119
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component financial statements in accordance with auditing standards other than GAAS 
or, if applicable, the auditing standards promulgated by the PCAOB, the group engagement 
partner may evaluate, exercising professional judgment, whether the audit performed by 
the auditor meets the relevant requirements of GAAS. For the purposes of complying with 
paragraph 0a, relevant requirements of GAAS are those that pertain to planning and 
performing the audit of the component financial statements and do not include those related 
to the form of the auditor’s report. Audits performed in accordance with International 
Standards on Auditing (ISAs) promulgated by the International Auditing and Assurance 
Standards Board (IAASB) are more likely to meet the relevant requirements of GAAS than 
audits performed in accordance with auditing standards promulgated by bodies other than 
the IAASB. The group auditor may provide the referred-to auditor with AU-C Appendix 
B, “Substantive Differences Between the International Standards on Auditing and 
Generally Accepted Auditing Standards,” that identifies substantive requirements of 
GAAS that are not requirements in the ISAs. The referred-to auditor may perform 
additional procedures in order to meet the relevant requirements of GAAS. The 
communication requested of the referred-to auditor required by paragraphs 0–0 may 
address whether the audit met the relevant requirements of GAAS. The group engagement 
partner, having determined that all relevant requirements of GAAS have been met by the 
referred-to auditor, may decide to make reference to the audit of that referred-to auditor in 
the auditor’s report on the group financial statements. 

 
Determining Whether to Make Reference to the Audit of a Referred-to Auditor When the Financial 
Reporting Framework Is Not the Same (Ref: par. 0) 
 
A175. When the component’s financial statements are prepared using a financial reporting 

framework that differs from the financial reporting framework used to prepare the group 
financial statements, the group auditor is required by this proposed SAS to evaluate 
whether the financial information of the component has been appropriately adjusted for 
purposes of the preparation and fair presentation of the group financial statements in 
accordance with the applicable financial reporting framework. Evaluating whether the 
financial statements of the component have been appropriately adjusted to conform with 
the financial reporting framework used by the group is based on a depth of understanding 
of the component’s financial statements that ordinarily is not obtained unless the group 
auditor is involved in the audit of the component financial statements. In rare 
circumstances, however, the group engagement partner may conclude that the group 
auditor can reasonably expect to obtain sufficient appropriate audit evidence for purposes 
of evaluating the appropriateness of the adjustments to convert the component’s financial 
statements to the financial reporting framework used by the group without the need to be 
involved in the audit of the component financial statements. 

 
A176. The greater the number of differences or the greater the significance of the differences 

between the criteria used for measurement, recognition, presentation, and disclosure of 
material items in the component’s financial statements under the financial reporting 
framework used by the component and the financial reporting framework used by the 
group, the less similar they are. Financial statements prepared and presented in accordance 
with International Financial Reporting Standards (IFRSs) and International Financial 

https://techlib.deloitteresources.com/?link=content/2_222119%23ad_600.25-222119
https://techlib.deloitteresources.com/?link=content/2_222119%23ad_600.25-222119
https://techlib.deloitteresources.com/?link=content/2_222119%23ad_600_appB-222119
https://techlib.deloitteresources.com/?link=content/2_222119%23ad_600_appB-222119
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Reporting Standards for Small and Medium-Sized Entities, as issued by the International 
Accounting Standards Board, are generally viewed as more similar to financial statements 
prepared and presented in accordance with accounting principles generally accepted in the 
United States of America (GAAP) than financial statements prepared and presented in 
accordance with jurisdiction-specific reporting frameworks or adaptations of IFRSs. In 
most cases, special purpose frameworks set forth in AU-C section 800, Special 
Considerations — Audits of Financial Statements Prepared in Accordance With Special 
Purpose Frameworks, are not similar to GAAP.81  

 
A177. When the component prepares financial statements using a different financial reporting 

framework than that used by the group, additional considerations in determining whether 
it may be appropriate to make reference to the audit of a potential referred-to auditor in the 
auditor’s report on the group financial statements include the following: 
 

• The effectiveness of controls related to financial reporting and the adequacy of the 
consolidation process specifically related to the adjustments to convert the 
component’s financial statements to the financial reporting framework used by the 
group, including the financial reporting competencies of personnel involved in the 
adjustments 

 
• The depth of the group auditor’s understanding of the component and its 

environment, including the complexity of the events and transactions subject to the 
differing financial reporting requirements and the assessed risk of material 
misstatement related to the adjustments 

 
• The extent of the group auditor’s knowledge of the financial reporting framework 

used to prepare the component financial statements 
 
• The group auditor’s ability to obtain information from group or component 

management that is relevant to the adjustments 
 
• The need and ability to seek, as necessary, the assistance of professionals 

possessing specialized skills or knowledge related to the adjustments 
 

Considerations for Governmental Entities  
 
A178. When the applicable financial reporting framework used by the group provides for the 

inclusion of component financial statements that are prepared in accordance with a 
different financial reporting framework, the component financial statements are deemed to 
be in accordance with the applicable financial reporting framework used for the group 
financial statements. For example, both the financial reporting framework established by 
GASB and the financial reporting framework established by the Federal Accounting 
Standards Advisory Board have such provisions. Accordingly, when the provisions 
established by the applicable financial reporting framework for inclusion of those 
component financial statements have been followed, the requirements in paragraphs 0 and 

 
81  Paragraph .06 of AU-C section 700. 
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0c are not relevant. 
 
 
Making Reference to the Audit of a Referred-to Auditor (Ref: par. 0–0) 
 

A179. Reference in the auditor’s report on the group financial statements to the fact that part of 
the audit was conducted by a referred-to auditor is not to be construed as a qualification of 
the opinion but, rather, is intended to communicate (a) that the group auditor was not 
involved in the work of the referred-to auditor, and (b) the source of the audit evidence 
with respect to those components for which reference to the audit of referred-to auditors is 
made.  
 

A180. The disclosure of the magnitude of the portion of the financial statements audited by a 
referred-to auditor may be achieved by stating the dollar amounts or percentages of one or 
more of the following: total assets, total revenues, or other appropriate criteria, whichever 
most clearly describes the portion of the financial statements audited by a referred-to 
auditor. When two or more referred-to auditors are referred to, the dollar amounts or 
percentages covered by the referred-to auditors may be stated in the aggregate.  

 
A181. Exhibit B contains examples of appropriate reporting in the auditor’s report on the group 

financial statements when reference is made to the audit of a referred-to auditor in the 
auditor’s report on the group financial statements.  

 
A182. If there is a modified opinion, emphasis-of-matter paragraph, other-matter paragraph, or 

Going Concern section in the referred-to auditor’s report, but it does not affect the report 
on the group financial statements and the referred-to auditor’s report is not presented, the 
group auditor need not make reference to those paragraphs or that section in the auditor’s 
report on the group financial statements. If the referred-to auditor’s report is presented, the 
group auditor may make reference to those paragraphs or that section and their disposition.  

 
Communications With the Referred-to Auditor (Ref: par. 0–0) 
 
A182A.The communications between the group auditor and referred-to auditor communicate 

regarding the matters in paragraphs 62–63 to support the group engagement partner taking 
overall responsibility for managing and achieving quality on the group audit engagement 
without the group auditor being involved in the work of the referred-to auditor. For 
example, the group auditor communicates identified significant risks of the group financial 
statements to the referred-to auditor so that the referred-to auditor is aware of the relevant 
significant risks as identified by the group auditor and can consider the significant risks in 
their audit. 

 
A183. The form of the communications between the group auditor and referred-to auditors may 

vary and may not necessarily be in writing. However, verbal communications between the 
group auditor and referred-to auditors may be supplemented by written communication, 
such as the group auditor obtaining written representations from the referred-to auditor 
confirming that the referred-to auditor has complied with the ethical requirements that are 
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relevant to the group audit engagement, including independence, or communicating 
matters related to the referred-to auditor’s competence and capabilities.  

 
A184. The referred-to auditor may identify related party relationships or transactions that were 

not previously identified by group management or the group auditor. The group auditor is 
required by paragraph 0b to communicate to any other referred-to auditors those related 
party relationships or transactions if they are relevant to the work of the other referred-to 
auditors.  

 
Considerations Regarding Using Audited Financial Statements of a Noncontrolled Entity 
That is Accounted for by the Equity Method as Audit Evidence (Ref: par. 65A–65C)   
 
A184A. It is a matter of professional judgment, particularly in view of the assessed risks of material 

misstatement of the group financial statements, whether audited financial statements of the 
noncontrolled entity, including and the accompanying audit report, are satisfactory to be 
used as audit evidence regarding the noncontrolled entity’s financial results. Obtaining and 
reading the audited financial statements of the noncontrolled entity that have been audited 
by an investee’s auditor which are satisfactory may be sufficient for the purpose of 
obtaining sufficient appropriate audit evidence regarding the noncontrolled entity’s 
financial results. In making this determination, tThe group auditor may consider the 
following: 

• Tthe noncontrolled entity’s auditor’s (“investee’s auditor”) professional 
competence and independence of the noncontrolled entity’s auditor (“investee’s 
auditor”) 

• Tthe adequacy of the standards under which the investee’s auditor’s report was 
issued 

• Wwhether there is a difference between the financial statement periods of the 
group and the noncontrolled entity, and if so, whether such a difference has or 
could have a material effect on the group financial statements  (, for example, due 
to a difference between the financial statement period ends of the group and the 
noncontrolled entity that is not consistent with the prior period comparative 
statements or due to a significant transaction occurring during the time period 
between the financial statement period ends of the group and  the noncontrolled 
entity)  

 Wwhether the investee’s auditor’s report is as of a date or is for a period that is 
appropriate for the group auditor’s purposes.  

 
A184BC. After obtaining and reading the audited financial statements of the noncontrolled 
entity, the group auditor may conclude that additional audit procedures (see paragraph A184C) 
are necessary to obtain sufficient appropriate audit evidence regarding the noncontrolled entity’s 
financial results through using the audited financial statements, for example, when: 

• tTthere are significant differences in fiscal year-ends between the group financial 
statements and the noncontrolled entity financial statements 

• there are significant differences in auditor’s report dates between the group auditor’s report 
and the investee’s auditor’s report 
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• tTthere are significant differences in accounting principles between the group financial 
statements and the noncontrolled entity financial statements 

• tTthere are changes in ownership of the noncontrolled entity 
• tTthere are changes in conditions affecting the use of the equity method. 
 

A184CB. Obtaining and reading the financial statements of the noncontrolled entity that have 
been audited by an investee’s auditor which are satisfactory may be sufficient for the purpose of 
obtaining sufficient appropriate audit evidence regarding the noncontrolled entity’s financial 
results. In determining whether the audited financial statements and investee’s auditor’s report 
are satisfactory, To obtain sufficient appropriate audit evidence regarding the noncontrolled 
entity’s financial results through using the audited financial statements, the group auditor may 
perform additional procedures such as the following: 

• Eevaluating information regarding the professional reputation and standing of the 
investee’s auditor 

• I;, interacting with the investee’s auditor 
• D;, discussing the audit procedures performed by the investee’s auditorfollowed and the 

results thereof 
• ;, or rReviewing the audit plan and audit documentation of the investee’s auditor 
• R;,.Examples of additional audit procedures that the group auditor may perform are 

eviewing information in group management’s files that relates to the noncontrolled entity, 
such as minutes, budgets, and cash flow information 

• M;,andaking inquiries of group management about the noncontrolled entity’s financial 
results 

• R; or reading available interim financial statements of the noncontrolled entity and making 
inquiries of management of the noncontrolled entity regarding subsequent events or 
transactions of the noncontrolled entity. 

 
 

 

Examples of additional audit procedures that the group auditor may perform are reviewing 
information in group management’s files that relates to the noncontrolled entity, such as 
minutes, budgets, and cash flow information, and making inquiries of group management 
about the noncontrolled entity’s financial results. 

A184D.If in applying the guidance in paragraphs A184A–A184C the group auditor determines 
that the audited financial statements of the noncontrolled entity, including  and the 
accompanying audit report, are not satisfactory or do not provide sufficient appropriate 
audit evidence regarding the noncontrolled entity’s financial results, the group auditor 
applies the requirements in this proposed SAS regarding obtaining sufficient appropriate 
audit evidence regarding the noncontrolled entity’s (i.e., a component’s) financial results, 
without making reference to the audit of the noncontrolled entity’s auditor in the auditor’s 
report on the group financial statements, are applicable.  For example, the requirements for 
the group auditor to determines the nature, timing, and extent of further audit procedures 
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to be performed regarding the noncontrolled entity’s financial information, including 
whether the procedures will be performed by the group auditor or a component auditor, are 
applicable. In this situationFurthermore, if the group auditor involves the group auditor 
applies the requirements in this proposed SAS regarding involving the noncontrolled 
entity’s auditor in the group audit (i.e., in the capacity of a component auditor) in the group 
audit, the requirements related toincluding being involved in the work of the noncontrolled 
entity’s auditor (i.e., in the capacity of a component auditor) are applicable. In this 
situation, the noncontrolled entity’s auditor is considered a component auditor and is a part 
of the engagement team for a group audit. 

 
 
 
Subsequent Events (Ref: par. 0–0) 
 
A185. When component auditors are involved, the group auditor may 
 

• request a component auditor to perform subsequent events procedures to assist the 
group auditor to identify events 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. 

 
• perform procedures to cover the period between the date of communication of 

subsequent events by the component auditor and the date of the auditor’s report on 
the group financial statements, if applicable. 

 
A186. When the group engagement partner determines to make reference to the audit of a 

referred-to auditor in the auditor’s report on the group financial statements, procedures 
designed to identify subsequent events between the date of the referred-to auditor’s report 
and the date of the auditor’s report on the group financial statements may include the 
following: 

• Obtaining an understanding of any procedures that group management has 
established to ensure that such subsequent events are identified  

 
• Requesting the referred-to auditor to update subsequent events procedures to the 

date of the auditor’s report on the group financial statements 

 
• Requesting specific written representations from component management 

regarding subsequent events 

 
• Reading available interim financial information of the component and making 

inquiries of group management 

 
• Reading minutes of meetings of the governing board, or any other administrative 

board with management oversight, held since the financial statement date  
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• Reading the subsequent year’s capital and operating budgets  

 
• Inquiring of group management regarding currently known facts, decisions, or 

conditions that are expected to have a significant effect on financial position or 
results of operations for items that represent subsequent events 

 
A187. In applying AU-C section 330, if the group auditor is unable to obtain sufficient appropriate 

audit evidence, including with regard to subsequent events that require adjustment of, or 
disclosure in, the group financial statements, the auditor is required to express a qualified 
opinion or disclaim an opinion on the financial statements.82  

 
Evaluating the Sufficiency and Appropriateness of Audit Evidence Obtained  
 
Sufficiency and Appropriateness of Audit Evidence (Ref: par. 0) 
 
A188. The audit of group financial statements is a cumulative and iterative process. As the group 

auditor performs planned audit procedures, the audit evidence obtained may cause the 
group auditor to modify the nature, timing, or extent of other planned audit procedures 
because information may come to the group auditor’s attention that differs significantly 
from the information on which the risk assessment was based, for example  
 

• the misstatements identified at a component may need to be considered in relation 
to other components, or  

 
• the group auditor may become aware of access restrictions to information or people 

at a component because of changes in the environment (for example, war, civil 
unrest, or outbreaks of disease). 

 
In such circumstances, the group auditor may need to reevaluate the planned audit 
procedures, based on the revised consideration of assessed risks for all or some of the 
significant classes of transactions, account balances, or disclosures and related relevant 
assertions. 

 
A189. The evaluation required by paragraph 0 assists the group auditor in determining whether 

the overall group audit strategy and group audit plan developed to respond to the assessed 
risks of material misstatement of the group financial statements continues to be appropriate. 
The requirement in AU-C section 33083 for the auditor, irrespective of the assessed risks 
of material misstatement, to design and perform substantive procedures for each relevant 
assertion of each significant class of transactions, account balance, and disclosure also may 
be helpful for purposes of this evaluation in the context of the group financial statements. 

 
 

82  Paragraphs .08–.10 of AU-C section 705, Modifications to the Opinion in the Independent Auditor’s Report, 
address qualified, adverse, and disclaimer of opinions. 

83  Paragraph .18 of AU-C section 330. 
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A190. The group auditor may consider the engagement team’s maintenance of professional 
skepticism when evaluating the sufficiency and appropriateness of audit evidence obtained. 
For example, the group auditor may consider whether matters such as those described in 
paragraph 0 have inappropriately led the engagement team to 
 

• obtain audit evidence that is easier to access without giving appropriate 
consideration to its relevance and reliability, 

 
• obtain less persuasive evidence than is necessary in the circumstances, or  
 
• design and perform audit procedures in a manner that is biased towards obtaining 

evidence that is corroborative or excluding evidence that is contradictory. 
 

A191. AU-C section 220The proposed QM SAS84 requires the engagement partner to determine, 
on or before the date of the auditor’s report, through review of audit documentation and 
discussion with the engagement team, that sufficient appropriate audit evidence has been 
obtained to support the conclusions reached and for the auditor’s report to be issued. 
Information that may be relevant to the group auditor’s evaluation of the audit evidence 
obtained from the work performed by component auditors or through making reference to 
the audit of referred-to auditors in the auditor’s report on the group financial statements 
depends on the facts and circumstances of the group audit, and may include the following: 
 

• Communications from the component auditors required by paragraph 0, including 
the overall findings or conclusions of the component auditors on the work 
performed for purposes of the group audit 

 
• Other communications from the component auditors throughout the group audit, 

including those required by paragraph 0  
 
• The group auditor’s direction and supervision of the component auditors, and 

review of their work, including, as applicable, the group auditor’s review of 
additional component auditor audit documentation in accordance with paragraph 0 

 
• The referred-to auditor’s report on the component’s financial statements, including, 

as applicable, if the opinion of a referred-to auditor is modified or if that report 
includes an emphasis-of-matter paragraph, an other-matter paragraph, or a Going 
Concern section 

 
• Communications from the referred-to auditors required by this proposed SAS  
 

A192. In some circumstances, an overall summary memorandum describing the work performed 
and the results thereof may provide a basis on its own for the group auditor to conclude 
that the work performed and audit evidence obtained by the component auditor is sufficient 
for purposes of the group audit. This may be the case, for example, when the component 

 
84  Paragraph 32 of AU-C section 220the proposed QM SAS.  
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auditor has been requested to perform specific further audit procedures as identified and 
communicated by the group auditor. 

 
Evaluating the Effect on the Group Audit Opinion (Ref: par. 0) 
 
A193. The group engagement partner’s evaluation may include a consideration of whether 

corrected and uncorrected misstatements communicated by component auditors indicate a 
systemic issue (for example, regarding transactions subject to common accounting policies 
or common controls) that may affect other components. 

 
Auditor’s Report  
 
Considerations When Component Auditors Are Involved (Ref: par. 0) 
 
A194. When component auditors are involved in the group audit, no reference is made to the 

component auditor in the auditor’s report on the group financial statements because to do 
so may cause a reader to misinterpret the degree of responsibility of the group auditor. 

 
A195. When the group audit opinion is modified because the group auditor was unable to obtain 

sufficient appropriate audit evidence in relation to the financial information of one or more 
components, the Basis for Qualified Opinion or Basis for Disclaimer of Opinion section in 
the auditor’s report on the group financial statements describes the reasons for that 
inability.  In some circumstances, the group auditor may decide a reference to a component 
auditor or referred-to auditor is necessary to adequately describe the reasons for the 
modified opinion, for example, when the component auditor is unable to perform or 
complete the work requested on the component financial information due to circumstances 
beyond the control of component management. 

 
 
Communication With Group Management and Those Charged With Governance of the 
Group  
 
Communication With Group Management (Ref: par. 0–0) 
 
A196. The group audit may be complex due to the number and nature of the entities and business 

units comprising the group. In addition, as explained in paragraph 0, the group auditor may 
determine that certain entities or business units may be considered together as a component 
for purposes of planning and performing the group audit. Therefore, discussing with group 
management an overview of the planned scope and timing may help in coordinating the 
work performed at components, including when component auditors are involved or 
reference is made to the audit of referred-to auditors in the auditor’s report on the group 
financial statements, and in identifying component management (see paragraph 0). 

 
A197. AU-C section 24085 contains requirements and guidance on the communication of fraud to 

management and, when management may be involved in the fraud, to those charged with 
 

85 Paragraphs .40–.42 of AU-C section 240. 
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governance. 
 
A198. Group management may need to keep certain material sensitive information confidential. 

Examples of matters that may be significant to the financial statements of the component 
of which component management may be unaware include the following: 

 
• Potential litigation 
• Plans for abandonment of material operating assets 
• Subsequent events 
• Significant legal agreements 
 

A199. Group management may inform the group auditor about noncompliance or suspected 
noncompliance with laws or regulations in entities or business units within the group. 
Paragraph A96 provides guidance for the group engagement partner in these 
circumstances. 

 
Communication With Those Charged With Governance of the Group (Ref: par. 0) 
 
A200. The matters the group auditor communicates to those charged with governance of the group 

may include those brought to the attention of the group auditor by component auditors or 
referred-to auditors that the group auditor judges to be significant to the responsibilities of 
those charged with governance of the group. Communication with those charged with 
governance of the group may take place at various times during the group audit. For 
example, the matter referred to in paragraph 0a may be communicated after the group 
auditor has determined the work to be performed on the financial information of the 
components. On the other hand, the matter referred to in paragraph 0b may be 
communicated at the end of the audit, and the matters referred to in paragraph 0c–d may 
be communicated when they occur. 

 
A201. AU-C section 26086 requires the auditor to communicate with those charged with 

governance an overview of the planned scope and timing of the audit. For a group audit, 
this communication helps those charged with governance understand the group auditor’s 
determination of the components at which audit work will be performed, including whether 
certain of the group’s entities or business units will be considered together as a component, 
the planned involvement of component auditors, and the basis for the decision to make 
reference to the audit of a referred-to auditor in the auditor’s report on the group financial 
statements. This communication also helps to enable a mutual understanding of and 
discussion about the group and its environment (see paragraph 0) and areas, if any, in which 
those charged with governance may request the group auditor to undertake additional 
procedures. 

 
Communication of Identified Deficiencies in Internal Control (Ref: par. 0) 
 
A202. The group auditor is responsible for determining, on the basis of the audit work performed, 

 
86 Paragraph .11 of AU-C section 260.  
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whether one or more identified deficiencies, individually or in combination, constitute 
significant deficiencies or material weaknesses.87 The group auditor may request input 
from the component auditor about whether an identified deficiency or combination of 
deficiencies at the component is a significant deficiency or material weakness in internal 
control. 

 
Documentation (Ref: par. 0) 
 
A203. Other AU-C sections contain specific documentation requirements that are intended to 

clarify the application of AU-C section 230 in the particular circumstances of those other 
AU-C sections. The appendix to AU-C section 230 lists other AU-C sections that contain 
specific documentation requirements and guidance. 

 
A204. The audit documentation for the group audit supports the group auditor’s evaluation in 

accordance with paragraph 0 about whether sufficient appropriate audit evidence has been 
obtained on which to base the group audit opinion. Also see paragraph 0. 

 
A205. The audit documentation for the group audit comprises 

 
• the documentation in the group auditor’s file, and 
 

• the separate documentation in the respective component auditor files relating to the work 
performed by the component auditors for purposes of the group audit (that is, component 
auditor audit documentation). XXXX 

 
A206. The final assembly and retention of the audit documentation for a group audit is subject to 

the policies or procedures of the group auditor’s firm in accordance with QM section 
10proposed SQMS No. 1.88 The group auditor may provide specific instructions to 
component auditors regarding the assembly and retention of the documentation of work 
performed by them for purposes of the group audit. 

 
Basis for the Group Auditor’s Determination of Components (Ref: par: 0b) 
 
A207. The basis for the group auditor’s determination of components may be documented in 

various ways, including, for example, documentation related to the fulfillment of the 
requirements in paragraphs 0, 0, and 0a of this proposed SAS.  

 
Basis for the Group Auditor’s Determination of the Competence and Capabilities of Component 
Auditors (Ref: par: 0d) 
 
A208. QM section 10Proposed SQMS No. 189 provides guidance on matters that the firm’s 

policies or procedures may address regarding the competence and capabilities of the 
engagement team members. Such policies or procedures may describe or provide guidance 

 
87  Paragraph .09 of AU-C section 265. 
88  Paragraphs 32f and A87–A89 of QM section 10proposed SQMS No. 1. 
89  Paragraph A100 of QM section 10 proposed SQMS No. 1. 
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about how to document the determination of the competence and capabilities of the 
engagement team, including component auditors. For example, the confirmation obtained 
from the component auditor in accordance with paragraph 0 may include information about 
the component auditor’s relevant industry experience. The group auditor also may ask for 
confirmation that the component auditor has sufficient time to perform the assigned audit 
procedures (see paragraph A71). 

 
Documentation of the Direction and Supervision of Component Auditors and the Review of Their 
Work (Ref: Par. 0f) 
 
A209. As described in paragraph 0, the approach to direction, supervision, and review in a group 

audit will be tailored by the group auditor based on the facts and circumstances of the 
engagement and will generally include a combination of addressing the group auditor’s 
firm policies or procedures and responses specific to the group audit. Such policies or 
procedures may also describe or provide guidance about the documentation of the group 
auditor’s direction and supervision of the engagement team and the review of their work.  

 
A210. AU-C section 30090 requires the auditor to develop an audit plan that includes a description 

of the nature, timing, and extent of the planned direction and supervision of engagement 
team members and the review of their work. When component auditors are involved, the 
extent of such descriptions will often vary by component, recognizing that the planned 
nature, timing, and extent of direction and supervision of component auditors, and review 
of their work, may be influenced by the matters described in paragraph 0. 

 
A211. The group auditor’s documentation of the direction and supervision of component auditors 

and the review of their work may include, for example, the following: 
 

• Required communications with component auditors, including any instructions 
issued and other confirmations required by this proposed SAS. 

 
• The rationale for the selection of visits to component auditor sites, attendees at 

meetings, and the nature of the matters discussed. 
 
• Matters discussed in meetings with component auditors or component 

management. 
 
• The rationale for the group auditor’s determination of component auditor audit 

documentation selected for review. 
 
• Changes in the planned nature and extent of involvement with component auditors 

and the reasons why. This may include circumstances in which the group auditor 
modified the nature, timing, or extent of the direction and supervision of the 
component auditors, and the review of their work, in areas of the audit that are more 
complex or subjective than initially anticipated. 

 
90  Paragraph .09 of AU-C section 300. 
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A212. Paragraph 0 requires the group auditor to determine whether, and the extent to which it is 

necessary, to review additional component auditor audit documentation. Paragraphs 0–0 
provide guidance for the group auditor in making this determination. 

 
A213. Component auditor audit documentation ordinarily need not be replicated in the group 

auditor’s audit file. However, the group auditor may decide to summarize, replicate, or 
retain copies of certain component auditor documentation in the group auditor’s audit file 
to supplement the description of a particular matter in communications from the component 
auditor, including the matters required to be communicated by this proposed SAS. 
Examples of such component auditor documentation may include 
 

• a listing or summary of the significant judgments made by the component auditor, 
and the conclusions reached thereon, that are relevant to the group audit,  

 
• matters that may need to be communicated to those charged with governance of the 

group, or 
 
• matters that may be determined to be key audit matters to be communicated in the 

auditor’s report on the group financial statements, when engaged to do so. 
 

A214. When required by law or regulation, certain component auditor documentation may need 
to be included in the group auditor’s audit file, for example, to respond to the request of a 
regulatory authority to review documentation related to work performed by a component 
auditor.  
 

A215. Policies or procedures established by the firm in accordance with the firm’s system of 
quality management, or resources provided by the firm or a network, may assist the group 
auditor in documenting the direction and supervision of component auditors and the review 
of their work. For example, an electronic audit tool may be used to facilitate 
communications between the group auditor and component auditors. The electronic audit 
tool also may be used for audit documentation, including providing information about the 
reviewers and the dates and extent of their review. 

 
Additional Considerations When Access to Component Auditor Audit Documentation Is Restricted 
(Ref: par. 59) 
 
A216. Audit documentation for a group audit may present some additional complexities or 

challenges in certain circumstances. This may be the case, for example, when law or 
regulation restrict the component auditor from providing documentation outside of its 
jurisdiction, or when war, civil unrest, or outbreaks of disease restrict access to relevant 
component auditor audit documentation. 

 
A217. The group auditor may be able to overcome such restrictions by, for example 
 

• visiting the location of the component auditor, or meeting with the component 



Agenda Item 2A – Group Audits – Marked Draft of the Exposure Draft 

Page 87 of 148 
 

auditor in a location different from where the component auditor is located, to 
review the component auditor’s audit documentation; 

 
• reviewing the relevant audit documentation remotely through the use of 

technology, when not prohibited by law or regulation; 
 
• requesting the component auditor to prepare and provide a memorandum that 

addresses the relevant information and holding discussions with the component 
auditor, if necessary, to discuss the contents of the memorandum; or 

 
• discussing with the component auditor the procedures performed, the evidence 

obtained, and the conclusions reached by the component auditor. 
 

It is a matter of professional judgment whether one or more of the preceding actions may 
be sufficient to overcome the restrictions depending on the facts and circumstances of the 
group audit.  

 
A218. When access to component auditor audit documentation is restricted, the group auditor’s 

documentation nonetheless needs to comply with the requirements of GAAS, including 
those relating to the documentation of the nature, timing, and extent of the group auditor’s 
direction and supervision of component auditors and the review of their work. The 
guidance in paragraphs 0–0 may be helpful in determining the extent of the group auditor’s 
review of the component auditor audit documentation in these circumstances. Paragraphs 
0 and 0 provide examples of circumstances in which certain component auditor audit 
documentation may be included in the group auditor’s audit file.  

 
A219. If the group auditor is unable to overcome restrictions on access to the component auditor 

audit documentation, the group auditor may need to consider whether a scope limitation 
exists that may require a modification to the opinion on the group financial statements. See 
paragraph 0. 



Agenda Item 2A – Group Audits – Marked Draft of the Exposure Draft 

Page 88 of 148 
 

A220.  
 
Exhibit A — Relevancy of Requirements in Various Group Audit Scenarios (Ref: par.0 0a, 
A125, 0) 
 
The requirements of this proposed Statement on Auditing Standards (SAS) are intended to be 
applied in the context of the nature and circumstances of each group audit. The following are 
various scenarios related to how a group audit may be carried out. Depending on the 
involvement of component auditors or whether reference is made to the audit of a referred-to 
auditor in the auditor’s report on the group financial statements, certain requirements in this 
proposed SAS may not be relevant due to their conditionality. The following table provides 
examples of the requirements in this proposed SAS that are relevant for various group audit 
scenarios.  

Regardless of the scenario, as required by paragraph .21 of AU-C section 200, Overall 
Objectives of the Independent Auditor and the Conduct of an Audit in Accordance With 
Generally Accepted Auditing Standards, the group auditor is required to have an 
understanding of the entire text of this proposed SAS, including its application and other 
explanatory material, to understand its objectives and apply its requirements properly. 
Paragraphs 1-17 of this proposed SAS, which include the introduction, objectives, and 
definitions, are applicable for all scenarios below. 

 

Group Audit Scenario Relevant Requirements 

Scenario 1 – Group Auditor 
The group audit is carried out entirely by 
the group auditor.  

• Paragraphs 18–24 
• Paragraph 32 
• Paragraphs 35 

• Paragraph –37 
• Paragraphs 39–42 
• Paragraphs 65A– 66 
• Paragraphs 68–69 
• Paragraphs 71–72 
• Paragraphs 74–76 

 

Scenario 2 – Group Auditor and 
Component Auditors 
Component auditors are involved in the 
group audit.  

• Paragraphs 18–50 
• Paragraphs 66–76 

Scenario 3 – Group Auditor and 
Referred-to Auditors 
The group auditor makes reference to the 
audit of a referred-to auditor in the 
auditor’s report on the group financial 

• Paragraphs 18–24 
• Paragraph 32 
• Paragraphs 35 
• Paragraph –37 
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Group Audit Scenario Relevant Requirements 

statements (component auditors are not 
involved). 

• Paragraphs 39–42 
• Paragraphs 51–66 
• Paragraphs 68–69 
• Paragraphs 71–76 

 

Scenario 4 – Group Auditor, Component 
Auditors, and Referred-to Auditor 
Component auditors are involved in the 
group audit, and the group auditor makes 
reference to the audit of a referred-to 
auditor in the auditor’s report on the group 
financial statements. 

• Paragraphs 18–76 
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A221.  
 
Exhibit B — Illustrative Auditor’s Reports on Group Financial Statements (Ref: par. 0) 
 
Illustration 1: Independent Auditor’s Report With a Qualified Opinion When the Group 
Auditor Is Not Able to Obtain Sufficient Appropriate Audit Evidence on Which to Base 
the Group Auditor’s Opinion 
 
Circumstances include the following: 

 
• Audit of a complete set of consolidated general purpose financial statements.  

 
• Management is responsible for the preparation of the consolidated financial statements in 

accordance with accounting principles generally accepted in the United States of America 
as promulgated by FASB. 
 

• The terms of the audit engagement reflect the description of management’s 
responsibility for the consolidated financial statements in AU-C section 210, Terms of 
Engagement. 
 

• The group auditor is unable to obtain sufficient appropriate audit evidence relating to a 
component accounted for by the equity method because the group auditor was unable 
to obtain the audited financial statements of the  component as of December 31, 20X1 
and 20X0, including the auditor's report thereon. In this example, the auditor of the 
group financial statements is not making reference to the report of a referred-to auditor. 
In the auditor’s professional judgment, the effect on the group financial statements of 
this inability to obtain sufficient appropriate audit evidence is material but not 
pervasive. Accordingly, the auditor’s report contains a qualified opinion.  
 

• Based on the audit evidence obtained, the auditor has concluded that there are no 
conditions or events considered in the aggregate that raise substantial doubt about the 
entity’s ability to continue as a going concern for a reasonable period of time in 
accordance with AU-C section 570, The Auditor’s Consideration of an Entity’s Ability 
to Continue as a Going Concern. 
 

• The auditor has not been engaged to communicate key audit matters in accordance with 
AU-C section 701, Communicating Key Audit Matters in the Independent Auditor’s 
Report. 
 

• The auditor has obtained all the other information prior to the date of the auditor's 
report, and the qualified opinion on the consolidated financial statements also affects 
the other information included in the annual report. 
 
 

Independent Auditor’s Report 
 

[Appropriate Addressee] 
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Report on the Audit of the Consolidated Financial Statements1 
 
Qualified Opinion 
We have audited the consolidated financial statements of ABC Company and its subsidiaries 
(the “Company”Group or “ABC Company”), which comprise the consolidated balance 
sheetsstatement of financial position as of December 31, 20X1 and 20X0, and the related 
consolidated statements of income, comprehensive income, consolidated statement of changes 
in stockholders’ equity, and consolidated statement of cash flows for the years then ended, and 
the related notes to the consolidated financial statements. 
 
In our opinion, except for the possible effects of the matter described in the Basis for Qualified 
Opinion section of our report, the accompanying consolidated financial statements present 
fairly, in all material respects, the consolidated financial position of the CompanyGroup as of 
December 31, 20X1 and 20X0, and the results of its operations and its (of) its consolidated 
financial performance and its consolidated cash flows for the years then ended in accordance 
with accounting principles generally accepted in the United States of America. 
 
Basis for Qualified Opinion 
We were unable to obtain audited financial statements supporting the Company's investment 
in a foreign affiliate stated at $ and $  at December 31, 20X1 and 20X0, respectively, or 
its equity in earnings of that affiliate of $ and $ , which is included in net income for the 
years then  ended as described in Note X to the consolidated financial statements; nor were we 
able to satisfy ourselves as to the carrying value of the investment in the foreign affiliate or the 
equity in its earnings by other auditing procedures.  
 
We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America (GAAS). Our responsibilities under those standards are further described in 
the Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements section 
of our report. We are required to be independent of ABC Company and its subsidiaries and to 
meet our other ethical responsibilities in accordance with the relevant ethical requirements 
relating to our audits. We believe that the audit evidence we have obtained is sufficient and 
appropriate to provide a basis for our qualified audit opinion. 
 
Responsibilities of Management for the Financial Statements 
Management is responsible for the preparation and fair presentation of the consolidated 
financial statements in accordance with accounting principles generally accepted in the United 
States of America, and for the design, implementation, and maintenance of internal control 
relevant to the preparation and fair presentation of consolidated financial statements that are 
free from material misstatement, whether due to fraud or error. 
 
In preparing the consolidated financial statements, management is required to evaluate whether 
there are conditions or events, considered in the aggregate, that raise substantial doubt about 
ABC Company's ability to continue as a going concern for [insert the time period set by the 
applicable financial reporting framework]. 
 
Auditor’s Responsibilities for the Audit of the Financial Statements 
Our objectives are to obtain reasonable assurance about whether the consolidated financial 
statements as a whole are free from material misstatement, whether due to fraud or error, and 

 
1 The subtitle, “Report on the Audit of the Consolidated Financial Statements,” is unnecessary in circumstances 

when the second subtitle, “Report on Other Legal and Regulatory Requirements,” is not applicable. 
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to issue an auditor's report that includes our opinion. Reasonable assurance is a high level of 
assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted 
in accordance with GAAS will always detect a material misstatement when it exists. The risk 
of not detecting a material misstatement resulting from fraud is higher than for one resulting 
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, 
or the override of internal control. Misstatements are considered material if there is a substantial 
likelihood that, individually or in the aggregate, they would influence the judgment made by a 
reasonable user based on the consolidated financial statements. 
 
In performing an audit in accordance with GAAS, we: 
 

• Exercise professional judgment and maintain professional skepticism throughout the 
audit. 

• Identify and assess the risks of material misstatement of the consolidated financial 
statements, whether due to fraud or error, and design and perform audit procedures 
responsive to those risks. Such procedures include examining, on a test basis, 
evidence regarding the amounts and disclosures in the consolidated financial 
statements.  

• Obtain an understanding of internal control relevant to the audit 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 ABC Company's internal control. 
Accordingly, no such opinion is expressed.2  

• Evaluate the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluate the overall 
presentation of the consolidated financial statements. 

• Conclude whether, in our judgment, there are conditions or events, considered in the 
aggregate, that raise substantial doubt about ABC Company's ability to continue as a 
going concern for a reasonable period of time. 

 
We are required to communicate with those charged with governance regarding, among other 
matters, the planned scope and timing of the audit, significant audit findings, and certain 
internal control–related matters that we identified      during the audit. 
 
Other Information [or another title, if appropriate, such as "Information Other Than the 
Financial Statements and Auditor's Report Thereon"] 
 
[Reporting in accordance with the reporting requirements in AU-C section 720, The Auditor's 
Responsibilities Relating to Other Information Included in Annual Reports, for when there is 
a qualified opinion due to limitation of scope.] 
 
Report on Other Legal and Regulatory Requirements 
[The form and content of this section of the auditor's report would vary depending on the nature 
of the auditor's other reporting responsibilities.] 
 

 
2  In circumstances in which 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, omit the following: "but 
not for the purpose of expressing an opinion on the effectiveness of ABC Company's internal control. 
Accordingly, no such opinion is expressed." 
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[Signature of auditor’s firm] 
[City and state where the auditor’s report is issued] 
[Date of the auditor’s report] 
 
 
 
Illustration 2: A Report in Which the Auditor of the Group Financial Statements Is 
Making Reference to the Audit of the Financial Statements of a Component Prepared 
Using the Same Financial Reporting Framework as That Used for the Group 
Financial Statements and Performed by a Referred-to Auditor in Accordance With 
Generally Accepted Auditing Standards 
 

Circumstances include the following: 

• Audit of a complete set of consolidated general purpose financial statements 
(comparative). 

• Management is responsible for the preparation of the consolidated financial 
statements in accordance with accounting principles generally accepted in the United 
States of America as promulgated by FASB. 

• The terms of the audit engagement reflect the description of management's 
responsibility for the financial statements in AU-C section 210, Terms of 
Engagement. 

• The auditor of the group financial statements is making reference to the audit of the 
financial statements of a component prepared using the same financial reporting 
framework as that used for the group financial statements and performed by a 
referred-to auditor in accordance with generally accepted auditing standards 
(GAAS). 

• The auditor has concluded that an unmodified (that is, "clean") opinion is appropriate 
based on the audit evidence obtained. 

• Based on the audit evidence obtained, the auditor has concluded that there are no 
conditions or events, considered in the aggregate, that raise substantial doubt about 
the entity's ability to continue as a going concern for a reasonable period of time in 
accordance with AU-C section 570, The Auditor's Consideration of an Entity's Ability 
to Continue as a Going Concern. 

• The auditor has obtained all the other information prior to the date of the auditor's 
report and has not identified an uncorrected material misstatement of the other 
information included in the annual report. 

• The auditor has not been engaged to communicate key audit matters. 

 
Independent Auditor's Report 

 
[Appropriate Addressee] 
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Report on the Consolidated Financial Statements1 
 
Opinion 
We have audited the consolidated financial statements of ABC Company and its subsidiaries 
(the “Company” or “ABC Company”), which comprise the consolidated balance sheets as of 
December 31, 20X1 and 20X0, and the related consolidated statements of income, changes 
in stockholders' equity, and cash flows for the years then ended, and the related   notes to the 
consolidated financial statements. 
 
In our opinion, based on our audits and the report of the other auditors, the accompanying 
consolidated financial statements present fairly, in all material respects, the financial position 
of theABC Company and its subsidiaries as of December 31, 20X1 and 20X0, and the results 
of itstheir operations and itstheir cash flows for the years then ended in accordance with 
accounting principles generally accepted in the United States of America. 
 
We did not audit the financial statements of B Company, a wholly owned subsidiary, whose 
statements reflect total assets constituting 20 percent and 22 percent, respectively, of 
consolidated total assets at December 31, 20X1 and 20X0, and total revenues constituting 18 
percent and 20 percent, respectively, of consolidated total revenues for the years then ended. 
Those statements were audited by other auditors, whose report has been furnished to us, and 
our opinion, insofar as it relates to the amounts included for B Company, is based solely on the 
report of the other auditors. 

 
Basis for Opinion 
We conducted our audits in accordance with auditing standards generally accepted in the 
United States of America (GAAS). Our responsibilities under those standards are further 
described in the Auditor's Responsibilities for the Audit of the Financial Statements section of 
our report. We are required to be independent of ABC Company and to meet our other ethical 
responsibilities, in accordance with the relevant ethical requirements relating to our audits. We 
believe that the audit evidence we have obtained is sufficient and appropriate   to provide a basis 
for our audit opinion. 
 
Responsibilities of Management for the Financial Statements 
Management is responsible for the preparation and fair presentation of the consolidated 
financial statements in accordance with accounting principles generally accepted in the United 
States of America, and for the design, implementation, and maintenance of internal control 
relevant to the preparation and fair presentation of consolidated financial statements that are 
free from material misstatement, whether due to fraud or error. 
 
In preparing the consolidated financial statements, management is required to evaluate whether 
there are conditions or events, considered in the aggregate, that raise substantial doubt about 
ABC Company's ability to continue as a going concern for [insert the time period set by the 
applicable financial reporting framework]. 
 
Auditor’s Responsibilities for the Audit of the Financial Statements 
Our objectives are to obtain reasonable assurance about whether the consolidated financial 
statements as a whole are free from material misstatement, whether due to fraud or error, and 
to issue an auditor's report that includes our opinion. Reasonable assurance is a high level of 

 
1   The subtitle, "Report on the Consolidated Financial Statements," is unnecessary in circumstances in 

which the second subtitle, "Report on Other Legal and Regulatory Requirements," is not applicable. 
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assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted 
in accordance with GAAS will always detect a material misstatement when it exists. The risk 
of not detecting a material misstatement resulting from fraud is   higher than for one resulting 
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, 
or the override of internal control.  Misstatements are considered material if there is a substantial 
likelihood that, individually or in the aggregate, they would influence the judgment made by a 
reasonable user based on the consolidated financial statements. 

 
In performing an audit in accordance with GAAS, we: 

• Exercise professional judgment and maintain professional skepticism throughout the 
audit. 

• Identify and assess the risks of material misstatement of the consolidated financial 
statements, whether due to fraud or error, and design and perform audit procedures 
responsive to those risks. Such procedures include examining, on a test basis, 
evidence regarding the amounts and disclosures in the consolidated financial 
statements. 

• Obtain an understanding of internal control relevant to the audit   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 ABC Company's internal control. 
Accordingly, no such opinion is expressed.2  

• Evaluate the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluate the overall 
presentation of the consolidated financial statements. 

• Conclude whether, in our judgment, there are conditions or events, considered in the 
aggregate, that raise substantial doubt about ABC Company's ability to continue as a 
going concern for a reasonable period of time. 

 
We are required to communicate with those charged with governance regarding, among other 
matters, the planned scope and timing of the audit, significant audit findings, and certain internal 
control–related matters that we identified   during the audit. 
 
Other Information [or another title, if appropriate, such as "Information Other Than the 
Financial Statements and Auditor's Report Thereon"] 
 
[Reporting in accordance with the reporting requirements in AU-C section 720, The Auditor's 
Responsibilities Relating to Other Information Included in Annual Reports.] 
 
Report on Other Legal and Regulatory Requirements 
[The form and content of this section of the auditor's report would vary depending on the nature 
of the auditor's other reporting responsibilities.] 
 
[Signature of auditor's firm] 

 
2    In circumstances in which 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, omit the following: "but 
not for the purpose of expressing an opinion on the effectiveness of ABC Company's internal control. 
Accordingly, no such opinion is expressed." 
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[City and state where the auditor's report is issued] 
 [Date of the auditor's report]
 
 
Illustration 3: A Report in Which the Auditor of the Group Financial Statements Is 
Making Reference to the Audit of the Financial Statements of a Component Prepared 
Using a Different Financial Reporting Framework From That Used for the Group 
Financial Statements and Performed by a Referred-to Auditor in Accordance With 
GAAS 

 
Circumstances are the same as in illustration 2, except in this example, the auditor of the group 
financial statements is making reference to the audit of the financial statements of a component 
prepared using a different financial reporting framework than that used for the group financial 
statements and performed by a referred-to auditor in accordance with GAAS. 
 
Independent Auditor's Report 
[Appropriate Addressee] 
 
Report on the Consolidated Financial Statements1 
 
Opinion 
We have audited the consolidated financial statements of ABC Company and its subsidiaries 
(the “Company” or “ABC Company”), which comprise the consolidated balance sheets as of 
December 31, 20X1 and 20X0, and the related consolidated statements of income, changes 
in stockholders' equity, and cash flows for the years then ended, and the related notes to the 
consolidated financial statements. 
 
In our opinion, based on our audits and the report of the other auditors, the accompanying 
consolidated financial statements present fairly, in all material   respects, the financial position 
of theABC Company and its subsidiaries as of December 31, 20X1 and 20X0, and the results 
of their its operations and their its cash flows for the years then ended in accordance with 
accounting principles generally accepted in the United States of America. 
 
We did not audit the financial statements of B Company, a wholly owned subsidiary, whose 
statements reflect total assets constituting 20 percent and 22 percent, respectively, of 
consolidated total assets at December 31, 20X1 and 20X0, and total revenues constituting 18 
percent and 20 percent, respectively, of consolidated total revenues for the years then ended. 
Those statements, which   were prepared in accordance with International Financial Reporting 
Standards as issued by the International Accounting Standards Board, were audited by other 
auditors, whose report has been furnished to us. We have applied audit procedures on the 
conversion adjustments to the financial statements of B Company, which conform those 
financial statements to accounting principles generally accepted in the United States of 
America. Our opinion, insofar as it   relates to the amounts included for B Company, prior to 
these conversion adjustments, is based solely on the report of the other auditors. 
 
Basis for Opinion 
We conducted our audits in accordance with auditing standards generally accepted in the 

 
1   The subtitle, "Report on the Consolidated Financial Statements," is unnecessary in circumstances 

in which the second subtitle, "Report on Other Legal and Regulatory Requirements," is not 
applicable. 
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United States of America (GAAS). Our responsibilities under those standards are further 
described in the Auditor's Responsibilities for Audit of the Financial Statements section of our 
report. We are required to be independent of ABC Company and to meet our other ethical 
responsibilities, in accordance with the relevant ethical requirements relating to our audit. We 
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 
 

Responsibilities of Management for the Financial Statements 
Management is responsible for the preparation and fair presentation of the consolidated 
financial statements in accordance with accounting principles generally accepted in the United 
States of America, and for the design, implementation, and maintenance of internal control 
relevant to the preparation and fair   presentation of consolidated financial statements that are 
free from material misstatement, whether due to fraud or error. 
 
In preparing the consolidated financial statements, management is required to evaluate whether 
there are conditions or events, considered in the aggregate, that raise substantial doubt about 
ABC Company's ability to continue as a going concern for [insert the time period set by the 
applicable financial reporting    framework]. 
 
Auditor’s Responsibilities for the Audit of the Financial Statements 
Our objectives are to obtain reasonable assurance about whether the consolidated financial 
statements as a whole are free from material misstatement, whether due to fraud or error, and 
to issue an auditor's report that includes our opinion. Reasonable assurance is a high level of 
assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted 
in accordance with GAAS will always detect a material misstatement when it exists. The risk 
of not detecting a material misstatement resulting from fraud is higher than for one resulting 
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, 
or the override of internal control. Misstatements are considered material if there is a substantial 
likelihood that, individually or in the aggregate, they would influence the judgment made by a 
reasonable user based on the consolidated financial statements. 
 
In performing an audit in accordance with GAAS, we: 

• Exercise professional judgment and maintain professional skepticism throughout the 
audit. 

• Identify and assess the risks of material misstatement of the consolidated financial 
statements, whether due to fraud or error, and design and perform audit procedures 
responsive to those risks. Such procedures include examining, on a test basis, 
evidence regarding the amounts and disclosures in the consolidated financial 
statements. 

• Obtain an understanding of internal control relevant to the audit 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 ABC Company's internal control. 
Accordingly, no such opinion is expressed.2 

 
2 In circumstances in which 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, omit the following: "but 
not for the purpose of expressing an opinion on the effectiveness of ABC Company's internal control. 
Accordingly, no such opinion is expressed." 
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• Evaluate the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluate the overall 
presentation of the consolidated financial statements. 

 
• Conclude whether, in our judgment, there are conditions or events, considered in the 

aggregate, that raise substantial doubt about ABC Company's ability to continue as a 
going concern for a reasonable period of time. 

 
We are required to communicate with those charged with governance regarding, among other 
matters, the planned scope and timing of the audit, significant audit findings, and certain 
internal control–related matters that we identified during the audit. 
 
Other Information [or another title, if appropriate, such as "Information Other Than the 
Financial Statements and Auditor's Report Thereon"] 
 
[Reporting in accordance with the reporting requirements in section AU-C section 720, The 
Auditor's Responsibilities Relating to Other Information Included in Annual Reports.] 
 
Report on Other Legal and Regulatory Requirements 
[The form and content of this section of the auditor's report would vary depending on the nature 
of the auditor's other reporting responsibilities.] 

 

[Signature of auditor's firm] 
[City and state where the auditor's report is issued]  
[Date of the auditor's report] 
 
 
 
Illustration 4: A Report in Which the Auditor of the Group Financial Statements Is 
Making Reference to the Audit of the Financial Statements of a Component Prepared 
Using the Same Financial Reporting Framework as That Used for the Group 
Financial Statements and Performed by a Referred-to Auditor in Accordance With 
Auditing Standards Other Than GAAS 
 

Circumstances are the same as in illustration 2, except in this example, the auditor of the group 
financial statements is making reference to the audit of the financial statements of a component 
prepared using the same financial reporting framework as that used for the group financial 
statements and performed by a   referred-to auditor in accordance with auditing standards other 
than GAAS or standards promulgated by the PCAOB. The group engagement partner has 
determined that the referred-to auditor performed additional audit procedures to meet the 
relevant requirements of GAAS. If additional procedures were not necessary for the audit of 
the referred-to auditor to meet the relevant requirements of GAAS, illustration 2 is applicable. 

 

Independent Auditor's Report 

 

[Appropriate Addressee] 
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Report on the Consolidated Financial Statements1 
 
Opinion 
We have audited the consolidated financial statements of ABC Company and its subsidiaries 
(the “Company” or “ABC Company”), which comprise the consolidated balance sheets as of 
December 31, 20X1 and 20X0, and the related consolidated statements of income, changes   in 
stockholders' equity, and cash flows for the years then ended, and the related notes to the 
consolidated financial statements. 
 
In our opinion, based on our audits and the report of and additional audit procedures performed 
by the other auditors, the accompanying consolidated financial statements present fairly, in all 
material respects, the financial position of theABC Company and its subsidiaries as of 
December 31, 20X1 and 20X0, and the results of itstheir operations and itstheir cash flows for 
the years then ended in accordance with accounting principles generally accepted in the United 
States of America. 
 
We did not audit the financial statements of B Company, a wholly owned subsidiary, whose 
statements reflect total assets constituting 20 percent and 22 percent, respectively, of 
consolidated total assets at December 31, 20X1 and 20X0, and total revenues constituting 18 
percent and 20 percent, respectively, of consolidated total revenues for the years then ended. 
Those statements were audited by other auditors in accordance with [describe the set of auditing 
standards], whose report has been furnished to us, and our opinion, insofar as it relates to the 
amounts included for B Company, is based solely on the report of and additional audit 
procedures to meet the relevant requirements of auditing   standards generally accepted in the 
United States of America performed by the other auditors. 
 
Basis for Opinion 
We conducted our audits in accordance with auditing standards generally accepted in the 
United States of America (GAAS). Our responsibilities under those standards are further 
described in the Auditor's Responsibilities for the Audit of the Financial Statements section of 
our report. We are required to be independent of ABC Company and to meet our other ethical 
responsibilities, in accordance with the relevant ethical requirements relating to our audits. We 
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 

 
Responsibilities of Management for the Financial Statements 
Management is responsible for the preparation and fair presentation of these consolidated 
financial statements in accordance with accounting principles generally accepted in the United 
States of America, and for the design, implementation, and maintenance of internal control 
relevant to the preparation and fair presentation of consolidated financial statements that are 
free from material misstatement, whether due to fraud or error. In preparing the consolidated 
financial statements, management is required to evaluate whether there are conditions or 
events, considered in the aggregate, that raise substantial doubt about ABC Company's ability 
to continue as a going concern for [insert the time period set by the applicable financial 
reporting framework]. 

 
1   The subtitle, "Report on the Consolidated Financial Statements," is unnecessary in circumstances 

in which the second subtitle, "Report on Other Legal and Regulatory Requirements," is not 
applicable.  
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Auditor’s Responsibilities for the Audit of the Financial Statements 
Our objectives are to obtain reasonable assurance about whether the consolidated financial 
statements as a whole are free from material misstatement, whether due to fraud or error, and 
to issue an auditor's report that includes our opinion. Reasonable assurance is a high level of 
assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted 
in accordance with GAAS will always detect a material misstatement when it exists. The risk 
of not detecting a material misstatement resulting from fraud is higher than for one resulting 
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, 
or the override of internal control. Misstatements are considered material if there is a substantial 
likelihood that, individually or in the aggregate, they would influence the judgment made by a 
reasonable user based on the consolidated financial statements. 
 
In performing an audit in accordance with GAAS, we: 

• Exercise professional judgment and maintain professional skepticism throughout the 
audit. 

• Identify and assess the risks of material misstatement of the consolidated financial 
statements, whether due to fraud or error, and design and perform audit procedures 
responsive to those risks. Such procedures include examining, on a test basis, 
evidence regarding the amounts and disclosures in the consolidated financial 
statements. 

• Obtain an understanding of internal control relevant to the audit 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 ABC Company's internal control. 
Accordingly, no such opinion is expressed.2 

• Evaluate the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluate the 
overall presentation of the consolidated financial statements. 

• Conclude whether, in our judgment, there are conditions or events, considered in the 
aggregate, that raise substantial doubt about ABC Company's ability to continue as a 
going concern for a reasonable period of time. 

 
We are required to communicate with those charged with governance regarding, among other 
matters, the planned scope and timing of the audit, significant audit findings, and certain 
internal control–related matters that we identified during the audit. 

 
Other Information [or another title, if appropriate, such as "Information Other Than the 
Financial Statements and Auditor's Report Thereon"] 
 
[Reporting in accordance with the reporting requirements in AU-C section 720, The Auditor's 

 
2  In circumstances in which 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, omit the following: 
"but not for the purpose of expressing an opinion on the effectiveness of ABC Company's internal control. 
Accordingly, no such opinion is expressed."  
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Responsibilities Relating to Other Information Included in Annual Reports.] 

 
Report on Other Legal and Regulatory Requirements 
[The form and content of this section of the auditor's report would vary depending on the 
nature of the auditor's other reporting responsibilities.] 

 

[Signature of auditor's firm] 

[City and state where the auditor's report is issued]  

[Date of the auditor's report] 
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A222.  
 
Appendix A — Understanding the Group’s System of Internal Control (Ref: par. 0) 
1. This appendix provides examples of matters related to internal control that may be helpful 

in obtaining an understanding of the system of internal control in the context of a group 
environment and expands on how AU-C section 315, Understanding the Entity and Its 
Environment and Assessing the Risks of Material Misstatement,99 is to be applied in relation 
to an audit of group financial statements. The examples may not be relevant to every group 
audit engagement, and the list of examples is not necessarily complete. 

Control Environment 
2. The group auditor’s understanding of the control environment may include matters such as 

the following: 
• The structure of the governance and management functions across the group, and 

group management’s oversight responsibilities, including arrangements for 
assigning authority and responsibility to management of entities or business units 
in the group 

• How oversight over the group’s system of internal control by those charged with 
governance is structured and organized 

• How ethical and behavioral standards are communicated and reinforced in practice 
across the group (for example, group-wide programs, such as codes of conduct and 
fraud prevention programs) 

• The consistency of policies and procedures across the group, including a group 
financial reporting procedures manual 

The Group’s Risk Assessment Process 

3. The group auditor’s understanding of the group’s risk assessment process may include 
matters such as 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. It may also include an 
understanding of how sophisticated the group’s risk assessment process is and the 
involvement of entities and business units in this process.  

The Group’s Process to Monitor the System of Internal Control 

4. The group auditor’s understanding of the group’s process to monitor the system of internal 
control may include matters such as monitoring of controls, including how the controls are 
monitored across the group and, when relevant, activities of the internal audit function across 
the group. The group’s internal audit function, including its nature, responsibilities, and 
activities in respect of monitoring of controls at entities or business units in the group. AU-
C section 610, Using the Work of Internal Auditors,100 requires the auditor to evaluate the 

 
99 Appendix C of AU-C section 315, Understanding the Entity and Its Environment and Assessing the Risks of 

Material Misstatement. 
100 Paragraph .13 of AU-C section 610, Using the Work of Internal Auditors. 
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extent to which the internal audit function’s organizational status and relevant policies and 
procedures support the objectivity of internal auditors, the level of competence of the internal 
audit function, and whether the internal audit function applies a systematic and disciplined 
approach, including quality control. 

The Information System and Communication 
5. The group auditor’s understanding of the group’s information system and communication 

may include matters such as the following: 
• The extent of centralization in the group’s IT environment and the commonality of IT 

applications, IT processes, and IT infrastructure 
• Group management’s monitoring of operations and the financial results of entities or 

business units in the group, including regular reporting routines, which enables group 
management to monitor performance against budgets and to take appropriate action 

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

• A process for monitoring the timeliness and evaluating the accuracy and completeness 
of financial information received from entities or business units in the group 

Consolidation Process 
6. The group auditor’s understanding of the consolidation process may include matters such as 

the following: 

Matters Rrelating to the Aapplicable Ffinancial Rreporting Fframework: 

• The extent to which management of entities or business units in the group have an 
understanding of the applicable financial reporting framework 

• The process for identifying and accounting for entities or business units in the group 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 entities or business units in the group with financial 
year-ends different from the group’s year-end 

Matters Rrelating to the Cconsolidation Pprocess: 

• Group management’s process for obtaining an understanding of the accounting 
policies used by entities or business units in the group, and, when applicable, ensuring 
that uniform accounting policies are used to prepare the financial information of the 
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entities or business units in the group for the group financial statements, and that 
differences in accounting policies are identified and adjusted when 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 entities or business 
units in the group 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 entities or business units in the group for the consolidation. 

• The process for translating the financial information of foreign entities or business 
units in the group into the currency of the group financial statements. 

• How the group’s IT environment is organized for the consolidation and the policies 
that define the flows of information in the consolidation process, including the IT 
applications involved. 

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

Matters Rrelating to Cconsolidation Aadjustments and Rreclassifications: 
• 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 

• The business rationale for the events and transactions that gave rise to the 
consolidation adjustments 

• Frequency, nature, and size of transactions between entities or business units in the 
group 

• The 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 (when 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 an entity or business unit in the group (for example, an obligation of the minority 
interest to make good such losses) 

 
Control Activities 
 
7. The group auditor’s understanding of the control activities component may include matters 

such as the following: 
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• The commonality of information processing controls and general IT controls for all or 
part of the group 
 

• The extent of the commonality of the design of controls for all or part of the group that 
address risks of material misstatement of the group financial statements at the assertion 
level 
 

• The extent to which commonly designed controls have been implemented 
consistently for all or part of the group  
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A223.  
 
Appendix B — Examples of Events or Conditions That May Give Rise to Risks of Material 
Misstatement of the Group Financial Statements (Ref: par. A123) 
 
The following are examples of events (including transactions) and conditions that may indicate the 
existence of risks of material misstatement of the group financial statements, whether due to fraud 
or error, including with respect to the consolidation process. The examples provided by inherent 
risk factor cover a broad range of events and conditions; however, not all events and conditions 
are relevant to every group audit engagement and the list of examples is not exhaustive. The events 
and conditions have been categorized by the inherent risk factor that may have the greatest effect 
in the circumstances. Importantly, due to the interrelationships among inherent risk factors, the 
example events and conditions also are likely to be subject to or affected by other inherent risk 
factors to varying degrees. Also see Appendix B, “Understanding Inherent Risk Factors,” of AU-
C section 315, Understanding the Entity and Its Environment and Assessing the Risks of Material 
Misstatement. 
 

Inherent Risk Factor Examples of Events or Conditions That May Give Rise to the 
Existence of Risks of Material Misstatement of the Group 
Financial Statements at the Assertion Level: 

Complexity • The existence of complex transactions that are accounted for 
in more than one entity or business unit in the group 

• The application of accounting policies by entities or 
business units in the group that differ from those applied to 
the group financial statements 

• Accounting measurements or disclosures that involve 
complex processes used by entities or business units in the 
group, such as accounting for complex financial instruments 

• Operations that are subject to a high degree of complex 
regulation in multiple jurisdictions, or entities or business 
units in the group that operate in multiple industries that are 
subject to different types of regulation 

Subjectivity • Judgments regarding which entities or business units in the 
group require incorporation of their financial information in 
the group financial statements in accordance with the 
applicable financial reporting framework, for example, 
whether any variable interest entities or non-trading entities 
exist and require incorporation 

• Judgments regarding the correct application of the 
requirements of the applicable financial reporting 
framework by entities or business units in the group 
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Change • Frequent acquisitions, disposals, or reorganizations 

Uncertainty • Entities or business units in the group operating in foreign 
jurisdictions that may be exposed to factors such as 
unexpected government intervention in areas such as trade 
and fiscal policy, restrictions on currency and dividend 
movements, and fluctuations in exchange rates 

Susceptibility to 
Misstatement Due to 
Management Bias or 
Other Fraud Risk 
Factors Insofar as They 
Affect Inherent Risk 

• Unusual related party relationships and transactions 
• Entities or business units in the group with different financial 

year-ends, which may be used to manipulate the timing of 
transactions 

• Prior occurrences of unauthorized or incomplete 
consolidation adjustments 

• Aggressive tax planning within the group or large cash 
transactions with entities in tax havens 

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

• Large or unusual cash transfers within the group, 
particularly to newly incorporated entities or business units 
operating in locations with a significant or heightened fraud 
risk 

 

Indicators that the control environment, the group’s risk assessment process, or the group’s process 
to monitor the group’s system of internal control are not appropriate to the group’s circumstances, 
considering the nature and complexity of the group, and do not provide an appropriate foundation 
for the other components of the group’s system of internal control, include the following: 

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

• Nonexistent or ineffective controls over the group’s financial reporting process, including 
inadequate group management information on monitoring of operations and financial 
results of entities or business units in the group
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Appendix C  — Amendments to Various Statements on Auditing Standards 
(SASs), as Amended; to SSAE No. 18, Attestation Standards: Clarification and 
Recodification, as Amended, Section 105, Concepts Common to All Attestation 
Engagements; and to Proposed Quality Management Standards  
 
(Boldface italics denotes new language. Deleted text is shown in strikethrough.) 

Amendment to SAS No. 117, Compliance Audits, as Amended (AICPA, Professional 
Standards, AU-C Section 935) * 

 
1.  This amendment to AU-C section 935 would be effective for compliance audits for fiscal 
periods ending on or after December 15, 2026. 

Introduction and Applicability 

[No amendment to paragraphs .01−.14.] 

Using the Work of Another Auditor 

15 When the auditor expects to use the work of another auditor, the auditor should (Ref: 
par. A12–A13)  

a.  confirm whether the other auditor understands and will comply with the relevant 
ethical requirements, including those related to independence, that apply to the 
engagement.  

b.  determine that the other auditor has appropriate professional competence and 
capabilities.  

c.  determine whether to make reference to the compliance audit of the other auditor 
in the auditor's report. 

d.  when the auditor involves another auditor to perform audit work to fulfill the 
requirements of this section 

i.  communicate clearly with the other auditor about the other auditor’s 
respective responsibilities and the auditor’s expectations, including the 
scope and timing of the other auditor's work and the matters expected to be 
communicated by the other auditor that are relevant to the auditor’s 
conclusions with regard to the compliance audit;  

 
* An exposure draft, Proposed Statement on Auditing Standards Amendment to AU-C section 935, was issued for 

comment in February 2022. Paragraphs in AU-C section 935 proposed to be amended in this appendix have been 
renumbered to reflect the amendment proposed in that exposure draft. 
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ii.  determine that the other auditor has sufficient time to perform assigned 
audit procedures; and 

iii.  be sufficiently and appropriately involved in the work of the other auditor.  

e.  evaluate whether the other auditor's work is adequate for the auditor's purposes.  

[No amendment to former paragraphs .15–.48, which are renumbered as paragraphs .16–.49. 
No amendment to paragraphs .A1–.A11.] 

Using the Work of Another Auditor (Ref: par. .15)  

A12. Proposed Statement on Auditing Standards (SAS) Quality Management in an 
Engagement Conducted in Accordance With Generally Accepted Auditing Standards15 
requires the engagement partner to determine that sufficient and appropriate resources to 
perform the engagement are assigned or made available to the engagement team in a 
timely manner. Accordingly, the auditor may involve another auditor to perform audit 
work to fulfill the requirements of this section. The engagement partner may also 
determine to use work completed by another auditor or to make reference to the 
compliance audit of another auditor in the auditor's report.  
fn15 Paragraph 25 of proposed Statement on Auditing Standards Quality Management in an Engagement 
Conducted in Accordance With Generally Accepted Auditing Standards. 

A13. Regardless of whether the auditor uses the work of another auditor (including 
making reference to the compliance audit of another auditor in the auditor’s report) as a 
basis for forming an opinion at the level specified by the governmental audit requirement, 
the engagement partner remains ultimately responsible, and, therefore, accountable, for 
compliance with the requirements of this section. Proposed SAS Special Considerations 
— Audits of Group Financial Statements (Including the Work of Component Auditors 
and Audits of Referred-to Auditors), adapted as necessary in the circumstances, may be 
useful in fulfilling the requirements in paragraph 15 of this section when using the work 
of another auditor.  

[Subsequent footnotes renumbered. No amendment to paragraphs .A12–.A44, which are 
renumbered as paragraphs .A14–.A46.] 

Appendix — AU-C Sections That Are Not Applicable to Compliance Audits  
 

.A4547  The following AU-C sections and individually enumerated requirement paragraphs 
of specific AU-C sections are not applicable to a compliance audit performed under this 
section either because (a) they are not relevant to a compliance audit environment, (b) the 
procedures and guidance would not contribute to meeting the objectives of a compliance 
audit, or (c) the subject matter is specifically covered in this section. Where the table in this 
appendix specifies individual requirement paragraphs rather than an entire AU-C section, the 
application and other explanatory material paragraphs related to such requirement paragraphs 
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also do not apply. However, an auditor may apply these AU-C sections and paragraphs if the 
auditor believes doing so will provide appropriate audit evidence in the specific 
circumstances to support the auditor’s opinion on compliance. 

AU-C Section Paragraphs Not Applicable to 
Compliance Audits 

…  

600  Paragraphs .26, .39, .41c, .41d, .55, and 
.56c All 

…  

[fn 1] [Footnote omitted for purposes of this proposed SAS.] 

[No further amendment to AU-C section 935.] 

 

Amendments to Various Sections in SAS No. 122, as Amended (AICPA, Professional 
Standards, AU-C secs. 230, 260, 300, 320, 402, 450, 501, 510, 550, 805, 920, and 930) 

AU-C Section 230, Audit Documentation 
 
2.  This amendment to AU-C section 230 would be effective for audits of financial 
statements for periods ending on or after December 15, 2026. 
 
[No amendment to paragraphs .01–.A29.] 
 
Exhibit — Audit Documentation Requirements in Other AU-C Sections  
.A30   The following lists the main paragraphs in other AU-C sections that contain specific 
documentation requirements. This list is not a substitute for knowledge of the AU-C sections: 

… 

q. Paragraphs 76.49 and .64 of section 600, proposed Statement on Auditing Standards 
Special Considerations — Audits of Group Financial Statements (Including the Work 
of Component Auditors and Audits of Referred-to Auditors) 

… 

 

[No further amendment to AU-C section 230.]  
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AU-C Section 260, The Auditor’s Communication With Those Charged With Governance 

3.   This amendment to AU-C section 260 would be effective for audits of financial 
statements for periods ending on or after December 15, 2026. 

[No amendment to paragraphs .01–.A8.]   
 
Those Charged With Governance 
… 
 
.A9   Section 600, Proposed Statement on Auditing Standards Special Considerations — 
Audits of Group Financial Statements (Including the Work of Component Auditors and 
Audits of Referred-to Auditors), includes specific matters to be communicated by the 
group auditors with those charged with governance of the group. fn 3 The matters 
communicated may include those brought to the attention of the group auditor by 
component auditors that the group auditor judges to be significant to the responsibilities of 
those charged with governance of the group. Component auditors also may communicate 
matters to those charged with governance of the component. fn 4 When the entity being 
audited is a component of a group, the appropriate person(s) with whom to communicate is 
dependent on the nature of the matter to be communicated and the terms of the engagement. 

 
fn 3 Paragraphs 74 .45–.48 of section 600, proposed Statement on Auditing Standards (SAS) Special 
Considerations — Audits of Group Financial Statements (Including the Work of Component Auditors and 
Audits of Referred-to Auditors). 
 
fn 4 Paragraph 47i of proposed SAS Special Considerations — Audits of Group Financial Statements 
(Including the Work of Component Auditors and Audits of Referred-to Auditors). 
 
[Subsequent footnotes renumbered. No amendment to paragraphs .A10–.A57.]  

Exhibit — Requirements to Communicate With Those Charged With Governance in 
Other AU-C Sections 
 

.A58   Requirements for the auditor to communicate with those charged with governance are 
included in other AU-C sections. This section does not change the requirements in 

…i. paragraphs .45–.48 74 of section 600, proposed Statement on Auditing Standards 
Special Considerations — Audits of Group Financial Statements (Including the Work 
of Component Auditors and Audits of Referred-to Auditors) 

… 

[No further amendment to AU-C section 260.] 
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AU-C Section 300, Planning an Audit  

4. This amendment to AU-C section 300 would be effective for audits of financial statements 
for periods ending on or after December 15, 2026. 

Scope of This Section 
 
.01 This section addresses the auditor’s responsibility to plan an audit of financial statements. 
This section is written in the context of recurring audits. Additional considerations in an 
initial audit engagement are separately identified in this section. Matters related to planning 
audits of group financial statements are addressed in section 600, proposed Statement on 
Auditing Standards Special Considerations — Audits of Group Financial Statements 
(Including the Work of Component Auditors and Audits of Referred-to Auditors). (Ref: 
par. .A1–.A3) 

 
[No amendment to paragraphs .02–.10.]  
 
… 
Planning Activities  
… 
11. The engagement partner should review the overall audit strategy and audit plan.  
 
[No amendment to former paragraphs .11–.14, which are renumbered as paragraphs .12−.15. 
No amendment to paragraphs .A1−.A8.]  
 
… 
 
Planning Activities  
 
The Overall Audit Strategy (Ref: par. .07–.08) 
 
.A9 The process of establishing the overall audit strategy assists the auditor to determine, 
subject to the completion of the auditor’s risk assessment procedures, such matters as the 
following: 
 

The resources to deploy for specific audit areas, such as the use of appropriately 
experienced team members for high risk areas or the involvement of specialists on 
complex matters 
 
The amount of resources to allocate to specific audit areas, such as the number of 
team members assigned to observe the inventory count at material locations, the 
nature and extent of direction and supervision of component auditors and the 
review of their component auditors’ work in the case of group audits, or the audit 
budget (in hours) to allocate to high risk areas 
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When these resources are to be deployed, such as whether at an interim audit stage or 
at key cut-off dates 
 
How such resources are managed, directed, and supervised, such as when team 
briefing and debriefing meetings are expected to be held, how the engagement partner 
and manager reviews are expected to take place (for example, onsite or off-site), and 
whether to complete engagement quality control reviews 
 
The components for which, if any, the auditor’s report on the group financial 
statements will make reference to the audit of a referred-to auditor 
 

[No amendment to paragraphs .A10–.A26.]  
 
Appendix — Considerations in Establishing the Overall Audit Strategy (Ref: par. .07–
.08 and .A9–.A12) 
 

.A27 This appendix provides examples of matters the auditor may consider in establishing 
the overall audit strategy. Many of these matters also will influence the auditor’s detailed 
audit plan. The examples provided cover a broad range of matters applicable to many 
engagements. Although some of the following matters may be required by other AU-C 
sections, not all matters are relevant to every audit engagement, and the list is not necessarily 
complete. 

… 

Characteristics of the Engagement 

… 

The expected audit coverage scope, including the number and locations of 
components at which audit work is expected to be performed for purposes of a 
group audit, the extent to which component auditors will be involved, and the 
components that are audited by referred-to auditors for which the group auditor 
plans to make reference to the audit of the referred-to auditor in the auditor’s 
report on the group financial statements to be included 

The nature of the control relationships between a parent and its entities or business 
units components that determine how the group is to be consolidated 

The extent to which components are audited by other auditors 

The nature of the entities or business units divisions to be audited, including the need 
for specialized skills or knowledge 

The reporting currency to be used, including any need for currency translation for the 
audited financial information 



Agenda Item 2A – Group Audits – Marked Draft of the Exposure Draft 

Page 114 of 148 
 

The requirement need for an audit of financial statements for legal, statutory or 
regulatory, or other reasons audit requirements (for example, Title 2 U.S. Code of 
Federal Regulations [CFR] Part 200, Uniform Administrative Requirements, 
Cost Principles, and Audit Requirements for Federal Awards [Uniform 
Guidance]the Office of Management and Budget Circular A-133, Audits of States, 
Local Governments, and Non-Profit Organizations) 

… 

Reporting Objectives, Timing of the Audit, and Nature of Communications 

… 

Communication with component auditors of components regarding the expected 
types and timing of reports to be issued and other communications in connection with 
the audit work performed for purposes of the group audit of components 

Communication with referred-to auditors regarding the expected types and timing 
of communications in connection with making reference to the audit of a referred-
to auditor in the auditor’s report on the group financial statements  

The expected nature and timing of communications among engagement team 
members, including the nature and timing of team meetings and timing of the review 
of audit work performed 

… 

Significant Factors, Preliminary Engagement Activities, and Knowledge Gained on 
Other Engagements 

The following examples illustrate significant factors, preliminary engagement activities, and 
knowledge gained on other engagements: 

• The determination of materiality, in accordance with section 320, Materiality in 
Planning and Performing an Audit, and, when applicable, the following: 

— The determination of component performance materiality for components and 
the threshold above which misstatements identified in the component financial 
information are to be communicated to the group auditor and communication 
thereof to component auditors in accordance with section 600, proposed 
Statement on Auditing Standards Special Considerations — Audits of Group 
Financial Statements (Including the Work of Component Auditors and Audits of 
Referred-to Auditors) 

— The initial expectations about the preliminary identification of significant 
components and material classes of transactions, account balances, and 
disclosures that may be significant 
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… 

 

[No further amendment to AU-C section 300.] 

 

AU-C Section 320, Materiality in Planning and Performing an Audit 

5. This amendment to AU-C section 320 would be effective for audits of financial statements 
for periods ending on or after December 15, 2026. 

[No amendment to paragraphs .01–.08.] 
 

Definition 

.09    For purposes of generally accepted auditing standards (GAAS), the following term has 
the meaning attributed as follows: 

Aggregation risk. The probability that the aggregate of uncorrected and undetected 
misstatements exceeds materiality for the financial statements as a whole. 

 
Performance materiality. The amount or amounts set by the auditor at less than 

materiality for the financial statements as a whole to reduce aggregation risk to an 
appropriately low level the probability that the aggregate of uncorrected and 
undetected misstatements exceeds materiality for the financial statements as a whole. 
If applicable, performance materiality also refers to the amount or amounts set by the 
auditor at less than the materiality level or levels for particular classes of transactions, 
account balances, or disclosures. Performance materiality is to be distinguished from 
tolerable misstatement. (Ref: par. .A3) 

 
… 

… 

Determining Materiality and Performance Materiality When Planning the Audit 

… 

Performance Materiality (Ref: par. .11) 

.A15 Planning the audit solely to detect individual material misstatements overlooks the fact 
that the aggregate of individually immaterial misstatements may cause the financial 
statements to be materially misstated and leaves no margin for possible undetected 
misstatements. Performance materiality (which, as defined, is one or more amounts) is set at 
less than materiality for the financial statements as a whole to reduce aggregation risk to 
an appropriately low level the probability that the aggregate of uncorrected and undetected 
misstatements in the financial statements exceeds materiality for the financial statements as a 
whole. Similarly, performance materiality relating to a materiality level determined for a 
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particular class of transactions, account balance, or disclosure is set to reduce to an 
appropriately low level the probability that the aggregate of uncorrected and undetected 
misstatements in that particular class of transactions, account balance, or disclosure exceeds 
the materiality level for that particular class of transactions, account balance, or disclosure. 
The determination of performance materiality is not a simple mechanical calculation and 
involves the exercise of professional judgment. It is affected by the auditor’s understanding 
of the entity, updated during the performance of the risk assessment procedures, and the 
nature and extent of misstatements identified in previous audits and, thereby, the auditor’s 
expectations regarding misstatements in the current period. 

[No further amendment to AU-C section 320.] 
 

AU-C Section 402, Audit Considerations Relating to an Entity Using a Service 
Organization  

6. This amendment to AU-C section 402 would be effective for audits of financial statements 
for periods ending on or after December 15, 2026. 

[No amendment to paragraphs .01–.A18.] 
 
Obtaining an Understanding of the Services Provided by a Service Organization, 
Including Internal Control  
… 
 
Further Procedures When a Sufficient Understanding Cannot Be Obtained From the User 
Entity (Ref: par. .12) 
… 

.A19   Another auditor may be used to perform procedures that will provide the necessary 
information about the controls at the service organization related to services provided to the 
user entity. If a type 1 or type 2 report has been issued, the user auditor may use the service 
auditor to perform these procedures as the service auditor has an existing relationship with 
the service organization. The user auditor using the work of another auditor may find the 
guidance in section proposed Statement on Auditing Standards Quality Management for 
Engagements Conducted in Accordance With Generally Accepted Auditing Standards 
600, Special Considerations—Audits of Group Financial Statements (Including the Work of 
Component Auditors), useful as it relates to determining the competence and capabilities of 
the other understanding another auditor (including that auditor's independence and 
professional competence); the direction and supervision involvement in the work of the 
other another auditor; in planning the nature, timing, and extent, and timing of such the 
work assigned to the other auditor; and in evaluating the sufficiency and appropriateness of 
the audit evidence obtained. fn 9  

fn 9  See Proposed Statement on Auditing Standards Quality Management for Engagements Conducted in 
Accordance with Generally Accepted Auditing Standards. Paragraphs .02 and .22 of 
section 600, Special Considerations—Audits of Group Financial Statements (Including the Work of 
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Component Auditors). 
 
[No further amendment to AU-C section 402.] 
 
 
AU-C Section 450, Evaluation of Misstatements Identified During the Audit 
 
7. This amendment to AU-C section 450 would be effective for audits of financial statements 
for periods ending on or after December 15, 2026. 
 
[No amendment to paragraphs .01–.A24.] 

Evaluating the Effect of Uncorrected Misstatements (Ref: par. .10–.11) 

… 

.A25   The auditor is required by section 600, proposed Statement on Auditing Standards 
Special Considerations — Audits of Group Financial Statements (Including the Work of 
Component Auditors and Audits of Referred-to Auditors) to evaluate the effect on the 
group audit opinion of any uncorrected misstatement identified by the group auditor 
engagement team or communicated by the component auditors. fn 18 

fn18 Paragraph 69.44 of section 600, proposed Statement on Auditing Standards Special Considerations — 
Audits of Group Financial Statements (Including the Work of Component Auditors and Audits of 
Referred-to Auditors).  

[No further amendment to AU-C section 450.] 

 

AU-C Section 501, Audit Evidence — Specific Considerations for Selected Items  

8. This amendment to AU-C section 501 would be effective for audits of financial statements 
for periods ending on or after December 15, 2026. 

[No amendment to paragraphs .01–.A4.]  

Investments in Securities and Derivative Instruments (Ref: par. .05–.06) 
… 

 
Investments in Securities When Valuations Are Based on the Investee’s Financial Results 
(Excluding Investments Accounted for Using the Equity Method of Accounting) (Ref: par. 
.05–.06) 

 

.A5   Section 600 Proposed Statement on Auditing Standards Special Considerations — 
Audits of Group Financial Statements (Including the Work of Component Auditors and 
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Audits of Referred-to Auditors) addresses auditing investments accounted for using the 
equity method of accounting. 

 
[No amendment to paragraphs .A6–.A22.]  

Inventory 

Attendance at Physical Inventory Counting (Ref: par. .12a) 

… 

.A23 Matters relevant in planning attendance at physical inventory counting (or in designing 
and performing audit procedures pursuant to paragraphs .12–.16) include, for example, the 
following: 

… 

• The locations at which inventory is held, including the materiality of the inventory 
and the risks of material misstatement at different locations, in deciding at which 
locations attendance is appropriate. Section 600 addresses the involvement of 
component auditors and, accordingly, may be relevant if such involvement is with 
regard to attendance of physical inventory counting at a remote location. 

 
… 

 
[No further amendment to AU-C section 501.] 
 
 
AU-C Section 510, Opening Balances — Initial Audit Engagements, Including Reaudit 
Engagements 
 

9. This amendment to AU-C section 510 would be effective for audits of financial 
statements for periods ending on or after December 15, 2026. 

 
[No amendment to paragraphs .01–.A7.] 

 Audit Procedures  (Ref: par. .07) 

 … 

.A8   If the predecessor auditor permits access to the audit documentation, the auditor may 
review the predecessor auditor’s audit documentation for information relevant to planning 
and performing the audit. The auditor’s determination whether to use information resulting 
from such review as part of the auditor’s risk assessment procedures or as evidence regarding 
the opening balances is influenced by the auditor’s assessment of the professional 
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competence and independence of the predecessor auditor. Although the predecessor auditor 
is not a component auditor or referred-to auditor, as defined in section 600, proposed 
Statement on Auditing Standards Special Considerations — Audits of Group Financial 
Statements (Including the Work of Component Auditors and Audits of Referred-to 
Auditors), the auditor may perform procedures make inquiries similar to those included 
listed in section 600 concerning the professional competence and capabilities and 
independence of the predecessor auditor. fn1 (Ref: par. .07 and .08c) 
fn 1 Paragraphs .2227, 28, 51, and 52 of section 600, proposed Statement on Auditing Standards Special 

Considerations — Audits of Group Financial Statements (Including the Work of Component Auditors and 
Audits of Referred-to Auditors).  

 

[No further amendment to AU-C section 510.] 

 

AU-C Section 550, Related Parties  

10. This amendment to AU-C section 550 would be effective for audits of financial 
statements for periods ending on or after December 15, 2026.  

[No amendment to paragraphs .01–.A10.] 

 Risk Assessment Procedures and Related Activities 

Understanding the Entity’s Related Party Relationships and Transactions 

The Identity of the Entity’s Related Parties (Ref: par. .14a) 
… 
.A11 In the context of a group audit, section 600 proposed Statement on Auditing Standards 
Special Considerations — Audits of Group Financial Statements (Including the Work of 
Component Auditors and Audits of Referred-to Auditors) requires the group auditor 
engagement team to request component auditors and referred-to auditors to communicate 
related party relationships not previously identified by group management or the group 
auditor on a timely basis provide each component auditor with information about related 
parties prepared by group management and any other related parties of which the group 
engagement team is aware, including the nature of the entity's relationships and transactions 
with those related parties. fn 24 When the entity is a component within a group, this Such 
information provides a useful basis for the group auditor’s inquiries of management 
regarding the identity of the entity’s related parties.  

fn 24   Paragraph 34b.40c and 62d(ii) of section 600 proposed Statement on Auditing Standards Special 
Considerations — Audits of Group Financial Statements (Including the Work of Component Auditors and 
Audits of Referred-to Auditors).  

[No amendment to paragraphs .A12–.A30.]  

Sharing Related Party Information With the Engagement Team (Ref: par. .19 and .25a) 
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… 

.A31 Section 600 Proposed Statement on Auditing Standards Special Considerations — 
Audits of Group Financial Statements (Including the Work of Component Auditors and 
Audits of Referred-to Auditors) addresses the communications that apply to group audits, 
particularly those that involve component auditors or when reference is made to referred-to 
auditors fn 30.  
fn 30 Paragraphs 33b, 34b, 62b, and 62d(ii) of proposed Statement on Auditing Standards Special 
Considerations — Audits of Group Financial Statements (Including the Work of Component Auditors and 
Audits of Referred-to Auditors). 

[No amendment to paragraphs .A32–.A41.]  

Responses to the Risks of Material Misstatement Associated With Related Party 
Relationships and Transactions (Ref: par. .22) 

… 

Identified Related Party Transactions Required to Be Disclosed or Determined to Be a 
Significant Risk 

Evaluating the Business Purpose (Ref: par. .26a(i)) 

.A42 In evaluating the business purpose of a related party transaction that is required to be 
disclosed in the financial statements or determined to be a significant risk, the auditor may 
consider the following: 

Whether the transaction 

 is overly complex (for example, it may involve multiple related parties within 
a consolidated group) 

… 

 

[No further amendment to AU-C section 550.] 

 

AU-C Section 805, Special Considerations — Audits of Single Financial Statements and 
Specific Elements, Accounts, or Items of a Financial Statement  

11. This amendment to AU-C section 805 would be effective for audits of single financial 
statements or specific elements, accounts, or items of a financial statement as of or for 
periods ending on or after December 15, 2026. 
 
Scope of This Section 
 
[No amendment to paragraph .01.] 
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.02 This section does not apply to circumstances in which the report audit procedures are 
performed by of a component auditor issued as a result of work performed on the financial 
information of a component at the request of a group engagement team for purposes of an 
audit of group financial statements (see section 600, proposed Statement on Auditing 
Standards Special Considerations — Audits of Group Financial Statements [Including the 
Work of Component Auditors and Audits of Referred-to Auditors]). 

[No further amendment to AU-C section 805.] 

 

AU-C Section 920, Letters for Underwriters and Certain Other Requesting Parties 

12. This amendment to AU-C section 920 would be effective for comfort letters issued on or 
after December 15, 2026. 

[No amendment to paragraphs .01–.20.] 
 

… 

Agreeing Upon the Scope of Services 

… 

.21   Situations may exist in which one or more component auditor’s or referred-to auditor’s 
report is included in the securities offering. When comfort letters are issued to requesting 
parties by those component auditors or referred-to auditors, the auditor of the group 
financial statements should read those comfort letters. The auditor of the group financial 
statements should state in the comfort letter that the procedures relating to those components 
consisted solely of reading the component auditors’ or referred-to auditors’ comfort letters. 

[No amendment to paragraphs .22–.A18.] 
 
… 

Agreeing Upon the Scope of Services (Ref: par. .15–.23) 

… 

.A19 Comfort letters are requested occasionally from more than one auditor, for example, in 
connection with securities offerings to be used in the subsequent sale of shares issued in 
recently effected mergers and from predecessor auditors. In such circumstances, it is the 
entity’s responsibility, at the earliest practicable date, to inform any other auditors who may 
be involved about any letter that may be requested of them and arrange for them to receive a 
draft of the underwriting agreement so that they may make arrangements at an early date for 
the preparation of a draft of their letter and for the performance of their procedures. The 
entity or requesting party is also responsible for arranging for a copy of the comfort letters of 
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component auditors or referred-to auditors in draft and final form to be provided to the 
auditor of the group financial statements. 

[No amendment to paragraphs .A20–.A26.] 
… 

Format and Contents of Comfort Letters 

… 

 

Addressee (Ref: par. .26) 

.A27 An example of an appropriate form of address for this purpose is "The Blank Company 
and XYZ & Company, as Representative of the Several Underwriters." Copies of a comfort 
letter addressed in accordance with the requirements in paragraph .26 may be provided to the 
auditor of the group financial statements when a comfort letter related to a component 
included in group financial statements is issued by a component auditor or referred-to 
auditor. 

[No amendment to paragraphs .A28–.A69.] 

… 

Commenting in a Comfort Letter on Information Other Than Audited Financial 
Statements 

… 

Subsequent Changes (Ref: par. .58–.64) 

… 

.A70 When more than one auditor is involved, the auditor of the group financial statements 
may comment that there were no decreases in the consolidated financial statement items, 
when appropriate, despite the possibility that decreases have been mentioned in a comfort 
letter issued by a component auditor or referred-to auditor. Exhibit B, example J, "Alternate 
Wording When Component Auditors Are Involved or When Making Reference to the Audit 
of a Referred-to Auditor," contains an illustration of wording when more than one auditor is 
involved.  

[No amendment to paragraphs .A71–.A92.] 

 

Exhibit B — Examples of Comfort Letters 

.A93 

… 
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Example J — Alternate Wording When Component Auditors Are Involved or When Making 
Reference to the Audit of a Referred-to Auditor .A93-14 

 

… 

 

Example J — Alternate Wording When Component Auditors Are Involved or When 
Making Reference to the Audit of a Referred-to Auditor 

 

.A93-14 Example J applies when one or more component auditors are involved in the audit 
of group financial statements or when reference is made to the audit of a referred-to auditor 
in the auditor’s report on group financial statements, and the group engagement team has 
obtained a copy of the comfort letter of the component auditors or referred-to auditors 
(see paragraph .21). Example J consists of an addition to paragraph 4, a substitution for the 
applicable part of paragraph 5, and an addition to paragraph 6 of example A-1 and 
corresponding changes to paragraphs 3, 4, and 5 of example A-2, respectively. 

[No further amendment to AU-C section 920.] 
 

AU-C Section 930, Interim Financial Information  

13. This amendment to AU-C section 930 would be effective for reviews of interim financial 
information for interim periods of fiscal years ending on or after December 15, 2026. 
 
[No amendment to paragraphs .01–.13.] 

Procedures for a Review of Interim Financial Information 

… 
Analytical Procedures, Inquiries, and Other Review Procedures 

… 
 
Inquiries and Other Review Procedures 
 
.14   The auditor should make the following inquiries and perform the following other review 
procedures when conducting a review of interim financial information (Ref: par. .A17): 
 

a. Read the available minutes of meetings of stockholders, directors, and appropriate 
committees and inquire about matters dealt with at meetings for which minutes are 
not available to identify matters that may affect the interim financial information. 
(Ref: par. .A16) 
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b. Obtain reports from component auditors, if any, related to reviews performed of the 
interim financial information of significant components of the reporting entity, including 
its investees, or inquire of those auditors if reports have not been issued. (Ref: par. .A17) 
 

… 
 
[No amendment to paragraphs .15–.A16.] 

Procedures for a Review of Interim Financial Information 

… 
Analytical Procedures, Inquiries, and Other Review Procedures 

… 
Inquiries and Other Review Procedures (Ref: par. .14) 
… 
.A17  When conducting a review of interim financial information, the auditor may decide to 
involve other auditors or practitioners to provide information or to perform review 
procedures. For example, the auditor may involve component auditors in performing 
inquiries of management of a component. Additionally, the auditor may obtain from 
management reports of reviews of interim financial information of components of the 
reporting entity, including its investees. The auditor may find the guidance in section 600, 
Special Considerations — Audits of Group Financial Statements (Including the Work of 
Component Auditors and Referred-to Auditors) useful in conducting a review of interim 
financial information for an entity that prepares group financial statements when component 
auditors are involved or when the group auditor makes reference to the review of a referred-
to auditor. 

[No amendment to paragraphs .A18–.A54.]  

Relevant Ethical Requirements (Ref: par. .31d(v)) 

… 

.A55  Relevant ethical requirements may exist in several different sources, such as ethical 
codes and additional rules and requirements within law and regulation. When independence 
and other relevant ethical requirements are contained in a limited number of sources, the 
auditor may choose to name the relevant sources (for example, the AICPA code, when 
applicable; the rule or applicable regulation; or Government Auditing Standards promulgated 
by the Comptroller General of the United States) or may refer to a term that appropriately 
describes those sources. Relevant ethical requirements, including those pertaining to 
independence, in a group audit situation may be complex. Section 600, Proposed SAS 
Special Considerations — Audits of Group Financial Statements (Including the Work of 
Component Auditors and Audits of Referred-to Auditors) fn11 provides guidance for 
auditors in performing work on the financial information of a component for a group audit, 
including those situations in which the component auditor or referred-to auditor does not 
meet the independence requirements that are relevant to the group audit.  
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fn 11 Paragraphs .22–.23 27, 29, 47c, 51, 53, and 63a of section 600, proposed Statement on Auditing Standards 
Special Considerations — Audits of Group Financial Statements (Including the Work of Component 
Auditors and Audits of Referred-to Auditors).  

[No amendment to paragraphs .A56–.A78.]  

Exhibit B — Illustrations of Auditor’s Review Reports on Interim Financial 
Information (Ref: par. .A44) 

.A79 

… 

Illustration 3 — A Review Report That Refers to a Referred-to Component Auditor’s 
Review Report on the Interim Financial Information of a Significant Component of a 
Reporting Entity 

… 

… 

Illustration 3 — A Review Report That Refers to a Referred-to Component Auditor’s 
Review Report on the Interim Financial Information of a Significant Component of a 
Reporting Entity 

Circumstances include the following: 

A review of interim financial information presented as a complete set of financial 
statements, including disclosures. 

The auditor is making reference to a referred-to another auditor’s review report on 
the interim financial information of a significant component of a reporting entity. 

… 

[No further amendment to AU-C section 930.] 
 
 

Amendment to SAS No. 128, Using the Work of Internal Auditors, As Amended (AICPA, 
Professional Standards, AU-C sec. 610)  

14. This amendment to AU-C section 610 would be effective for audits of financial statements 
for periods ending on or after December 15, 2026.  

AU-C Section 610, Using the Work of Internal Auditors   

[No amendment to paragraphs .01–.A19.] 
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Determining Whether, in Which Areas, and to What Extent the Work of the Internal 
Audit Function Can Be Used in Obtaining Audit Evidence 

… 

Determining the Nature and Extent of Work of the Internal Audit Function That Can Be 
Used in Obtaining Audit Evidence 

Factors Affecting the Determination of the Nature and Extent of the Work of the Internal 
Audit Function That Can Be Used (Ref: par. .15–.18) 
… 
 

.A20   In accordance with section 330, the external auditor is required to design and perform 
further audit procedures whose nature, timing, and extent are based on, and responsive to, the 
assessed risks of material misstatement at the relevant assertion level. fn 9 Further audit 
procedures comprise tests of controls and substantive procedures. Procedures planned or 
performed by the internal audit function may be the same as, or be similar to, the further 
audit procedures that the external auditor would design and perform. Accordingly, subject to 
the requirements of this section, the external auditor may determine that it is appropriate to 
use the work of the internal audit function to modify the nature or timing, or reduce the 
extent, of further audit procedures to be performed directly by the external auditor. The 
internal audit function may have performed, or may be planning to perform 

• tests of relevant controls upon which the external auditor intends to rely in 
determining the nature, timing, and extent of substantive procedures. For example, 
the work of the internal audit function may include tests of relevant controls that 
address the risks of material misstatement related to the completeness of accounts 
payable. The results of the internal audit function’s tests may provide evidence about 
the effectiveness of controls and, accordingly, the external auditor may be able to use 
such tests of controls performed by the internal audit function to modify the nature or 
timing, or reduce the extent of, testing of controls the external auditor would 
otherwise have performed directly. 

• substantive procedures. For example, the internal audit function, as part of its work, 
may confirm certain accounts receivable and observe certain physical inventories. By 
using such work of the internal audit function in obtaining audit evidence, the 
external auditor may be able to change the timing of the confirmation procedures, the 
number of accounts receivable to be confirmed, or the number of locations of 
physical inventories to be observed. 

The internal audit function’s plan may also include procedures related to financial 
information of components of a group. The external auditor may coordinate work with the 
internal auditors (in accordance with paragraph .20 of this section) in determining the 
components at which audit work will be performed and reduce the number of the entity's 
components at which the external auditor would otherwise need to perform audit procedures 
in accordance with the requirements of proposed Statement on Auditing Standards section 
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600, Special Considerations — Audits of Group Financial Statements (Including the Work of 
Component Auditors and Audits of Referred-to Auditors). 

fn 9 [Footnote omitted for purposes of this proposed SAS.]  
 

[No further amendment to AU-C section 610.] 

 

Amendment to SAS No. 130, An Audit of Internal Control Over Financial Reporting That Is 
Integrated With an Audit of Financial Statements, as Amended (AICPA, Professional 
Standards, AU-C sec. 940)  

15. This amendment to AU-C section 940 would be effective for integrated audits for periods 
ending on or after December 15, 2026.  

AU-C section 940, An Audit of Internal Control Over Financial Reporting That Is 
Integrated With an Audit of Financial Statements 

[No amendment to paragraphs .01–.66.] 

 Report Modifications 

.67    The auditor should modify the report on ICFR if any of the following conditions exist: 

a. One or more material weaknesses exist. 
b. Elements of management’s report are incomplete or improperly presented. 
c. There is a limitation on the scope of the engagement. (Ref: par. .A119) 
d. The auditor decides to refer to the report of a referred-to component auditor as 

the basis, in part, for the auditor’s own opinion. 

e. There is other information contained in management's report. 

[No amendment to paragraphs .68–.77.] 

… 

Making Reference to a Referred-to Component Auditor and Involving Assuming 
Responsibility for the Work of a Component Auditors in the Group Audit 

.78 In a group audit When an entity includes one or more components, the group 
engagement partner should determine evaluate whether the group engagement team will be 
able to obtain sufficient appropriate audit evidence can reasonably be expected to be 
obtained (including through involving component auditors or through making reference to 
the audit of a referred-to auditor in the auditor’s report on the ICFR over the group 
financial statements) through the group engagement team’s work or use of the work of 
component auditors (that is, through assuming responsibility for the work of component 
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auditors or making reference to the audit of ICFR of a component auditor in the auditor’s 
report) to provide a basis for forming an opinion on act as the auditor of the ICFR over the 
group financial statements and report as such on the ICFR over the group financial 
statements, as required by section 600, proposed Statement on Auditing Standards Special 
Considerations — Audits of Group Financial Statements (Including the Work of Component 
Auditors and Audits of Referred-to Auditors).fn 9 (Ref: par. .A128) 
fn 9  Paragraph 19.15 of proposed Statement on Auditing Standards (SAS) section 600, Special Considerations 

— Audits of Group Financial Statements (Including the Work of Component Auditors and Audits of 
Referred-to Auditors).  

.79 As required by section 600,  proposed SAS Special Considerations — Audits of Group 
Financial Statements (Including the Work of Component Auditors and Audits of 
Referred-to Auditors), the group engagement partner should determine whether to make 
reference to the audit of a referred-to component auditor in the auditor’s report on the ICFR 
over the group financial statements.fn 10 Reference to the audit of a referred-to component 
auditor in the auditor’s report on the ICFR over the group financial statements should not be 
made unless 

a.  the group engagement partner has determined that the referred-to component auditor 
has performed an audit of the component’s ICFR in accordance with the relevant 
requirements of GAAS (or, if applicable, the standards promulgated by the PCAOB) 
and 

b.  the referred-to component auditor has issued an auditor’s report on ICFR that is not 
restricted as to use. (Ref: par. .A128–.A129) fn 11 

 
fn 10 Paragraph .2455 of section 600, proposed SAS Special Considerations — Audits of Group Financial 
Statements (Including the Work of Component Auditors and Audits of Referred-to Auditors).  

fn 11 Paragraph 56 of proposed SAS Special Considerations — Audits of Group Financial Statements 
(Including the Work of Component Auditors and Audits of Referred-to Auditors). 

 
[Subsequent footnotes renumbered. No amendment to paragraph .80.]  

Special Topics 

Entities With Multiple Components 

.81   In determining the components at which to perform tests of controls, the group auditor 
engagement team should take responsibility for the identification and assessment of the risk 
of material misstatement to the group financial statements associated with the component 
and correlate the amount of attention devoted to the component with the degree of risk. 
(Ref: par. .A133–.A135) 
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.82   In assessing and responding to risk, the group auditor engagement team should take 
responsibility for testing, or have a component auditor test on the group engagement team’s 
behalf, controls over specific risks that present a reasonable possibility of material 
misstatement to the group financial statements. (Ref: par. .A136) 

.83   In applying the requirement in paragraph .42 regarding special considerations for 
subsequent years' audits, the group auditor engagement team should vary the nature, timing, 
and extent of tests of controls at components from year to year. 

[No amendment to paragraphs .84–.A127.]  

 Report Modifications 

… 

Making Reference to a Referred-to Component Auditor and Involving Assuming 
Responsibility for the Work of a Component Auditors in the Group Audit (Ref: par. .78–
.79) 
 

.A128  Section 600, Proposed SAS Special Considerations — Audits of Group Financial 
Statements (Including the Work of Component Auditors and Audits of Referred-to 
Auditors) addresses special considerations that apply to group audits, in particular those that 
involve component auditors or when reference is made to referred-to auditors. Section 600 
Proposed SAS Special Considerations — Audits of Group Financial Statements 
(Including the Work of Component Auditors and Audits of Referred-to Auditors) is 
applicable, adapted as necessary, to the audit of ICFR, considering the requirements and 
guidance related to multiple components discussed beginning in paragraphs .28 and .81. 

.A129 The group engagement partner may determine decide to involve assume responsibility 
for the work of the component auditors or to make reference to the audit of a referred-to 
component auditor in the report on the ICFR over the group financial statements. The 
decision about whether to make reference to the audit of a referred-to component auditor in 
the report on the audit of ICFR might differ from the corresponding decision as it relates to 
the audit of the financial statements. For example, the audit report on the group financial 
statements may make reference to the audit of a significant equity investment performed by a 
referred-to component auditor, but the report on the ICFR over the group financial 
statements might not make a similar reference because management’s assessment about 
ICFR ordinarily would not extend to controls at the equity method investee. See paragraph 
.84 for further discussion of the evaluation of the controls for an equity method investment. 

.A130 Section 600 Proposed SAS Special Considerations — Audits of Group Financial 
Statements (Including the Work of Component Auditors and Audits of Referred-to 
Auditors) establishes requirements and provides guidance when involving assuming 
responsibility for the work of a component auditors in a group audit and when making 
reference to the audit of a referred-to component auditor in the auditor’s report on the group 
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financial statements that are adapted and applied, as necessary, to the audit of ICFR. Exhibit 
A of this section includes an illustration of the application of the reporting requirements 
in section 600, proposed SAS Special Considerations — Audits of Group Financial 
Statements (Including the Work of Component Auditors and Audits of Referred-to 
Auditors). fn 32  

fn 32 Illustration 4, "Unmodified Opinion on ICFR Making Reference to the Audit of a Referred-to Component 
Auditor," of exhibit A. 

 
[No amendment to paragraphs .A131–.A132.] 

 Special Topics 

Entities With Multiple Components (Ref: par. .81–.83) 
 

.A133 As indicated in paragraph .A128 of this section, section 600 proposed SAS Special 
Considerations — Audits of Group Financial Statements (Including the Work of 
Component Auditors and Audits of Referred-to Auditors) is applicable, adapted as 
necessary, to the audit of ICFR, considering the requirements and guidance related to 
components discussed in this section.  

.A134 In determining the components at which to perform tests of controls will be 
performed, the group auditor engagement team may also take into account work performed 
by the internal audit function or others on behalf of management. For example, if the internal 
audit function’s planned procedures include relevant audit work at various components, the 
group auditor may decide to use that work in accordance with AU-C section 610, Using the 
Work of Internal Auditors coordinate work with the internal auditors and reduce the 
number of components at which the group engagement team, or a component auditor on the 
group engagement team’s behalf, would otherwise need to perform audit procedures.  

A135. In the context of a group audit, the phrase “the group auditor should take 
responsibility for…” is used for those requirements when the group auditor is permitted to 
assign the design or performance of procedures, tasks, or actions to other appropriately 
skilled or suitably experienced members of the engagement team, including component 
auditors.  

.A135 The group engagement team may eliminate from further consideration components 
that, individually or when aggregated with others, do not present a reasonable possibility of 
material misstatement to the group financial statements.  

.A136 In lower risk components Tthe group auditor engagement team first might may 
evaluate whether testing entity-level controls, including controls in place to provide 
assurance that appropriate controls exist throughout the organization, provides sufficient 
appropriate audit evidence for one or more relevant assertions for a significant class of 
transactions, account balance, or disclosure. The group engagement team or a component 
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auditor on the group engagement team’s behalf may test the operating effectiveness of 
controls over specific risks or group-wide controls. 

 

[No amendment to paragraphs .A137–.A155.] 

Exhibit A — Illustrative Reports 

.A156 The following illustrate the report elements described in this section. The illustrations 
assume that the audit of internal control over financial reporting (ICFR) and the audit of the 
financial statements were performed by the same auditor. Report modifications are discussed 
beginning in paragraph .67 of this section. 

Illustration 1 — Unmodified Opinion on ICFR 

Illustration 2 — Adverse Opinion on ICFR 

Illustration 3 — Disclaimer of Opinion on ICFR 

Illustration 4 — Unmodified Opinion on ICFR Making Reference to the Audit of a Referred-
to a Component Auditor 

Illustration 5 — Combined Report Expressing an Unmodified Opinion on ICFR and an 
Unmodified Opinion on the Financial Statements 

… 

 

Illustration 4 — Unmodified Opinion on ICFR Making Reference to the Audit of a 
Referred-to a Component Auditor 

The following is an illustrative report expressing an unmodified opinion on ICFR when the 
engagement partner decides to make reference to the audit report of a referred-to component 
auditor. 

… 

[No further amendment to AU-C section 940.] 

 

Amendment to Various Sections in SAS No. 134, Auditor Reporting and Amendments, 
Including Amendments Addressing Disclosures in the Audit of Financial Statements, as 
Amended, Section 700, Forming an Opinion and Reporting on Financial Statements, 
Section 701, Communicating Key Audit Matters in the Independent Auditor’s Report, and 
Section 705, Modification to the Opinion in the Independent Auditor’s Report (AICPA, 
Professional Standards, AU-C secs. 700, 701, and 705)  

AU-C Section 700, Forming an Opinion and Reporting on Financial Statements 
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16. This amendment to AU-C section 700 would be effective for audits of financial 
statements for periods ending on or after December 15, 2026. 
 
[No amendment to paragraphs .01–.A38.] 

Auditor’s Report (Ref: par. .21) 

… 

Auditor’s Report for Audits Conducted in Accordance With GAAS 

… 

Basis for Opinion (Ref: par. .28) 

… 

.A39   Relevant ethical requirements may exist in several different sources, such as ethical 
codes and additional rules and requirements within law and regulation. When independence 
and other relevant ethical requirements are contained in a limited number of sources, the 
auditor may choose to name the relevant sources (for example, the AICPA Code of 
Professional Conduct, when applicable; the rule or applicable regulation; or Government 
Auditing Standards promulgated by the Comptroller General of the United States) or may 
refer to a term that appropriately describes those sources. Relevant ethical requirements, 
including those pertaining to independence, in a group audit situation may be 
complex. Section 600, Proposed Statement on Auditing Standards Special Considerations 
— Audits of Group Financial Statements (Including the Work of Component Auditors and 
Audits of Referred-to Auditors), fn 21 provides guidance for auditors in performing work on 
the financial information of a component for a group audit, including those situations in 
which the component auditor or referred-to auditor does not meet the independence 
requirements that are relevant to the group audit. 

fn 21 Paragraphs 22-23 27, 29, 47c, 51, 53, and 63a of section 600, proposed Statement on Auditing 
Standards Special Considerations — Audits of Group Financial Statements (Including the Work of 
Component Auditors and Audits of Referred-to Auditors). 

[No amendment to paragraphs .A40–.A80.] 
 
Exhibit — Illustrations of Auditor’s Reports on Financial Statements (Ref: par. 
.A24, .A32, .A65, and .A71) 
 
.A81 
… 
 
Illustration 4 — An Auditor’s Report on Comparative Financial Statements Prepared 
in Accordance With Accounting Principles Generally Accepted in the United States of 
America When the Audit Has Been Conducted in Accordance With Both Auditing 

https://checkpoint.riag.com/app/main/docLinkNew?DocID=iPROFSTDS%3A16124.1&SrcDocId=T0PROFSTDS%3A16130.1-1&feature=tcheckpoint&lastCpReqId=7b877
https://checkpoint.riag.com/app/view/docText?usid=39885fh1c7f87&DocID=iPROFSTDS%3A16130.1&DocNavBy=BestSection&collId=T0profstds&docTid=T0PROFSTDS%3A16130.1-1&feature=tcheckpoint&lastCpReqId=7b88b&searchHandle=i0ad6ada70000017d4446b99cf87e8f92#FN%2021
https://checkpoint.riag.com/app/view/docText?usid=39885fh1c7f87&DocID=iPROFSTDS%3A16130.1&DocNavBy=BestSection&collId=T0profstds&docTid=T0PROFSTDS%3A16130.1-1&feature=tcheckpoint&lastCpReqId=7b88b&searchHandle=i0ad6ada70000017d4446b99cf87e8f92#SRC%2021
https://checkpoint.riag.com/app/main/docLinkNew?DocID=iPROFSTDS%3A16124.1&SrcDocId=T0PROFSTDS%3A16130.1-1&feature=tcheckpoint&lastCpReqId=7b877&pinpnt=PROFSTDS%3A16124.26814&d=d#PROFSTDS%3A16124.26814
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Standards Generally Accepted in the United States of America and International 
Standards on Auditing 
 
Circumstances include the following: 
 

Audit of a complete set of general purpose financial statements (comparative). The 
audit is a group audit. The auditor is not making reference to the audit of a referred-
to component auditor in the auditor’s report. 

… 
 

[No further amendment to AU-C section 700.] 

 

AU-C Section 701, Communicating Key Audit Matters in the Independent Auditor’s 
Report 

 
17. This amendment to AU-C section 701 would be effective for audits of financial 
statements for periods ending on or after December 15, 2026.  

[No amendment to paragraphs .01–.A12.] 

Determining Key Audit Matters (Ref: par. .08–.09) 

… 
 
Matters That Required Significant Auditor Attention (Ref: par. .08) 
 
… 
 
.A13 Certain AU-C sections, such as the following, require specific communications with 
those charged with governance and others that may relate to areas of significant auditor 
attention:  
 

a.  Section 260, The Auditor's Communication With Those Charged With Governance, 
requires the auditor to communicate significant difficulties, if any, encountered 
during the audit with those charged with governance. fn 7 For example, there may be 
potential difficulties relating to the following:  

 
i.  Related party transactions. In particular, there may be limitations on the auditor's 

ability to obtain audit evidence that all other aspects of a related party transaction 
(other than price) are equivalent to those of a similar arm's length transaction. fn 8  

 
ii.  Limitations on the group audit. For example, the group engagement team's access 

to information or people may be restricted. fn 9  
 

fns 7–8 [Footnotes omitted for purposes of this proposed SAS.] 

https://checkpoint.riag.com/app/view/docText?usid=39885fw1e802f&DocID=iPROFSTDS%3A19338.1&collId=T0profstds&docTid=T0PROFSTDS%3A19338.1-1&feature=tcheckpoint&lastCpReqId=1070b8&searchHandle=i0ad6ada60000017d4c50bb13bf74597b#SRC%208
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fn 9 Paragraph .49d 74c of proposed Statement on Auditing Standards section 600, Special Considerations — 
Audits of Group Financial Statements (Including the Work of Component Auditors and Audits of 
Referred-to Auditors). 

[No further amendment to AU-C section 701.] 

 
AU-C Section 705, Modification to the Opinion in the Independent Auditor’s Report  

 
18. This amendment to AU-C section 705 would be effective for audits of financial 
statements for periods ending on or after December 15, 2026.  

[No amendment to paragraphs .01–.A10.] 

.A11 Examples of circumstances beyond the control of the entity include the following:   

• The entity’s accounting records have been destroyed.  
• The accounting records of a significant component for which further audit procedures 

are determined to be necessary for purposes of the group audit have been seized 
indefinitely by governmental authorities. 

 

[No amendment to paragraphs .A12–.A37.] 
 

Exhibit — Illustrations of Auditor’s Reports With Modifications to the Opinion 

.A38 

… 

Illustration 3 — An Auditor’s Report Containing an Adverse Opinion Due to a 
Material Misstatement of the Financial Statements 

Circumstances include the following: 

Audit of a complete set of consolidated general purpose financial statements (single 
year). The audit is a group audit. The auditor is not making reference to the audit of a 
referred-to component auditor in the auditor’s report. 

… 

Independent Auditor’s Report 

[Appropriate Addressee] 

Report on the Audit of the Consolidated Financial Statementsfn 5 

Adverse Opinion 

We have audited the consolidated financial statements of ABC Company and its subsidiaries 
(the “Company” or “ABC Company”), which comprise the consolidated balance sheet as of 
December 31, 20X1, and the related consolidated statements of income, changes in 

https://checkpoint.riag.com/app/main/docLinkNew?DocID=iPROFSTDS%3A16124.1&SrcDocId=T0PROFSTDS%3A19338.1-1&feature=tcheckpoint&lastCpReqId=1070aa&pinpnt=PROFSTDS%3A16124.26879&d=d#PROFSTDS%3A16124.26879
javascript:;
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stockholders’ equity, and cash flows for the year then ended, and the related notes to the 
consolidated financial statements. 

In our opinion, because of the significance of the matter discussed in the Basis for Adverse 
Opinion section of our report, the accompanying consolidated financial statements do not 
present fairly the financial position of theABC Company and its subsidiaries as of December 
31, 20X1, or the results of their operations or their cash flows for the year then ended in 
accordance with accounting principles generally accepted in the United States of America. 

… 

Auditor’s Responsibilities for the Audit of the Financial Statements 

… 

In performing an audit in accordance with GAAS, we: 

… 

• Identify and assess the risks of material misstatement of the consolidated financial 
statements, whether due to fraud or error, and design and perform audit procedures 
responsive to those risks. Such procedures include examining, on a test basis, evidence 
regarding the amounts and disclosures in the consolidated financial statements. 

… 
fn 5 [Footnote omitted for purposes of this proposed SAS.]  

 

[No further amendment to AU-C section 705.] 

 

Amendment to SAS No. 137, The Auditor’s Responsibilities Relating to Other Information 
Included in Annual Reports, as Amended (AICPA, Professional Standards, AU-C sec. 720)  

19. This amendment to AU-C section 720 would be effective for audits of financial statements 
for periods ending on or after December 15, 2026.  

AU-C section 720, The Auditor’s Responsibilities Relating to Other Information Included 
in Annual Reports 

 
[No amendment to paragraphs .01–.A1.] 
 
.A2 Other AU-C sections provide requirements and guidance with respect to information in 
certain documents other than annual reports, for example, section 925, Filings With the U.S. 
Securities and Exchange Commission Under the Securities Act of 1933; section 945, Auditor 
Involvement With Exempt Offering Documents; and Statement on Auditing Standards No. 
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136 section 703, Forming an Opinion and Reporting on Financial Statements of Employee 
Benefit Plans Subject to ERISA (sec. 703). fn 3  
fn 3 [Footnote deleted, March 2022, to reflect conforming changes necessary due to the issuance of SAS No. 
136.] 
 
[No amendment to paragraphs .A3–.A35.] 
 
… 

Reading and Considering the Other Information (Ref: par. .16–.17) 

 … 

.A36 In the case of a group audit, though the group auditor is required to read the entirety of 
the other information if, in accordance with section 600, proposed Statement on Auditing 
Standards Special Considerations — Audits of Group Financial Statements (Including the 
Work of Component Auditors and Audits of Referred-to Auditors), fn10 the group auditor 
decides to make reference to the audit of a referred-to component auditor in the auditor’s 
report on the group financial statements, the group auditor’s knowledge does not extend 
beyond that obtained by the group auditor during the audit of the group financial statements. 

fn 10  Paragraph .24.55 of section 600, proposed Statement on Auditing Standards Special Considerations — 
Audits of Group Financial Statements (Including the Work of Component Auditors and Audits of 
Referred-to Auditors). 

[No amendment to paragraphs .A37–.A38.]  

.A39 The manner in which an auditor resolves a concern regarding whether other information 
is materially inconsistent with the auditor’s knowledge obtained in the audit is a matter of 
professional judgment. The auditor may determine that referring to relevant audit 
documentation or making inquiries of relevant members of the engagement team, including   
or relevant component auditors, is appropriate as a basis for the auditor’s consideration of 
whether a material misstatement exists. Whether, and if so, the extent to which, the auditor 
refers to relevant audit documentation or makes inquiries of relevant members of the 
engagement team, including or relevant component auditors, is a matter of professional 
judgment. 

.A40 It may not be necessary for the auditor to refer to relevant audit documentation or to 
make inquiries of relevant members of the engagement team, including or relevant 
component auditors, about any matter included in the other information. This may be the 
case, for example, when the group auditor decides to make reference to the audit of a 
referred-to component auditor in the auditor’s report in accordance with section 600 
proposed SAS Special Considerations — Audits of Group Financial Statements 
(Including the Work of Component Auditors and Audits of Referred-to Auditors),fn11 

and the group auditor has obtained sufficient knowledge in connection with the group audit 
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about matters in the other information relating to the significant component with respect to 
which the referred-to component auditor has performed an audit of the financial statements. 
fn 11 Paragraph 55 of section 600 proposed SAS Special Considerations — Audits of Group Financial 

Statements (Including the Work of Component Auditors and Audits of Referred-to Auditors). 

[No further amendment to AU-C section 720.] 

Amendment to SAS No. 145, Understanding the Entity and Its Environment and Assessing 
the Risks of Material Misstatement (AICPA, Professional         Standards, AU-C sec. 315) 

20. This amendment to SAS No. 145 would be effective for audits of financial statements for 
periods ending on or after December 15, 2026.  

AU-C section 315, Understanding the Entity and Its Environment and Assessing the Risks 
of Material Misstatement 

[No amendment to paragraphs .01–.A16.] 
 

Risk Assessment Procedures and Related Activities (Ref: par. .13–.18)  

.A17 The risks of material misstatement to be identified and assessed include both those due 
to fraud and those due to error, and both are covered by this SAS. However, the significance 
of fraud is such that further requirements and guidance are included in AU-C section 240 in 
relation to risk assessment procedures and related activities to obtain information that is used 
to identify and assess the risks of material misstatement due to fraud. fn19 In addition, the 
following AU-C sections provide further requirements and guidance on identifying and 
assessing risks of material misstatement regarding specific matters or circumstances:  

•  AU-C section 540, Auditing Accounting Estimates and Related Disclosures, with 
regard to accounting estimates  

•  AU-C section 550, Related Parties, with regard to related party relationships and 
transaction  

•  AU-C section 570, The Auditor's Consideration of an Entity’s Ability to Continue as 
a Going Concern, with regard to going concern  

•  AU-C section 600, Proposed Statement on Auditing Standards (SAS) Special 
Considerations — Audits of Group Financial Statements (Including the Work of 
Component Auditors and Audits of Referred-to Auditors), with regard to group 
financial statements  

 
fn 19 [Footnote omitted for purposes of this proposed SAS.]  

[No amendment to paragraphs .A18–.A52.]  

Engagement Team Discussion (Ref: par. .17–.18) 
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Scalability 

… 

.A53 When an engagement is carried out by a large engagement team, such as for an audit of 
group financial statements, it is not always necessary or practical for the discussion to 
include all members in a single discussion (for example, in a multi-location audit), nor is it 
necessary for all the members of the engagement team to be informed of all the decisions 
reached in the discussion. The engagement partner may discuss matters with key members of 
the engagement team, including, if considered appropriate, those with specific skills or 
knowledge and those responsible for the performing work at audits of components, while 
delegating discussion with others, taking into account the extent of communication 
considered necessary throughout the engagement team. A communications plan, agreed to by 
the engagement partner, may be useful.  

[No amendment to paragraphs .A54–.A246.]  

Identifying and Assessing the Risks of Material Misstatement (Ref: par. .32–.41) 

… 

Assessing Risks of Material Misstatement at the Assertion Level 

… 

Significant Risks (Ref: par. .36) 

Why Significant Risks Are Determined and the Implications for the Audit 

  

.A247 The determination of significant risks allows for the auditor to focus more attention on 
those risks that are close to the upper end of the spectrum of inherent risk, through the 
performance of certain required responses, including the following:  

… 

•  Section 600 Proposed SAS Special Considerations — Audits of Group Financial 
Statements (Including the Work of Component Auditors and Audits of 
Referred-to Auditors) requires the group auditor to evaluate the appropriateness of 
the design and performance of further audit procedures for areas of higher 
assessed risks of material misstatement of the group financial statements, or 
significant risks, on which a component auditor is determining the further audit 
procedures to be performed more involvement by the group engagement partner if 
the significant risk relates to a component in a group audit and for the group 
engagement team to direct the work required at the component by the component 
auditor. fn 65  
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fn 65 Paragraphs .57–.58 44 of AU-C section 600, proposed SAS Special Considerations — Audits of Group 
Financial Statements (Including the Work of Component Auditors and Audits of Referred-to Auditors). 

[No further amendment to AU-C section 315.] 
 
Amendment to Statement on Standards for Attestation Engagements (SSAE) No. 18 
Attestation Standards: Clarification and Recodification, as Amended, Section 105, Concepts 
Common to All Attestation Engagements (AICPA, Professional         Standards, AT-C sec. 105) 
 

20. This amendment to AT-C section 105, Concepts Common to All Attestation Engagements, 
would be effective for attestation reports dated on or after December 15, 2026.  

[No amendment to paragraphs .01–.32.] 
 
Using the Work of an Other Another Practitioner 

.33 When the practitioner expects to use the work of an other another practitioner, the 
practitioner should (Ref: par. .A59–.A60) 

a. obtain an understanding of whether confirm that the other practitioner understands 
and will comply with the relevant ethical requirements, including those related to 
independence, that are relevant apply to the engagement and, in particular, is 
independent. 

 
b. obtain an understanding of determine that the other practitioner’s has appropriate 

professional competence and capabilities. 
 
c. determine whether to make reference to the other practitioner in the practitioner’s 

report.  
 
d. when the practitioner involves another practitioner to perform work to provide 

evidence for the engagement 
 

 ic. communicate clearly with the other practitioner about their respective 
responsibilities and the practitioner’s expectations, including the scope and 
timing of the other practitioner’s work and findings.,  

 
 ii.  determine that the other practitionerauditor has sufficient time to perform 

assigned audit procedureswork, and 
 
iiid. if assuming responsibility for the work of the other practitioner, be 

sufficiently and appropriately involved in the work of the other practitioner.  
 
e. evaluate whether the other practitioner’s work is adequate for the practitioner’s 

purposes. 
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[No amendment to paragraphs .34–.A58.] 
 
Using the Work of an Other Another Practitioner (Ref: par. .33) 
 
.A59 The practitioner is responsible for (a) the direction, supervision, and performance of the 
engagement in compliance with professional standards; applicable regulatory and legal 
requirements; and the firm’s policies and procedures and (b) determining whether the 
practitioner’s report that is issued is appropriate in the circumstances. The practitioner may, 
however, use the work of another practitioners to obtain sufficient appropriate evidence to 
express an opinion, conclusion, or findings on the subject matter information (or assertion). 
 
.A60 The engagement partner may decide to involve another practitioner to perform work to 
provide evidence for the engagement assume responsibility for the work of the other 
practitioner or to make reference to the another practitioner in the practitioner’s report. 
Regardless of whether the engagement partner decides to involve another practitioner 
assume responsibility or make reference, the practitioner is required to communicate clearly 
with the other practitioner and evaluate whether the other practitioner’s work is adequate for 
the purposes of the engagement. The nature, timing, and extent of this the practitioner’s 
involvement in the work of the other practitioner are affected by the practitioner’s 
understanding of the other practitioner, such as previous experience with, or knowledge of, 
the other practitioner and the degree to which the engagement team and the other practitioner 
are subject to common quality control policies and procedures. 
 

[No further amendment to AT-C section 105].  

 

Proposed Statements on Quality Management Standards  Quality Management    
 

Proposed Statement on Quality Management Standards (SQMS) No. 1, A Firm’s System 
of Quality Management†  
 

21. This amendment to proposed SQMS No. 1 would be effective for systems of quality 
management designed and implemented by December 15, 2025, and for evaluations of the 
system of quality management performed by December 15, 2025.  

[No amendment to paragraphs 1– A67.] 
 

A68. AU-C section 6006 Proposed Statement on Auditing Standards Special 
Considerations — Audits of Group Financial Statements (Including the Work of 

 
† Proposed Statement on Quality Management Standards (SQMS) No. 1, A Firm’s System of Quality Management, 

has not been finalized. It is expected that the final SQMS will be issued in 2022. The content of the paragraphs in 
proposed SQMS No. 1 that are shown in this appendix may change between the time of issuance of this exposure 
draft and the issuance of the final SQMS. 
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Component Auditors and Audits of Referred-to Auditors) states that when component 
auditors are not subject to the AICPA code, compliance with the ethics and independence 
requirements set forth in the International Federation of Accountants Code of Ethics for 
Professional Accountants is sufficient to fulfill the component auditor’s ethical 
responsibilities in the group audit.7 Procedures the firm may use regarding the fulfillment of 
relevant ethical requirements that apply to them by network firms, employees of network 
firms, or service providers may include confirmations, letters of representation, or other 
affirmations.  
fn 6 Paragraph .A46 A68 of AU-C section 600, proposed Statement on Auditing Standards Special 
Considerations — Audits of Group Financial Statements (Including the Work of Component Auditors and 
Audits of Referred-to Auditors).   
fn7 The section, “Application of the AICPA Code” (ET sec. 0.200.020), of the AICPA Code of Professional 
Conduct (AICPA code) explains that an AICPA member who is the group engagement partner of a U.S. 
consolidated entity should be considered to have performed an audit in accordance with generally accepted 
auditing standards, and in compliance with the AICPA code, provided that component auditors that are not 
subject to the AICPA code are in compliance with the ethics and independence requirements set forth in the 
International Federation of Accountants Code of Ethics.   

[No amendment to paragraphs A69–A901.] 

A910. Resources may be internal to the firm or may be obtained externally from the firm’s 
network, another network firm, or service provider. Resources may be used in performing 
activities within the firm’s system of quality management or in performing engagements as 
part of operating the system of quality management. In circumstances in which a resource is 
obtained from the firm’s network or another network firm, paragraphs .49–.53 form part of 
the responses designed and implemented by the firm in achieving the objectives in this 
component. Determining whether another auditor, accountant, or practitioner is a 
resource or an information source depends on the particular circumstances. For example, 
a component auditor is a resource used in performing a group audit, but a referred-to 
auditor is an information source, as a referred-to auditor’s report provides information to 
be used as audit evidence. Similarly, a service auditor that issues a report on a service 
organization’s controls is an information source and not a resource, unless the service 
organization is requested to perform further procedures for purposes of the particular 
engagement. A predecessor auditor, accountant, or practitioner is not a resource.    

 

 
[No amendment to paragraphs A69–A90 and A921–A119.] 
 
Information and Communication (Ref: par. 34) 

… 

Communication Within the Firm (Ref: par. 34b–c)  
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A120. The firm may recognize and reinforce the responsibility of personnel and engagement 
teams to exchange information with the firm and one another by establishing communication 
channels to facilitate communication across the firm. Examples of communication among the 
firm, engagement teams, and other individuals include the following:  

• The gGroup auditor engagement teams communicates matters to component auditors 
in accordance with the firm’s policies or procedures, including matters related to 
quality management at the engagement level.  

… 

[No further amendment to proposed SQMS No. 1.] 
 

Proposed SQMS No. 2, Engagement Quality Reviews (proposed SQMS No. 2) ‡ 

22. This amendment to proposed SQMS No. 2 would be effective for audits or reviews of 
financial statements for periods ending on or after December 15, 2026, and other 
engagements in the firm’s accounting and auditing practice beginning on or after December 
15, 2025. An engagement in the firm’s accounting and auditing practice begins when an 
engagement letter or other agreement to perform attest services is signed, or when the firm 
begins to perform the engagement, whichever is earlier.8 

[No amendment to paragraphs 1–A30.] 

 

Performance of the Engagement Quality Review (Ref: par. 24–27) 

… 

Procedures Performed by the Engagement Quality Reviewer (Ref: par. 25–27) 

... 
  
Group Audit Considerations  
 
A31. The performance of an engagement quality review for an audit of group financial 
statements may involve additional considerations for the individual appointed as the 
engagement quality reviewer for the group audit, depending on the size and complexity of 
the group. Paragraph 21a requires the firm’s policies or procedures to require the engagement 
quality reviewer to take overall responsibility for the performance of the engagement quality 
review. In doing so, for larger and more complex group audits, the group engagement quality 
reviewer may need to discuss significant matters and significant judgments with key 
members of the engagement team other than the group auditor engagement team (for 
example, those responsible for performing audit procedures on the financial information of a 

 
‡ Proposed SQMS No. 2, Engagement Quality Reviews, has not been finalized. It is expected that the final SQMS will 

be issued in 2022. The content of the paragraphs in proposed SQMS No. 2 that are shown in this appendix may 
change between the time of issuance of this exposure draft and the issuance of the final SQMS. 
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component auditor). In these circumstances, the engagement quality reviewer may be 
assisted by individuals in accordance with paragraph 20. The guidance in paragraph A22 may 
be helpful when the engagement quality reviewer for the group audit is using assistants.  

[No further amendment to proposed SQMS No. 2.] 
 

Proposed Statement on Auditing Standards Quality Management for Engagements 
Conducted in Accordance With Generally Accepted Auditing Standards (proposed QM 
SAS) ‖ 

23. This amendment to the proposed QM SAS would be effective for engagements conducted 
in accordance with generally accepted auditing standards for periods beginning on or after 
December 15, 2025. 

[No amendment to paragraphs 1–41.] 

Scope of This Proposed SAS (Ref: par. 1)  

A1. This proposed SAS applies to all audits of financial statements, including audits of group 
financial statements. AU-C section 600, Proposed Statement on Auditing Standards (SAS)  
Special Considerations — Audits of Group Financial Statements (Including the Work of 
Component Auditors and Audits of Referred-to Auditors) addresses deals with special 
considerations that apply to an audit of group financial statements, including when 
component auditors are involved or when the group auditor makes reference to the audit of 
a referred-to auditor. AU-C section 600Proposed SAS Special Considerations — Audits 
of Group Financial Statements (Including the Work of Component Auditors and Audits 
of Referred-to Auditors) also provides guidance on how to adapt and apply the 
requirements of this proposed SAS in an audit of group financial statements involving 
component auditors.AU-C section 600 Proposed SAS Special Considerations — Audits of 
Group Financial Statements (Including the Work of Component Auditors and Audits of 
Referred-to Auditors) adapted as necessary in the circumstances, may also be useful in an 
audit of financial statements when the engagement team includes individuals from another 
firm. For example, AU-C section 600 proposed SAS Special Considerations — Audits of 
Group Financial Statements (Including the Work of Component Auditors and Audits of 
Referred-to Auditors) may be useful when involving such an individual to attend a physical 
inventory count; inspect property, plant, and equipment; or perform audit procedures at a 
shared service center at a remote location.  

[No amendment to paragraphs A2–A21.] 

Definitions  

 
‖ Proposed SAS Quality Management for Engagements Conducted in Accordance With Generally Accepted Auditing 

Standards Engagements has not been finalized. It is expected that the final SAS will be issued in 2022. The content 
of the paragraphs in the proposed QM SAS that are shown in this appendix may change between the time of issuance 
of this exposure draft and the issuance of the final SAS. 
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Engagement Team (Ref: par. 12d) 

… 
 

A22. When joint auditors conduct an audit, the joint engagement partners and their 
engagement teams collectively constitute the “engagement partner” and “engagement 
team” for purposes of GAAS. This proposed QM SAS 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.  

A23. Referred-to auditors are not members of the engagement team. Referred-to auditors 
are not component auditors. fn 25 

fn 25 Paragraph .16 of Proposed SAS Special Considerations — Audits of Group Financial Statements 
(Including the Work of Component Auditors and Audits of Referred-to Auditors).  

[Subsequent paragraphs and footnotes renumbered. No amendment to former paragraphs 
A22–A23.] 

The Application of Firm Policies or Procedures by Members of the Engagement Team 
(Ref: par. 8) 

A24A26. In particular, the firm’s policies or procedures may require the firm or the 
engagement partner to take different actions from those applicable to personnel when 
obtaining an understanding of whether an individual from another firm  

•  has the appropriate competence and capabilities to perform the audit engagement. For 
example, the individual would not be subject to the firm’s recruitment and training 
processes and, therefore, the firm’s policies or procedures may state that this 
determination can be made through other actions such as obtaining information from 
the other firm or a licensing or oversight body. Paragraphs 22 28 and A47–A48A71–
A75 of AU-C section 600 proposed SAS Special Considerations — Audits of 
Group Financial Statements (Including the Work of Component Auditors and 
Audits of Referred-to Auditors) contain guidance on obtaining an understanding of 
the competence and capabilities of component auditors.  

•  understands the ethical requirements that are relevant to the group audit engagement. 
For example, the individual would not be subject to the firm’s training with regard to 
the firm’s policies or procedures for relevant ethical requirements. The firm’s policies 
or procedures may state that this understanding is obtained through other actions such 
as providing information, manuals, or guides containing the provisions of the relevant 
ethical requirements applicable to the audit engagement to the individual  

•  will confirm independence. For example, individuals who are not personnel may not 
be able to complete independence declarations directly on the firm’s independence 
systems. The firm’s policies or procedures may state that such individuals can 
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provide evidence of their independence in relation to the audit engagement in other 
ways, such as written confirmation.  

A25 A27. When firm policies or procedures require specific activities to be undertaken in 
certain circumstances (for example, consultation on a particular matter), it may be necessary 
to communicate with individuals who are not personnel about what is expected of them to 
enable the engagement partner to comply with the firm’s policies or procedures. For 
example, in a group audit engagement, communicating the group auditor’s policies and 
procedures about matters subject to consultation to a component auditor enables the 
component auditor to determine which identified, difficult, or contentious matters that are 
relevant to the group financial statements to bring to the attention of the group auditor 
engagement team. 

 
[No amendment to paragraphs A26–A52.] 

 
Acceptance and Continuance of Client Relationships and Audit Engagements (Ref: par. 
22–24) 
… 

 
A53 A55. Information obtained during the acceptance and continuance process may assist the 
engagement partner in complying with the requirements of this proposed SAS and making 
informed decisions about appropriate courses of action. Such information may include the 
following: 

 
Information about the size, complexity, and nature of the entity, including whether it is a group 
audit, the industry in which it operates, and the applicable financial reporting framework  

 
The entity’s timetable for reporting, such as at interim and final stages  

 
In relation to group audits, the nature of the control relationships between the parent and its 
entities or business units components  

 
Whether there have been changes in the entity or in the industry in which the entity operates 
since the previous audit engagement that may affect the nature of resources required, as well as 
the manner in which the work of the engagement team will be directed, supervised, and reviewed 

 
A54A56. Information obtained during acceptance and continuance may also be relevant in 
complying with the requirements of other AU-C sections, as well as this proposed SAS, for 
example, with respect to the following: 

 
Establishing an understanding of the terms of the audit engagement, as required by AU-C section 
210, Terms of Engagement2930  

 
Identifying and assessing risks of material misstatement, whether due to error or fraud, in 
accordance with AU-C section 315 and AU-C section 240, Consideration of Fraud in a 
Financial Statement Audit  
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Understanding the group, its components, and its their environments, in the case of an audit of 
group financial statements in accordance with AU-C section 600 proposed SAS Special 
Considerations — Audits of Group Financial Statements (Including the Work of 
Component Auditors and Audits of Referred-to Auditors) and directing, supervising, and 
reviewing the work of component auditors  

 
Determining whether, and how, to involve an auditor’s specialist in accordance with AU-C 
section 620  

 
The entity’s governance structure in accordance with AU-C section 260, The Auditor’s 
Communication With Those Charged With Governance, and AU-C section 265, Communicating 
Internal Control Related Matters Identified in an Audit 

 

2930 [Footnote omitted for purposes of this proposed SAS.]   
 

… 
 

[No amendment to former paragraphs A55–A59.] 
 

Engagement Resources (Ref: par. 25–28) 
… 
 
A60A62. Resources for an audit engagement are primarily assigned or made available by the 
firm, although there may be circumstances when the engagement team directly obtains 
resources for the audit engagement. For example, this may be the case when a component 
auditor is required by statute, regulation, or for another reason to express an audit opinion on 
the financial statements of a component, and the component auditor is also appointed by 
component management to perform audit procedures on behalf of the group auditor 
engagement team.3031 In such circumstances, the firm’s policies or procedures may require 
the engagement partner to take different actions, such as requesting information from the 
component auditor, to determine whether sufficient and appropriate resources are assigned or 
made available. 

 
fn 3031 See paragraph .03 A10 of AU-C section 600, proposed SAS Special Considerations — Audits of Group 
Financial Statements (Including the Work of Component Auditors and Audits of Referred-to Auditors). 
 
[No amendment to former paragraphs A61–A75.] 
 
… 
 
Insufficient or Inappropriate Resources (Ref: par. 27) 
 
… 
 
A76. In an audit of group financial statements, when there are insufficient or inappropriate 
resources in relation to work being performed at a component by a component auditor, the 
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engagement partner may discuss the matter with the component auditor, management, or the 
firm to make sufficient and appropriate resources available. 
… 

Engagement Performance  

… 

The Engagement Partner’s Review (Ref: par. 30–34) 

… 

A92A91. The engagement partner exercises professional judgment in identifying the areas of 
significant judgment made by the engagement team. The firm’s policies or procedures may 
specify certain matters that are commonly expected to be significant judgments. Significant 
judgments in relation to the audit engagement may include matters related to the overall audit 
strategy and audit plan for undertaking the engagement, the execution of the engagement, 
and the overall conclusions reached by the engagement team. Examples follow:  

Matters related to planning the engagement, such as matters related to determining materiality  
 
— The composition of the engagement team, including  

o personnel using expertise in a specialized area of accounting or auditing 
o the use of personnel from service delivery centers  

— The decision to involve an auditor’s specialist, including the decision to involve 
an external specialist  

The engagement team's consideration of information obtained in the acceptance and continuance 
process and proposed responses to that information 

 
The engagement team's risk assessment process, including situations in which consideration of 
inherent risk factors and the assessment of inherent risk requires significant judgment by the 
engagement team  

 
The engagement team's consideration of related party relationships and transactions and 
disclosures  

 
Results of the procedures performed by the engagement team on significant areas of the 
engagement, for example, conclusions concerning certain accounting estimates, accounting 
policies, or going concern considerations  

 
The engagement team's evaluation of the work performed by specialists and conclusions drawn 
therefrom  

 
In group audit situations  

 
—  the proposed overall group audit strategy and group audit plan; 
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—  decisions about the involvement of component auditors, including how to direct 

and supervise them and review their work, including, for example, when there 
are areas of higher assessed risk of material misstatement of the financial 
information of a component; and  

 
—  the evaluation of work performed by component auditors and the conclusions 

drawn therefrom 
 

How matters affecting the overall audit strategy and audit plan have been addressed 
 

The significance and disposition of corrected and uncorrected misstatements identified during 
the engagement 

 
The proposed audit opinion and matters to be communicated in the auditor’s report, for example, 
key audit matters, or a “Material Uncertainty Related to Going Concern” paragraph 

 

[No further amendment to proposed SAS Quality Management for Engagements Conducted 
in Accordance With Generally Accepted Auditing Standards.] 
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Summary of Comments on Proposed SAS Special Considerations – Audits of Group Financial 

Statements (Including the Work of Component Auditors and Audits of Referred-To Auditors) and 
Responses to Comments  

 
Comment 

Letter 
Number 

Abbreviation in 
Summary of 
Comments 

 
Name of Commenter 

1 CLA CliftonLarsenAllen LLP 
2 COV Commonwealth of Virginia 
3 NSAA National State Auditors Association 
4 MI OAG Michigan Office of the Auditor General 
5 GAO U.S. Government Accountability Office 
6 ICPAS Illinois CPA Society 
7 RSM RSM US LLP 
8 VSCPA Virginia Society of CPAs 
9 Crowe Crowe LLP 
10 Mazars Mazars LLP 
11 OSCPA Ohio Society of CPAs 
12 Eide Bailly Eide Bailly LLP 
13 TXCPA Texas Society of CPAs 
14 Deloitte Deloitte & Touche LLP 
15 TIC AICPA Technical Issues Committee 
16 GT Grant Thornton LLP 
17 KPMG KPMG LLP 
18 PwC PricewaterhouseCoopers LLP 
19 EY Ernst & Young LLP 
20 BDO BDO USA LLP 
21 SL SingerLewak LLP 
22 John Keyser John D. Keyser, PhD, CPA, CFE 
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Responses to Questions 1a – 13 

Overall Opinion Commenter Comment Response to 
Comment 

1a.  Does the proposed SAS have appropriate linkages to other AU-C sections and to the proposed SQMSs? 
Yes RSM We believe the proposed SAS has appropriate linkages to other AU-C sections and to the proposed 

SQMSs. 
Supportive 

Yes BDO Yes, the proposed SAS provides appropriate linkages to other AU-C sections. Supportive 
Yes CLA We believe the proposed SAS has appropriate linkages to other AU-C sections and to the proposed 

SQMS. We found these linkages especially helpful when considering ethical responsibilities of 
component auditors.  

Supportive 

Yes COV The proposed SAS linkages to other AU-C sections are appropriate.  While we are not opposed to the 
linkages to the proposed SQMSs, we believe they are unlikely to have a significant effect on quality.  
They do, however, increase the length of the standard and potentially set precedent for future standard 
setting.  

Supportive 

Yes Crowe We believe the linkages and references to the proposed QM SAS, proposed SQMSs, and other relevant 
AU-C sections are appropriate and effective. 

Supportive  

Yes Deloitte Yes. D&T believes the proposed SAS has clear and appropriate linkages to other AU-C sections and the 
proposed SQSMs. 

Supportive 

Yes Eide Bailly We believe that the proposed SAS has appropriate linkages to other AU‐C Sections and to the proposed 
SQMS standards throughout the document. 

 Supportive 

Yes EY The proposed SAS generally has appropriate linkages with other standards. Supportive 
Yes GAO Our review of the proposed Statement on Auditing Standards (SAS) found that the linkage to other AU-

C sections and to the proposed Statement on Quality Management Standards (SQMS) is sufficient. 
Supportive  

Yes GT We believe the linkages in the proposed SAS are helpful and appropriate. Supportive 
Yes ICPAS We believe the linkages are appropriate. Supportive  
Yes Mazars Yes, the proposed SAS has appropriate linkages to other AU-C sections and to the proposed SQMSs. Supportive  
Yes MI OAG Yes, we consider the linkages as appropriate and offer no suggested changes. Supportive  
Yes NSAA The proposed linkages are appropriate. Supportive  
Yes OSCPA The committee felt that linkages were clear and did not identify omissions. Supportive  
Yes 

 
PwC We generally believe the proposed SAS has appropriate linkages to other AU-C sections and to the 

SQMSs. 
Supportive 

Yes SL Yes, the proposed SAS as the appropriate linkage and revisions to other sections where applicable. Supportive 
Yes TIC Yes, a considerable amount of direct linkage within the standard and application material was noted by 

TIC.   
Supportive 

Yes TXCPA The proposed SAS has appropriate linkages to other AU-C sections and to the SQMSs. Supportive  
Yes VSCPA The Committee believes the proposed SAS provides the appropriate linkages to other AU-C sections 

and to the proposed SQMSs. 
Supportive  
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Overall Opinion Commenter Comment Response to 
Comment 

Yes BDO [The proposed SAS provides] adequate emphasis that the proposed SAS builds on the requirements 
within other AU-C sections, including the proposed QM SAS. 

Supportive  

Suggestions GT There are a variety of areas that we believe can be enhanced by additional application material or 
clarification of the language used in the requirements. 

Supportive with 
comments – 
Recommendations 
outlined in various 
comments below. 
See TF response 
below. 

Suggestions PwC There are some areas that could be further clarified within the proposed SAS, and additional special 
considerations in a group audit that the ASB could explore.  

Supportive with 
comments – 
Recommendations 
outlined in various 
comments below. 
See TF response 
below. 

1b. Does the proposed SAS sufficiently address the special considerations in a group audit as they relate to applying the requirements and application 
material in other relevant AU-C sections, including the proposed QM SAS? Are there other special considerations for a group audit that you believe have not 
been addressed in the proposed SAS?  
 
Yes CLA Overall, we believe the proposed SAS sufficiently addresses special considerations in a group audit.  Supportive 
Yes COV The proposed SAS sufficiently addresses the special considerations of a group audit as they relate to 

applying the requirement. 
Supportive 

Yes Crowe We also believe the special considerations in a group audit are sufficiently included and addressed in 
the proposed SAS. 

Supportive 

Yes Deloitte [The proposed SAS] sufficiently addresses the special considerations in a group audit as they relate to 
applying the requirements and application material in other relevant AU-C sections including the 
proposed QM SAS. 

Supportive 

Yes Eide Bailly The proposed SAS sufficiently addresses the special considerations in a group audit as they relate to 
applying the requirements and application material in other relevant AU‐C sections, including the 
proposed QM SAS. 

Supportive 

Yes EY [The proposed SAS] adequately addresses special considerations in a group audit as they relate to 
applying the requirements and application materials in other relevant AU-C sections. 

Supportive  

Yes GAO We believe that the proposed SAS sufficiently addresses the special considerations in a group audit with 
respect to applying the requirements and application material in other relevant AU-C sections.  

Supportive 

Yes Mazars Except as discussed below, the proposed SAS sufficiently addresses the special considerations in a 
group audit as they relate to applying the requirements and application material in other relevant AU-C 
sections, including the proposed QM SAS. 

Supportive with 
comments – 
Recommendations 
outlined in various 
comments below. 
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Overall Opinion Commenter Comment Response to 
Comment 

See TF response 
below. 

Yes MI OAG Yes, the proposed SAS appropriately applies the requirements and application materials of the other 
relevant AU-C sections.  

Supportive 

Yes NSAA The proposed SAS sufficiently addresses the special considerations of a group audit as they relate to 
applying the requirement. 

Supportive 

Yes RSM We believe the proposed SAS sufficiently addresses the special considerations in a group audit as they 
relate to applying the requirements and application material in other relevant AU-C sections, including 
proposed Statement on Auditing Standards, Quality Management for an Engagement Conducted in 
Accordance With Generally Accepted Auditing Standards (the proposed QM SAS). 

Supportive 

Yes SL Yes, the proposed SAS sufficiently addresses the special considerations in a group audit, as it relates to 
other AU-C sections, and the QM SAS. 

Supportive 

Yes TIC Yes, TIC believes applicable elements as well as details about who is in or out of scope given the 
various scenarios are sufficiently addressed in the proposed SAS. 

Supportive 

Yes TXCPA The proposed SAS has sufficiently addressed the special considerations pertaining to other relevant 
AU-C sections and the proposed SQMSs. 

Supportive 

Yes VSCPA The proposed SAS sufficiently address the special considerations in a group audit.  Supportive 
1b. Are there other special considerations for a group audit that you believe have not been addressed in the proposed SAS?  
 
OK as is COV [We] do not have any additional special considerations for a group audit that were not addressed.  Supportive 
OK as is Eide Bailly We don’t have additional special considerations for a group audit that haven’t already been addressed. Supportive 
OK as is MI OAG We have not identified any other considerations to be addressed. Supportive 
OK as is NSAA [We] do not have any additional special considerations for a group audit that were not addressed. Supportive 
OK as is RSM We are not aware of any other special considerations for a group audit that have not been addressed in 

the proposed SAS. 
Supportive 

OK as is SL We are not aware of other special considerations that have not been addressed.    Supportive 
OK as is TIC No additional special considerations were noted by TIC. Supportive 
OK as is TXCPA The PSC believes that all relevant considerations for a group audit have been addressed in the 

proposed SAS.   
Supportive 

Suggestions GT We ask the Board to consider the following items related to the proposed QM SAS (now SAS 146). 

• Paragraph 31b – We believe this paragraph requires additional guidance to assist auditors in 
understanding how to accomplish such a review in a group audit. We do not believe it is practical to 
assume that an auditor can summarize all significant judgments for an engagement partner to review 
directly. Instead, we believe it is more operational for the engagement partner to take responsibility 
for such reviews with the assistance from others. 

• Paragraph 34 – This paragraph could also be enhanced with application guidance specific to group 
audits as it may be difficult for the group engagement partner to be aware of all formal 
communications made by a component auditor to (1) management, (2) those charged with 

SQMS1- See addition 
of suggested language 
in conforming 
amendments. 
See inclusion of new 
language in .A86. 
Open to consider para 
34. 
Open to consider para 
41b. 
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governance, or (3) regulatory authorities, some of which may also not pertain to the audit of the group 
financial statements. 

• Paragraph 41b – It is unclear how this requirement interacts with paragraph 76 of the group audits 
proposed SAS. We believe application guidance that addresses this interaction and the expectations 
for the group engagement partner regarding component consultations would be beneficial. 

In addition, we encourage the Board to add the following language to paragraph A14 of the new 
Statement on Quality Management Standards (SQMS) 1 to help bridge the gap between guidance 
provided in SAS 146 and the application of such guidance in the other sets of standards that would be 
subject to SQMS 1. 

Referred-to auditors are not members of the engagement team. Referred-to auditors are not 
component auditors. Likewise, in an examination or review engagement, when a firm 
determines to make reference to the examination or review of another auditor, accountant, or 
practitioner, the other auditor also is not a member of the engagement team. 

We also recommend adding the following guidance in paragraph A91 of SQMS 1 to further clarify the 
various resources that may be used in an engagement subject to SQMS 1. 

Determining whether another auditor, accountant, or practitioner is a resource or an information 
source depends on the particular circumstances. For example, a component auditor is a 
resource used in performing a group audit, but a referred-to auditor is an information source, as 
a referred-to auditor’s report provides information to be used as audit evidence. Similarly, a 
service auditor that issues a report on a service organization’s controls is an information source 
and not a resource, unless the service organization is requested to perform further procedures 
for purposes of the particular engagement. A predecessor auditor, accountant, or practitioner is 
not a resource. 

 
Suggestions ICPAS We question how a group auditor gains comfort with a component auditor of a foreign company that 

conducts the audit in a foreign language. Although supervision and communication with the different 
component auditors are discussed in paragraphs A82-A85, overcoming language barriers is not 
specifically addressed. We suggest application guidance as to the approach to dealing with this situation 
(such as using an intermediary to interpret) and related supervision requirements as well as guidance 
regarding a situation where a client wants to use a local firm that speaks a different language than the 
group auditor. We refer to our response in #4 regarding the impact of different firm methodologies.  

Clarity Needed 
 
TF notes this potential 
barrier and potential 
need for audit work to 
be translated is 
addressed in par. 25 
and more explicitly in 
A66 noting “….The 
group auditor may also 
obtain an 
understanding about 
whether audit evidence 
related to components 
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located in a different 
jurisdiction may be in a 
different language and 
may need to be 
translated for use by 
the group auditor.” 
Given that this is likely 
not a common 
scenario, the TF does 
not suggest additional 
guidance. 

Suggestions Mazars Paragraph 74b. includes a requirement to communicate with those charged with governance of the 
Group “instances where the group auditor’s review of the work of a component auditor gave rise to 
concern about the quality of that component auditor’s work, and how the group auditor addressed the 
concern.” While we believe this requirement is intended to be a follow up to the requirement in 
paragraph 74a. related to communication of planned involvement in the work to be performed by 
component auditors, we are concerned that the standard, as written, will lead to inconsistent application.  
We expect that the interpretation of what rises “to a concern about the quality of that component 
auditor’s work” will be inconsistently applied given the lack of application material and that there may be 
unconscious bias in that judgement when assessing component auditors from the group auditor’s firm or 
network versus when the component auditor in an unrelated, competitor firm.  As a result, we are 
concerned that the standard will not fully achieve its intentions related to communications with those 
charged with governance.    

Clarity Needed 
 
TF believes no change 
is necessary as we 
believe this is a matter 
of professional 
judgment based on the 
facts and 
circumstances. 
Additionally, use of 
“concerns” in this 
manner is consistent 
with other standards 
(e.g., 220, 260) and is 
also consistent with the 
requirement in Extant 
AU-C 600. 
 

1c.  Does the proposed SAS result in a group audit that achieves the objectives of the proposed QM SAS? 
Suggestions PwC There are some areas that could be further clarified within the proposed SAS, and additional special 

considerations in a group audit that the ASB could explore, to ensure the proposed SAS achieves the 
ASB’s objectives in revising it as well as the objectives of SAS 146. 
 
It is important that the requirements in the proposed SAS are clear insofar as how they interact with 
requirements in the newly approved quality management standards, particularly SAS 146, Quality 
Management for an Engagement Conducted in Accordance With Generally Accepted Auditing 
Standards (referred to in the question as the QM SAS) and the new Statement on Quality Management 
Standards (SQMS) 1, A Firm's System of Quality Management. In our view, the application material in 
the proposed SAS is helpful to understand how the requirements in both SAS 146 and the proposed 
SAS are to be applied in the context of group audits. However, due to the complexities that may exist in 
a group audit, it is likely questions will arise during the implementation of SAS 146 and the proposed 

Clarity Needed 
 
TF supports the ASB 
seeking feedback from 
the Peer Review Board 
and continued 
monitoring of questions 
post-implementation.  
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SAS, in particular with respect to direction, supervision and review of the work of component auditors. 
We encourage the ASB to monitor questions and issue additional guidance, if necessary, about how the 
requirements in SAS 146 would be applied in a group audit. After the proposed SAS is implemented, the 
ASB should seek feedback from the Peer Review Board and others to understand whether the proposed 
SAS and SAS 146 are achieving their intended objectives. 
 
As we noted in our response to the exposure draft of the proposed quality management standards, 
today’s audits are being performed with increasingly diverse and distributed delivery models that 
leverage technology, other tools, and working practices to increase the effectiveness and efficiency of 
audit work. As entities and audits become more distributed, it is often necessary to involve others, such 
as component auditors, to assist the engagement partner in directing, supervising, and reviewing the 
engagement.  
 
Effective interaction between the group auditor and component auditors is important to audit quality, and 
we agree that the engagement partner needs to be sufficiently and appropriately involved throughout the 
audit to be able to take overall responsibility for the quality of the group audit engagement. However, we 
think it important that there be shared accountability for quality when firms use component auditors.  
 
We agree with the following points highlighted in SAS 146: 
 

● AU-C section 600 provides guidance on how to adapt and apply the requirements of SAS 146 in 
an audit of group financial statements involving component auditors. 
 

● When others such as component auditors perform supervisory and review activities, the 
outcomes of those activities can be taken into account by the engagement partner in fulfilling 
their responsibilities in SAS 146. For example, the engagement partner may find it necessary to 
seek input from others with responsibilities for direction, supervision, and review to make 
determinations (i) about whether sufficient and appropriate resources are assigned or made 
available to the engagement team in a timely manner; and (ii) that members of the engagement 
team and others collectively have the appropriate competence and capabilities, including 
sufficient time, to perform the audit engagement.  
 

● The group engagement partner exercises professional judgment when determining the nature 
and extent of the review of component auditor work in a group audit.  

 
We also agree with retaining the US concept of dividing responsibility by making reference to another 
auditor’s opinion on the audit of a component in the group auditor’s report on the group financial 
statements. We agree it is helpful for the ASB to develop a new definition of a “referred to auditor” and 
to clarify that they are not considered a component auditor and therefore note part of the engagement 
team for a group audit.    
 

Related to the comment 
about whether it is 
“sufficiently clear that 
component auditors are 
responsible for the 
performance of their 
work in accordance 
with AICPA standards, 
in particular SAS 146,” 
see updates in par. A68 
related to due care.  
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The proposed SAS generally appears to result in a group audit that achieves the objectives of SAS 146, 
and strikes an appropriate balance between the responsibilities of the group engagement team and 
component auditors. However, we encourage the ASB to consider whether it is sufficiently clear that 
component auditors are responsible for the performance of their work in accordance with AICPA 
standards, in particular SAS 146.  

Yes CLA We believe the proposed SAS will help auditors in effectively managing quality at the group engagement 
level and, as a result, achieve the objectives of the proposed QM SAS.  

Supportive 

Yes COV We believe the proposed SAS results in a group audit that achieves the objectives of the proposed QM 
SAS 

Supportive 

Yes Deloitte [The proposed SAS] results in a group audit that achieves the objectives of the proposed QM SAS. Supportive 
Yes Eide Bailly The objectives of the proposed QM SAS are achieved within the proposed SAS for group audits. Supportive 
Yes EY [The proposed SAS] achieves the objectives of the proposed QM SAS. Supportive 
Yes GAO We also believe that the proposed SAS results in a group audit that achieves the objectives of the 

proposed SQMS.  
Supportive 

Yes ICPAS Yes, we believe so. Supportive 
Yes Mazars Yes, we believe the proposed SAS results in a group audit that achieves the objectives of the proposed 

QM SAS. 
Supportive 

Yes MI OAG Yes, we think it will. Supportive 
Yes NSAA We believe the proposed SAS results in a group audit that achieves the objectives of the proposed QM 

SAS. 
Supportive 

Yes RSM We believe meeting the requirements of the proposed SAS should result in a group audit that achieves 
the objectives of the proposed QM SAS. 

Supportive 

Yes SL Yes, the proposed SAS will result in a group audit that achieves the objectives of the proposed QM 
SAS.  

Supportive 

Yes TIC Yes, TIC believes the objectives of the proposed SAS are achieved. Supportive 
Yes TXCPA The proposed SAS supports the objectives of the proposed QM SAS. Supportive 
Yes VSCPA The proposed SAS results in a group audit that achieves the objectives of the proposed QM SAS.  Supportive 
Suggestions PwC We generally believe the proposed SAS sufficiently addresses the special considerations in a group 

audit, with the exception of our views that follow on (i) changes to the definition of engagement team 
with respect to independence and ethics in a group audit; (ii) how the engagement partner can direct, 
supervise, and review the work of a component auditor that is not part of the same network as the group 
engagement team; and (iii) considerations relating to sharing audit evidence across the group audit. 
 
Implications of changes to the definition of engagement team with respect to independence and ethics in 
a group audit 
 
We believe the implications of the change in SAS 146 to include component auditors within the definition 
of engagement team are unclear, particularly in terms of compliance with independence and ethical 
requirements. While group auditors and component auditors today communicate about breaches of 
independence requirements, the variety of ethical requirements that could apply in a group audit may 
present legal and other challenges that have not been fully considered (e.g., in relation to confidentiality 

Supportive with 
comments  
 
The TF supports the 
ASB engaging with 
PEEC on this 
independence matter. 
The TF supports PEEC 
considering undertaking 
a project to revise the 
AICPA Code of 
Professional Conduct in 
a similar manner to the 
IESBA project. The TF 



   Agenda Item 2B – Group Audits, Comment Letter Summary and Responses to Comments  
 

Page 9 of 92 
 

Overall Opinion Commenter Comment Response to 
Comment 

and sharing of information). This is likely to be heightened when component auditors are not from within 
the same network as the group engagement team – such circumstances are increasing as a result of 
mandatory audit firm rotation in some jurisdictions.  
 
We note that the International Ethics Standards Board for Accountants (IESBA) has a current project to 
align the definition of the term “engagement team” in its International Code of Ethics for Professional 
Accountants with the revised definition in ISA 220 (Revised),1 and establish provisions that 
comprehensively address independence considerations for firms and individuals involved in a group 
audit. We believe it is urgent for the PEEC to determine and conclude on whether there are implications 
to the AICPA’s Code of Professional Conduct as a result of the IESBA’s work and the changes to the 
definition of the engagement team in SAS 146. Changes to the AICPA Code of Professional Conduct 
could result in the need for additional guidance to enable auditors to consistently apply the requirements 
in the standards. A coordinated approach between the ASB and PEEC to consider their respective 
standards and guidance that is finalized before SAS 146 and the proposed SAS become effective will be 
essential. 
 
Execution of responsibilities related to direction, supervision, and review when the component auditor is 
not part of the same network  
 
It would be helpful to add additional application material to paragraph A81 to assist engagement 
partners in complying with paragraph 30 of the proposed SAS, which discussed the engagement 
partners’ responsibility for the nature, timing, and extent of direction, supervision, and review when 
component auditors are from non-network firms. While paragraphs A23-A24 of SAS 146 note that the 
engagement partner may need to take different actions when dealing with an individual from another 
firm, this application material is focused solely on understanding competence, capabilities, compliance 
with ethical requirements, and independence and not other aspects of SAS 146.  
 
In principle, when a component auditor is not part of the same network, we would expect that efforts to 
understand matters such as the competence and capabilities of the component auditor would focus on 
inquiry, knowledge of and prior experience with the component auditor, and consideration of publicly-
available information that might indicate concerns with the quality of the component auditor’s work 
(including communications regarding the component auditor’s professional competence from 
professional bodies, licensing authorities, or other third parties). Importantly, the nature and extent of 
these efforts will depend on how the component auditor is being used and the facts and circumstances 
of the engagement. Communications from the component auditor would also be taken into account. If 
based on this, the group auditor has concerns about the competence and capabilities of the component 
auditor, the planned involvement in the work of the component auditor would likely increase, or the 
group auditor might ultimately conclude it is inappropriate to use the component auditor.  
 

believes it is important 
to consider the impact 
of the IESBA project on 
the AICPA.’s 
independence 
standards. 
 
 
 
 
 
 
 
 
 
 
 
 
 
TF believes no change 
is necessary as we 
believe additional 
implementation 
guidance related to 
non-network 
component auditors 
may imply there is a 
different or lesser 
requirement for 
direction, supervision, 
and review of network 
vs. non-network 
component auditors. 
Furthermore, the 
requirements and 
guidance of the 
proposed SAS are 
written in a manner to 
be scalable; there could 

 
1 ISA 220 (Revised), Quality Management for an Audit of Financial Statements 
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To facilitate consistent application in practice when the component auditor is not part of the same 
network (and therefore may not be subject to the same policies and procedures), the ASB could 
consider developing application guidance that incorporates the following: 
 

● At the commencement of the engagement, communication with the component auditor 
regarding their own responsibilities for direction, supervision, and review in accordance with 
SAS 146 and obtaining acknowledgement of compliance  
 

● Throughout the audit, understanding the areas on which the engagement partner at the 
component has devoted attention 
 

● Similar to paragraph 28 of the proposed SAS, considering whether publicly-available information 
about the results of the monitoring and remediation process or external inspections related to 
the component auditor indicate there may be specific concerns related to direction, supervision, 
and review 

 
There may be other considerations that could be addressed when the group auditor and component 
auditor are not part of the same network and therefore do not have common systems of quality 
management, including in relation to the group auditor’s consideration of the use of technological 
resources. This may be an area where non-authoritative guidance outside of the proposed SAS may be 
helpful to explain what may be appropriate in the circumstances. 
 
Considerations relating to sharing audit evidence across the group 
 
While the proposed SAS seeks to clarify the role of shared service centers, we believe this is an area 
that may continue to give rise to questions. Increasing centralization of accounting and reporting 
processes into shared service centers by group entities means that audit work related to those 
processes also needs to be performed on a centralized basis to obtain audit evidence that will be 
relevant to group audits, audit work at components, and stand-alone statutory audits. This has 
implications for component audits, including with regard to how they can use evidence obtained from 
testing at a shared service center (which is often performed by the group auditor or another component 
auditor). This circumstance is not considered in the ISAs or existing AICPA standards. We believe there 
is merit in the ASB considering whether the proposed SAS or a separate project could address how 
component auditors across the group are able to demonstrate that they have fulfilled their 
responsibilities in relation to evaluating the sufficiency and appropriateness of the shared evidence 
without duplicating effort.  
 

be scenarios where 
component auditors are 
part of the same 
network as the group 
auditor, yet the network 
does not have robust 
network requirements 
(so it would be 
inappropriate to 
assume that all network 
firms have a shared 
system of quality 
management). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
TF supports the ASB 
considering a separate 
project to address 
shared service centers 
and sharing audit 
evidence. However, it is 
not directly related to 
the audit of group 
financial statements 
and therefore do not 
suggest any changes to 
the proposed SAS. 

2. With respect to the structure of the proposed SAS, do you support the placement of sub-sections throughout the proposed SAS that highlight the 
requirements when component auditors are involved or when reference is made to the audit of a referred-to auditor in the auditor’s report on the group 
financial statements? 
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Suggestions GAO It is helpful to users of the standard to include subsections on the requirements when component 
auditors are involved or when a referred-to auditor’s audit is mentioned in the auditor’s report on the 
group financial statements. The ASB can take additional measures to make the subsections related to 
component auditors and referred-to auditors clearer within the requirements. For example, using icons, 
underlining, or other formatting could visually highlight the component auditor and referred-to auditor 
subsections.  
 
We believe that the proposed standard can be further clarified by making changes to the title and 
selected headings to enhance the auditor’s understanding and ensure continuity in terminology and 
interconnectedness within the standard.  
 
We also suggest that the ASB consider updating the headings in the proposed SAS to be consistent 
with and descriptive of the respective content and to enhance the auditors’ understanding and ability to 
apply the standards consistently. We suggest the following as possible considerations for improving 
clarity and consistency.  
 

Proposed SAS GAO Proposal (in red text) 

Scope of This Proposed Statement on Auditing 
Standard  

Scope of This Proposed Statement on Auditing 
Standards (page 20)  

Evaluating the Component Auditor’s 
Communications and the Adequacy of The Work  

Evaluating the Component Auditor’s 
Communications and the Adequacy of the 
Component Auditor’s Work (page 36)  

Exhibit A — Relevancy of Requirements in 
Various Group Audit Scenarios (Ref: par. 12, 
58a, A64)  

Exhibit A — Relevancy of Requirements in 
Various Group Audit Scenarios (Ref: par. 12, 
58a, A164) (page 104)  

 

Supportive with 
comments 
 
TF believes that the 
subsections are clear 
without the use of 
additional formatting, 
and that AU-C drafting 
conventions have been 
used appropriately. 
However, we will 
reconsider this 
conclusion as the SAS 
is finalized. 
 
  
TF agrees with the 
wording of  
“Scope of This 
Proposed Statement on 
Auditing Standards” 
which was included. 
 
The TF changed the 
heading of the 2nd item 
in the list to 
“Evaluating the 
Component Auditor’s 
Communications and 
the Adequacy of Their 
Work” to clarify as 
suggested and to align 
with the language in 
ISA 600R.  
 
The TF doesn’t believe 
a page number is 
necessary to reference 
the related paragraph 
and application 
guidance (consistent 
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with AU-C authoring 
conventions).  

Suggestions GT We appreciated the “Considerations When Component Auditors Are Involved” subheadings and found 
them helpful. However, we felt the headings one level “below” those were easily lost, since they are the 
same font size and type as the paragraphs themselves. By way of example, refer to the heading above 
proposed paragraph 27. We ask the Board to consider whether different formatting, such as underlining, 
would be possible to enhance their visibility among the paragraphs. We feel the lack of visibility could 
create challenges for auditors attempting to navigate the requirements, especially as the Board 
continues to issue lengthier standards. 

Supportive with 
comments 
 
Open to reconsider as 
SAS is finalized.  
 

Yes BDO We are supportive of the structure of the proposed SAS, and the placement of sub-sections therein. The 
placement of the sub-sections support the scalability objective of the standard, for example, in 
circumstances where component auditors are not involved in the group audit. Additionally, incorporating 
relevant considerations when component auditors are involved throughout the proposed SAS highlights 
the importance of timely involvement of component auditors during various phases of the audit. 

Supportive 

Yes CLA We found the organization and structure of the proposed SAS to be helpful and support the placement 
of the subsections relating to the component auditor and referred-to auditor.  

Supportive 

Yes COV We support the placement of sub-sections throughout the proposed SAS that highlight the requirements 
when component auditors are involved or when reference is made to the audit of a referred-to auditor in 
the auditor’s report on the group financial statements. 

Supportive 

Yes Crowe Yes. We find that both the subsections for specific requirements when component auditors are involved 
and the separate paragraphs in the standard for requirements when referred-to auditors are involved are 
an effective way to convey those requirements. 

Supportive 

Yes Deloitte Yes. D&T is supportive of the placement of sub-sections throughout the standard and believes it 
enhances the clarity of the applicability of requirements and application material. 

Supportive 

Yes Eide Bailly The placement of the sub‐sections is helpful and simplifies when an auditor is looking for guidance when 
component auditors or referred‐to‐ auditors are involved in group audits. These sub‐headings in 
conjunction with Exhibit A which highlights the required paragraphs will be helpful when auditors are 
trying to determine the requirements in various scenarios. We support the placement of these sub‐
sections throughout the proposed SAS. 

Supportive 

Yes EY Yes, we support the placement of subsections throughout the proposed SAS that highlight the 
requirements when component auditors are involved. 

Supportive 

Yes ICPAS Yes. Supportive 
Yes Mazars Yes, we support the placement of sub-sections throughout the proposed SAS. Supportive 
Yes MI OAG We support the placement of sub-sections throughout the SAS that highlight the requirements when 

component auditors are involved or when reference is made to a referred-to auditor.  Such placement 
allows for efficient research on topics without referring to another AU-C section. 

Supportive 

Yes NSAA We support the placement of subsections throughout the proposed SAS that highlight the requirements 
when component auditors are involved or when reference is made to the audit of a referred-to auditor in 
the auditor’s report on the group financial statements. 

Supportive 

Yes OSCPA Section headings and exhibits added clarity on when the sections were applicable. Supportive 
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Yes PwC Yes, the sub-sections in each section of the standard clearly set out considerations for the group 
engagement team when component auditors are to be involved in the group audit. These sub-sections 
are helpful when navigating the standard and provide clarity over which requirements apply in a given 
engagement’s circumstances. 
 
These sub-sections also aid the scalability of the standard and may be particularly helpful to smaller 
group audit engagements performed entirely by the group engagement team (for example, if the group 
entities are all audited by the same team from a single office). 

Supportive 

Yes RSM We support the placement of sub-sections throughout the proposed SAS that highlight the requirements 
when component auditors are involved, or when reference is made to the audit of a referred-to auditor in 
the auditor’s report on the group financial statements. We believe the proposed structure will be very 
helpful as it will enable an auditor to quickly identify and differentiate the requirements for the particular 
situation. 

Supportive 

Yes SL Yes, the structure and placement of the sub-sections are reasonable throughout the proposed SAS. It 
follows the path of the current AU-C in terms of AU-C numbers, making sections easy to navigate as 
readers follow through the regular AU-C with this proposed SAS as an enhancement.   

Supportive 

Yes TIC Yes, the placement of these sub-sections is supported by TIC. Supportive 
Yes TXCPA The PSC supports the placement of subsections in the proposed SAS that emphasize the requirements 

when component auditors are involved and the references made regarding a referred-to auditor in a 
group audit. 

Supportive 

Yes VSCPA The Committee supports the placement of the sub-sections throughout the proposed SAS as this 
benefits auditors of group audits.  

Supportive 

3. Is the scope and applicability of the proposed SAS clear? In that regard, is the definition of group financial statements, including the linkage to a 
consolidation process, clear? 
Definition of GFS 
is clear 

Deloitte Yes. D&T believes the scope and applicability of the proposed SAS, as well as the definition of group 
financial statements, is clear. 

Supportive 

Definition of GFS 
is clear 

GAO  We support the definition of group financial statements, including the linkage to a consolidation process.  Supportive 

Definition of GFS 
is clear 

GT [We] believe the definition of group financial statements is reasonably clear. Supportive 

Definition of GFS 
is clear 

Mazars Yes, the scope and applicability of the proposed SAS, including the definition of group financial 
statements is clear.   

Supportive 

Definition of GFS 
is clear 

PwC We also support the intent of the change in definition of group financial statements and the linkage to a 
consolidation process. 

Supportive 

Definition of GFS 
is clear 

RSM We also believe the definition of group financial statements, including the linkage to a consolidation 
process, is generally clear.  

Supportive 

Definition of GFS 
is clear 

TIC The definition of group financial statements [is clear], including the linkage to a consolidation process. Supportive 

Definition of GFS 
is clear 

TXCPA The definition of group financial statements and the linkage to a consolidation process are clear in the 
proposed SAS.  

Supportive 
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Definition of GFS 
is unclear 

BDO We find the linkage between the definition of the “group financial statements” and “consolidation 
process” could be ambiguous under certain fact patterns that are common in practice. The application 
guidance in paragraphs A4 and A5 attempts to distinguish between two scenarios involving a single 
legal entity, where one involves the aggregation of financial information while the other doesn’t. Many 
legal entities are capable of maintaining discrete financial information associated with separate 
locations, branches, divisions, or product lines within a single general ledger system. For example, a 
retail entity may be capable of maintaining discrete financial information by individual store locations. 
The process of aggregating the financial information associated with retail store locations in this 
example is different from aggregating financial information prepared by one or more branches or 
divisions of a group that maintain separate information systems and general ledgers. We recommend 
providing further clarity in the application material regarding the concept of “aggregation” of financial 
information of entities that is relevant to the definition of group financial statements and the term 
consolidation process used in the proposed SAS to avoid any unintended consequences, including 
inconsistent application in practice. 

Clarity Needed 
 
TF agrees that there 
are many different 
structures that wouldn’t 
fall into the couple 
examples included in 
A4 and A5. However,. 
Additionally, we note 
that the example noted 
of retail stores is not 
dissimilar to that of A4 
with banks with various 
branches and A4 
includes the language 
“separate locations, 
separate management, 
or separate information 
systems” with the word 
“or” suggesting that 
only one of those would 
have to be the case in 
order to meet the 
definition.  
The TF further points to 
the issues paper on the 
topic of group financial 
statements.  
 

Definition of GFS 
is unclear 

CLA  We recommend the ASB provide more application guidance or other materials (e.g., a flowchart or 
decision tree) to help auditors with determining whether an engagement includes group financial 
statements, which is therefore subject to the scope of the proposed SAS.  

Clarity Needed 
 
The TF points to the 
issues paper on the 
topic of group financial 
statements.  
 

Definition of GFS 
is unclear 

COV We noted that the clarified SAS removes the link of a group financial statement and components, which 
broadens the business units that could qualify for group financial statements.  Specifically, paragraph A4 
states “a single legal entity may be organized with more than one business unit … when those business 
units have characteristics such as separate locations, separate management, or separate information 
systems.”  We believe the inclusion of “or” within the guidance is improper in a government environment 
as many business units have separate locations and separate management that are aggregated into a 

Clarity Needed 
 
The TF points to the 
issues paper on the 
topic of group financial 
statements.  
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single legal entity’s financial statements; and, in many cases, we would not expect those to create a 
group audit scenario.  
 
To align with the audit requirements for components throughout the proposed SAS, we conceptually 
believe it is more logical to define a group as components aggregated through a consolidation process.  
To assist the auditor in identifying components (or business units) that trigger the group audit 
requirements, the Board should further clarify the relevant criteria for assessing the extent to which 
separate locations, management, and information systems represent components (or business units) of 
a group. The following are questions the Board may consider in providing this guidance: 
 

• Location: Does the mere physical presence of the business unit within a separate building 
constitute a different location?  Does the proximity of the business unit location to the group 
have any effect on the assessment (i.e., street address, campus, town, county, state, country)? 

• Management: In a government environment, authority may be delegated to various levels of 
management.  For example, in producing an Annual Comprehensive Financial Report (ACFR), 
a Governor may delegate responsibility to an agency to produce the ACFR by aggregating 
financial information from other agencies.  As it relates to aggregated Executive branch 
agencies, is the Governor and his or her administration considered management, or should 
consideration also be given to differences in agency-level management?   

• Information Systems: Does the significance of information systems to the financial statements 
(i.e., the general ledger) affect the assessment of the group?  For example, if a business unit 
uses the same general ledger system as the group, but uses its own capital assets system, 
does the number of separate systems or materiality of financial amounts within the capital 
assets system affect the auditor’s assessment?  

 
 
For government audit 
guidance, the TF 
recommends the board 
revisit the “Audit and 
Accounting Guide State 
and Local 
Governments” to 
ensure sufficient 
guidance is provided in 
light of this updated 
standard.  
 

Definition of GFS 
is unclear 

Eide Bailly The definition of the group financial statements provides helpful information in conjunction with the 
application and explanatory material. However, we have the following thoughts related to paragraphs 
A29‐A31 and the consolidation process. 
 
We believe this is an area that creates some confusion in practice and additional examples would be 
helpful. As a suggestion, should there be a more detailed example perhaps expanding the financial 
institution example which is already introduced in paragraph A4. This paragraph discusses operating in 
separate locations with multiple branches and how the separate characteristics, such as separate 
management or separate information systems (including a separate general ledger) are aggregated and 
how such financial statements meet the definition of group financial statements. Should this same 
financial institution example be expanded within paragraph A31 by demonstrating if a bank has a 
holding company or other legal entity combined with the financial institution that is required to be 
consolidated? This may demonstrate the difference between aggregation risk considerations for an 
entity with multiple branches versus the aggregation risk considerations of consolidations. Another 
common occurrence is when management, controls, processes, and information systems are the same 
for a group of consolidated entities. Consequently, some groups of consolidated entities may have less 
aggregation risk than others, which could significantly impact component materiality evaluations and 
audit approaches. Expanding A31 could provide needed practice guidance in applying the standard to 

Clarity Needed 
The TF points to the 
issues paper on the 
topic of group financial 
statements.  
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varying risk considerations. This would be particularly helpful as paragraph A7 appears to indicate that 
an engagement team could reach a conclusion that there’s no aggregation risk in a consolidation when 
legally separate entities are under same management, controls, and information systems, etc. 
 
For considerations specific to Government Entities, paragraph 3 of the Exposure Draft references the 
AICPA Audit and Accounting Guide for State and Local Governments which is a non‐authoritative guide. 
We believe it would be beneficial to expand the application and explanatory material with specific 
examples for Government entities as opposed to referencing a non‐authoritative guide. A common 
simple example that could be added is when a component unit is blended into a reporting unit. Another 
very common example is when the aggregate remaining reporting unit includes a number of unrelated 
activities under the same management, controls, process, and information systems and contrasting 
when there are disaggregated elements of the reporting unit. 

 
 
 
 
For government audit 
guidance, the TF 
recommends the board 
revisit the “Audit and 
Accounting Guide State 
and Local 
Governments” to 
ensure sufficient 
guidance is provided in 
light of this updated 
standard.  

Definition of GFS 
is unclear 

NSAA However, with respect to the definition of group financial statements, specifically the linkage to a 
consolidation process, we ask the board to clarify the guidance in paragraph A4. Currently, this 
paragraph indicates the mere existence of multiple locations, separate management, or separate 
information systems for which financial data is consolidated meets the definition of group financial 
statements. Particularly in the case of larger governments, there may be cases of a single entity with 
multiple locations, hierarchical structures of government with delegated management authority, and 
cases where the general ledger system may be the same but a particular financial system, such as 
capital asset management software, may be different. In such scenarios, treatment as a group audit 
may not be appropriate. We ask the board to consider limiting the definition of a group audit to the 
consolidation element rather than the multiple business unit approach.    

Clarity Needed 
 
The TF points to the 
issues paper on the 
topic of group financial 
statements.  
 

Definition of GFS 
is unclear 

OSCPA The committee appreciates the principles-based determination of a group financial statement that is 
highlighted in A4 for situations in which a single legal entity’s financial statement could be deemed a 
group financial statement. The considerations noted in A4 and A5 used in making this determination, 
including having separate locations, separate management and separate information systems, the 
committee found as reasonable. We questioned, however, whether those same considerations could be 
used to conclude that a consolidated financial statement would not be a group financial statement; for 
example, if the separate legal entities have similar locations, management, and information systems. 
The definition of group financial statements in paragraph 16 appears to require that all consolidations 
would be within the group audit scope, however the committee feels there are situations in which closely 
held entities which legally may be consolidations, do not encompass the same risks and features that 
the group audit standards are intended to address.  
 
The committee recommends that in addition to the examples in A4 and A5, a third example be provided 
to support and illustrate that the principles-based guidance can also be used to exclude a consolidated 
entity from being a group financial statement. 

Clarity Needed 
 
The TF points to the 
issues paper on the 
topic of group financial 
statements.  
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Scope and 
applicability are 
clear   

CLA We found the scope and applicability of the proposed SAS to be clear.  Supportive 

Scope and 
applicability are 
clear 

Crowe We believe the scope and applicability of the proposed SAS is clear. Further, the application guidance will 
be helpful to auditors when making the significant judgment of identifying the components in a group audit.   

Supportive 

Scope and 
applicability are 
clear 

Deloitte Yes. D&T believes the scope and applicability of the proposed SAS…is clear. Supportive 

Scope and 
applicability are 
clear 

Eide Bailly Yes, we believe that the scope and applicability of the proposed SAS provides more clarity about the 
scope compared to the extant standards.  

Supportive 

Scope and 
applicability are 
clear 

EY We support the approach to the scope and applicability of the proposed SAS except as it relates to 
investments accounted for by the equity method. See our response to Question 9 for further comments. 

Supportive with 
comments – 
Recommendations 
outlined in question 9 
below. 
See TF response below 
in question 9.  

Scope and 
applicability are 
clear 

GAO The scope and applicability of the proposed SAS are clear. Supportive 

Scope and 
applicability are 
clear 

GT We do not have significant concerns with the scope and applicability of the proposed SAS. Supportive 

Scope and 
applicability are 
clear 

ICPAS Yes, we believe the scope and applicability of the proposed SAS is clear. Supportive 

Scope and 
applicability are 
clear 

Mazars Yes, the scope and applicability of the proposed SAS, including the definition of group financial 
statements is clear.   

Supportive 

Scope and 
applicability are 
clear 

NSAA We believe the scope and applicability of the proposed SAS are clear. Supportive 

Scope and 
applicability are 
clear 

PwC Scope and applicability are clear. We appreciate that the proposed SAS gives further guidance on how 
to consider shared service centers when planning and performing a group audit, as these structures are 
becoming ever more integral to record-keeping and financial reporting, and as a result, are of increasing 
importance to an auditor’s understanding of the group’s system of internal control. 

Supportive 

Scope and 
applicability are 
clear 

RSM We believe the scope and applicability of the proposed SAS is generally clear.  Supportive 
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Scope and 
applicability are 
clear 

TIC Yes, it’s TIC’s position that the scope and applicability of the proposed SAS is clear. Supportive 

Scope and 
applicability are 
clear 

TXCPA The scope and applicability of the proposed SAS…are clear in the proposed SAS.  Supportive 

Scope and 
applicability are 
unclear 

COV We believe that the scope and applicability of the proposed SAS lacks clarity when detailing business 
units that comprise the group financial statements.  

Clarity Needed 
TF agrees that the 
definition of “entities” 
and “business units” in 
paragraph 5 and 
related application 
paragraphs is broad but 
given this is a 
principals-based 
approach, the TF 
believes what is 
provided (in paragraph 
5 along with the two 
examples in A4 and A5) 
is an appropriate level 
of detail without being 
too restrictive for 
teams.   
 
The TF points to the 
issues paper on the 
topic of group financial 
statements.  

Scope and 
applicability are 
unclear 

MI OAG We suggest the Board consider going beyond paragraph 3’s reference to the Audit and Accounting 
Guide for State and Local Governments and add a section of “Considerations Specific to Governmental 
Entities”, similar to other AU-C sections.  These considerations would address group audits of 
governmental component units. 

Clarity Needed 
 
The TF recommends 
the board revisit the 
“Audit and Accounting 
Guide State and Local 
Governments” to 
ensure sufficient 
guidance is provided in 
light of this updated 
standard.  
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Scope and 
applicability are 
unclear 

SL It is mostly clear, but there is still some ambiguity in regard to smaller, less complex entities that have 
different entities established for risk mitigation or through prior acquisitions. Some of these entities are 
structured to have a single or overall accounting department with the same system of internal control 
and, while certain portions of the operations are maintained separately, the financial information is not 
presented as disaggregated for external reporting purposes (particularly paragraph A127 in AU-C 
section 320 and the reference to what is defined as financial information that is disaggregated, as either 
internal only, or externally presented). 
Question 9 
We appreciate the statement that component performance materiality does not need to be an 
arithmetical calculation based on materiality.  

Clarity Needed- 
The TF points to the 
issues paper on the 
topic of group financial 
statements.  
 
For question 9-See TF 
response below.  

Scope and 
applicability are 
unclear 

VSCPA The Committee believes the scope and applicability of the prosed SAS lacks clarity when detailing 
business units that comprise the group financial statements. We believe the proposed standard would 
benefit from additional clarity on what constitutes a business unit.  

Clarity Needed 
 
TF agrees that the 
definition of “entities” 
and “business units” in 
paragraph 5 and 
related application 
paragraphs is broad but 
given this is a 
principals-based 
approach, the TF 
believes what is 
provided (in paragraph 
5 along with the two 
examples in A4 and A5) 
is an appropriate level 
of detail without being 
too restrictive for 
teams.   
 
The TF points to the 
issues paper on the 
topic of group financial 
statements.  

4a. Do you believe the proposed SAS is scalable to groups of different sizes and complexities, recognizing that group financial statements, as defined in the 
proposed SAS, include the financial information of more than one entity or business unit? If not, what suggestions do you have for improving the scalability 
of the proposed SAS? 
No COV We believe that the scalability of the proposed SAS is dependent on clarifying the definition of a 

business unit, as mentioned in the response for Request for Comment 3.  If separate locations, 
management, or information systems independently qualify as individual business units without 
application of professional judgement, implementation may be inefficient in a government environment.  

Clarity Needed 
 
See TF response to 
question 3 above  
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No Eide Bailly Scalability is a more challenging concept to apply in group audits than in other standards. In other 
standards, scalability is an opportunity to adapt to less complex environments. In this standard, the 
primary requirements are identifying the components, assessing aggregation risks, and developing 
responses to those risks. Accordingly, it’s difficult to apply scalability considerations to these 
requirements. The most helpful guidance regarding potential scalability, as noted in our responses 
above regarding paragraphs A4, A7, and A31, is to develop application guidance that helps auditors 
determine when consolidations and certain other activities are not considered a group audit and/or do 
not have material aggregation risks. Additionally, upon determining that the audit is of a group financial 
statement, if there are opportunities to scale based on different sizes and complexities of group audits, 
the application guidance should provide more robust illustrations of such considerations. 

Clarity Needed 
 
See TF response to 
question 3 above  

No VSCPA The Committee believes the scalability of the proposed SAS is dependent upon clarification of the 
definition of a business unit as mentioned in comment 3.  

Clarity Needed 
 
See TF response to 
question 3 above.  

Yes, with 
suggestions 

SL The proposed SAS is somewhat scalable to groups of different sizes and complexities. Possibly more 
examples of entities with less complexity where group audit procedures may be limited or reduced.   

Supportive with 
comments –  
The TF considered the 
need for additional 
examples but notes the 
principles based 
methodology outlined 
currently allows readers 
to apply the AU-C 315R 
framework to their 
engagement 
circumstances both in 
more and less complex 
situations (such as the 
examples outlined in A4 
and A5). 

Yes, with 
suggestions 

BDO The proposed SAS is generally scalable to groups of different sizes and complexities and provides for 
increased flexibility and alignment with the principles of a risk-based audit approach in planning and 
performing a group audit. 
 
While the proposed SAS is adaptable to a wide variety of circumstances, it does present additional 
practical challenges for the group engagement partner seeking to comply with the responsibilities in the 
proposed QM SAS with respect to determining compliance of component auditors with the relevant 
ethical requirements and the sufficiency and appropriateness of engagement resources, particularly on 
larger and more complex group audits that require extensive involvement of component auditors. These 
challenges are heighted in circumstances involving component auditors that are not part of the same 
network as the group auditor. 

Supportive with 
comments –  
The standard is 
intended to be a 
scalable and risk-based 
approach that requires 
the group auditor to 
apply their professional 
judgement.  TF 
acknowledges the 
practical challenges 
associated with these 



   Agenda Item 2B – Group Audits, Comment Letter Summary and Responses to Comments  
 

Page 21 of 92 
 

Overall Opinion Commenter Comment Response to 
Comment 

requirements but notes 
that the increased 
oversight and two-way 
communication with 
component auditors in 
these areas assists with 
addressing these 
challenges.  
From a guidance 
perspective, the TF 
believes these are 
outlined sufficiently in 
pars. 25, 27, and 45 
and application pars. 
A59 and A60 (ethical 
requirements) and 
paragraphs 6 and 26 
and application pars. 
A32, A49, A52, A61, 
and A178 (resources). 

Yes, with 
suggestions 

GT We found the proposed requirements to be reasonably scalable in terms of execution of risk 
assessment and further audit procedures. We have some practical concerns with regard to certain of the 
requirements specifically designated for execution by the group engagement partner, as described in 
proposed paragraph 13. Refer to our feedback to Question 7 below. 

We also believe the proposed standard could be enhanced by providing additional application material 
with regard to how the auditor may use a completed audit of a component for purposes of the group 
audit. We encourage the Board to add application material to proposed paragraph 32a to explain that 
understanding the group may include understanding applicable statutory audit requirements of 
components and the timing of such audits. We believe this information can help inform (1) the group 
auditor’s consideration of where risks of material misstatement may arise within components and (2) the 
appropriate response to such risks. See also our response to Question 9 below. 

We also believe that certain clarifications to proposed paragraph A144 will enhance the scalability and 
understandability of the guidance provided. We submit the following edits for the Board’s consideration. 

In response to the assessed risks of material misstatement, the group auditor may determine 
the following scope of work to be appropriate at a component (with the involvement of 
component auditors, as applicable): 

Design and perform further audit procedures on the entire financial information of the 
component (for example, when a component auditor is asked to perform an audit, 

Supportive with 
comments –  
See TF response 
below. 
 
Par. A144-  The TF 
added the suggested 
wording to paragraph 
A144. The TF also 
added an example to 
A149 in response to the 
proposals for A144.  
 
Par.A120- Given the 
addition to A149 as 
noted above, the TF 
believes it’s 
unnecessary to repeat. 
 
Par.A64/AU-C 300- The 
TF notes that the use of 
“key” in AU-C 300 is 
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adapted as necessary, of the component financial information for purposes of the 
group audit) 

Design and perform further audit procedures on one or more classes of transactions, account 
balances, or disclosures 

Perform specific further audit procedures designed by the group auditor 

We also recommend adding an example similar to the first bullet above to proposed paragraph A120. 

Finally, in considering the existing requirements of AU-C section 300, we believe it is most appropriate 
to limit “key members of the engagement team” to the individuals that meet the definition of “group 
auditor” as defined in the proposed SAS. We believe that there could be unintended consequences of 
including component auditors as key engagement team members. As such, we recommend revising 
proposed paragraph A64 as shown below. We believe this edit clearly delineates what the group auditor 
is ultimately responsible for while also acknowledging that the component auditor can contribute to 
planning activities. 

AU-C section 300 requires the engagement partner and other key members of the engagement 
team to be involved in planning the audit. When component auditors are involved, one or more 
individuals from a component auditor may assist be key members of the engagement team and 
therefore involved in planning the group audit. 

Such changes would also address the potential inconsistency in definitions and requirements between 
the proposed SAS and AU-C section 300. Paragraph .05 of AU-C section 300 requires the engagement 
partner and other key members of the engagement team to be involved in planning the audit, including 
planning and participating in the discussion among engagement team members. Planning an audit, as 
described in paragraph .02 of AU-C section 300, involves establishing the overall audit strategy and 
audit plan. The definition of group auditor, however, recognizes that the group auditor, which excludes 
component auditors, is responsible for establishing the overall group audit strategy and group audit plan. 
Including component auditors as key engagement team members can potentially blur a firm’s 
responsibilities for the group audit opinion and also challenge whether the independence requirements 
would differ for such individuals, particularly when such individuals are outside the firm’s network. 

broad and therefore 
would be left up to the 
engagement partner to 
make the determination 
of who a “key member 
of the engagement 
team” is.  Providing 
clarity that key 
members should be 
involved in planning is 
consistent with the 
proposed standard 
given component 
auditors often are and 
should be involved in 
planning (for example 
risk assessment) and 
doesn’t imply that 
component auditors 
would be involved in 
establishing the group 
audit plan.  
Additionally, there does 
not appear to be 
inconsistency with AU-
C 300.02, as the overall 
audit strategy and audit 
plan is different than 
“being involved in 
planning the audit”. 
Therefore, no change 
suggested. 

Yes, with 
suggestions 

ICPAS We believe that the proposed SAS is scalable to groups of different sizes and complexities. However, 
when applying the risk-based approach prescribed in the proposed SAS, if the group audit firm differs 
from the component audit firm, use of different audit methodologies may present an issue. We see this 
as a challenge in terms of scalability of the standard, particularly in instances where there is a sub-
consolidation performed by the component auditor. We would like to see more guidance or tools on how 
the use of different audit methodologies by the component auditors is addressed by the group auditor, 
such as instances where testing approaches differ (i.e., sample sizes utilized for both tests of controls 
and tests of details).  

Supportive with 
comments – 
The TF notes that 
providing guidance on 
this would be moving 
away from a principals-
based approach. 
Further, as noted 
throughout the 
proposed standard (i.e., 
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pars. 18 and 24-26), 
the group engagement 
takes responsibility for 
instruction and 
supervision of the 
component auditor(s).  

Yes, with 
suggestions 

Mazars Yes, we believe that the emphasis on an auditor’s professional judgement makes the proposed standard 
scalable to different sizes and complexities of groups. However, we are concerned that the lack of 
guidance on how to determine the extent of work to be performed on components will lead to diversity in 
practice. We recommend that the development of implementation guidance be considered related to 
scoping by component. 

Supportive with 
comments – 
 
The TF is supportive of 
future development of 
implementation 
guidance in this area. 

Yes, with 
suggestions 

NSAA Our only concern is related to the scalability to larger governments per our response to question three. Supportive with 
comments – 
Recommendations 
outlined in question 3 
above 
See TF response 
below. 

Yes, with 
suggestions 

OSCPA The committee agreed that the proposal is scalable in principle but would like more examples and 
implementation materials regarding the application of concepts to varying circumstances. 

Supportive- No specific 
items noted 

Yes, with 
suggestions 

PwC Scalability  
 
While we generally believe the proposed SAS is scalable to groups of different sizes and complexities, 
further guidance is necessary in a number of areas to promote more consistent application of the 
principles-based requirements in the proposed SAS. 
 
It is important that the proposed SAS supports auditors in being able to scope and plan the audit based 
on the nature and circumstances of the group, and recognizes the important roles both group and 
component auditors play in contributing to group audit quality. In this regard, it is important that, in 
moving away from some well-recognized concepts in extant AU-C section 600 (e.g., significant 
components), the ASB is satisfied that the proposed SAS continues to support high-quality group audits, 
including consistent judgments about scoping of the group audit and the nature, timing, and extent of the 
involvement of component auditors.  
 
For example, extant AU-C section 600 established specific requirements when a significant component 
is identified by the group engagement team, which is defined as a component that (i) is of individual 
financial significance to the group, or (ii) due to its specific nature or circumstances, is likely to include 
significant risks of material misstatement of the group financial statements. While we appreciate that the 
proposed SAS is aimed at promoting a risk-based approach rather than a quantitative exercise, we are 
concerned that the important principles underpinning these extant requirements are not given sufficient 

Updates suggested-  
 
A59- The TF believes 
par. A59 is sufficiently 
clear and provides 
sufficient guidance 
without the suggested 
edits. The TF believes it 
is most appropriate to 
maintain A59 as 
currently drafted in 
order to align with SAS 
145 and remained 
converged with ISA 
600R. 
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prominence, which could impact quality. We suggest changes to the application material to reinforce 
auditor judgments made in applying the requirements in paragraphs 24 and 39 of the proposed SAS. 
We believe certain concepts contained in the PCAOB’s standards could be incorporated to drive further 
consistency in the US in terms of these judgments about how best to address risks of material 
misstatement in the group financial statements. We also believe further examples as to when specific 
further audit procedures may be used would be helpful. See paragraphs A59 and A145 in Appendix 2 
 
Review of component auditor work 
 
Also with regard to question 4a, we note the new requirement in paragraph 49 for the group auditor to 
determine whether, and the extent to which, it is necessary to review additional component auditor 
documentation. We believe it is important that the group auditor be able to exercise professional 
judgment in relation to the nature, timing, and extent of review of the work of component auditors, taking 
into account the two-way communication that has occurred throughout the audit. In many cases, the 
group auditor may not consider it necessary to obtain and review audit documentation beyond what is 
required to be provided by, and discussed with, the component auditor in accordance with paragraphs 
47-48 of the proposed SAS. 

 
 
 
 
 
 
 
 
 
 
49- The TF notes the 
“whether” in par. 49 
allows for the use of 
professional judgement 
by the group auditor on 
if they feel the need to 
review additional 
documentation.  

Yes CLA We believe the principles-based approach makes the application of the requirements in the proposed 
SAS more scalable. The clarification of the roles and responsibilities of the engagement partner 
combined with the removal of prescribed approaches to significant components provides flexibility to 
respond appropriately to identified risks and improves efficiencies in group audits.  

 Supportive 

Yes Crowe We believe the proposed SAS reflects a principles-based approach designed to allow auditors to focus 
on the risks of material misstatement in the group financial statements while appropriately considering 
and addressing aggregation risk. 

 Supportive 

Yes Deloitte Yes. D&T acknowledges the ASB’s commitment to including scalability within the proposed SAS and 
believes the proposed SAS is capable of being applied to the audits of entities with a wide range of 
sizes, complexities, and circumstances. 

Supportive 

Yes EY We believe the proposed SAS is scalable.  Supportive 

Yes GAO We believe the proposed SAS is scalable to groups of different sizes and complexities.  Supportive  
Yes MI OAG Yes, we believe the proposed SAS is scalable between large and small governments.  Supportive 

Yes RSM We believe the proposed SAS is scalable to groups of different sizes and complexities. We note that the 
standard properly focuses on identifying, assessing and responding to the risks of material misstatement 
using a principles-based approach that is adaptable to a wide variety of circumstances and scalable for 
audits of groups of different complexity. This allows the group auditor to determine an appropriate 
approach to obtaining sufficient appropriate audit evidence to address assessed risks of material 
misstatement of the group financial statements. 

Supportive 

Yes TIC Yes, the proposed SAS is scalable to groups of different sizes and complexities. Supportive 
Yes TXCPA The PSC believes that the proposed SAS is scalable to audit groups of various sizes and complexities.  Supportive 
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4b. Do you believe that the guidance in exhibit A, “Relevancy of Requirements in Various Group Audit Scenarios,” of the proposed SAS is understandable 
and provides clarity on the relevancy of certain requirements of the proposed SAS in various group audit scenarios? Would the relevancy of certain 
requirements of the proposed SAS in various group audit scenarios be clear without exhibit A?   
Clear, Necessary 
(with 
suggestions) 

CLA We found exhibit A of the proposed SAS to be useful.  
We suggest the AICPA provide additional guidance to help firms with the implementation of the 
proposed SAS for each of the scenarios in exhibit A. 
 

Supportive with 
comments – 
 
TF believes that the 
scenarios listed are not 
overly complex and are 
representative of the 
most typical scenarios 
audit teams are in. 

Clear, Necessary 
(with 
suggestions) 

NSAA Broadly, we believe Exhibit A to be understandable and that it provides clarity on the relevancy of 
certain requirements of the proposed SAS in various group audit scenarios. This exhibit should remain 
in the final standard and it is helpful to have this material in one location, particularly given that some 
requirements are common across scenarios.  
 
One suggestion for improved clarity would be the reconsideration of including paragraph 36 as a 
relevant requirement for Scenarios 1 and 3. The titles for Scenarios 1 and 3 may lead users to conclude 
that no component auditors are involved which would make the inclusion of paragraph 36 confusing.  

Supportive with 
comments –  
 
Changes made to 
Exhibit A consistent 
with the comment. 

Clear, Necessary 
(with 
suggestions) 

OSCPA The committee found exhibit A to be very helpful for clarity in the applicability of sections of the draft, 
and suggests that exhibit A be put in the front of the draft instead of in the appendix (“start here”). 

Supportive with 
comments – 
 
The TF believes that 
listing the requirements 
first and then 
summarizing for various 
scenarios at the end in 
appendix A is 
appropriate so that 
readers consider the 
full body of the 
standard.  

Clear, Necessary BDO We found exhibit A to be understandable and demonstrative of the scalability in the proposed SAS, 
particularly for less complex group audits, where the group auditor does not involve component auditors 
and/or does not make reference to the audit of a referred-to auditor. 

Supportive 

Clear, Necessary COV The guidance in exhibit A is very helpfully and it should remain within the proposed SAS. Supportive  
Clear, Necessary Eide Bailly We believe that the guidance in Exhibit A, “Relevancy of Requirements in Various Group Audit 

Scenarios” is understandable and provides clarity on the relevance of certain requirements of the 
proposed SAS in various group audit scenarios. We don’t believe Exhibit A should be removed, as 
without Exhibit A there could be more variances in practice in determining the application of the 
standards within various scenarios. 

Supportive 
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Clear, Necessary GAO The guidance in exhibit A is understandable and provides needed clarity on the relevancy of certain 
requirements of the proposed SAS in various group audit scenarios, and it should be retained.  

 Supportive 

Clear, Necessary ICPAS We believe while the proposed SAS in various group audit scenarios is clear without exhibit A, exhibit A 
is understandable and provides a useful reference point for practitioners to identify the relevant 
requirements for their respective fact patterns. 

 Supportive 

Clear, Necessary Mazars Yes, the guidance in exhibit A is understandable and provides clarity on the relevancy of certain 
requirements of the proposed SAS in the group audit scenarios presented.  Given the consistent 
identification of which proposed SAS paragraphs relate to both component auditor and referred-to 
auditor scenarios, the relevancy of such requirement would be clear without exhibit A.  However, we 
believe that the inclusion of exhibit A is a useful guide for practitioners. 

 Supportive 

Clear, Necessary MI OAG Yes, we consider exhibit A as straightforward and understandable and have no suggested edits.  While 
readers should be able to interpret the provisions of the proposed SAS without exhibit A, we think the 
exhibit provides clarity to apply the standards consistently among the various scenarios and it should 
remain in the final standard. 

 Supportive 

Clear, Necessary RSM We believe the guidance in Exhibit A, “Relevancy of Requirements in Various Group Audit Scenarios,” 
of the proposed SAS is understandable and provides clarity. We believe the relevancy of the 
requirements of the proposed SAS in various group audit scenarios would be clear without Exhibit A; 
however, Exhibit A provides a very helpful reference. 

 Supportive 

Clear, Necessary SL Exhibit A is very helpful and the proposed SAS would not be clear without Exhibit A. Supportive 
Clear, Necessary TIC Yes, the guidance in exhibit A is understandable and provides clarity on the relevancy of certain 

requirements of the proposed SAS in various group audit scenarios. TIC supports the retention of exhibit 
A. 

Supportive 

Clear, Necessary VSCPA Exhibit A is helpful and should remain within the proposed SAS.  Supportive 
Clear, 
Unnecessary 

Crowe We do not believe that exhibit A is necessary for auditors to understand the requirements of the 
proposed SAS, including the requirements when utilizing referred-to auditors. However, we have no 
objection to the inclusion of the exhibit, as it may be helpful for auditors to validate that their audit plan 
will comply with the relevant requirements in the proposed SAS.  

Supportive 

Unclear, 
Necessary 

GT We found Exhibit A very helpful and encourage the Board to retain it with the final standard. While we 
believe that auditors would be able to determine the relevancy of requirements, this exhibit leaves little 
margin for doubt and is an efficient approach to navigating the requirements. 

That said, there are a few items on which we request clarification. First, it is unclear why each scenario 
begins with paragraph 12 of the proposed standard when the requirements section does not begin until 
paragraph 18. We believe it is the Board’s intention to only address the requirements section of the 
proposed standard and, therefore, recommend revising each scenario to begin with paragraph 18. 

Additionally, for Scenarios 1 and 3, we note that paragraph 36 is included as a relevant requirement. 
However, paragraph 36 is under the heading “Considerations When Component Auditors Are Involved.” 
We believe proposed paragraph 36 is not intended to apply only when component auditors are involved. 
We recommend deleting the heading and revising the paragraph as follows. 

Supportive with 
comments –  
The TF has considered 
the starting point of the 
requirements within the 
scenarios within exhibit 
A and have updated to 
start at par.18 as that 
aligns with the 
“requirements” section 
and the header of the 
column within the 
exhibit it titled 
“requirements.”   



   Agenda Item 2B – Group Audits, Comment Letter Summary and Responses to Comments  
 

Page 27 of 92 
 

Overall Opinion Commenter Comment Response to 
Comment 

In applying AU-C section 315, the group auditor should evaluate whether the audit evidence 
obtained from the risk assessment procedures performed by the group auditor, and component 
auditors when applicable, provides an appropriate basis for the identification of assessment of 
the risks of material misstatement of the group financial statements. 

 
 
The TF has updated 
Scenarios 1 and 3 
consistent with the 
suggestion, as well as 
added additional clarity 
in paragraph .A125.  

Unclear, 
Necessary 

PwC Exhibit A is understandable and provides clarity to help auditors navigate the standard for circumstances 
applicable to their audits. This may need to be supplemented with additional guidance to support the 
auditor’s consideration of the nature, timing, and extent of direction, supervision, and review that may be 
necessary in relation to different types of group audits, including circumstances in which the group 
auditor and component auditor are not from the same network. 

Supportive with 
comments –  
The TF notes that the 
application material of 
the proposed standard 
provides guidance on 
DSR as it relates to the 
various scenarios. The 
purpose of the exhibit is 
limited to identifying the 
requirements relevant 
in each scenario (and 
the exhibit would not be 
an appropriate place for 
additional guidance). 

Unclear, 
Necessary 

TXCPA Exhibit A provides vital guidance in implementing the proposed SAS and enhances clarity and 
understanding of the proposed requirements.  It might be helpful to simplify exhibit A to include 
scenarios that do not have multiple complex issues in a single example. 

Supportive with 
comments – 
TF believes that the 
scenarios listed are not 
overly complex and are 
representative of the 
most typical scenarios 
engagement teams 
encounter in group 
audits.  

Unclear, 
Unnecessary 

KPMG The relevancy of certain requirements in the proposed SAS in various group audit scenarios is 
sufficiently clear without exhibit A because of the placement of sub-sections throughout the proposed 
SAS that highlight such requirements. Despite the introductory paragraphs in exhibit A reminding group 
auditors that they are “required to have an understanding of the entire text of this proposed SAS, 
including its application and other explanatory material, to understand its objectives and apply its 
requirements properly”, we have concerns over implementation in practice. Specifically, the content in 
exhibit A may be misinterpreted as if only the requirements presented in tabular format in exhibit A are 
applicable in various group audit scenarios, which could lead to misapplication of the proposed SAS and 
a negative impact to audit quality. 

Unsupportive- If 
keeping suggested 
edits-  
 
The TF has considered 
the starting point of the 
requirements within the 
scenarios within exhibit 
A and have updated to 
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If the Board determines exhibit A should be retained in the final SAS, and as we understand exhibits to 
be authoritative in nature, we offer the following recommendation for the Board’s consideration to further 
enhance clarity of exhibit A. We note that the relevant requirements in tabular format begin with 
paragraph 12 of the proposed SAS. We recommend the Board to include references to paragraphs 1-11 
as applicable for completeness, or further clarify why the relevant requirements included in exhibit A 
begin with paragraph 12 (when requirements in the proposed SAS start with paragraph 18). 
 

start at par. 18 as that 
aligns with the 
“requirements” section 
and the header of the 
column within the 
exhibit it titled 
“requirements.” 
Additionally, for the 
avoidance of confusion, 
the TF also added a 
new sentence within 
the intro of Exhibit A to 
state that paragraphs 
1–17 (Introduction, 
Objectives, and 
Definitions) are 
applicable to all 
scenarios.  
 

5. Do you support the enhanced requirements and application material on documentation, including the linkage to the requirements of AU-C section 230? 
Yes BDO We support and agree with the enhancements to the documentation requirements. Supportive 
Yes CLA We support the enhanced requirements and application material on documentation.  Supportive 
Yes COV We support the enhanced requirements and application material on documentation, include the linkage 

to the requirements of AU-C section 230. 
Supportive  

Yes Crowe We believe the documentation requirements in the proposed SAS, when considered along with the 
requirements of AU-C section 230, are appropriate and complete.  

Supportive 

Yes Deloitte Yes. D&T is supportive of the enhanced requirements and application material on documentation. Supportive 
Yes Eide Bailly We support the enhanced requirements and application materials on documentation and the linkage to 

the requirements of AU‐C Section 230. 
Supportive 

Yes EY We support the enhanced requirements and application material on documentation in the proposed 
SAS. 

Supportive 

Yes GAO We support the enhanced requirements and application materials on documentation.  Supportive 
Yes GT We support the enhanced documentation requirements and application material, including the linkage to 

existing requirements of AU-C section 230. 
Supportive 

Yes ICPAS We support the enhanced documentation requirements as presented in paragraph 76 of the proposed 
SAS. 

 Supportive 

Yes Mazars  Yes, we support the enhanced requirements and application material on documentation, including the 
linkage to the requirements of AU-C section 230. 

 Supportive 

Yes OSCPA The committee found the documentation requirements very consistent with current practices and did not 
identify any omitted documentation requirements.  

 Supportive 

Yes PwC We do not have concerns about the enhanced requirements and application material on documentation. Supportive 
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Yes RSM We support the enhanced requirements on documentation, including the linkage to the requirements of 
AU-C section 230.  

Supportive 

Yes TIC TIC supports the enhanced requirements and documentation materials. Supportive 
Yes TXCPA The PSC supports the enhanced requirements of documentation, including linkage to the requirements 

of AU-C section 230.  The PSC did not note any significant changes from current practice.  The linkage 
to SQMS is critical due to emphasis on risk-based audit processes.  The PSC also thought that if 
documentation was restricted, the result would be hesitancy to utilize component auditors.  

Supportive 

Yes VSCPA The Committee supports the enhanced requirements and application material on documentation.  Supportive 
5a. Are there specific matters that you believe should be documented other than those described in paragraph 76 of the proposed SAS? 
Additions CLA The ASB should consider requiring documentation of the requirements in 59.c ii relating to 

appropriateness of conversion entries.  
The TF notes that the 
documentation 
requirements in par. 76 
are not meant to be an 
exhaustive list but 
rather calling out items 
required to be 
documented that may 
not naturally be 
documented in fulfilling 
the requirements of the 
standard. We note that 
the requirement on 
conversion entries 
would expect to be 
documented in 
accordance with AU-C 
230 that would require 
the auditor to prepare 
audit documentation 
that is sufficient to 
enable an experience 
auditor to understand 
the procedures 
performed. 

Additions Crowe Paragraph 76.i. requires documentation of “The group auditor’s evaluation of, and response to, findings 
or conclusions of the component auditors or referred-to auditors about matters that could have a 
material effect on the group financial statements.”  We are unsure how this requirement is distinguished 
from 76.g.ii. and 76.h.iii, which require documentation of matters related to communications with 
component auditors and referred-to auditors, respectively, “including how the group auditor has 
addressed significant matters discussed with” component auditors and referred-to auditors, respectively. 
Specific to referred-to auditors, we believe that 76.i. is in part alluding to evaluating their issued auditor’s 
report, and whether it includes any opinion modifications or other report modifications that may be 

The TF notes that these 
are different 
requirements as 76 g ii 
is specific to 
documenting the 
communication with the 
component auditors on 
the subject, not the 
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relevant to the group auditor (consistent with the requirements in paragraph 61). If that is the intent in 
the proposed SAS, we recommend that this be clarified by adding application guidance for paragraph 
76.i.  

group auditors’ full 
analysis and 
conclusions. Similarly, 
76 h ii is specific to 
referred to auditors. In 
terms of 76.h.i, the TF 
believes the language 
is clear in requiring the 
referred to auditor’s 
financial statements 
within the group 
auditors’ 
documentation. 

Additions Eide Bailly We believe that the specific matters identified in paragraph 76 are sufficient and relevant. However, one 
area that we believe can be expanded within the application material is related to the documentation 
requirement when the same firm conducts the audit of the component and is the group auditor. In 
practice, it may be common where one office/team within the same firm will conduct the audit of the 
component and another team/office will be the group auditor. Paragraph A74 provides some guidance 
related to the determination of a component auditor’s competency and capability. Paragraph A91 states 
that the form of communication would be affected when the group auditor and component auditor are 
from the same firm. Paragraph 76 states that the group auditor should include in the audit 
documentation all of the components noted in paragraph 76, such as competence and capability (par. 
76c), the direction and supervision of the component auditors and review of their work (par. 76f). As 
noted in paragraphs A74, the firm’s monitoring procedures and communication is relied on in these two 
examples. The firm has its own monitoring procedures to identify competency and has procedures for 
documenting evidence of review and has various levels of review. The extent of the documentation 
required by the group auditor in this example when the same firm conducts the audit of the component 
and is the group auditor would be an example where we suggest additional application guidance would 
be beneficial, specifically related to competency of the auditor, direction, supervision, and review of the 
component auditor’s work within the same firm but different locations and teams. The application 
material should include whether it is expected that all of these elements are explicitly documented in the 
binder or is it sufficient to know that the firm’s monitoring procedures cover the requirement related to 
competency, supervision, and review of the component auditor within the same firm. 

Supportive with 
Comments-  
 
The TF believes that 
the requirement in para 
76.d and the application 
guidance provided in 
A71-A75 and A208 
provides sufficient 
guidance/consideration 
for the group 
engagement partner in 
determining what 
should be documented 
based on the par. 76b 
requirement, including 
the ability to consider a 
common system of 
quality management.   

Additions ICPAS We suggest additional discussion of risks and uncertainties that may be present at the component 
auditor level, including, but not limited to 1) local regulatory, 2) litigation, and 3) cyber related matters. 

The TF notes that par. 
76 is not meant to be 
exhaustive of all items 
to be documented, but 
rather items that may 
not already be 
documented in meeting 
the other requirements 
of the standard. The TF 
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believes that these 
items would be covered 
through par.47 i and j 
and would be 
documented in 
accordance with AU-C 
230.08 

Ok as is GAO We did not identify any additional matters that should be documented outside of those described in 
paragraph 76. 

 Supportive/None noted 

Ok as is GT We did not identify any additional matters that we believe should be included in proposed paragraph 76. 
We found the application material helpful in considering how the documentation requirements may be 
scalable in different group audit scenarios. 

 Supportive/None noted 

Ok as is Mazars  There are no matters that we believe should be documented other than those described in paragraph 
76 of the proposed SAS. 

Supportive/None noted 

Ok as is MI OAG No, there are no other specific matters that should be documented. Supportive/None noted 
Ok as is NSAA We do not believe there are any additional specific matters to be documented.  Supportive/None noted 
Ok as is PwC We did not identify any additional matters that we believe should be documented.  Supportive/None noted 
Ok as is RSM There are no specific matters that we believe should be documented other than those described in 

paragraph 76 of the proposed SAS. 
Supportive/None noted 

Ok as is SL We are not aware of additional specific matters that should be documented. Supportive/None noted 
Ok as is TIC None of significance were noted by TIC.  Supportive/None noted 
5b. Do you agree with the application material in paragraphs A203–A219 of the proposed SAS relating to the group auditor’s audit documentation? 
No  GT Paragraph A205 of the proposed SAS indicates that audit documentation comprises not only the 

documentation in the group auditor’s file but also the separate documentation in the respective 
component auditor files relating to the work performed by the component auditors for purposes of the 
group audit. While we conceptually understand the purpose of this statement, we are concerned with the 
potential ramifications from an audit quality as well as an inspection and regulatory perspective, 
particularly with respect to jurisdictions with confidentiality or professional secrecy restrictions. We 
encourage the Board to consider additional guidance or requirements, taking into account PCAOB 
standards, addressing audit documentation that would be retained in the group audit file to meet the 
objectives of AU-C section 230 and that would be sufficient from an external inspection perspective. 

The TF believes that 
the combination of 
guidance in par. 76 and 
application guidance 
A213-A214 and A216-
218 is sufficiently clear 
in outlining what is 
required to be kept in 
the group audit file, 
without the need for 
Paragraph A205 (which 
the TF agrees may 
cause confusion and 
has therefore deleted).   

No OSCPA Additional guidance would be beneficial regarding assessing component materiality. The TF believes that 
the guidance outlined in 
A127 through A133 and 
then with par.76 is 
sufficient for outlining 
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the principles for 
determining component 
materiality. 

Yes, with 
suggestions 

CLA We agree with the application material in paragraphs A203-A219 in the proposed SAS. However, we 
have some concerns about the requirements for the final assembly and retention of a component 
auditor’s documentation. When the retention of component auditor documentation is outside the control 
of the group auditor, we believe it would be difficult for a firm to design and implement responses to 
address quality risks relating to the quality objective in proposed SQMS No. 1 paragraph .32f. We 
suggest the ASB consider enhancing the guidance in A206 of the proposed SAS to indicate that 
providing specific instructions to the component auditor would normally be a sufficient response to such 
quality risks. 

The TF believes that 
the combination of 
guidance in par. 76, 
A206, A213-A214, and 
A216-218 is sufficiently 
clear to provide 
instructions/guidance 
for teams on the 
requirements of final 
assembly of the audit 
file and what is required 
to be kept in the group 
audit file itself, without 
the need for Paragraph 
A205 (which the TF 
agrees may cause 
confusion and has 
therefore deleted. 
Additionally, we do not 
believe the proposed 
SAS is the appropriate 
place to interpret 
SQMS 1; therefore, the 
TF suggests the ASB 
consider whether 
additional guidance 
(outside of the 
proposed SAS) is 
necessary. 

Yes, with 
suggestions 

ICPAS We agree with the application material in paragraphs A203–A219 of the proposed SAS, however, we 
suggest including reference to the sufficiency of procedures performed by the component auditor in 
direct response to the identified group-level assessed risks of material misstatement. By removing the 
requirement to identify significant components, with more targeted risk-based procedures performed at 
the component audit level, there is added importance on ensuring sufficient procedures have been 
performed on overall risks of material misstatements assessed at the group level and relevant to the 
component auditor. 

Supportive with 
comments- 
The TF believes that 
the requirements 
outlined in para 39, 43-
50 and related 
application guidance 
sufficiently outline the 
responsibilities for the 
nature, timing, and 
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extent of procedures to 
be performed as well as 
evaluating the 
sufficiency of those 
procedures with respect 
to the identified risks. 

Yes BDO [We support and agree with the] related application material in the proposed SAS. Supportive 
Yes COV We support the enhanced requirements and application material. Supportive 
Yes Crowe The application guidance is comprehensive and will help auditors to evaluate the sufficiency and clarity 

of their documentation related to the group audit. 
Supportive 

Yes Deloitte Yes. D&T is supportive of the enhanced requirements and application material on documentation. Supportive 
Yes Eide Bailly We support the enhanced requirements and application materials on documentation and the linkage to 

the requirements of AU‐C Section 230. 
Supportive 

Yes GAO We agree that the information in paragraphs A203–A219 is helpful application material.  Supportive 
Yes Mazars Yes, we agree with the application material in paragraphs A203-A219 of the proposed SAS relating to 

the group auditor’s audit documentation. 
Supportive 

Yes MI OAG We agree with the application material and offer no suggested edits. Supportive 
Yes NSAA We agree with the application material. Supportive 
Yes RSM We support the enhanced requirements on documentation, including the linkage to the requirements of 

AU-C section 230 and the application material in paragraph A203–A219. 
Supportive 

Yes SL Yes, we agree with the application material. Supportive 
Yes TIC Yes, TIC agrees with this application material. Supportive 
Yes TXCPA Even though documentation requirements are more extensive in the proposed SAS, they are necessary.  

Adequate summarization of work performed by the component auditor should be required in a group 
audit.  However, it is not necessary to obtain all documentation of work performed by the component 
auditor unless required to do so by separate and applicable regulations.  The PSC did not note any 
requirements contrary to existing standards, but rather a more defined and expanded documentation 
requirement. 

Supportive 

Yes VSCPA The Committee supports the enhanced requirements and application material on documentation.   Supportive 
6. Are the definitions of the terms referred-to auditor, component auditor, and group auditor clear, including as they relate to the definition of the term 
engagement team in the proposed QM SAS? 
All definitions are 
clear, 
with suggestions 

Crowe We find the definitions clear and understand the need to exclude the referred-to auditor from the 
engagement team.  
 
Related to the definition of component, we note that the extant standard provides the following: “An entity 
or business activity for which group or component management prepares financial information that is 
required by the applicable financial reporting framework to be included in the group financial statements.”  
We believe that the preparation of financial information is a key element of the identification of a 
component. We recommend the ASB re-insert such language in the definition of component in the 
proposed SAS.  
 

Suggested edits-  
 
The TF believes that 
the definition of group 
financial statements 
adequately addresses 
the concept of financial 
information. 
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The TF further points to 
the issues paper on the 
topic of group financial 
statements.  
 

All definitions are 
clear 

BDO We find the definitions of these terms to be sufficiently clear, including in the context of the term 
engagement team in the proposed QM SAS. 

Supportive 

All definitions are 
clear 

CLA We believe the terms defined in the proposed SAS are clear, especially as they relate to auditors of 
governmental entities.  

Supportive 

All definitions are 
clear 

Deloitte Yes. D&T believes the definitions are clear, including as they relate to the definition of the term 
“engagement team.” 

Supportive 

All definitions are 
clear 

Eide Bailly The definitions provided in paragraph 16 related to component auditor and group auditor are clear. The 
definition of the term for referred‐to auditor seems to provide more clarity than the extant standards and 
differentiates it from being a component auditor which is helpful to auditors in understanding the 
difference. 

Supportive 

All definitions are 
clear 

EY Yes, we believe definitions are clear and would help auditors understand the differences, which aren’t 
clear in extant AU-C section 600.  

Supportive 

All definitions are 
clear 

GAO The definitions of the terms referred-to auditor, component auditor, and group auditor are clear, 
including as they relate to the definition of “engagement team” in the proposed SQMS. 

Supportive  

All definitions are 
clear 

GT We support the new terms and believe the related definitions are sufficiently clear. We believe that 
separating referred-to auditors from component auditors will enable auditors to better understand and 
navigate the requirements in different group audit scenarios. 

Supportive 

All definitions are 
clear 

KPMG The definitions of the terms referred-to auditor, component auditor, and group auditor, within the context 
of the proposed SAS, are clear. 

Supportive 

All definitions are 
clear 

Mazars Yes. the definitions of the terms referred-to auditor, component auditor, and group auditor are clear in 
the proposed standard, including how they relate to the definition of “engagement team” per Statement 
on Auditing Standard No. 146, Quality Management for an Engagement Conducted in Accordance with 
Generally Accepted Auditing Standards. 

Supportive 

All definitions are 
clear 

OSCPA The committee felt that the definitions provide greater clarity, particularly on what qualifies as a group 
audit. 

Supportive 

All definitions are 
clear 

RSM We believe the definitions of the terms referred-to auditor, component auditor and group auditor are 
clear, including as they relate to the definition of the term engagement team in the proposed QM SAS.  

Supportive 

All definitions are 
clear 

TIC Yes, TIC believes these definitions are clear and is supportive of these definitions along with the 
necessary clarifications they provide as related to the engagement team responsibility. 

Supportive 

All definitions are 
clear 

TXCPA The definitions of referred-to, component and group auditor were clear.  It appears that the main 
difference between a referred-to auditor and component auditor is that the referred-to auditor is not part 
of the engagement team, whereas a component auditor is part of the engagement team.  It is also 
possible for an audit firm to serve as a referred-to auditor and a component auditor.  In this case, 
materiality of work performed to overall audit report should be the differentiating factor. 

Supportive 

All definitions are 
clear 

VSCPA The Committee believes the definitions of the terms “component auditor” and “group engagement 
partner” as they relate to the definition of “engagement team” are clear.  

Supportive 
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Definition of CA 
is unclear 

COV We believe there is opportunity to clarify the definition of the terms “component auditor” and “group 
engagement partner” as it relates to the definition of the term “engagement team.”  Paragraph A23 
provides that component auditors may be from a group auditor’s firm.  Paragraph A28 indicates that 
there may be joint engagement partners within a group auditor’s firm, but does not define the term “joint 
engagement partner.”  When a group and its components are audited by different audit teams within the 
same firm and each audit team is supervised by a partner (or partner equivalent) under the same 
firmwide system of quality control, we are unclear on whether the partner responsible for auditing a 
component is a joint engagement partner or a component auditor.  

Clarity needed-  
Given the limited use of 
joint audits in the U.S., 
any additional guidance 
related to joint audits 
would be better placed 
outside of the proposed 
SAS, if it’s determined 
to be needed by the 
ASB.  
 
Additionally, A28 is 
clarifying that this 
proposed SAS doesn’t 
address joint audits. 
Joint audits are not 
commonplace in the 
U.S., and therefore 
information on how they 
are conducted and the 
roles that partners play, 
does not exist. 
The TF suggests the 
ASB consider whether 
additional guidance 
related to joint audits 
(outside of the 
proposed SAS) is 
necessary. 

Definition of CA 
is unclear 

ICPAS The term “group engagement team” has been replaced with the term “group auditor,” and the 
component auditor is not included as part of the “group auditor.”  We believe more clarification is 
warranted in order to distinguish the “group auditor” and “component auditor” within the context of the 
“engagement team” and to clearly delineate that the “referred-to auditor” as being outside of the 
“engagement team.” (Application Material A19; A23). Perhaps a diagram or flowchart would be helpful in 
distinguishing these concepts. 

Clarity needed-  
The TF believes that 
the guidance 
throughout the standard 
is clear. Specifically, 
par. 10 notes “A 
referred-to auditor is 
not a component 
auditor, and 
accordingly, a referred-
to auditor is not a part 
of the engagement 
team. Therefore, when 
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the terms component 
auditor and 
engagement team are 
used in this proposed 
SAS, they do not 
include referred-to 
auditors.” 

Definition of CA 
is unclear 

John Keyser Paragraph 16’s definition of component does not specifically mention that an equity method 
investee is considered to be a component. Although this is clarified in the definition of group 
financial statements, the Board should consider explicitly including equity method investees in the 
definition of component. 

Clarity needed-  
The TF considered the 
need to modify the 
definition of 
“component” to 
explicitly list equity 
method investments, 
however, the TF 
concluded that the 
guidance provided in 
the definition of group 
financial statements 
and the guidance 
throughout the rest of 
the standard is clear for 
teams to determine 
components.  

Definition of CA 
is unclear 

NSAA 
 
MI OAG 

We believe the SAS should include a definition of “joint engagement partner” which is referenced in 
paragraph A28. In group audits where different components are audited by separate audit teams within 
the same firm under the direction of separate partners or partner equivalents we are unclear as to 
whether these partners are “joint engagement partners” or “component auditors.”  

 Clarity needed- 
The TF discussed 
whether the standard 
should include 
additional guidance 
related to joint audits 
and concluded that this 
topic would be better 
placed outside of the 
proposed SAS, if it’s 
determined to be 
needed by the ASB. 
  
A28 is clarifying that 
this proposed SAS 
doesn’t address joint 
audits. Joint audits are 
not commonplace in the 



   Agenda Item 2B – Group Audits, Comment Letter Summary and Responses to Comments  
 

Page 37 of 92 
 

Overall Opinion Commenter Comment Response to 
Comment 

U.S., and therefore 
information on how they 
are conducted and the 
roles that partners play, 
does not exist. The TF 
suggests the ASB 
consider whether 
additional guidance 
related to joint audits 
(outside of the 
proposed SAS) is 
necessary. 

Definition of CA 
is unclear 

PwC As described in our response to question 1, we believe that uncertainty remains as to the practical 
implications of the change in SAS 146 to include component auditors within the definition of 
engagement team. One example of this is the effect on compliance with independence and ethical 
requirements. 

Clarity needed- 
Refer to TF response 
within question 1c. 

Definition of CA 
is unclear 

SL Regarding the consideration of component auditor, there is still some ambiguity similar to the extant 
standards for smaller firms that do not use other offices, affiliates or other firms to perform audits, 
excluding specific procedures (such as, inventory observations), and use their own team members that 
are the same as the group engagement team (now group auditor). The smaller firms may also use 
another outside or network firm to audit a subsidiary, but in most cases, the group auditor performs both 
the role of the group auditor and component auditor at the same time. We would ask for another 
category or scalable considerations to the situation where the group auditor and component auditor are 
one and the same. 
 
In Paragraph 7. A recommendation is to clarify the use of component auditors outside the group 
engagement team, or make the last sentence refer to involvement of component auditors outside the 
group engagement team. While the results of the engagement could be the same, additional 
documentation would be needed to clarify the use of component auditors, when the teams are the 
same, and would expand documentation to ensure all component auditor sections documentation is 
performed and recorded.  

Clarity needed-  
The TF believes this 
guidance is outlined 
throughout the 
standard- specifically 
as referenced out in 
Scenario 1 where “The 
group audit is carried 
out entirely by the 
group auditor.” 
 
The TF notes that the 
definition of 
“component auditor” 
specifically notes that 
they are part of the 
engagement team, and 
therefore the concept of 
“component auditor 
outside the group 
engagement team” 
does not exist.  

Definition of GA 
is unclear 

COV We are concerned with the wording from paragraphs 16 and A85 that, “the group auditor is responsible 
for directing and supervising the component auditors and review of their work.”  We believe clarification 
should be added to identify what would constitute as directing and supervising the component auditors 
and reviewing their work.  For example, when auditing the ACFR, does this imply the engagement 

Clarity needed-  
The TF points the 
respondent to SAS 146 
(formerly the proposed 
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partner must directly supervise and review all state audits?  We feel this is not practical or efficient when 
other engagement partners are already supervising and reviewing those projects under the same 
firmwide system of quality control. 

QM SAS) A86-189 
which outlines what 
direction, supervision, 
and review entail.  For 
specific government 
considerations, we refer 
to the AICPA Audit and 
Accounting Guide State 
and Local 
Governments.  

Definition of GA 
is unclear 

NSAA 
 
MI OAG 

We are concerned with the language of paragraph 16 and A85 which states, “the group auditor is 
responsible for directing and supervising the component auditors and review of their work.”  
 
Specifically, in the case of a group audit of a state’s ACFR performed by the same firm, does this 
guidance require that the engagement partner directly supervise all component auditors within the same 
firm? This is not efficient and is impractical given the engagement partner and component auditors will 
be operating under the same firmwide system of quality control.  
 
We recommend broadening the definition of group auditor found in paragraph 16 to read (insertions 
italicized):  
 
The firm comprised of the group engagement partner and members of the engagement team, including 
those component auditors who are within that same firm and follow the same system of quality control 
as the group engagement partner. The group auditor excludes all other than component auditors. 
 
If this change is made, additional edits would be needed for paragraph A23 (insertions italicized with 
strikeouts). 
 
References in this proposed SAS to the engagement team, as defined in QM SAS paragraph 12, 
include the group auditor and component auditors. Component auditors may be from a network firm, a 
firm that is not a network firm, or the same firm as the group engagement partner auditor’s firm (for 
example, another office within the group auditor’s firm). In the latter case, consideration as to whether 
the component auditors are part of the group auditor will depend on whether that component audit’s 
engagement team is under the same system of quality control as the group engagement partner.  
 
If these changes are considered, then the guidance in paragraphs 27 and 28 would need to be updated 
to include a reference to the group auditor, as appropriate.  

Suggested edits-  
The TF points the 
respondent to SAS 146 
A86-189 which outlines 
what direction, 
supervision, and review 
entail. The changes 
suggested are not 
consistent with the 
principles of the 
proposed SAS, SAS 
146 and SQMS 1, as it 
relates to the definition 
of engagement team. 
 
The TF notes that there 
seems to be concerns 
with the 
inability/impractical 
nature of the group 
engagement partner 
supervising all 
component auditors, 
regardless of the firm, 
for governmental 
audits. As such, the TF 
encourages further 
consideration of 
additional guidance in 
the AICPA Audit and 
Accounting Guide State 
and Local Governments 
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guide to ensure 
sufficient guidance is 
provided. 

Definition of RTA 
is unclear 

ICPAS Although we noted the definitions of referred to auditor and component auditor in paragraph 16 
(Definitions), we questioned the purpose of introducing the concept of the “referred-to auditor” and how 
it differs from the idea of a component auditor, especially since the proposed SAS says it is equivalent to 
the component auditor.  

Suggested edits-  
The TF notes the 
differentiation between 
“referred-to auditor” and 
“component auditor” is 
outlined in par. 10 
noting “A referred-to 
auditor is not a 
component auditor, and 
accordingly, a referred-
to auditor is not a part 
of the engagement 
team. Therefore, when 
the terms component 
auditor and 
engagement team are 
used in this proposed 
SAS, they do not 
include referred-to 
auditors.” 

7. Is the requirement in paragraph 11 clear? (11. The engagement partner should review the overall audit strategy and audit plan.) 
Yes BDO Yes, we believe the conforming amendments to paragraph 11 in AU-C section 300 are sufficiently clear. Supportive 
Yes CLA We believe the requirements in paragraph 11 are clear. Supportive 
Yes COV We believe the requirement is clear. Supportive 
Yes Crowe We believe the proposed addition of paragraph 11 in AU-C section 300, Planning an Audit, is 

appropriate related to engagement partner responsibility. Overall, we find that the requirements in other 
AU-C sections combined with the requirements for the group engagement partner in the proposed SAS 
are sufficiently clear and appropriate.  

Supportive 

Yes Deloitte Yes. Supportive 
Yes Eide Bailly The requirement as written in paragraph 11 of Appendix C is clear as written. Supportive 
Yes EY We agree with the ASB that professional skepticism is important and support the emphasis in the 

proposed SAS. Paragraph 11 clearly states the requirement for the engagement team, including the 
group auditor, to plan and perform the group audit with professional skepticism and exercise 
professional judgment. 

Supportive 

Yes GAO The requirement in paragraph 11 is clear.  Supportive 
Yes ICPAS Yes.  Supportive 
Yes Mazars Yes, the requirements related to professional skepticism are clear and sufficient.   Supportive 
Yes MI OAG We consider paragraph 11 and the associated application material as clear. Supportive 
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Yes NSAA Yes, the requirements are clear. Supportive 
Yes OSCPA The committee found the requirements for engagement partner responsibility to be clear. Supportive 
Yes PwC Yes, the proposed changes to the requirement in paragraph 11 of AU-C section 300 related to the 

engagement partner’s review of the overall strategy and audit plan is clear. We note the effect of this 
change (which was approved by the ASB in finalizing SAS 146) is to extend the requirement in 
paragraph 19 of extant AU-C section 600 in relation to the group audit strategy and group audit plan to 
all audits (not just group audits). 

Supportive 

Yes RSM We believe the addition of paragraph 11 to AU-C Section 300, Planning an Audit, clarifies the group 
engagement partner’s responsibility to review the overall audit strategy and audit plan. 

Supportive 

Yes SL Yes, the requirement is clear. Supportive 
Yes TIC Yes, TIC believes this requirement is clear and reasonable as the ultimate responsibility for the 

engagement lies with the engagement partner. 
Supportive 

Yes TXCPA The requirement in paragraph 11 of the proposed SAS is clear.  The engagement partner should design 
the overall audit plan and strategy and retain overall responsibility for the audit. 

Supportive 

Yes VSCPA The Committee believes the requirement in paragraph is clear. Supportive 
7. Are there additional requirements or application material relating to paragraph 11 that are needed, and if so, what should they be? (Par. 11 of AU-C 300. The 
engagement partner should review the overall audit strategy and audit plan.) 
 
Additions CLA We recommend the ASB consider adding “local business practices” to paragraph A17, first bullet.  Suggested edits-  

The TF believes the 
“varying cultural 
influences” noted would 
cover off on local 
business practices as 
well. 

Additions GT We support the inclusion of a proposed requirement in order to enhance audit quality and emphasize 
the overall responsibility of the engagement partner (in a group audit or otherwise). However, we believe 
application material is necessary to address potential operational challenges, particularly in terms of 
group audits. In AU-C section 300, the audit plan includes, among other things, the nature, timing, and 
extent of further audit procedures. In large group audits, it may be impractical for the group engagement 
partner to directly review, without assistance from others, all details of a group audit plan. We encourage 
the Board to add application guidance to convey the requirement’s intended purpose and its practical 
application more clearly, particularly in group audits. 

Suggested edits- 
Additional text added to 
paragraph .A86. 

Ok as is COV There are no additional requirements or application material that are needed related to paragraph 11. Supportive 
Ok as is Deloitte D&T believes the requirement in paragraph 11 is clear without additional requirements or application 

material. 
Supportive 

Ok as is Eide Bailly We do not have additional requests specific to this requirement. Supportive 
Ok as is GAO There are no additional requirements or application material needed relating to paragraph 11.  Supportive 
Ok as is ICPAS We believe no additional requirements are needed. Supportive 
Ok as is MI OAG No additional guidance is necessary. Supportive 
Ok as is NSAA We do not believe additional requirements or application material are needed. Supportive 
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Ok as is PwC We do not believe additional requirements or application material related to paragraph 11 are 
necessary. However, the ASB should consider whether additional guidance is needed if questions arise 
during exposure in relation to how this requirement would be implemented for all audits (e.g., in relation 
to how detailed the overall strategy and audit plan needs to be and how technology may be used to 
facilitate the development and review of the overall strategy and plan). 

Supportive with 
comments 
Open for further 
consideration by the 
TF. 
 

Ok as is RSM We are not aware of the need for any additional requirements or application material relating to 
paragraph 11.  

Supportive 

Ok as is VSCPA There are no additional requirements or application material relating to paragraph 11 that are needed at 
this time.  

Supportive 

8. Do you agree with the deletion of this requirement and the related application paragraph?  (Paragraph 14b of extant AU-C section 930, Interim Financial 
Information, is deleted. Paragraph 14b includes a reference to significant components and requires the auditor, when conducting a review of interim financial information, 
to obtain reports from component auditors, if any, related to reviews performed of the interim financial information of significant components of the reporting entity, 
including its investees, or inquire of those auditors if reports have not been issued)  
 No Crowe Related to the proposed edit to delete paragraph 14b and related application paragraph A17 of AU-C 

section 930, Interim Financial Information, we understand the need to modify 14b because it includes 
the term “significant components”, which are no longer required to be identified in the proposed SAS. 
We note that the content in A17 is “The auditor may find the guidance in section 600, Special 
Considerations — Audits of Group Financial Statements (Including the Work of Component Auditors), 
useful in conducting a review of interim financial information for an entity that prepares group financial 
statements.”  We find this content to be relevant and meaningful even with the changes in the proposed 
SAS.  
 
Accordingly, we recommend that A17 be retained in AU-C section 930 and included with another 
paragraph in the standard, if 14b is deleted. Alternatively, paragraph 14b could be modified, rather than 
deleted, to remove the reference to significant components and the requirement to obtain a report.  

Suggested Edits- 
See TF revisions made 
to 14b and A17. 

No GT We understand the Board’s basis for proposing to delete paragraph 14b of AU-C section 930; however, 
we note that the Board has retained an illustrative report example making reference to a referred-to 
auditor’s review report. We are concerned that retaining the illustrative report example while deleting 
paragraph 14b and its related application material could lead to confusion. We ask the Board to instead 
(1) revise 14b to require obtaining the referred-to auditor’s review report when the auditor plans to make 
reference to a referred-to auditor’s review report in the auditor’s review report on the group interim 
financial statements and (2) reinstate the application material that guides the auditor to consider AU-C 
section 600 in such circumstances. 

Suggested Edits- 
See TF revision of 14b 
and A17. 

 No ICPAS We suggest modifying this paragraph instead of deletion of guidance altogether. Though the concept of 
significant components will be eliminated, we believe obtaining interim review reports on relevant 
elements of the reporting entity, if deemed appropriate by the group auditor to support their interim 
review procedures, remains an important procedure when performing the review of interim financial 
information under AU-C section 930. 

Suggested Edits- 
See TF revisions made 
to 14b and A17. 

 Yes CLA We agree with removing this requirement based on the changes in the proposed SAS and suggest 
relying on knowledge obtained from the audit to scope review procedures. 

Supportive  
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Yes BDO We are supportive of eliminating the concept of “significant components” from the proposed SAS. While 
the requirements and related application material associated with identifying significant components 
provides a more structured approach to scoping a group audit, the requirements and related application 
guidance dictate the scope of work to be performed at a component level based on a top-level 
categorization of components. As the size and complexity of a group increases, for example, when the 
group financial statements are disaggregated across a large number of smaller components, the 
application of the approach described in the extant standards become increasingly challenging. We 
believe the proposed SAS more closely aligns with the overarching principles and objectives of 
conducting a risk-based audit, by focusing the group auditor’s attention on determining the nature, 
timing and extent of audit procedures necessary at the individual component level to identify, assess 
and respond to risks of material misstatement of the group financial statements.  
 
We agree with the proposed conforming amendments to delete paragraph 14b and the related 
application paragraph A17 of AU-C section 930, Interim Financial Information. We believe this 
requirement in AU-C section 930 is unnecessary and should be based on the auditor’s professional 
judgment depending on the facts and circumstances of the review engagement. 

Supportive 

 Yes COV We agree with the deletion of the requirement and related application paragraph. Supportive 
Yes Deloitte Yes. D&T agrees with the deletion of such requirement and related application paragraph. Supportive 
Yes Eide Bailly We agree with the deletion of the removal of “significant components” and shifting this assessment to a 

risk‐based approach which aligns more closely with auditing standards; however, it does leave more 
interpretation and judgement to auditors in determining an appropriate approach to obtain sufficient 
audit evidence and adequately address risk of material misstatement at the group 
financial statement level. The removal of paragraph 14b of AU‐C Section 930, Interim Financial 
Information, which requires the auditor to obtain reports from component auditors, if any, related to 
reviews performed of the interim financial information of significant components should not have that 
much of an impact since the group auditor is still responsible for obtaining information about 
components throughout the audit. 

Supportive  

Yes EY We agree with the deletion of this requirement and the related application paragraph. Supportive 
Yes GAO We agree with the deletion of the concept of “significant components” requirement and related 

application paragraph.  
Supportive 

Yes Mazars Yes, we agree with the deletion of the requirement in paragraph 14b. of AU-C section 930, Interim 
Financial Information (“AU-C 930”) and the related application paragraph.  We do not believe that the 
deletion of such information changes the intent of the guidance in AU-C 930. 

 Supportive 

Yes MI OAG We agree with the deletion of the concept of “significant components”. Supportive 
Yes NSAA We agree with the deletion. Supportive 
Yes OSCPA We agree with deleting the requirement in .14b to “obtain reports from component auditors related to 

reviews performed of the interim financial information of significant components of the reporting entity,” 
as there are no “significant components” under the proposed standard. 

 Supportive 

Yes PwC Yes, we support deletion of the requirement and related application material in AU-C section 930, which 
required the auditor to obtain reports from component auditors, if any, related to reviews performed of 
the interim financial information of significant components of the reporting entity. In practice, we believe 

Supportive 
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auditors would look to the proposed SAS and make appropriate requests for component auditors to be 
involved in an interim review if necessary to do so.  

Yes RSM We agree with the deletion of the requirement for the group auditor to identify and audit significant 
components as we believe this deletion further allows the proposed SAS to be scalable. The elimination 
of the concept of “significant components” supports the proposed standard’s focus on identifying, 
assessing and responding to the risks of material misstatement using a principles-based approach that 
is adaptable to a wide variety of circumstances and scalable for audits of groups of different complexity.  

 Supportive 

Yes SL Yes, we agree with the deletion of this requirement as it relates to interim reviews. Supportive 
Yes TIC Yes, TIC agrees with the deletion of this requirement and the related application paragraph. In a private 

company environment, it’s not as common to have components subject to interim financial information. 
Supportive 

Yes TXCPA The PSC does not have an objection to the removal of the concept of “significant components.”  Supportive  
Yes VSCPA The Committee agrees with the deletion of the requirement and related application paragraph.  Supportive  
8. Do you have other suggestions for considering components in interim reviews now that the concept of “significant components” has been eliminated? 
Ok as is CLA Because these engagements are not common in our practice, we have no additional suggestions.  Supportive 
Ok as is COV We do not have any additional suggestions for considering components in interim reviews. Supportive 
Ok as is Deloitte D&T is supportive of the proposed amendments to AU-C section 930, Interim Financial Information, 

without additional revisions. 
Supportive 

Ok as is GAO We have no other suggestions.   Supportive 
Ok as is MI OAG no suggestions regarding the application of interim reviews.  Supportive 
Ok as is NSAA [We] have no suggestions for considering components in interim reviews.   Supportive 
Ok as is VSCPA We do not have any other suggestions for considering components in interim reviews at this time.   Supportive 
Suggestions EY We suggest that the ASB add a requirement under paragraph 14c for auditors conducting a review of 

interim financial information to make the following additional inquiry of management: 

xiii. whether component auditors engaged to review interim financial statements of components, 
if any, communicated any material modifications that should be made to interim financial 
statements for them to be in accordance with the applicable financial reporting framework. 

The application paragraph in extant AU-C 600 would still be appropriate to support this requirement. 

Suggested edits-  
See TF revisions made 
to 14b and A17.   

Suggestions OSCPA The proposal should still provide the option to obtain such reports if based on the risk assessment, it is 
deemed necessary to do so for a particular component. 

Suggested Edits- 
See TF revisions made 
to 14b and A17. 

Suggestions TXCPA The reason for the elimination is not clear.  Consideration of materiality of a component should be 
considered when exercising a risk-based approach to the audit.   

Suggested edits-  
Suggested Edits- 
See TF revisions made 
to 14b and A17. 

9. Do you agree with the application material in paragraphs A47–A49 of the proposed SAS relating to a noncontrolling interest in an entity that is accounted 
for by the equity method? 
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No CLA We agree with the application material in paragraphs A47 – A48 of the proposed SAS. However, we 
believe paragraph A49 should be removed as the guidance relates to accounting standards and is 
unnecessary in the context of a group audit standard. 

Suggested edits - 
TF believes A49 should 
remain as is for 
convergence with ISA 
600R.   

No Crowe It is our understanding that an auditor should only be following the guidance in paragraph A48 if the 
group financial statements include a noncontrolling interest in an entity that is accounted for by the 
equity method investment (which reflects a risk of material misstatement to the group financial 
statements) and the group auditor’s access to information or people at the entity is restricted. This would 
preclude the group auditor being able to audit the equity method investment themselves or through the 
involvement of a component auditor.  
 
We note that A48 indicates that the group auditor may be able to use “audited financial statements” as 
audit evidence. We are concerned that a group auditor may interpret this that, even if they do not have 
specific access restrictions at the entity, they can directly apply A48 and obtain audited financial 
statements for the equity method investment and “take credit” for the substantive audit work performed 
on the equity method investment, without any interactions with the auditor of the equity method 
investment. 

Suggested edits - 
The TF added 
requirements and 
application material for 
auditing EMIs that 1) 
addresses options for 
using audited investee 
F/S as audit evidence 
when access is not 
restricted and 2) aligns 
closer to the amended 
PCAOB AS 1105 
Appendix B.  

No Eide Bailly The application material in paragraphs A47‐A49 is clear. However, paragraph A49 suggests that 
restrictions on access to information or people of the equity method entity is an indicator that challenges 
management’s assertion on accounting for the investment under the equity method. Current accounting 
guidance regarding equity method investments does not address restricted access in determining the 
extent of influence. Is it the intent of the standard to introduce additional considerations in determining 
the application of accounting standards? We recommend that A49 be removed or be updated to more 
clearly connect an auditor’s evaluation of management’s assertion of the extent of influence in applying 
the accounting standards. 

Suggested edits - 
TF believes A49 should 
remain as is for 
convergence with ISA 
600R.   

No EY Though we agree with the application material regarding access restrictions, we believe the proposed 
guidance does not sufficiently address the common situation of group management and the group auditor 
not having sufficient access to component management, those charged with governance of the component, 
or the component auditor. Specifically, when the group has a non-controlling interest in an entity that is 
accounted for by the equity method, the group auditor is often not able to establish an arrangement with the 
investee auditor or investee management under which the group engagement team would direct the 
activities of the investee auditor and review its audit documentation. 

We recommend that the ASB consider aligning the SAS with the PCAOB’s approach. We believe the 
PCAOB’s amendments offer a practical framework to design and execute a quality audit when investee 
auditors are involved. Additionally, having consistent US auditing standards would eliminate unnecessary 
complexity and inconsistencies in practice. 

Suggested edits - 
The TF added 
requirements and 
application material for 
auditing EMIs that 1) 
addresses options for 
using audited investee 
F/S as audit evidence 
when access is not 
restricted and 2) aligns 
closer to the amended 
PCAOB AS 1105 
Appendix B. 
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We are concerned that differences between this proposed SAS and the PCAOB’s amendments relating to 
the Supervision and Audits Involving Other Auditors would create unnecessary complexity and 
inconsistencies in practice. Under the PCAOB’s amendments, the auditor reporting on an EMI would not 
always be considered a component auditor, and the results of that auditor’s procedures would fall under the 
scope of PCAOB Auditing Standard (AS) 1105, Audit Evidence.  

We agree with and support the PCAOB’s approach in this matter (see section VII. Other Matters in 
Appendix 4 of PCAOB Release No. 2022-002), specifically that the group auditor should not be required to 
direct and supervise the work of the investee auditor in executing its audit separate from the group audit, 
and thus, it is possible that the investee auditor would not be considered a component auditor (i.e., not part 
of the engagement team). This approach would address situations in which the group auditor is unable to 
direct the activities of an investee auditor, as described above. 

Further, we support the PCAOB’s amendments, which allow a group auditor to use the work and report of 
the investee’s auditor in situations in which the valuation of an investment is based on the investee’s 
financial results by evaluating the sufficiency and appropriateness of audit evidence. We believe this 
principles-based approach will enable the group auditor to exercise professional judgment to scale its 
procedures to the facts and circumstances of the audit. 

We recommend that the ASB converge its final standard with that of the PCAOB with respect to investee 
auditors, given the potential for diversity in practice.  

No KPMG Investments accounted for using the equity method (that is, EMIs) are considered components and the 
requirement for the group auditor to exercise the same level of direction, supervision, and review of the 
component auditor of an EMI as the component auditor of a consolidated entity has always been, and 
continues to be, a challenging area in practice on group audit engagements. This applies under both the 
extant AU-C section 600 and the proposed SAS. While paragraphs A47-A49 and A10 are helpful, we do 
not believe they fully resolve the implementation challenges as it relates to the group auditor’s 
responsibilities over component auditors of EMIs. While there is conceptual merit to treating the EMI as 
a component, the practical reality is that group management generally has less power, influence, and 
oversight over the EMI, particularly when compared to a consolidated entity. As a result, the same 
challenges extend to the group audit engagement, where the group auditor has less inherent ability to 
direct and oversee the component auditor of the EMI. These practical challenges exist under extant AU-
C section 600 and will continue under the proposed SAS. 
 
One example may be where the component audit of the EMI is already completed prior to the start of 
the group audit. In this case, the group auditor likely has no ability to direct or oversee the component 
auditor’s work over the financial statements of the EMI that is already completed, and yet as stated in 

Suggested edits - 
The TF added 
requirements and 
application material for 
auditing EMIs that 1) 
addresses options for 
using audited investee 
F/S as audit evidence 
when access is not 
restricted and 2) aligns 
closer to the amended 
PCAOB AS 1105 
Appendix B. 

https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/rulemaking/docket042/pcaob-other-auditors-adopting-release-6-21-2022.pdf?sfvrsn=c3712668_2
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paragraph A10, “in any event, the requirements of this proposed SAS apply, including those relating to 
the direction and supervision of component auditors and the review of their work”. 
 
We note that this issue was deliberated as part of the PCAOB’s standard-setting project, Supervision of 
Audits Involving Other Auditors. We observe that “under the proposed amendments in the PCAOB’s 
2016 proposal and the 2017 Supplemental Request for Comment, the investor’s auditor in such equity 
method investment situations would have been in the position of a lead auditor [under PCAOB 
standards], and thus required to supervise the work of the investee’s auditors in accordance with AS 
1201” (i.e. the group auditor would be required to exercise the same level of direction and supervision 
over the component auditor of an EMI as the component auditor of a consolidated entity, consistent with 
extant AU-C 600 and proposed SAS). However, as discussed in the PCAOB’s 2021 Second 
Supplemental Request for Comment (2021 SSRC) 2, the PCAOB acknowledged that it has received 
comments that “the investor’s auditor may not be able to establish an arrangement with the investee’s 
auditor or investee management under which the investor’s auditor would direct activities of the 
investee’s auditor and review its audit documentation or obtain information from investee management”. 
 
After considering the comments received, the PCAOB stated in the 2021 SSRC that they are “no longer 
proposing to require that the investor’s auditor supervise the investee’s auditor’s work under AS 1201, 
for example, in equity method investment situations”. “Instead, in such situations, the investor’s auditor 
would look to the requirement of Appendix B of the evidence standard (AS 1105), which describe the 
auditor’s responsibilities for obtaining sufficient appropriate evidence in situations in which the valuation 
of an investment is based on the investee’s financial results.” The 2021 SSRC includes proposed 
amendments to AS 1105 Appendix B paragraph B1 which states: “Financial statements of the investee 
that have been audited by an auditor (“investee’s auditor”) whose report is satisfactory, for this purpose, 
to the investor’s auditor may constitute sufficient appropriate evidence.” The 2021 SSRC proposed 
further amendments that “the [investor’s] auditor may consider performing procedures such as making 
inquiries as to the professional reputation, standing, and independence of the investee’s auditor (under 
the applicable standards), visiting the investee’s auditor and discussing the audit procedures followed 
and the results thereof, and reviewing the audit program and/or working papers of the investee’s 
auditor”. 

No PwC We believe the application material in paragraph A10 of the proposed SAS relating to circumstances in 
which the auditor intends to use work already performed on component financial statements for 
purposes of the group audit is helpful, as is the specific application material in paragraphs A47-A49 
relating to a noncontrolling interest in an entity that is accounted for by the equity method when access 
is restricted.  
 
We believe, however, that there may be merit in being more clear that the guidance in paragraphs A47-
A49 may be more widely applicable and suggesting an alternative approach to obtaining audit evidence 
in relation to equity method investees.  

Suggested edits - 
The TF added 
requirements and 
application material for 
auditing EMIs that 1) 
addresses options for 
using audited investee 
F/S as audit evidence 
when access is not 
restricted and 2) aligns 
closer to the amended 
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PCAOB AS 1105 
Appendix B. 

Yes BDO We are in agreement with application material. Supportive 
Yes COV We agree with the application material in paragraphs A47-A49 relating to a noncontrolling interest in an 

entity that is accounted for by the equity method. 
Supportive 

Yes Deloitte Yes. D&T agrees with the application material in paragraphs A47–A49 and, in particular, supports the 
application material in A48 that audited financial statements, including financial statements audited by a 
referred-to auditor, may be used as audit evidence relating to a noncontrolling interest in an entity that is 
accounted for by the equity method. 

Supportive 

Yes GAO We agree with the application material in paragraphs A47–A49 of the proposed SAS relating to a 
noncontrolling interest in an entity that is accounted for by the equity method. 

Supportive 

Yes Mazars Yes, we agree with the application material relating to a noncontrolling interest in an entity that is 
accounted for by the equity method and believe it is sufficient.  

Supportive 

Yes MI OAG We agree with the application material in paragraphs A47-A49 and offer no suggested edits.  Supportive 
Yes NSAA We agree with the application material in paragraphs A47 - A49 relating to a noncontrolling interest in an 

entity accounted for by the equity method.  
Supportive 

Yes RSM We agree with the application material in paragraphs A47–A49 of the proposed SAS relating to a 
noncontrolling interest in an entity that is accounted for by the equity method.  

Supportive 

Yes SL Yes, we agree with the application material in paragraphs A47 to A49. Supportive 
Yes TIC Yes, TIC agrees with the application material. TIC noted it is consistent with the current approach and 

relatively simple to apply. 
Supportive 

Yes TXCPA The PSC generally agrees with the application material in paragraphs A47-A49 of the proposed SAS.  
The material adequately provides guidance on addressing difficulties obtaining financial information from 
a noncontrolling interest.  The examples in the proposed guidance are also helpful. 

Supportive 

Yes VSCPA The Committee agrees with the application material in paragraphs A47-A49 of the proposed SAS 
relating to a noncontrolling interest in an entity accounted for by the equity method.  

Supportive 

9. Are there additional requirements or application material relating to EMIs that are needed in the proposed SAS, and if so, what should they be? 
Additions COV We believe there is an opportunity to include additional application material relating to EMIs that 

addresses additional suggested procedures if an EMI does not receive a separate audit, and therefore, 
no assurance can be placed on that audit. 

Suggested edits - 
The TF added 
requirements and 
application material for 
auditing EMIs that 1) 
addresses options for 
using audited investee 
F/S as audit evidence 
when access is not 
restricted and 2) aligns 
closer to the amended 
PCAOB AS 1105 
Appendix B. 
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Additions Crowe We are also concerned that, despite the last paragraph of A48, a group auditor may believe that 
obtaining the audited financial statements for the equity method investment (when not using the 
investee’s auditor as a referred-to auditor) is sufficient appropriate audit evidence to conclude on the 
financial information of the equity method investment included in the group financial statements. Without 
the performance of substantive audit procedures by the group auditor or interactions with the auditor of 
the equity method investment, we believe these procedures would only represent risk assessment 
procedures performed by the group auditor. The audit response for the equity method investment should 
be based on the group auditor’s risk assessment. For some equity method investments, risk 
assessment procedures alone may be an appropriate response for the group auditor but for other equity 
method investments, the group auditor will be required to perform further audit procedures. The 
discussion with A48 references “professional judgment”; however, we believe examples within the 
guidance to illustrate how differences in the risk assessment may impact the procedures performed by 
the group auditor would be helpful and contribute to more consistent performance by group auditors. 

Suggested edits - 
The TF added 
requirements and 
application material for 
auditing EMIs that 1) 
addresses options for 
using audited investee 
F/S as audit evidence 
when access is not 
restricted and 2) aligns 
closer to the amended 
PCAOB AS 1105 
Appendix B. 

Additions EY Additional application material relating to equity method investments (EMI) would be helpful to address 
practical challenges in applying ED-600 and proposed 600 SAS to EMIs. 
 
We believe that if the ASB decides to finalize its proposal, it would need to provide additional guidance to 
avoid diversity in practice. That is, we believe more guidance is needed to help auditors understand how to 
audit EMIs as components under the proposed SAS.  

We agree that an EMI has characteristics of a component, but we note that an entity accounts for an EMI 
differently than it accounts for a legal entity, branch or geography under consolidation accounting and 
makes different disclosures. Specifically, the financial position and results of an EMI are presented in the 
group financial statements in a note to the financial statements, and the only financial statement line items 
affected are investment in the EMI and equity in net income of the EMI. We believe this is a significant 
difference that would warrant different procedures from those performed for a component that is a legal 
entity, branch or geography. Notably, we believe the determination of planning materiality and scoping of 
significant accounts would be different for EMIs. 

To illustrate, consider a group audit that comprises 12 components, which include 10 consolidated legal 
entities and two EMIs. In the group financial statements, revenue would include the revenue of the 10 
consolidated legal entities. Thus, a misstatement in the revenue of one component would represent a 
misstatement in the consolidated revenue of the group, but a misstatement in the revenue of one EMI would 
not affect the consolidated revenue of the group and would only affect the equity in net income account. We 
believe additional guidance could address diversity in practice regarding the following: 

► How the group auditor should consider risks of material misstatement in the underlying EMI financial 
statements 

Suggested edits - 
The TF added 
requirements and 
application material for 
auditing EMIs that 1) 
addresses options for 
using audited investee 
F/S as audit evidence 
when access is not 
restricted and 2) aligns 
closer to the amended 
PCAOB AS 1105 
Appendix B. 
 
The TF directs the 
commenter to 
paragraph A131 which 
already addresses 
determining component 
performance materiality 
for EMIs (consistent 
with extant AU-C 600 
paragraph A66).  
 
The TF notes that the 
principles within the 
proposed SAS, as well 
as AU-C 315R, on 
identifying and 
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► How to identify significant accounts in an EMI component when the significant accounts are 
consolidated and presented as different significant accounts on the group financial statements 
(i.e., revenues and expenses of the EMI component are consolidated and presented as the equity 
in net income) 

► How to determine component materiality for a consolidated component and an EMI component  

Practical guidance on how to apply ED-600 to EMIs, specifically as it relates to the above matters, would 
help drive consistency in practice. 

assessing RoMMs are 
also applicable to EMIs. 
The TF recommends 
consideration by the 
ASB of whether further 
implementation 
guidance is needed for 
the areas identified in 
this comment. 

Additions GT Auditing equity-method investments (EMIs) can introduce a unique set of challenges; we appreciate the 
Board’s proposed application guidance in this area. When we compared the extant application material 
to the proposed application material, we noted one concept that appears to be missing. Extant 
paragraph A23 discusses, in part, the following. 
 

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 regarding that component, the group 
engagement team may conclude that this information constitutes sufficient appropriate audit 
evidence regarding that component. 

 
We acknowledge that the notion of “significant component” does not exist in the proposed SAS. 
However, we believe it would be beneficial to auditors if the proposed application material discusses the 
possibility that a complete set of financial statements of a component, including the auditor’s report 
thereon, may constitute sufficient appropriate audit evidence when the group auditor has access to 
information kept by group management regarding that component. We recommend incorporating this 
into the first bullet of proposed paragraph A48. Consideration may also be given to the PCAOB’s 
recently adopted standards and the definition of “investee auditor.” 
 

Suggested edits - 
The TF added 
requirements and 
application material for 
auditing EMIs that 1) 
addresses options for 
using audited investee 
F/S as audit evidence 
when access is not 
restricted and 2) aligns 
closer to the amended 
PCAOB AS 1105 
Appendix B. 
 

Additions KPMG Revising the proposed SAS and incorporating the relevant requirements for the investee auditor into 
AU-C 501.05, Investments in Securities When Valuations are Based on Investee’s Financial Results, 
similar to the PCAOB’s 2021 SSRC may be beneficial. The proposal outlined in the PCAOB’s 2021 
SSRC strikes the right balance by defining “investee’s auditor” (i.e. component auditor over EMI) as a 
separate term and establishing a different level of group auditor requirements over the investee’s 
auditor. This approach recognizes the reality that EMIs are different from consolidated entities and thus 
the group auditor’s oversight of the audit of EMIs should be subject to differing requirements. 
 
We acknowledge that the guidance in paragraph A173 of the proposed SAS provides one potential 
solution, where the group auditor can make reference to the audit of the EMI as referred-to auditor in 
response to the practical challenges outlined above. However, the PCAOB’s 2021 SSRC also preserved 

Suggested edits - 
The TF added 
requirements and 
application material for 
auditing EMIs that 1) 
addresses options for 
using audited investee 
F/S as audit evidence 
when access is not 
restricted and 2) aligns 
closer to the amended 
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the ability to make reference and we share the PCAOB’s view that separate requirements for the 
investee’s auditor are necessary in addition to the ability to make reference to referred-to auditor. We 
also acknowledge that our proposal for the Board to align with the PCAOB in this area would create a 
divergence from the ISA 600 [Revised]. However, we believe the Board has an opportunity to make 
practical enhancements in this area that are necessary and in the public interest in the United States. 
Such enhancements will address the group auditor’s practical challenges related to direction, 
supervision, and review of component auditors of an EMI, and the ultimate improvement to audit 
execution and scalability will justify the divergence in this case. 

PCAOB AS 1105 
Appendix B. 
 

Additions NSAA 
 
MI OAG 

We request the board consider adding guidance that addresses situations where no assurance exists in 
cases where EMIs do not receive separate audits.  

Suggested edits - 
The TF added 
requirements and 
application material for 
auditing EMIs that 1) 
addresses options for 
using audited investee 
F/S as audit evidence 
when access is not 
restricted and 2) aligns 
closer to the amended 
PCAOB AS 1105 
Appendix B. 

Additions PwC In its Other Auditor project, we note that the PCAOB has decided to no longer require the investor’s 
auditor to supervise the investee’s auditor’s work in accordance with AS 1201. Appendix B of AS 1105, 
which was finalized in connection with the PCAOB’s Estimates project, provides helpful context in 
evaluating the relevance and reliability of audit evidence associated with the valuation of investments 
based on investee financial results. Other proposed amendments to AS 1105 clarify that the group 
auditor’s (lead auditor’s in PCAOB terminology) assessment of audit evidence associated with audited 
financial statements of equity method investees is not intended to classify the investee’s auditor as an 
component auditor (other auditor in PCAOB terminology). 

Suggested edits - 
The TF added 
requirements and 
application material for 
auditing EMIs that 1) 
addresses options for 
using audited investee 
F/S as audit evidence 
when access is not 
restricted and 2) aligns 
closer to the amended 
PCAOB AS 1105 
Appendix B. 

Additions SL In relation to EMI, there should be consideration of a separate concept of component performance 
materiality. For example, an EMI that is 30% owned by the group, should not have a component 
performance materiality of a comparative 100% owned component, as the risk of aggregated 
misstatements and risk of material misstatement represented by the 30% ownership is significantly less 
than another component of the same size. Expansion on determining component performance 
materiality for EMI would be helpful.  

Suggested edits - 
The TF directs the 
commenter to 
paragraph A131 which 
already addresses 
determining component 
performance materiality 
for EMIs (consistent 
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with extant AU-C 600 
paragraph A66). 

Additions TXCPA The PSC would like to see additional guidance, such as a materiality threshold, on whether a failure to 
obtain information would be considered a scope limitation, to which the option to revert to cost basis is 
not appropriate.   

Suggested edits - 
The TF added 
requirements and 
application material for 
auditing EMIs that 1) 
addresses options for 
using audited investee 
F/S as audit evidence 
when access is not 
restricted and 2) aligns 
closer to the amended 
PCAOB AS 1105 
Appendix B. 
 
The TF directs the 
commenter to 
paragraph A131 which 
already addresses 
determining component 
performance materiality 
for EMIs (consistent 
with extant AU-C 600 
paragraph A66). 

OK as is BDO [We] have no other comments relating to this section. Supportive 
OK as is CLA [We] do not believe additional requirements are needed.  Supportive 
OK as is GAO There are no additional requirements or application material relating to Equity Method Investments that 

are needed in the proposed SAS.  
Supportive 

OK as is OSCPA The committee did not identify any additional requirements or desired guidance. Supportive 
OK as is RSM We are not aware of the need for any additional requirements or application material relating to equity 

method investments.  
Supportive  

OK as is TIC No additional requirements were surmised by TIC. Supportive 
10. Do you support retaining the option that exists in extant AU-C section 600 for the group engagement partner to make reference to the audit of a referred-
to auditor (a component auditor per extant AU-C section 600) in the auditor’s report on the group financial statements? 
Yes BDO We are supportive of retaining the option that exists in extant AU-C section 600 to make reference to the 

audit of a referred-to auditor in the auditor’s report on the group financial statements. While the division 
of responsibility in the auditor’s report is relatively uncommon, such situations are necessary in practice. 
For example, the timing of a transaction entered into by a company (the group) may make it 
impracticable for the group auditor to assume responsibility for the work being performed by another 
auditor that is already in process or substantially complete.  We find the introduction of the term 

Supportive 
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referred-to auditor in the proposed SAS provides additional clarity with respect to the group auditor’s 
performance obligations when using the work of a component auditor in contrast to situations where the 
group auditor plans to make reference to the audit of a referred-to auditor.  
 
The definition for the term referred-to auditor in the proposed SAS appears to be consistent with the 
PCAOB’s proposed amendments to its analogous standard (PCAOB Release No. 2021-005; Docket 
042: Proposed Amendments Relating to the Supervision of Audits Involving Other Auditors and 
Proposed Auditing Standard—Dividing Responsibility for the Audit with Another Accounting Firm, issued 
on September 28, 2021). The consistency in terminology between the AICPA and PCAOB standards 
supports the effective implementation of this change to firm methodologies, policies, tools, and 
technology. 

Yes CLA We strongly support retaining the option for the group auditor to make reference to a referred-to auditor.  Supportive 
Yes COV We support retaining the option that exists in extant AU-C section 600 for the group engagement partner 

to make reference to the audit of a referred-to auditor in the auditor’s report on the group financial 
statements and believe it is an important option to be included. 

Supportive 

Yes Deloitte Yes. D&T supports retaining the option that exists in extant AU-C section 600 for the group engagement 
partner to make reference to the audit of a referred-to auditor in the auditor’s report on the group 
financial statements and believes it is important for the AICPA to remain converged with the PCAOB on 
this topic. 

Supportive 

Yes Eide Bailly Yes, we support this as it makes it clear to the users of the financial statements who is responsible for 
the referred to audit. 

Supportive 

Yes EY We strongly support retaining the option that exists in extant AU-C section 600 for the group 
engagement partner to make reference to the audit of a referred-to auditor in the auditor’s report on the 
group financial statements. 
 
Both the extant guidance and the proposed SAS provide a principles-based approach for the group 
engagement partner to take overall responsibility for managing and achieving quality on the group audit 
engagement. Additionally, removing the option would create a significant shift in practice, affecting 
preparers, auditors and others. 

Supportive 

Yes GAO We strongly support the option to allow the auditor to make reference to the audit of a referred-to auditor 
(a component auditor per extant AU-C section 600) in the auditor’s report on group financial statements. 
When an audit is performed in accordance with the requirements of this proposed SAS, referring to 
other auditors (divided responsibility) can improve audit efficiency for the group auditor without 
sacrificing effectiveness. It also preserves transparency by explaining in the group auditor’s report the 
portions of the audit performed by the referred-to auditor.  
 
Although this represents a difference from international standards, we believe this difference is 
necessary. In some situations, the group auditor making reference to the audit of the referred-to auditor 
is the only option for completing the audit that is practical, feasible, or both. For example, a component 
of a government entity may be required by law or regulation to have its financial statements audited by 
auditors other than the group auditor, or management of the group may not have the authority to select 

Supportive 
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the referred-to auditor. In such cases, making reference to the work of the referred-to auditor may be the 
best or only option available to the group auditor.  
 
Conversely, eliminating the option of divided responsibility would likely cause an increase in situations in 
which an auditor must qualify or disclaim an audit opinion, rather than having the option of reporting on 
the group financial statements and disclosing the division of responsibility among auditors. For example, 
the size, complexity, and diversity of the audit of the U.S. government’s consolidated financial 
statements, in which withdrawal is not a viable option, make eliminating the option to make reference to 
a referred-to auditor problematic. The same situation holds true for large and complex state and local 
governments. For these reasons, we strongly believe that the option of referring to other auditors in the 
group auditor’s report remains crucial.  

Yes GT We fully support retaining the option for the group auditor to make reference to the audit of a referred-to 
auditor in the auditor’s report on the group financial statements. While we note it may not be frequently 
used in practice, it is a necessary and appropriate option for certain group audit scenarios. 

Supportive 

Yes ICPAS Yes. Supportive 
Yes Mazars  Yes, we support retaining the option to make reference to the audit of a referred-to auditor in the 

auditor’s report on the group financial statements. 
Supportive 

Yes MI OAG We strongly support retaining the option to make reference to the audit of a referred-to auditor per 
extant AU-C 600.  We routinely elect this option and consider this option as essential in distributing the 
work-effort in a large governmental setting. 

Supportive 

Yes NSAA We support retaining the option that exists in extant AU-C section 600 for the group engagement partner 
to make reference to the audit of a referred-to auditor in the auditor’s report on the group financial 
statements and believe it is important that it remains in the standard. In the government environment, it 
is normal to make reference to other auditors, especially in the case of discretely presented component 
units which often have statutory requirements to have a separate audit from the primary government. 
Removing this option would create hardship for our members.  

Supportive 

Yes OSCPA We agree with retaining the option to have referred-to auditors. Supportive 
Yes PwC Yes, we support retaining the option to make reference to the audit of a referred-to-auditor.  Supportive 
Yes RSM We fully support retaining the option that exists in extant AU-C section 600 for the group engagement 

partner to make reference to the audit of a referred-to auditor in the auditor’s report on the group 
financial statements. 

Supportive 

Yes SL Yes, we support retaining the option that exists for reference to another auditor, and the change to 
calling it referred-to auditor. This would be helpful for firms that have to use other firms that are not part 
of an association or network.   

Supportive 

Yes TIC Yes, TIC supports the option to make reference to the audit of a referred-to auditor. Supportive 
Yes TXCPA The PSC supports retaining the option in AU-C section 600 for the group engagement auditor to make 

reference to the audit of the referred-to auditor in the audit report.   
Supportive 

Yes VSCPA The Committee supports retaining the opinion that exists in extant AU-C section 600 for the group 
engagement partner to make reference to the audit of a referred-to-auditor in the auditor’s report on the 
group financial statements.  

Supportive 
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11. Are the specific requirements relating to referred-to auditors clear, appropriate, and easily identifiable within the proposed SAS, including when 
considering exhibit A? 
No EY The requirements related to referred-to auditors are appropriate, but they are not easily identifiable within 

the proposed SAS. We struggled to identify the requirements that would apply when component auditors and 
referred-to auditors are involved without reliance on the exhibit. 
To enhance the readability and ease of use, the ASB should consider the following options: 

• Issue a separate standard that includes the requirements and application material for circumstances 
when reference is made to the audit of a referred-to auditor in the auditor’s report on the group 
financial statements: The PCAOB took this approach in its proposal, since the referred-to auditor has 
a different level of supervision than a component team and is not part of the engagement team. 

• Present the requirements for circumstances when reference is made to the audit of a referred-to 
auditor in the auditor’s report on the group financial statements as a separate section within the 
SAS: Though this would create some repetition in the proposed standard (i.e., requirements that 
apply to both the involvement of component auditors and referred-to auditors), it would enhance the 
clarity of the requirements and application when using a referred-to-auditor.  

Suggested edits –  
The TF believes the 
clearest approach is to 
include all group audit-
related requirements in 
one standard. After 
much deliberation and 
consideration, the TF 
believes it is not 
practical to include 
requirements related to 
referred-to auditors 
within a separate 
standard or separate 
section of the standard 
due to the extent of 
group audit 
requirements that are 
relevant regardless of 
whether the group 
auditor makes 
reference to referred-to 
auditors and the 
excessive repetition this 
would create.  

No PwC The requirements in the proposed SAS are intended to both leverage extant requirements and mirror 
the structure of the responsibilities of the group auditor in relation to component auditors. In our view, 
the requirements in the proposed SAS appear to be more restrictive than the requirements proposed by 
the PCAOB when dealing with referred-to auditors. For example, proposed PCAOB AS 1206 does not 
have a requirement to communicate significant risks to referred-to auditors, while the proposed SAS 
requires that the group auditor communicate significant risks that are relevant to the referred-to auditor. 
There may be practical challenges with this and other requirements (e.g., determining that referred-to 
auditors have the appropriate competence and capabilities) based on the level of access and 
communication the group engagement team is able to have with a referred-to auditor. Our view of the 
PCAOB’s proposed standard is that, while there are inquiries of, and representations from, the referred-
to auditor, the expectation of the two-way dialogue between the group auditor and the referred-to auditor 
is substantially less than what would be anticipated between the group auditor and the component 
auditor. 
 

Suggested Edits –  
 
The TF acknowledges 
that the PCAOB 
standard requires a 
referred-to auditor to be 
PCAOB registered (AS 
1206.06c); such 
registration is likely 
foundational to certain 
PCAOB requirements 
for making reference. 
The AICPA does not 
have a similar 
“registration” concept. 
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We question if the effort required by the proposed SAS is necessary for non-public companies audited 
under ASB standards as compared to public companies audited under PCAOB standards. Because the 
concept of referred-to auditors is unique to the US environment, we encourage the ASB to seek closer 
alignment with the PCAOB in setting its requirements, given the PCAOB’s plans to finalize its standard 
in the near future.  
 
Additionally, the construct of the standard has resulted in a level of repetition that might render it 
unclear. Clarifications to the wording and ordering of certain requirements would better follow the flow of 
the audit process and assist the auditor’s judgment in first deciding whether it is appropriate to make 
reference, and then how to do so. We also believe the ASB could seek to reduce the degree of 
duplication between a number of requirements, specifically in relation to independence and relevant 
ethical requirements. We offer some drafting suggestions in Appendix 2, but believe there may be 
further opportunities to streamline. 
 
Finally, we appreciate the focus in the requirements on the implications when the referred-to auditor has 
performed the audit in accordance with auditing standards other than GAAS or those of the PCAOB, as 
well as when the component’s financial statements are prepared using a different financial reporting 
period from that used for the group financial statements. However, in terms of additional guidance, the 
ASB could consider elaborating on the audit implications when referring to another auditor in 
circumstances where the component financial statements are for a different financial reporting period 
than that of the group (as contemplated by paragraphs 42 and A113 of the proposed SAS). 

The TF believes the 
PCAOB registration 
concept distinguishes 
PCAOB vs. AICPA 
requirements for 
making reference. The 
TF believes the 
proposed SAS (e.g., 
requirements related to 
determining referred-to 
auditor competence 
and communicating 
with referred-to 
auditors) is appropriate 
for non-public 
companies audited as 
the AICPA does not 
have a “registration” 
concept that would 
provide a certain level 
of understanding of the 
referred-to auditor’s 
qualifications.  
 
The TF added 
paragraph A182A to 
explain why certain 
two-way 
communications 
between the group 
auditor and referred-to 
auditor are necessary 
to support the group 
engagement partner 
maintaining overall 
responsibility.  
 
While the construct of 
the standard does 
result in some 
repetition, the TF 
believes it is clearest to 
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maintain all 
requirements related to 
referred-to auditors 
within one section of 
paragraphs. The TF 
believes any lack of 
clarity due to repetition 
is alleviated through 
Exhibit A.  
 
The TF believes it is 
sufficiently clear, when 
considering paragraphs 
42, A31, and A113, that 
the group auditor 
should evaluate 
different financial 
reporting periods within 
the group (regardless of 
whether a component 
with a different 
reporting period is 
audited by a 
component auditor or a 
referred-to auditor) in 
accordance with the 
applicable financial 
reporting framework 
(e.g., FASB ASC 810). 
The TF does not 
believe it is appropriate 
to elaborate on audit 
implications or 
interpretations of the 
financial reporting 
framework within the 
proposed SAS.  

Yes, with 
suggestions 

Eide Bailly Yes, we do believe that the specified paragraphs 51‐65 including Exhibit A provides sufficient clarity to 
auditors and are easily identifiable within the proposed SAS. Paragraphs 52 and 53 discuss competence 
and capabilities of referred ‐to auditors and the group engagement partners responsibility in relation to 
their competence and capabilities. Paragraphs A166‐A168 in the application material provide additional 
guidance and indicate that judgement is involved. We believe that practitioners often rely on published 

Suggested Edits –  
 
The TF believes the 
application material in 
paragraphs A166-A168 
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peer review reports to make this conclusion. Considerations of competencies are outlined in paragraph 
A167. It is not uncommon for auditors to have favorable and unfavorable biases based on past 
experiences with other auditors. Such biases may not be appropriate generally, and more particularly on 
the specific audit being referred to. The first bullet of A168 is a self‐certification from the referred‐to 
auditor, which is meaningful evidence of their competency.  
 
We recommend that A167‐A168 take the approach of evaluating the presentation and disclosure of the 
financial statements and identification of information in the component financial statements that 
contradicts audit evidence or accounting positions from the group financial statements as the other 
primary considerations of evaluating competences. Absent such errors and contradictions, group 
auditors often don’t have sufficient evidence to evaluate competencies as currently outlined in the 
standard. Additionally, paragraph 52, as written, “When making reference to the audit of a referred‐to 
auditor, the group engagement partner should take responsibility for determining that referred‐to 
auditors have the appropriate competence and capabilities” seems to indicate that the group auditor is 
taking more responsibility than suggested in the application guidance. We recommend that this 
language be modified to clarify the responsibility. The following is a suggested modification, “When 
making reference to the audit of a referred‐to auditor, the group engagement partner should take 
responsibility for use judgement to determine whether there is any contrary evidence that referred‐to 
auditors have the appropriate competence and capabilities”. As discussed above, contrary evidence 
would be material errors or omissions observed in the financial statements, contradictory information 
and evidence between the component and group financial statements, and deficiencies reported in the 
peer review report.  
 
If it is the intent of the Board for group auditors to have a substantial responsibility in determining that 
the referred‐to auditor has the appropriate competency and capabilities, paragraph 52 should provide 
more definitive guidance on the types of evidence required to be obtained. 

provides sufficient 
guidance and examples 
of how the group 
auditor may evaluate a 
referred-to auditor’s 
competence and 
capabilities. A166 
acknowledges that this 
is a matter of 
professional judgment, 
such that the group 
auditor may consider 
other relevant matters 
not specifically 
mentioned within 
application guidance. 

Yes, with 
suggestions 

GT We agree that the proposed requirements related to referred-to auditors are easily identifiable. 
Nevertheless, we propose certain revisions, as follows, to the requirements in order to enhance their 
clarity and understandability.  
 

• We ask the Board to consider eliminating the lead-ins of proposed paragraphs 51, 52, and 54, 
since the auditor needs to execute on these requirements before making the decision to make 
reference to a referred-to auditor (such determination is addressed in proposed paragraph 55). 
We found the lead-ins confusing given the flow of the requirements. We believe that the 
headings and subheadings are sufficient to guide auditors to understand which requirements 
relate to making reference to referred-to auditors such that the lead-ins are unnecessary.  
 

• In order to enhance the understandability of the requirement, we recommend revising the first 
sub-bullet of proposed paragraph 51 as follows: 

Suggested Edits – 
 
The TF removed the 
lead ins to paragraphs 
51, 52, and 54 as 
suggested.  
 
The TF believes it is 
sufficiently clear, when 
considering paragraph 
51a and 62b, that the 
group auditor 
communicates relevant 
ethical requirements to 
the referred-to auditor. 
Therefore, the TF 
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a. Referred-to auditors having been made aware of Communicating to referred-to auditors 
the relevant ethical requirements that are applicable given the nature and circumstances of 
the group audit engagement 

For consistency, we recommend a similar revision be made to the similar requirement for component 
auditors in proposed paragraph 27a. 

• We noted that proposed paragraph 52 is in the context of the group engagement partner taking 
responsibility for determining that referred-to auditors have the appropriate competence and 
capabilities. However, proposed paragraph 28a, which relates to component auditors, is written 
as “the group engagement partner should determine…” It is unclear why the group engagement 
partner can assign responsibility for this action with regard to referred-to auditors but not 
component auditors. We ask the Board to reconsider these requirements and whether it would 
be more appropriate for them to be consistent.  
 

We recommend flipping the order of bullets (a) and (b) of proposed paragraph 63 to align with the 
ordering in the corresponding requirements related to component auditors. 

believes it is 
appropriate to maintain 
the language in 
paragraph 27a and 51a 
as is for language 
convergence with ISA 
600R.  
 
The TF revised 
paragraph 52 as 
suggested for 
consistency with the 
component auditor 
requirement in 
paragraph 28a (i.e., the 
group engagement 
partner should 
determine referred-to 
auditor competence 
and capabilities).  
 
The TF flipped the 
order of bullets (a) and 
(b) of paragraph 63 as 
suggested.  

Yes, with 
suggestions 

Mazars Yes, the specific requirements relating to referred-to auditors are clear, appropriate, and easily 
identifiable within the proposed SAS. However, we have concerns as to how the “communications with 
the referred-to auditor” (paragraphs 62 – 65) requirements will be applied in practice. Given the 
principles-based approach to the of extent of two-way communications between group auditors and 
referred-to auditors, and our historical experience when involved in engagements with referred-to 
auditors, we anticipate wide variation in the characteristics of certain two-way communications between 
group and referred-to auditors which could potentially have negative impacts on audit quality.   

Suggested Edits –  
 
The TF added 
paragraph A182A to 
explain why certain 
two-way 
communications 
between the group 
auditor and referred-to 
auditor are necessary 
to support the group 
engagement partner 
maintaining overall 
responsibility.  
 

Yes BDO We find the requirements in paragraphs 51-66 and the related application material relating to referred-to 
auditor to be sufficiently clear. We found exhibit A, “Relevancy of Requirements in Various group Audit 

Supportive 
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Scenarios” to be helpful in providing examples of relevant requirements under different group audit 
scenarios. 

Yes CLA We believe the specific requirements relating to referred-to auditors are clear, appropriate, and easily 
identifiable within the proposed SAS without exhibit A. However, we believe exhibit A adds additional 
clarity by providing a concise reference for determining applicability in various scenarios.  

Supportive 

Yes COV We believe the specific requirements are clear, appropriate, and easily identifiable within the proposed 
SAS, including exhibit A. 

Supportive 

Yes Deloitte Yes. D&T believes the specific requirements relating to referred-to auditors are clear, appropriate, and 
easily identifiable within the proposed SAS. 

Supportive 

Yes GAO The specific requirements relating to referred-to auditors are clear, appropriate, and easily identifiable 
within the proposed SAS, including when considering exhibit A. 

Supportive 

Yes MI OAG Yes, we consider exhibit A as clear and appropriate in providing the necessary guidance for 
requirements regarding referred-to auditors. 

Supportive 

Yes NSAA We believe the specific requirements are clear, appropriate, and easily identifiable within the proposed 
SAS. Specifically, for Exhibit A, please see our response to question 4(b).  

Supportive 

Yes OSCPA Yes, except as indicated in the response to question 12 below. Supportive 
Yes RSM We believe the specific requirements relating to referred-to auditors are clear, appropriate and easily 

identifiable within the proposed SAS, including when considering Exhibit A. 
Supportive 

Yes SL Yes, they are clear when using Exhibit A. Supportive 
Yes TIC Yes, TIC believes the requirements are clear, appropriate, and easily identifiable and appreciates they 

are presented together for ease of application. 
Supportive 

Yes TXCPA The specific requirements relating to referred-to auditors are clear, appropriate and easily identifiable 
within the proposed SAS.  Exhibit A is beneficial to the implementation of the requirements.   

Supportive 

Yes VSCPA The specific requirements relating to referred-to auditors are clear, appropriate, and easily identifiable 
within the proposed SAS, including exhibit A.  

Supportive 

12.  Is the last sentence of paragraph A41 clear? (“As the magnitude of the portion of the financial statements that is audited by referred-to auditors increases, it is less 
likely that the group engagement partner can conclude that sufficient appropriate audit evidence can be obtained.”)  
 
No BDO We believe that the last sentence or the related application paragraph would benefit from clarifying that 

the group engagement partner’s assessment of the magnitude of the portion of the financial statements 
audited by the referred-to auditor includes quantitative and qualitative (emphasis added) considerations 
relating to the financial information and disclosures that could reasonably be expected to influence the 
economic decisions of users of the group financial statements. 

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments.  

No CLA  It is unclear at what magnitude a group engagement partner may not be able to conclude that sufficient 
appropriate audit evidence cannot be obtained. 

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

No Eide Bailly The last sentence in paragraph A41 as written is not clear.  Suggested edits –  
The TF made various 
modifications to A41 to 
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address multiple 
comments.  

No EY The last sentence of paragraph A41 is unclear and may cause diversity in how auditors accept or 
continue a group audit engagement. For example, an entity may have three components that represent 
approximately 15%, 25% and 60% of the total assets and revenue of the group. One group auditor may 
conclude that it can obtain sufficient appropriate audit evidence by auditing the 15% and 25% 
components and making reference to a referred-to auditor for the 60% component. However, a different 
group auditor may conclude that it is unable to obtain sufficient appropriate audit evidence in the same 
situation. 
 
While we acknowledge that professional judgment is critical in concluding on the sufficiency of appropriate 
audit evidence obtained, providing a figure as a starting point in the SAS would be helpful in driving 
consistency in practice. Consistency is especially relevant, as this matter involves the coordination of 
different firms. We agree with the PCAOB revised standard AS2101, Audit Planning, paragraph 06A, which 
uses the following language: 

In addition, in an audit that involves referred-to-auditors (see AS1206), the participation of the 
engagement partner’s firm ordinarily is not sufficient for it to serve as lead auditor if the referred-to-
auditors, in aggregate, audit more than 50 percent of the company’s assets or revenues. 

We believe similar language would be helpful in the proposed SAS and would still allow interpretation and 
professional judgment. 

Further, we note that paragraph A41 relates only to referred-to auditors. We recommend that the ASB clarify 
whether the considerations in the paragraph, including the financial significance of the components and 
risks of material misstatements to the group financial statements associated with the components, also 
apply when component auditors are involved. That is, it would be helpful for the ASB to make clear whether 
there would ever be an instance where the component audited by a component auditor would be too 
significant, as determined by various criteria, for the group auditor to obtain sufficient appropriate evidence. 

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments.  

No ICPAS We would suggest providing clarity over the determination of magnitude when making the assessment 
of the group engagement partner’s ability to obtain sufficient audit evidence, with consideration given to 
both quantitative and qualitative factors. For example, as it pertains to qualitative factors, we do not 
believe that the group engagement partner would be able to obtain sufficient audit evidence for the 
financial statements as a whole if there were material disclosure matters that relate to a referred-to 
auditor. Examples may include the identification and evaluation of commitments and contingencies, and 
financial statement accounts that may not be quantitatively material but possess a higher level of 
inherent risk due to the existence of management estimates (i.e., allowance of doubtful accounts, 
inventory reserves, workers compensation liabilities, etc.)). Currently, paragraph A180 refers to 

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 
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quantitative considerations only in the context of the consideration of magnitude, as illustrated below 
(emphasis added): 
 
A-180. The disclosure of the magnitude of the portion of the financial statements audited by a referred-to 
auditor may be achieved by stating the dollar amounts or percentages of one or more of the following: 
total assets, total revenues, or other appropriate criteria, whichever most clearly describes the portion of 
the financial statements audited by a referred-to auditor. When two or more referred-to auditors are 
referred to, the dollar amounts or percentages covered by the referred-to auditors may be stated in the 
aggregate. 

No KPMG We believe the last sentence of paragraph A41 can be enhanced as follows (please see strikethroughs 
and underlined text for proposed changes): 
 
A41. As the magnitude of and/or the risks of material misstatement to the group financial 
statements associated with the portion of the financial statements that is audited by referred-to 
auditors increases, it is less likely that the group engagement partner can conclude that sufficient 
appropriate audit evidence can be obtained. 
 
This is consistent with the two bullets in paragraph A41, where the group engagement partner may 
consider both the financial significance of the components that are audited by the referred-to auditor, 
and the risks of material misstatement to the group financial statements associated with the portion of 
the company’s financial statements audited by the referred-to auditor, when determining whether its 
participation may be sufficient to serve as group auditor. 

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments.   

No Mazars No, the last sentence of paragraph A41 is not clear due to its use of the word “magnitude”.   Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

No MI OAG We reject the underlying assertion of paragraph A41 that a group auditor cannot obtain sufficient 
appropriate audit evidence in a group audit when reference is made to referred-to auditors.  
Governmental auditors routinely engage private firms to audit components of the government and this 
reliance may be substantial, and at times constitutes a major fund, which is an entire opinion unit.  We 
recommend the Board either eliminate this sentence or substantially revise it and incorporate 
“Considerations Specific to Governmental Entities” to address current accepted practices in 
governmental audits. 

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

No NSAA No, the last sentence in A41 is not clear, and further, we believe it should be removed. In the 
government auditing environment, it is not uncommon for referred-to auditors to perform a substantial 
percentage of the audit work for an individual opinion unit. In some cases, referred-to auditors perform 
100% of the audit work for an opinion unit. If the procedures outlined elsewhere in the standard for 
making reference to another auditor are adhered to and adequately documented, we see no reason why 
magnitude alone would imply that sufficient appropriate audit evidence could not be obtained by the 
group engagement partner.  

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 
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No OSCPA The committee identified this as an area where a move to a more principles-based standard leaves the 
room for interpretation too broad (e.g. do we mean 51%, or 90%?).  

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

No SL The statement itself, is more ambiguous than preferred. We understand the move away from a rules-
based or bright-line approach to a conceptual approach to application. With that being said, the extant 
standards allowed for the use of referred-to auditors for multiple component companies, and a group 
auditor performing a roll up and overall audit report. If there is reputational reliance, adequate and 
appropriate communication, review of working papers for significant areas, participation in planning 
decisions (such as, materiality), fraud risk between group and referred to auditor, this statement could 
allow for some to never be able to issue a report as there is no predominant group entity. We would 
need more clarification or guidance.  
 
For example, consider a private equity owned LLC, that owns multiple separate legal entities that are 
significant components and audited by other firms, in conjunction with the group audit approach, 
communications, and the group audit oversees the other audits but each entity issues its own audit. This 
would either require responsibility and now not treat the other audits as referred-to audits, but require 
the group auditor to determine and decide which other audits will be referred to, and which ones will be 
considered to take ownership of, or not allow the group auditor to issue a report.  
 

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

No TXCPA Additional qualitative and quantitative application material is needed with regard to paragraph A41.  Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

No VSCPA The Committee does not agree with the last sentence of paragraph A41. We believe the consideration 
presented in paragraph 51-66 provide assurance that the group engagement partner can conclude the 
sufficient appropriate audit evidence can be obtained.  
 
Our members who audit governments utilize referred-to-auditors often and in some cases, up to 100% 
of an opinion unit. It is possible that a governmental entity to have a component that is not a 
governmental unit audited by a firm specialized in that industry and that it would be appropriate for this 
practice to continue.  
 
We believe the Board should consider revising this sentence or eliminating it. 

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

Yes, with 
suggestions 

TIC While TIC believes the last sentence is clear, there is one identified opportunity to add additional clarity. 
To avoid a strictly monetary magnitude interpretation, TIC recommends adding a phrase to the final 
sentence that incorporates the need to consider the qualitative magnitude of risks vs. solely the 
quantitative magnitude of the portion of the financial statements audited by the referred-to auditors. 

Supportive with 
comments 
 
The TF made various 
modifications to A41 to 
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address multiple 
comments. 

Yes Crowe Yes, the last sentence in paragraph A41 is clear. Supportive 
Yes Deloitte Yes. Supportive 
Yes GAO The last sentence of paragraph A41 is sufficiently clear in the context of paragraphs 19–20 and related 

application material.  
Supportive 

Yes PwC We agree the last sentence of paragraph A41 is clear. Supportive 
Yes RSM We believe the last sentence of paragraph A41 provides the appropriate level of guidance for the group 

auditor.  
Supportive 

12. Is there additional application material that is needed for paragraph A41, and if so, what should it be? 
Additions CLA We recommend the ASB provide additional guidance and examples of situations when it may not be 

appropriate to use a referred-to auditor.  
Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

Additions CLA Examples would provide the auditor more context for applying the guidance in the last sentence of this 
paragraph.  

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

Additions COV We do not agree with the last sentence of paragraph A41.  We believe the considerations documented 
in paragraphs 51 – 66, regarding referred-to auditors, provide assurance that the group engagement 
partner can conclude that sufficient appropriate audit evidence can be obtained.  Additionally, auditors of 
governments utilize referred-to-auditors often, in some cases, for up to 100 percent of an opinion unit.  
For example, a primary government may have a component unit that is a non-governmental entity 
audited by a firm that specializes in audits of that particular industry.  We believe it is appropriate for this 
practice to continue.  As a result, the Board should eliminate or revise the last sentence of paragraph 
A41.  In addition, we believe the Board should add a “Consideration Specific to Governmental Entities” 
to address the magnitude concept with relation to opinion units in a governmental environment or 
expand paragraph A43 to more clearly address magnitude considerations related to opinion units.     

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

Additions Crowe We note that at this point in the engagement (acceptance and continuance), the group auditor will not 
likely have engaged specific referred-to auditors and will not be able to “conclude” on the ability to obtain 
sufficient appropriate audit evidence. Therefore, we recommend that the paragraph be modified to be 
more consistent with paragraph 19 and to reflect that these considerations and determinations are being 
made based on the group engagement partner’s expectations of the group audit plan, such as the 
following (additions / deletions): 
 
“The group engagement partner may consider the nature and extent of work to potentially be performed 
by referred-to auditors, including matters such as the following: 
• The financial significance of the components that will potentially be are audited by referred-to auditors 
• The risks of material misstatement to the group financial statements associated with the portion of the 

Suggested edits –  
The TF made minor 
revision to A41 to frame 
as a planning decision 
based on expectations 
of the group audit plan.  



   Agenda Item 2B – Group Audits, Comment Letter Summary and Responses to Comments  
 

Page 64 of 92 
 

Overall Opinion Commenter Comment Response to 
Comment 

company’s financial statements for which the group auditor or component auditor expects to perform 
performs audit procedures compared to the portion that will potentially be audited by referred-to auditors 
 
As the magnitude of the portion of the financial statements that will potentially be is audited by referred-
to auditors increases, it is less likely that the group engagement partner can determine conclude that 
sufficient appropriate audit evidence can reasonably be expected to be obtained.” 
 
We also suggest the following edit to the first sentence in paragraph A41: “There may be more 
complexities in determining whether sufficient appropriate audit evidence can reasonably be expected to 
be obtained in a group audit where reference is made to the audit of referred-to auditors in the auditor’s 
report on the group financial statements is being considered, including in group audits where no 
component auditors are also involved.” 

Additions Eide Bailly Providing additional clarification to understand what is implied by that last sentence would be beneficial 
to practitioners. The last sentence seems to suggest a size limitation at which an auditor would not be 
able to perform a group audit when referred‐to auditors are involved. If this is what the standard is 
suggesting, we disagree that size limitations should result in disallowing group audits when a referred‐to 
auditor audits a larger portion of the group financial statements. If the board intends to impose 
proportionate size limitations, clearer parameters and bright lines would be necessary to achieve 
consistency across audit firms. Otherwise, aggressive interpretations would lead to diversity and unfair 
practices.  
 
In our practice, we have a number of instances where this occurs, and these examples are common 
with other practitioners. For example, in governmental audits, referred‐to auditors may be the only 
auditor for a given opinion unit such as a discretely presented component unit, individual major 
funds, fiduciary activities (such as retirement plans), etc. Additionally, certain investment funds, such as 
investors in affordable housing partnerships, are often a consolidation of individual partnership audits 
performed by referred‐to auditors. Also, commercial entities have large subsidiaries that are audited by 
referred‐to auditors. These are a few of the examples that would potentially have significant changes in 
practices if size limitations are placed on group audits involving referred‐to auditors. 

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

Additions GT We believe the application material can be further enhanced by providing additional considerations for 
the group engagement partner, such as the location of group operations and group management, and 
the extent of the group engagement team’s knowledge of the overall financial statements and familiarity 
with the group. We believe that such qualitative factors can be important considerations for determining 
whether the group auditor can obtain sufficient appropriate audit evidence on which to base an opinion 
on the group financial statements. 

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

Additions Mazars The last sentence of paragraph A41 is not clear due to its use of the word “magnitude”.   Both extant 
AU-C section 600 and the proposed SAS paragraph A41 use the term “financial significance.”  It is 
unclear if “magnitude” is intended to have a different meaning from “financial significance” and, if so, 
what that meaning is. Additional, or revised, application material clarifying the intended meaning of 
“magnitude” would add to greater understanding of the intent of paragraph A41.  

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 
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Additions OSCPA Additional guidance or more specific language (for instance, “a majority” or “substantially all”) is needed 
to assist in evaluating at what point the role of referred-to auditors is too significant for the group auditor 
to take responsibility. 

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

Additions TXCPA Additional qualitative and quantitative application material is needed with regard to paragraph A41.  For 
example: a scenario where the referred-to auditor is doing a large portion of the audit, can the 
engagement partner state that he has gathered sufficient evidence to state an opinion?  Saying that if 
referred auditor is doing so much of the audit, can the engagement auditor say he gathered sufficient 
appropriate evidence to render opinion. Is there a threshold where this becomes an issue?  The goal of 
the last sentence in A41 is unclear.  Additional guidance or clarification on when the referred-to auditor 
should be referenced in the audit report of a group audit would be helpful and provide a bright line of 
delineation.  The PSC believes that the application of professional judgment in the determination on 
whether or not to specifically include the referred-to auditor may result in a broad interpretation of the 
requirement. 

Suggested edits –  
The TF made various 
modifications to A41 to 
address multiple 
comments. 

OK as is Deloitte D&T believes the last sentence in paragraph A41 is clear without additional requirements or application 
material. 

Supportive 

OK as is GAO No additional application material is needed.  Supportive 
OK as is RSM We believe individual audit firms should provide policies and guidance, if needed, as they discern the 

pertinent risks in the relationship between the portion of the financial statements audited by the referred-
to auditor and the group auditor’s ability to obtain sufficient appropriate audit evidence. 

Supportive 

13. Does the proposed effective date provide sufficient time for preparers, auditors, and others to adopt the new standard and related conforming 
amendments, including sufficient time to support effective implementation of the proposed SAS? 
Yes BDO We are supportive of the proposed effective date and believe that it will provide sufficient time to 

implement the changes necessary with respect the proposed SAS. We believe that maintaining 
alignment of this proposed SAS with the effective date of the proposed QM SAS is appropriate. 

Supportive 

Yes CLA We believe the proposed effective date provides sufficient time to adopt the new standard and 
effectively implement the proposed SAS.  

Supportive 

Yes COV We believe the proposed effective date provides sufficient time to adopt the new standard and related 
conforming amendments, to include effective implementation. 

 Supportive 

Yes Crowe Yes. We believe that the proposed effective date, for audits of group financial statements for periods 
ending on or after December 15, 2026, is appropriate. It is important to align the effective date of this 
proposed SAS with the effective date of the proposed QM SAS. 

 Supportive 

Yes Deloitte Yes. D&T supports the proposed effective date. D&T strongly believes it is imperative that the effective 
date of the proposed SAS aligns with the effective date of the proposed QM SAS given that the 
proposed QM SAS is foundational to the proposed SAS. 

Supportive 

Yes Eide Bailly Yes, we believe the proposed effective date noted in paragraph 14 provides sufficient time for preparers, 
auditors, and others to adopt the new standard. 

Supportive 

Yes EY The proposed effective date would provide sufficient time to adopt the new standards. Supportive 
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Yes GAO We believe that the proposed effective date provides sufficient time for preparers, auditors, and others 
to adopt the new standard and related conforming amendments, including sufficient time to support 
effective implementation of the proposed SAS.  

Supportive 

Yes ICPAS Yes. Supportive 
Yes KPMG We believe that the proposed effective date provides sufficient time to adopt the new standard and 

related conforming amendments. 
Supportive 

Yes MI OAG We agree that the effective date of the proposed standard is reasonable and will provide auditors 
sufficient time to implement the new standard.   

Supportive  

Yes NSAA We believe the proposed effective date, for audits of group financial statements for periods ending on or 
after December 15, 2026, provides sufficient time to implement the new standard.    

Supportive  

Yes OSCPA The committee found the proposed implementation date of December 15, 2026, unnecessarily long, but 
understands wanting to coordinate with the effective date of the quality management standards.  

Supportive 

Yes PwC We appreciate that the ASB has aligned the proposed effective date of the proposed SAS with the 
effective date of SAS 146. We believe the proposed effective date provides sufficient time for effective 
implementation. 

Supportive 

Yes RSM We believe the proposed effective date provides sufficient time for preparers, auditors and others to 
adopt the new standard and related conforming amendments, including sufficient time to support 
effective implementation of the proposed SAS.  

Supportive 

Yes SL Yes, an effective date for audits of group financial statements for periods ending on or after December 
15, 2026, is reasonable. This would include audits of smaller entities who rely on service providers to 
develop the coinciding audit methodology (and the related work by firms to understand and prepare 
trainings to our audit teams) with the expectation that interim financial statements reviewed under AU-C 
section 930 would adopt for Q1 2026. 

Supportive 

Yes TIC Yes, TIC believes there is sufficient time to adopt the new standard and noted its alignment with the QM 
Standards. 

Supportive 

Yes TXCPA The PSC agrees that the proposed effective date provides sufficient time for adoption and 
implementation, especially since the SQMSs have been delayed until 2025.   

Supportive  

Yes VSCPA The Committee believes the proposed effective date provides sufficient time for all parties to adopt the 
new standard and the related conforming amendments. 

 Supportive 

Other Comments  

Editorial 
 Crowe In paragraph 15, where the proposed SAS presents the “objectives of the auditor”, we recommend this 

be changed to “objectives of the group auditor”.  
As not all the objectives 
are only items that the 
group auditor performs, 
it’s more appropriate to 
leave as “auditor” 
(which would include 
the group auditor). 
Additionally, this is 
consistent with how the 
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other AU-Cs are 
structured.  

PwC Involvement of Component Auditors  
 
.8. The group auditor may involve component auditors to provide information, or to perform audit work, to 
fulfill the requirements of this proposed SAS. Component auditors may have greater experience with, and 
a more in-depth knowledge of, the components and their environments (including local laws and 
regulations, business practices, language, and culture) than the group auditor. Accordingly, component 
auditors can be, and often are, involved in all phases of the group audit under the direction and supervision 
of the group auditor. (Ref: par. A10–A11) [To further differentiate component auditors and referred-
to auditors and to temper discussion of the use of component auditors] 
  

TF added “under the 
direction and 
supervision of the 
group auditor” as 
suggested to further 
reiterate that 
component auditor’s 
work is under the 
direction and 
supervision of the 
group auditor. 
 
TF did not remove the 
“and often are” phrase 
as we feel it reiterates 
the suggestion being 
made about involving 
component auditors in 
all phases of the audit. 

 PwC Making Reference to the Audit of a Referred-To Auditor 
 
.10 In accordance with tThis proposed SAS,  also describes the procedures to be followed to obtain 
sufficient appropriate audit evidence when the group engagement partner can also determines to make 
reference to the audit of a referred-to auditor in the auditor's report on the group financial statements in 
circumstances when the referred-to auditor has performed an audit of the financial information of a 
component. Reference in the auditor’s report on the group financial statements to the fact that part of the 
audit was conducted by a referred-to auditor communicates the source of audit evidence with respect to 
those components for which such reference is made. Because the group auditor does not direct, 
supervise, or review the work of a referred-to auditor, a A referred-to auditor is not a component auditor, 
and accordingly, a referred-to auditor is not a part of the engagement team. Therefore, when the terms 
component auditor and engagement team are used in this proposed SAS, they do not include referred-to 
auditors. The requirements in paragraphs .51-.65 and the related application material are specific to 
referred-to auditors. Paragraphs .51-.57 set out requirements to enable Therefore, when the group 
engagement partner to determine whether plans to make reference to the audit of a referred-to auditor in 
the auditor’s report on the group financial statements when establishing the overall group audit strategy 
and group audit plan in accordance with paragraph 24 of this proposed SAS. The these requirements in 
paragraphs .58-.65, in addition to other requirements related to the execution of the group audit, are 
relevant when the group engagement partner determines to make reference. [To further tee up the 
concept of referred-to auditors and separate the requirement to determine if it is appropriate to 
make reference]] 

The TF revised 
paragraph 10 for the 
majority of these 
drafting 
recommendations for 
improved clarity and 
understanding.  
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Relates to Request for Comment No. 11 
 

 PwC Responsibilities of the Group Engagement Partner and Group Auditor 

13.  The group engagement partner remains ultimately responsible, and therefore accountable, for 
compliance with the requirements of this proposed SAS. Nevertheless, the group engagement partner 
may seek assistance from others to fulfill these responsibilities. The phrase “the group engagement 
partner should take responsibility for…” or “the group auditor should take responsibility for…” is used for 
those requirements for which when the group engagement partner or group auditor, respectively, is 
permitted to assign the design or performance of procedures, tasks, or actions to other appropriately 
skilled or suitably experienced members of the engagement team, including component auditors. For 
other requirements, this proposed SAS expressly intends that the requirement or responsibility be fulfilled 
by the group engagement partner or group auditor, as applicable., and In such circumstances, the group 
engagement partner or group auditor may need to obtain information from the firm or other members of 
the engagement team. For example, when others, including component auditors, perform supervisory and 
review activities, the outcome of those activities can be taken into account by the group engagement 
partner in fulfilling these responsibilities. (Ref: par. A19, A33) [To align with paragraph 9 of SAS 146] 

The TF revised 
paragraph 13 for the 
majority of these 
drafting 
recommendations for 
consistency with SAS 
146.9.   

 PwC 16. 
component auditor. An auditor who performs audit work related to a component for purposes of 

the group audit under the direction and supervision of the group auditor. A component auditor 
is a part of the engagement team2 for a group audit. A referred-to auditor is not a component 
auditor, and accordingly, is not a part of the engagement team for a group audit. (Ref: par. 
A23⎯A26) [To reiterate the difference between component auditors and referred-to 
auditors] 

 
Relates to Request for Comment No. 6 

The TF believes the 
definition of a 
component auditor is 
sufficiently clear without 
the suggested edits, 
particularly when 
considering the 
definition in 
combination with 
paragraph 25 and that 
the suggested 
incremental sentence is 
already included in the 
definition of a referred-
to auditor. The TF 
believes it is important 
to remained converged 
with ISA 600R on 
definitions, which are 
foundational to the 
standard.  

 
2 Paragraph 12 of QM SAS  



   Agenda Item 2B – Group Audits, Comment Letter Summary and Responses to Comments  
 

Page 69 of 92 
 

Overall Opinion Commenter Comment Response to 
Comment 

 PwC Overall Group Audit Strategy and Group Audit Plan  
 
.24 In applying AU-C section 300,3 the group auditor should establish, and update as necessary, an overall 
group audit strategy and group audit plan. In doing so, the group auditor should determine the following: 
(Ref: par. A54–A58) 

 
… 

 
b. The components for which, if any, the auditor’s report on the group financial statements will 

make reference to the audit of a referred-to auditor when the group auditor has determined it 
is appropriate to do so in accordance with the requirements of paragraphs .51-.5765). [To note 
that this is a specific judgment that must be made] 
 

The TF believes the 
existing reference to 
paragraphs 51-65, in 
combination with 
revisions to paragraph 
10 (added: “Paragraphs 
51–57 set out 
requirements for 
determining whether to 
make reference to the 
audit of a referred-to 
auditor in the auditor’s 
report on the group 
financial statements 
when establishing the 
overall group audit 
strategy and group 
audit plan in 
accordance with 
paragraph 24 of this 
proposed SAS.”), is 
sufficiently clear that 
the group auditor 
makes the 
determination in 
accordance with the 
requirements in 
paragraphs 51-57.  

 PwC Considerations When Component Auditors Are Involved 
 
.33 The group auditor should communicate the following to component auditors on a timely basis: (Ref: 
par. A116) 

 
a. Matters that the group auditor determines to be relevant to the component auditor’s 

design or performance of risk assessment procedures for purposes of the group audit, 
including identified significant risks of the group financial statements that are relevant to 
the work of the component auditor [To be consistent with the other bullets and 
reiterate that the communications focus on what is relevant to the work being 
performed at the component vs. suggesting all significant risks of the group 

The TF believes the 
suggested clarification 
is unnecessary and 
would be repetitive of 
the lead-in to the 
sentence which already 
specifies relevancy to 
the component auditor.  

 
3  Paragraphs 7-10 of AU-C section 300 
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financial statements are relevant to the component] 
 

 PwC Considerations Regarding Making Reference to the Audit of a Referred-to Auditor in the Auditor's 
Report on the Group Financial Statements 

Understanding the Referred-To Auditor and Determining Whether to Make Reference  
 
Relevant Ethical Requirements, Including Those Related to Independence, for Referred-To Auditors 
 
.51 When making reference to the audit of a referred-to auditor, the group engagement partner should 
take responsibility for (Ref: par. A165) 

 
a.  obtaining an understanding of whether referred-to auditors haveing been made aware of 

relevant ethical requirements that are applicable given the nature and circumstances of 
the group audit engagement; and [To align more closely with extant AU-C section 
600. Note that the PCAOB standard simply requires a written representation that 
the referred-to auditor is independent similar to paragraph 63; also note this is 
somewhat duplicative of paragraph 62] 

…  
Competence and Capabilities of Referred-To Auditors  
 
.52 When making reference to the audit of a referred-to auditor, the group engagement partner should 
take responsibility for understanding whether determining that referred-to auditors have the appropriate 
competence and capabilities. (Ref: par. A166–A168) [To align more closely with extant AU-C section 
500. Note that the PCAOB standard requires the lead auditor to make inquiries of the referred-to 
auditor and look to other information obtained during the audit]  
 
.53  The group auditor should obtain sufficient appropriate audit evidence relating to the work to be 
performed at the component without making reference to the audit of a referred-to auditor in the auditor’s 
report on the group financial statements if: (Ref: par. A169–A170) 

 
a. the referred-to auditor does not comply with the relevant ethical requirements, including 

those related to independence, that apply to the group audit engagement; or 
 
b. the group engagement partner has serious concerns about the matters in paragraphs 

.51.52. [Moved below to assist in the flow of the requirements] 
 

Consolidation Process Considerations for Referred-To Auditors 
 
.534 When making reference to the audit of a referred-to auditor, the group auditor should obtain an 
understanding of whether the group auditor will be able to obtain information affecting the consolidation 
process from group management or a referred-to auditor. 

The TF has not revised 
paragraphs 51-53 in an 
effort to maintain similar 
language and structure 
between these 
paragraphs for referred-
to auditors and the 
equivalent paragraphs 
27-29 for component 
auditors. 
 
Additionally, the TF 
acknowledges that the 
PCAOB standard 
requires a referred-to 
auditor to be PCAOB 
registered (AS 
1206.06c); such 
registration is likely 
foundational to certain 
PCAOB requirements 
for making reference. 
The AICPA does not 
have a similar 
“registration” concept. 
The TF believes the 
PCAOB registration 
concept distinguishes 
PCAOB vs. AICPA 
requirements for 
making reference, 
particularly when 
considering 
competence and 
capabilities of referred-
to auditors. The TF 
believes the proposed 
SAS is appropriate 
given the AICPA does 
not have a “registration” 
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Determining Whether to Make Reference to the Audit of a Referred-To Auditor (Ref: par. A171–A178) 
 
.545 Having obtained an understanding of the referred-to auditor in paragraphs .51–.5354, the group 
engagement partner should determine whether to make reference to the audit of a referred-to auditor in 
the auditor’s report on the group financial statements. 

 
.556  Reference to the audit of a referred-to auditor in the auditor’s report on the group financial statements 
should not be made unless: 
 

a.  the group engagement partner has determined that the referred-to auditor has performed 
an audit of the financial statements of the component in accordance with the relevant 
requirements of GAAS or the standards promulgated by the PCAOB (Ref: par. A174), 
and  

b.  the referred-to auditor has issued an auditor’s report that is not restricted as to use. 
.56  The group auditor should obtain sufficient appropriate audit evidence relating to the work to be 
performed at the component without making reference to the audit of a referred-to auditor in the auditor’s 
report on the group financial statements if: (Ref: par. A169–A170) 

 
a. the referred-to auditor does not comply with the relevant ethical requirements, including 

those related to independence, that apply to the group audit engagement; or 
 
b. the group engagement partner has serious concerns about the matters in paragraphs 

.51.52. [Moved from above, this is not explicitly addressed in PCAOB standards] 
 
Relates to Request for Comment No. 11 

concept that would 
provide a certain level 
of understanding of the 
referred-to auditor’s 
qualifications.  
  

 PwC Subsequent Events 
.66 In applying AU-C section 560,4 the group auditor should take responsibility for performing procedures, 
including, as appropriate, requesting component auditors or referred-to auditors to perform procedures, 
designed to identify events that may require adjustment of, or disclosure in, the group financial statements. 
(Ref: par. A185–A187) 

 
Considerations When Component Auditors or Referred-to Auditors Are Involved 
 

.67  The group auditor should request the component auditors and referred-to auditors, as applicable, to 
notify the group auditor if they become aware of subsequent events that may require adjustment of, or 
disclosure in, the group financial statements. (Ref: par. A187) [This requirement is equally relevant to 
referred-to auditors, could consider placing it elsewhere] 
 

The TF notes that this 
requirement is 
consistent with the 
group auditor’s 
involvement in the 
component auditor’s 
work, and their 
responsibilities to direct 
and supervise. The TF 
believes there should 
not be an explicit 
requirement for the 
group auditor to request 

 
4 Paragraphs 9-10 of AU-C section 560, Subsequent Events and Subsequently Discovered Facts 
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Relates to Request for Comment No. 11 referred-to auditors to 
communicate 
subsequent events in 
all cases, 
understanding the 
timing of the referred-to 
auditor issuing their 
audit report prior to the 
group audit report. 
Rather, the TF believes 
it is most appropriate to 
allow the group auditor 
the option to request 
the referred-to auditor 
to communicate 
subsequent events, 
which is indicated in 
paragraph A186. 

 PwC Evaluating the Sufficiency and Appropriateness of Audit Evidence Obtained 
 
… 

 
.69 The group engagement partner should evaluate the effect on the group audit opinion of any 
uncorrected misstatements (whether identified by the group auditor or communicated by component 
auditors) or other communications from component auditors and, as applicable, referred to auditors, 
including and any instances when there has been an inability to obtain sufficient appropriate audit 
evidence. (Ref: par. A193) [To encourage auditors to consider any additional information from 
referred-to auditors] 
 

The TF believes it 
would be inappropriate 
to include referred-to 
auditors in paragraph 
69 given there is no 
requirement for the 
referred-to auditor to 
communicate 
uncorrected 
misstatements to the 
group auditor (see 
paragraph 62-63).  

 PwC Components at Which to Perform Audit Work (Ref: par. 24a) 

A59. The determination of components at which to perform audit work is a matter of professional 
judgment. The following are examples of matters that may influence the group auditor’s determination: 

● The nature and significance of individual entities or business units included in the group financial 
statements, including the nature of events or conditions that may give rise to risks of material 
misstatement at the assertion level of the group financial statements that are associated with a 
component, for example 

○ newly formed or acquired entities or business units, 
○ entities or business units in which significant changes have taken place, 
○ significant transactions with related parties, 

The TF believes that 
the suggested edits are 
already encompassed 
within the first bullet of 
paragraph .A59, written 
in a different manner. 
As .A59 did not include 
the notion of significant 
risk, have included as 
an additional bullet 
item. 
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○ significant unusual transactions, and  
○ abnormal fluctuations identified by analytical procedures performed at the group level, in 

accordance with AU-C section 315. 
  

● The specific risks associated with an individual entity or business unit, including whether those 
risks  

○ represent significant risks or 
○ apply to other entities or business units included in the group financial statements, such 

that these risks, in combination, represent a risk of material misstatement  
 

● The disaggregation of significant classes of transactions, account balances, and disclosures in 
the group financial statements across components, considering the size and nature of assets, 
liabilities, and transactions at the location or business unit relative to the group financial 
statements  
 

● Whether sufficient appropriate audit evidence is expected to be obtained for all significant classes 
of transactions, account balances, and disclosures in the group financial statements from audit 
work planned on the financial information of identified components  
 

● The nature and extent of misstatements or control deficiencies identified at a component in prior 
period audits  
 

● The extent of the commonality of controls across the group and whether, and if so, how, the nature 
and group centralizes activities relevant to financial reporting [To incorporate additional 
guidance related to the extant concepts of significant components and the type of work to 
be performed as well as guidance from PCAOB AS 2101] 

 
 PwC A62. Component auditors may be involved in different phases of an audit. For example, component 

auditors may design or perform 

● risk assessment procedures, andor 

● procedures to respond to the assessed risks of material misstatement. 

The TF updated A62 as 
suggested, noting that 
use of “or” indicates the 
component auditor may 
design or perform one, 
or both, types of 
procedures. Use of 
“and” may 
unintentionally imply 
both types of 
procedures should be 
designed or performed 
by the component 
auditor.  
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 PwC The Nature and Extent of Further Audit Procedures 

A144.  In applying AU-C section 330, the nature, timing, and extent of further audit procedures at 
components are expected to be based on, and responsive to, the assessed risks of material misstatement 
of the group financial statements. In response to the assessed risks of material misstatement, the group 
auditor may determine the following scope of work to be appropriate at a component (with the involvement 
of component auditors, as applicable): 

● Design and perform further audit procedures on the entire financial information of the component 
 

● Design and perform further audit procedures on one or more classes of transactions, account 
balances, or disclosures  
 

● Perform specific further audit procedures 

The TF added a 
sentence to A144 
consistent with the 
proposed language 
(derived from AU-C 
330.06) to further 
enhance the link to AU-
C 330.06.  

 PwC Design and Perform Further Audit Procedures on One or More Classes of Transactions, Account 
Balances, or Disclosures 

A148.  The group auditor may determine that designing and performing further audit procedures on one 
or more particular classes of transactions, account balances, or disclosures of the financial information of 
a component is an appropriate approach to address assessed risks of material misstatement of the group 
financial statements. For example, a component may have limited operations but hold a significant portion 
of the land and buildings of the group or have significant tax balances. In such cases, the component 
auditor may exercise professional judgment in determining the nature, timing and extent of procedures to 
be performed, taking into account component materiality.  

Perform Specific Further Audit Procedures 

A149.  The group auditor may determine that designing and performing specific further audit procedures 
on the financial information of a component is an appropriate approach, including to complement testing 
performed by the group auditor, such as when audit evidence needs to be obtained for one or more 
relevant assertions only. For example, the group auditor may  

● centrally test the class of transaction, account balance, or disclosure and may require the 
component auditor to perform specific further audit procedures at the component (for example, 
specific further audit procedures related to the valuation of claims or litigations in the component’s 
jurisdiction or the existence of an asset or the observation of inventory counts).  

● request one or more component auditors to perform tests of controls related to significant classes 
of transactions, account balances, and disclosures. 

● request a component auditor to perform procedures to obtain audit evidence related to one or 

Relating to paragraph 
A148, the TF believes it 
is clear, when 
considering paragraphs 
13, 39, 43, A62, and 
A145, that either the 
group auditor or 
component auditor may 
determine the nature, 
timing, and extent of 
procedures to be 
performed. The TF 
believes the proposed 
SAS is sufficiently clear 
that further audit 
procedures at a 
component are 
performed using 
component 
performance 
materiality.  
 
Relating to paragraph 
A149, the TF has 
included additional 
examples to the 
paragraph.  
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more relevant assertions, and may specify the sample sizes to be used (e.g., in the case of a 
component auditor who is from a different network and therefore not subject to common audit 
methodologies or to drive consistency in testing across components with similar characteristics).  

 RSM We note that paragraph 16 of the proposed SAS defines aggregation risk as “the probability that the 
aggregate of uncorrected and undetected misstatements exceeds materiality for the financial statements 
as a whole” and paragraph A20 of the proposed SAS states: 

Aggregation risk exists in all audits of financial statements but is particularly important to understand and 
address in a group audit because there is a greater likelihood that audit procedures will be performed on 
classes of transactions, account balances, or disclosures that are disaggregated across components. 
Generally, aggregation risk increases as the number of components at which audit procedures are 
performed separately increases, whether by component auditors or other members of the engagement 
team. 

We agree that aggregation risk is particularly important to understand and address in a group audit. We 
believe, however, that aggregation risk increases as a result of a myriad of factors, including, but not 
limited to, the extent of disaggregation of the financial information across components and the nature, 
frequency and magnitude of misstatements in the component financial information. The auditor responds 
to aggregation risk by reducing the component performance materiality to an appropriately low level for 
the audit procedures performed separately on the financial information of components across the group. 
We suggest consideration be given to deleting the last sentence of paragraph A20 of the proposed SAS. 

The TF believes it is 
essential to remain 
converged with ISA 
600R on definitions, 
which are foundational 
to the standard. 
Therefore, the TF did 
not delete the last 
sentence in paragraph 
A20 in an effort to 
remain converged with 
ISA 600R. 
 

 RSM We note that Exhibit A indicates the requirements in paragraph 36 of the proposed SAS are relevant for 
all of the various group audit scenarios. However, the header immediately preceding paragraph 36 states 
“Considerations When Component Auditors Are Involved.” We agree that the requirements in paragraph 
36 are relevant for all of the various group audit scenarios, and therefore suggest removing this header. 

Relates to Request for Comment No. 4b 

The TF has removed 
paragraph 36 from 
scenarios 1 and 3. 

 RSM We note that paragraph A205 of the proposed SAS states that the audit documentation for the group audit 
comprises (a) the documentation in the group auditor’s file and (b) the separate documentation in the 
respective component auditor files relating to the work performed by the component auditors for purposes 
of the group audit (that is, component auditor audit documentation). We therefore are curious as to why 
the word “ordinarily” is needed in the first sentence of paragraph A213, which states, “Component auditor 
audit documentation ordinarily need not be replicated in the group auditor’s audit file.” We suggest that, if 
there are circumstances in which it is necessary for the group auditor’s file to replicate the component 
auditor audit documentation, those circumstances should be articulated in the proposed SAS. Otherwise, 
we suggest consideration be given to removing the word “ordinarily” from the first sentence of paragraph 
A213. 

The TF believes it is 
sufficiently clear, when 
considering the 
guidance in paragraphs 
A213-A214, the 
possible scenarios in 
which the group auditor 
may need to replicate 
component auditor 
audit documentation in 
the group audit file. 
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Relates to Request for Comment No.5 Additionally, the use of 
“ordinarily” gives a 
strong indication that it 
is not expected to have 
to replicate audit 
documentation. 

 RSM We note that the proposed addition of paragraph .33.d.ii. to AT-C Section 105, Concepts Common to All 
Attestation Engagements, would require a determination of the sufficiency of time to perform 
procedures. In addition to suggesting that additional guidance be provided regarding how this 
determination is made, we suggest the wording of this new paragraph be revised to sync with the 
terminology used elsewhere in paragraph .33 of AT-C Section 105 as follows (our proposed addition is 
noted in bold font, and our proposed deletions are struck through): 

ii.  determine that the other auditor practitioner has sufficient time to perform assigned audit 
procedures, and   

The TF revised 
paragraph .33.d.ii. of 
AT-C section 105 as 
suggested.  

 RSM Currently, AU-C 600 requires the group auditor to determine performance materiality for those 
components on which the group engagement team will perform, or request a component auditor to 
perform, an audit or review. Paragraph 37 of the proposed SAS would require the group auditor to 
determine component performance materiality for those components on which the group auditor or 
component auditor will perform audit procedures. We believe consideration should be given to changing 
paragraph 37 to read as follows (additions shown in bold font):  

In applying AU-C section 320, Materiality in Planning and Performing an Audit, and AU-C section 
450, Evaluation of Misstatements Identified During the Audit, when classes of transactions, account 
balances, or disclosures in the group financial statements are disaggregated across components, 
for purposes of planning and performing audit procedures, for those components on which the 
group auditor or component auditor will perform audit or review procedures, the group auditor 
should determine the following:  

a. Component performance materiality. To address aggregation risk, such amount should be lower 
than group performance materiality. (Ref: par. A127–A133)  

b. The threshold above which misstatements identified in the component financial information are 
to be communicated to the group auditor. Such threshold should not exceed the amount 
regarded as clearly trivial to the group financial statements. (Ref: par. A134)  

 

The TF does not 
believe “review 
procedures” should be 
addressed within the 
proposed SAS, 
consistent with ISA 
600R and AU-C 320. 
AU-C 930 addresses 
review procedures on 
interim financial 
information, including 
consideration of 
materiality.  

 RSM We note that in the first sentence of the “Basis for Qualified Opinion” section of Exhibit B on page 107 of 
the proposed SAS, “thenended” should be changed to “then ended.” 

TF updated to add a 
space between “then” 
and “ended” within the 
“Basis for Qualified 
Opinion” section 
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 SL It appears, that on proposed paragraph A221: 

Basis for Qualified Opinion 

We were unable to obtain audited financial statements supporting the Company's investment in a foreign 
affiliate stated at $XXX and $XXX at December 31, 20X1 and 20X0, respectively, or its equity in earnings 
of that affiliate of $XXX and $XXX, which is included in net income for the years then ended as described 
in Note X to the consolidated financial statements; nor were we able to satisfy ourselves as to the carrying 
value of the investment in the foreign affiliate or the equity in its earnings by other auditing procedures. 
The example has a spacing issue at the then ended at “years then ended as described in Note X.” 

TF updated to add a 
space between “then” 
and “ended” within the 
“Basis for Qualified 
Opinion” section 

Application Materials/Guidance 
 Crowe We note that the extant AU-C section 600 includes the following application guidance: 

“.A65 Consideration of all components, regardless of whether reference is made in the auditor’s report 
on the group financial statements to the audit of a component auditor, is necessary when determining 
component materiality to reduce the risk that the aggregate of detected and undetected misstatements 
in the group financial statements exceeds materiality for the group financial statements as a whole. 
Determining component materiality is necessary for the group engagement team to determine the 
overall group audit plan for the components for which the auditor of the group financial statements is not 
making reference to the component auditor.”    
 
We believe similar application guidance should be included in the proposed SAS. While the group 
auditor is not taking responsibility for the portion of the group for which the group auditor is referring to a 
referred-to auditor, the group auditor still must consider all components to sufficiently address 
aggregation risk in the group financial statements and to develop the audit plan for the components for 
which the group auditor is taking responsibility. Without such guidance, we believe that group auditors 
may not design and plan their audits to sufficiently reduce the aggregation risk inherent in a group audit. 
 
In addition, related to the definition of component in paragraph 16 of the proposed SAS, we believe it 
would be beneficial to include application guidance to help auditors of employee benefit plans understand 
scenarios where a plan may have more than one component. The following is suggested language, which 
we recommend placing after paragraph A22: 
 
Considerations Specific to Employee Benefit Plans (Ref: par. 16)   
In audits of employee benefit plans, a component may be a separate legal entity or subsidiary, or part of 
the plan which operates separately, such as in a plan merger where the merged plans are still being 
administered separately and the assets of the merged plans are being held in separate trusts. 
 

The TF believes it is 
unnecessary to carry 
forward language from 
extant AU-C 600.A65 
into the proposed SAS 
because such 
application guidance 
does not include an 
execution action for 
auditors. Furthermore, 
use of “necessary” 
within application 
guidance does not 
comply with AICPA 
drafting conventions. 
 
The TF recommends 
the ASB and EBP 
Expert Panel consider 
additional guidance in 
the Employee Benefit 
Plans: Audit and 
Accounting Guide to 
ensure sufficient 
guidance is provided.  

 EY We believe there is a risk that without sufficient guidance for the following situations, firms may not apply the 
requirements consistently: 

The TF will pass this 
information on to the 
ASB for their 
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• Our understanding is that the “use of the work of another practitioner” in the first sentence of 
paragraph 33 of AT-C section 105 is not intended to address all situations in which the work of 
another practitioner is used (for example, a service auditor’s report). We encourage the Board to 
clarify the distinction between “use of the work of another practitioner” and reliance on another 
practitioner’s report in this paragraph or in the application paragraph. 
 

• We believe the ASB should consider new guidance or clarifications to existing guidance to address 
how an auditor should apply procedures over attestation reports other than service organization 
reports. We have observed an increase in the use of other reports as audit evidence and believe 
guidance is needed in this area. 

consideration as a 
separate project (as 
this goes beyond 
conforming 
amendments). 

 PwC We encourage the ASB to consider whether it might be helpful to develop illustrative interoffice/interfirm 
reports, for inclusion either in the proposed SAS or as non-authoritative guidance to support the standard. 
Doing so may help build consistency in practice. Alternatively, this could be undertaken as part of a broader 
exercise to determine whether other examples of how firms in the US may be requested to communicate 
with each other (e.g., in the case of predecessor/successor auditors) would be helpful to auditors. 

The TF is supportive of 
the ASB considering 
the development of 
illustrative 
interoffice/interfirm 
reports as non-
authoritative guidance 
to support the standard. 

 RSM Paragraph 28 of the proposed SAS requires the group engagement partner to determine that 
component auditors have sufficient time to perform the assigned audit procedures at the component. 
We believe it would be helpful if additional guidance was provided in paragraph.A70 regarding how the 
group engagement partner would determine whether component auditors have sufficient time to perform 
the assigned audit procedures at the component. 

The TF believes it is 
sufficiently clear, when 
considering para 13, 
28, A70, and A208, that 
the GEP may obtain 
information from the 
firm or other members 
of the engagement 
team (e.g., CA) in 
fulfilling the requirement 
in para 28. Such info 
may be a confirmation 
(as per A208) or other 
info from the CA that 
the GEP deems 
appropriate in the 
circumstances. The TF 
therefore believes it is 
unnecessary to provide 
additional examples 
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beyond that in para 
A208. 

 RSM We note that the AICPA has issued technical questions and answers (e.g., question .23 of Q&A Section 
8800) related to the performance of group audits, which will need to be updated upon the finalization of the 
proposed SAS. 

The TF agrees that 
AICPA Technical Q&A 
section 8800 related to 
group audits will need 
to be updated.  

 TXCPA The PSC thought it would be helpful to address SOC letters in the group audit process, including an 
example depicting testing controls at a Service Center.   

The TF does not 
believe there are 
special considerations 
for group audit related 
to using SOC reports 
that are not already 
sufficiently addressed 
in other standards.  

Requirements  
Crowe Paragraph 28a requires that the group engagement partner “Determine that component auditors have 

the appropriate competence and capabilities, including sufficient time, to perform the assigned audit 
procedures at the component”. While we agree that the group engagement partner must evaluate the 
competence and capabilities of a component auditor, we are unclear how the group engagement partner 
can “determine” that the component auditor has “sufficient time” to perform their work. Further, we note 
an explicit documentation requirement related to this in paragraph 76. A208 indicates that “The group 
auditor also may ask for confirmation that the component auditor has sufficient time to perform the 
assigned audit procedures.”  The group engagement partner likely does not have access or visibility to 
the resource capacity or scheduling of the component auditor; thus, it is unclear how the group 
engagement partner could satisfy this requirement other than to confirm with the component auditor. 
This element of the requirement in 28a does not appear to contribute meaningfully to audit quality. We 
recommend that “including sufficient time” be removed from the requirement in paragraph 28a and 
included only in the related application guidance. Alternatively, or in addition, the application guidance 
could be modified to provide additional ways in which the group engagement partner might determine if 
the component auditors have sufficient time allotted to perform their assigned procedures. 

The TF believes para 
28a should not be 
modified to remove 
“sufficient time” as this 
is a key concept rooted 
in the requirement in 
SAS 146 para 26, as 
well as in SQMS 1. The 
TF believes it is clear, 
in combination with 
para 13, that the GEP 
may obtain information 
from the firm or other 
members of the 
engagement team (e.g., 
CA) in fulfilling this 
requirement. Such info 
may be a confirmation 
(as per A208) or other 
info from the CA that 
the GEP deems 
appropriate in the 
circumstances. The TF 
therefore believes it is 
unnecessary to provide 
additional examples 
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beyond that in para 
A208. 

 Crowe Paragraph 32 in the proposed SAS repeats some, but not all, of paragraph 19 from AU-C section 315 
(as modified by SAS No. 145). We are unclear why some required elements from AU-C section 315, 
specifically related to inherent risk factors that may give rise to the existence of risks of material 
misstatement of the group financial statements at the assertion level, are only provided in application 
guidance and Appendix B. We believe this creates the potential for auditors to overlook those elements 
of the requirements of AU-C section 315, if they are focused on the content included in paragraph 32 of 
the proposed SAS on group audits. 
 
Relates to Request for Comment No.1b 
 

The TF believes it is 
sufficiently clear, in 
combination with para 
1, that the requirements 
in AU-C 315 apply to a 
group audit and that the 
proposed SAS expands 
on how to apply AU-C 
315 in a group audit. 
The TF believes there 
are no special 
considerations for 
group audits related to 
AU-C 315 para 19c 
(inherent risk) that 
require attention in the 
requirements of the 
proposed SAS.  

 Crowe We agree with paragraph A128 in the proposed SAS that the group auditor does not need to determine 
component materiality for components that are audited by referred-to auditors. However, we believe that 
the group auditor does need to take into consideration the portion of the group financial statements 
being audited by referred-to auditors when determining the component materiality to use for the 
components to be audited by the group auditor or through involving component auditors. As stated in 
paragraph A19 of the proposed SAS, regardless of whether reference is made in the auditor’s report on 
the group financial statements to the report of a referred-to auditor, the group engagement partner or the 
group engagement partner’s firm is responsible for the group audit opinion. 

The TF believes it is 
unnecessary to carry 
forward the concept 
and language from 
extant AU-C 600.A65 
into the proposed SAS 
because such 
application guidance 
does not include an 
execution action for 
auditors. Furthermore, 
use of “necessary” 
within application 
guidance does not 
comply with AICPA 
drafting conventions. 

 Crowe We also agree with the content in paragraphs 22 and 23 of the proposed SAS and the related 
application guidance in A42. However, we note that the requirements in paragraphs 22 and 23 relate to 
when the group engagement partner “concludes that it will not be possible for the group auditor to obtain 
sufficient appropriate audit evidence due to restrictions imposed by group management”. We find that in 
the acceptance and continuance phase, it is unlikely the group engagement partner can definitively 
make such a conclusion. The application guidance in A42 relates to the situation where “Restrictions 

The TF believes it is 
sufficiently clear, when 
considering para 19-20, 
22-23, 68-69 and the 
related application 
material, how the GEP 
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may be imposed after the group engagement partner’s acceptance of the group audit engagement.”  We 
suggest that paragraphs 22 and 23 be revised to reflect the group engagement partner’s considerations 
and expectations in the acceptance and continuance stage of the engagement, which could lead to a 
decision not to accept the engagement, as noted in paragraph 23.a.i. Further, we suggest that the 
requirements in paragraph 22 and 23 based on the determinations made post-acceptance of the group 
audit engagement be relocated to a separate section of the proposed SAS, along with the related 
application guidance. 

considers the impact of 
restrictions on access 
on obtaining sufficient 
appropriate audit 
evidence throughout 
the various phases of 
the group audit.  

 Deloitte In February 2022, the International Ethics Standards Board for Accountants (IESBA) issued an 
exposure draft, Proposed Revisions to the Code Related to the Definition of Engagement Team and 
Group Audits, which proposed revisions to the International Code of Ethics for Professional Accountants 
to take into account changes made to the IAASB’s quality management suite of standards and group 
audits standard, particularly the expansion of the definition of engagement team to include non-network 
component auditors. We recommend that the Professional Ethics Executive Committee (“PEEC”) of the 
AICPA monitor this IESBA project and undertake its own project to revise the AICPA’s Code of 
Professional Conduct (“the Code”) for convergence purposes. As part of considering what changes are 
needed to the Code, it is important for PEEC to clearly articulate the independence requirements of non-
network component auditors and ensure that these independence requirements are focused on 
relationships with those entities that are more likely to threaten the individual’s independence, which 
may be different from those requirements necessary when a component auditor is from a network firm. 
Please see the Deloitte Touche Tohmatsu comment letter to the IESBA exposure draft for our detailed 
thoughts on amendments to the ethics and independence requirements. We also recommend that a 
PEEC project be undertaken in the near term so that the effective date of the proposed SAS and the 
effective date of proposed changes to the Code can be aligned as much as possible. 

The TF supports the 
ASB engaging with 
PEEC on this 
independence matter. 
The TF supports PEEC 
considering undertaking 
a project to revise the 
AICPA Code of 
Professional Conduct in 
a similar manner to the 
IESBA project. The TF 
believes it is important 
to consider the impact 
of the IESBA project on 
the AICPA’s 
independence 
standards  
  

 John Keyser Paragraph 66 requires the group auditor to request the performance of audit procedures to identify 
subsequent events by the component or referred-to-auditors. However, paragraph 67 requires the 
group auditor to request the component auditors to notify them if they become aware of 
subsequent events. I recommend that paragraph 67 also require this request to be made of 
referred-to-auditors. 

The TF believes such a 
requirement related to 
referred-to auditors is 
unnecessary given the 
requirement in para 
58b, and because the 
group audit is not 
involved in, or directing 
and supervising, the 
referred-to auditor’s 
work. The TF believes 
the group auditor would 
become aware of 
possible subsequent 
events at the 
component level 
through reading the 
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component’s F/S and 
audit report.   

 KPMG We included additional comments below related to ethics requirements, including those related to 
independence, for the Board’s consideration. 
i. The International Ethics Standards Board for Accountants released the Exposure Draft Proposed 
Revisions to the Code Relating to the Definition of Engagement Team and Group Audits (IESBA ED), 
with proposed revisions to the International Code of Ethics for Professional Accountants (the IESBA 
Code). Paragraph A68 of the proposed SAS noted that “when the component auditor is not subject to 
the AICPA Code of Professional Conduct, compliance by the component auditor with the ethics and 
independence requirements set forth in the International Federation of Accountants Code of Ethics for 
Professional Accountants is sufficient to fulfill the component auditor’s ethical responsibilities in the 
group audit”. As the proposed SAS allows for compliance with the IESBA Code, we recommend the 
Board to consider the interaction of the IESBA ED and the proposed SAS as it relates to compliance 
with ethical requirements, including those related to independence, particularly with regard to non-
network component auditors involved in a group audit. 
For example, the IESBA ED includes provisions requiring individuals participating in the group audit 
(including those from a non-network component audit firm) to be independent of the group and the 
group’s related entities (affiliates). The IESBA ED proposes separate independence requirements 
applicable to non-network component auditor firms. KPMG International has provided responses to the 
IESBA ED via a separate comment letter that we attached for your reference (particularly our response 
to question 4 in Appendix A). If the provisions in the IESBA ED are adopted as proposed, the IESBA 
Code may include different independence requirements from those outlined in the proposed SAS. We 
recommend the Board to consider such interaction and provide further guidance as necessary to drive 
consistent application in practice. 
 
ii. We appreciate the conforming amendments outlined in Appendix C of the Exposure Draft. As 
referred-to auditor is a new term defined in the proposed SAS, we recommend the Board also consider 
working with the Professional Ethics Executive Committee on conforming amendments to the AICPA 
Code of Professional Conduct by incorporating referred-to auditor where appropriate (in particular 
paragraph 0.200.020.03c) when component auditor is currently used. 

The TF supports the 
ASB engaging with 
PEEC on this 
independence matter. 
The TF supports PEEC 
considering undertaking 
a project to revise the 
AICPA Code of 
Professional Conduct in 
a similar manner to the 
IESBA project. The TF 
believes it is important 
to consider the impact 
of the IESBA project on 
the AICPA’s 
independence 
standards.  
 

 PwC We support the enhanced focus expressed in paragraph 32 of the proposed SAS to understand the 
group and its environment. The structure of a group and its financial reporting processes and controls 
play a significant role in determining how best to approach a group audit, the key judgments that need to 
be made around the determination of components, and how component auditors are involved in the 
audit. Such judgments need to be based on a preliminary understanding of how management views and 
controls the business, taking into account the group, its structure, its financial reporting processes, and 
system of internal control. Different approaches may be justified depending on the group’s structure and 
circumstances.  
 
We understand the benefit of enhanced focus on describing how component auditors may support the 
identification and assessment of risks of material misstatement of the group financial statements, and 
the design of procedures to respond to those assessed risks. However, the proposed SAS should not be 

The TF believes it is 
sufficiently clear, when 
considering para 8, 13, 
35-36, 39 and the 
related application 
material, that the group 
auditor takes 
responsibility for 
identifying, assessing, 
and responding to 
RoMMs and that the 
group auditor may or 
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read as suggesting that it is always necessary to involve component auditors in this manner (e.g., the 
group auditor may choose not to involve the component auditor in the risk assessment when the work at 
the component comprises only “specific further audit procedures”).  

may not involve 
component auditors in 
these phases of the 
audit.  

 SL The inclusion of a named referred-to auditor auditor’s report seems a little excessive in terms of burden 
on the group auditor. If the referred-to auditor is stated and named, along with date of the referred-to 
auditor’s report, that should be more than sufficient, without increased burden on obtaining a copy of the 
report for inclusion. Some firms may agree to being mentioned or named, but providing a copy of a 
report separate and secured and tied to the financials for which they were issued with, could provide 
undue risk to the fraudulent use of an auditor’s report, letterhead, or signature, or could be taken out of 
context and exposing the referred-to auditor to risk associated with the group company, outside of their 
scope of the component.  
 
Relates to Request for Comment No.11 
 

The TF believe it is 
sufficiently clear in para 
60 (“if the GEP 
determines to name a 
referred-to auditor…”) 
that the GEP 
determines whether or 
not to name a referred-
to auditor, and that 
naming a referred-to 
auditor is not required 
in all instances.  

Clarification Needed  
CLA We recommend the ASB clarify the responsibilities of component auditors when performing audit 

procedures designed by group auditors from a firm other than the component auditor’s firm. Specifically, 
we recommend the ASB provide additional guidance regarding the nature of the component auditor’s 
engagement and the form of communicating the component auditor’s overall findings and conclusions. 
  

The TF believes 
additional guidance of 
this nature could be 
addressed in non-
authoritative 
implementation 
guidance but should not 
be included in the 
proposed SAS (which is 
principles-based).  

 Crowe We agree that the group auditor should take responsibility for the identification and assessment of the 
risks of material misstatement of the group financial statements and the nature, timing, and extent of 
further audit procedures to be performed. We find it appropriate and beneficial to audit quality to clarify 
in the proposed SAS that the group auditor is permitted to assign the design or performance of 
procedures, tasks, or actions to other appropriately skilled or suitably experienced members of the 
engagement team, including component auditors. We note that in many cases, a component auditor 
may have more experience with and/or more detailed knowledge about a particular component and its 
environment, such as in the case where the component auditor also performs a stand-alone audit for 
that component. The component auditor may be in the best position to design and perform further audit 
procedures. 

The TF believes it is 
sufficiently clear, when 
considering para 8, 13 
35-36, 39 and the 
related application 
material, that it is the 
responsibility of the 
group auditor to 
identify, assess, and 
respond to RoMMs and 
that the group auditor 
may assign the design 
or performance of 
procedures, tasks, or 
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actions to component 
auditors.  

 Crowe Related to the definition of component, we note that the extant standard provides the following: “An 
entity or business activity for which group or component management prepares financial information that 
is required by the applicable financial reporting framework to be included in the group financial 
statements.”  We believe that the preparation of financial information is a key element of the 
identification of a component. We recommend the ASB re-insert such language in the definition of 
component in the proposed SAS. 
 
Relates to Request for Comment No. 6 
 

The TF believes it is 
essential to remain 
converged with ISA 
600R on definitions, 
which are foundational 
to the standard.  
The TF does not 
believe it is appropriate 
to re-insert such 
language from extant 
AU-C 600 given the 
revised definition of a 
component being 
focused on 
determination by the 
group auditor. The TF 
believes para A6-A9 
provide clarity on the 
various ways a 
component may be 
defined. Additionally, 
the definition of group 
financial statements 
brings in the concept of 
financial information. 

 Deloitte Paragraph A96 of the proposed SAS states that the group engagement partner may become aware of 
information about noncompliance or suspected noncompliance with law or regulations, and in such 
circumstances, may have an obligation under relevant ethical requirements, laws, or regulations to 
communicate the matter to the component auditor. Paragraphs 22-23 of the “Responding to 
Noncompliance With Laws and Regulations” interpretation of the AICPA Code of Professional Conduct 
(“the interpretation”), as adopted by PEEC in February 2022, address such relevant ethical 
requirements: 

.23 If the group audit engagement partner becomes aware of noncompliance or suspected 
noncompliance in the course of a group audit engagement, including as a result of being 
informed of such a matter in accordance with paragraph .22, the group audit engagement 
partner should, in addition to responding to the matter in the context of the group audit 
engagement in accordance with the provisions of this section, consider whether the matter 
may be relevant to one or more components whose financial or other information is subject to 
procedures performed for purposes of the group audit engagement. 

The TF supports the 
ASB engaging with 
PEEC to clarify 
whether noncompliance 
or suspected 
noncompliance should 
be communicated to 
referred-to auditors. 
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In these circumstances, the group audit engagement partner should take steps to have the 
noncompliance or suspected noncompliance communicated to those performing work at 
components where the matter may be relevant, unless prohibited from doing so by law or 
regulation.  

In considering the interpretation, we acknowledge certain definitional changes in the proposed SAS. 
The proposed SAS changes the definition of the term component auditor and introduces the term 
referred-to auditor. The extant AU-C section 600 definition of component auditor includes both (a) an 
auditor whose work the group engagement partner assumes responsibility for, and (b) an auditor 
whose work the group engagement partner does not assume responsibility for, and accordingly, makes 
reference to. The auditor described in (b) is no longer defined as a component auditor in the proposed 
SAS, and instead, is defined as a referred-to auditor. Definitions are as follows: 

 Definitions in Extant AU-C Section 600 

Component auditor. An auditor who performs work on the financial information of a 
component that will be used as audit evidence for the group audit. A component auditor may 
be part of the group engagement partner’s firm, a network firm of the group engagement 
partner’s firm, or another firm. 

 Definitions in the Proposed SAS  

Component auditor. An auditor who performs audit work related to a component for purposes 
of the group audit. A component auditor is a part of the engagement team for a group audit. 

Referred-to auditor. An auditor who performs an audit of the financial statements of a 
component to which the group engagement partner determines to make reference in the 
auditor’s report on the group financial statements. A referred-to auditor is not a component 
auditor, and accordingly, is not a part of the engagement team for a group audit. 

We believe the interpretation is unclear as to whether noncompliance or suspected noncompliance 
should be communicated to referred-to auditors. Moreover, we believe it is uncertain whether PEEC 
intends for: 

1. The language “components whose financial or other information is subject to procedures 
performed for purposes of the group audit engagement” in paragraph 23 of the interpretation to 
mean components that are audited by component auditors and referred-to auditors, or 
alternatively, only components that are audited by component auditors (as defined in the 
proposed SAS). 
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2. The language “those performing work at components” in paragraph 23 of the interpretation to 
mean component auditors and referred-to auditors, or alternatively, only component auditors 
(as defined in the proposed SAS). 

Accordingly, we question whether the guidance in the proposed SAS in paragraph 96 that the group 
engagement partner may have an obligation to communicate noncompliance or suspected 
noncompliance to component auditors, but not to referred-to auditors, is correct.  

It is our belief that this matter needs to be clarified by PEEC (including consideration as to whether 
amendments are necessary to clarity the interpretation with respect to referred-to auditors), such that 
the appropriate interpretation can then be included in the proposed SAS, as appropriate. Therefore, we 
recommend the ASB to engage with PEEC, as outlined below, to clarify PEEC’s intention in the 
interpretation with respect to referred-to auditors:  

1. We recommend the ASB to confirm that PEEC has a clear understanding of the definitional 
changes in the proposed SAS (i.e., referred-to auditor and component auditor), including an 
understanding of the circumstances when the group engagement partner makes reference to 
the audit of a referred-to auditor in the auditor’s report on the group financial statements.  

2. We recommend the ASB to confirm whether it is PEEC’s intention for noncompliance or 
suspected noncompliance to be communicated to (a) only component auditors or (b) both 
component auditors and referred-to auditors. 

3. Based on PEEC’s confirmed intention, we recommend the ASB to consider whether revisions 
to the proposed SAS are necessary to clarify the obligation (or lack thereof) to communicate 
noncompliance or suspected noncompliance to referred-to auditors in accordance with the 
interpretation.  

While we recommend the ASB to engage with PEEC to resolve this matter, we acknowledge our belief 
that noncompliance or suspected noncompliance should be communicated to component auditors only 
and not also to referred-to auditors, given the nature of the group auditor and referred-to auditor’s 
relationship. 

Relates to Request for Comment No. 6 

 
 GAO Generally, one area that could be clarified relates to paragraph 60 of the proposed SAS regarding the 

group engagement partner determining whether to name a referred-to auditor, and to present the 
referred-to auditor’s report, in the auditor’s report on the group financial statements. This could be 
clarified by noting that this determination is a matter of professional judgment, including references to 

The TF believe it is 
sufficiently clear in para 
60 (“if the GEP 
determines to name a 
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other relevant AU-C sections the group engagement partner should consider in making this 
determination. 
 
Relates to Request for Comment No. 1b 
 

referred-to auditor…”) 
1) that the GEP 
determines whether or 
not to name a referred-
to auditor, and that 
naming a referred-to 
auditor is not required 
in all instances and 2) 
that the referred-to 
auditor’s report should 
be presented only if the 
GEP determines to 
name the referred-to 
auditor.  

 GT We continue to have concerns about how the definition of engagement team in SAS 146 will be 
operationalized, particularly with regard to independence. While we understand this matter is currently 
with PEEC, it is imperative that the Board collaborate with PEEC as there are broader implications 
beyond referred-to auditors, as defined by US GAAS. With that in mind, we believe the Board has 
provided sufficient guidance in the proposed SAS to understand these terms. 

The TF supports the 
ASB engaging with 
PEEC on this 
independence matter. 
The TF supports PEEC 
considering undertaking 
a project to revise the 
AICPA Code of 
Professional Conduct in 
a similar manner to the 
IESBA project. The TF 
believes it is important 
to consider the impact 
of the IESBA project on 
the AICPA’s 
independence 
standards.  

 John Keyser Paragraph 37 implies that there would be a single level of component performance materiality that 
would be the same for every account balance and class of transactions audited by the component 
auditor. This seems inconsistent with the definition of performance materiality in AU-C 320 that 
require auditors to set multiple levels of performance materiality based on specific circumstances of 
the entity. 
 
Relates to Request for Comment No.1b 
 
Paragraph 39 appears to require the group auditor to determine, not only the scope of the audit 
work, but the specific audit procedures (i.e. “the nature, timing and extent of the work”) to be 
performed by the component auditor. In contrast, paragraph 44 requires the group auditor to 

The TF believes it is 
sufficiently clear, when 
considering AU-C 
320.10 (“If, in the 
specific 
circumstances of the 
entity, one or more 
particular classes of 
transactions, account 
balances, or 
disclosures exist for 
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evaluate the appropriateness of the design of the further audit procedures performed by the 
component auditor. Such an evaluation seems unnecessary if the group auditor is the one who 
designed the procedures in the first place pursuant to paragraph 39. The Board should clarify 
whether the group auditor must design the audit procedures or evaluate the procedures designed 
by the component auditor. 

which there is a 
substantial likelihood 
that misstatements of 
lesser amounts than 
materiality for the 
financial statements as 
a whole would influence 
the judgment made by 
a reasonable user 
based on the financial 
statements, the auditor 
also should determine 
the materiality level or 
levels to be applied to 
those particular classes 
of transactions, account 
balances, or 
disclosures.”) and A129 
of the proposed SAS 
(“This proposed SAS 
does not require 
component 
performance materiality 
to be determined for 
each class of 
transactions, account 
balance, or disclosure 
for components at 
which audit procedures 
are performed.”), that 
the standards do not 
require auditors to set 
multiple PMs for various 
ABCOTD based on 
specific circumstances 
of the entity. 
 
The TF believes it is 
sufficiently clear, when 
considering para 13, 
39, and 44, that the 
group auditor may 
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assign the design or 
performance of 
procedures, tasks, or 
actions to component 
auditors, including 
assigning the 
component auditor to 
determine the further 
audit procedures to be 
performed at the 
component. The TF 
believes it is sufficiently 
clear that the group 
auditor is only required 
to evaluate the 
appropriateness of the 
design and 
performance of further 
audit procedures when 
those procedures relate 
to areas of higher 
assessed risk and were 
determined by the 
component auditor. 
 

 NSAA We recommend clarifying, in paragraph 15, the type of auditor for which the objectives are outlined. In 
this paragraph, it appears to be the group auditor and if so, this should be noted. 

As not all the objectives 
are only items that the 
group auditor performs, 
it’s more appropriate to 
leave as “auditor” 
(which would include 
the group auditor). 
Additionally, this is 
consistent with how the 
other AU-Cs are 
structured. 

 SL Can we ask for clarity, as it pertains to paragraph 60 of the proposed SAS. It refers to when naming 
referred-to auditor. This seems that it may allow for not referring to the referred-to auditor by name, but 
by concept. Would this clarify that the specific naming of a referred-to auditor, only require the inclusion 
of the referred-to auditor report.  
 
Relates to Request for Comment No.11 

The TF believe it is 
sufficiently clear in para 
60 (“if the GEP 
determines to name a 
referred-to auditor…”) 
1) that the GEP 
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 determines whether or 
not to name a referred-
to auditor, and that 
naming a referred-to 
auditor is not required 
in all instances and 2) 
that the referred-to 
auditor’s report should 
be presented only if the 
GEP determines to 
name the referred-to 
auditor. 

Early Implementation  
EY We expect many firms will need to early adopt them to align with the adoption of ISA 600 (Revised) and 

the International Auditing and Assurance Standard Board’s suite of new and revised quality 
management standards. Thus, we strongly encourage the Board to develop transition guidance to help 
auditors that early adopt the guidance. 
 
Implementation of this proposal would require significant effort, including potential discussions across 
global networks. It would also require early communication and planning with group management and 
those charged with governance of the group. Implementing a risk-based approach for a group audit 
would be particularly challenging for initial audits. 
 
Relates to Request for Comment No.13 
  

The TF agrees that 
given the difference in 
effective dates between 
ISA 600R and the 
proposed AU-C 600, 
some may elect to early 
adopt which is 
permitted as not stated 
otherwise. Given the 
principals-based 
approach, the TF does 
not recommend 
providing transition 
guidance as each 
firm/group’s situation 
may be different. 

 KPMG We understand that consistent with the Board’s drafting conventions, early adoption of the proposed 
SAS is permitted when there is no explicit language that states otherwise. As a global network firm, the 
ability to early adopt the proposed SAS will be critical as we implement ISA 600 [Revised] with an 
effective date for audits of group financial statements for periods beginning on or after December 15, 
2023. 
 
Relates to Request for Comment No.13 
 

The TF agrees that 
given the difference in 
timing between ISA 600 
revised and the 
proposed AU-C 600 
early adoption would 
not be noted in the 
standard itself, similar 
to the other AICPA 
standards, but rather 
noted upon release.  

 RSM We note that International Standards on Auditing (ISA) 600 (revised), Special Considerations – Audits of 
Group Financial Statements (Including the Work of Component Auditors), is effective for audits of 

The TF agrees that 
given the difference in 



   Agenda Item 2B – Group Audits, Comment Letter Summary and Responses to Comments  
 

Page 91 of 92 
 

Overall Opinion Commenter Comment Response to 
Comment 

financial statements for periods beginning on or after December 15, 2023, which is prior to the effective 
date for the proposed SAS. Because several firms have global audit methodologies and because the 
proposed SAS substantially converges with ISA 600, it would be helpful if the proposed SAS provided 
for early adoption. 
 
Relates to Request for Comment No.13 
 

effective dates between 
ISA 600R and the 
proposed AU-C 600, 
some may elect to early 
adopt and this would 
not be noted in the 
standard itself, similar 
to the other AICPA 
standards, but rather 
noted upon release. 

 OSCPA Some of the concepts in the standard would be good current guidance, and perhaps application 
materials could point to concepts that can be implemented immediately. 
 
Relates to Request for Comment No.13 
 

The TF notes that it 
would not be consistent 
with past practice 
provide guidance on a 
partial implementation 
of a standard. 

 TXCPA No indication was given on whether or not early implementation of the proposed SAS is allowed. 
 
Relates to Request for Comment No.13 
 

The TF notes that, 
similar to the other 
AICPA standards, the 
early adoption won’t be 
noted in the standard 
itself but rather noted 
upon release. The TF 
believes that the suite 
of standards (AU-C 600 
and the QM standards) 
should be able to be 
early adopted.   

Changes to Other AU-C Sections  
GT We support the proposed requirement being added to AU-C section 935 regarding the use of other 

auditors in a compliance audit. 
In considering the proposed changes to paragraph 78 of AU-C section 940, we noted a reference to the 
“auditor’s report on the group financial statements” (in the fifth line down as presented in the proposed 
SAS), which we believe should refer to the “auditor’s report on ICFR” instead. 
  

The TF revised 
paragraph 78 of AU-C 
section 940 as 
suggested and 
consistent with 
language AU-C 940.79.  

 RSM We submit the following comments related to certain of the proposed amendments to the other AU-C 
sections: 

• Because the proposed changes to paragraph A31 of AU-C Section 550, Related Parties, 
discuss the communications that apply to group audits, particularly those that involve 
component auditors or when reference is made to referred-to auditors, we suggest that it would 
be helpful if paragraph A31 included a footnote that references paragraphs 33b, 34b, 62b and 
62d(ii) of proposed AU-C Section 600. 

The TF added a new 
footnote (fn 30) to 
paragraph A31 of AU-C 
section 550, as 
suggested.  
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We note that as proposed, paragraph .02 of AU-C Section 805, Special Considerations — 
Audits of Single Financial Statements and Specific Elements, Accounts, or Items of a Financial 
Statement, would cause AU-C Section 805 to not apply to circumstances in which audit 
procedures are performed by a component auditor. We believe Section 805 also should not 
apply to the audit of the referred-to auditor. Therefore, we suggest that proposed paragraph .02 
of AU-C Section 805 be revised as follows (our proposed additions are noted in bold font): 
 
 02 This section does not apply to (a) circumstances in which the audit procedures are 
performed by a component auditor on the financial information of a component for purposes of 
an audit of group financial statements, or (b) the report of a referred-to auditor issued as a 
result of work performed on the financial information of a component for purposes of an 
audit of group financial statements (see proposed Statement on Auditing Standards Special 
Considerations — Audits of Group Financial Statements [Including the Work of Component 
Auditors and Audits of Referred-to Auditors]). 

 
• We suggest the following additional clarifying revision to paragraph 79.a. of AU-C Section 940, 

An Audit of Internal Control Over Financial Reporting That Is Integrated With an Audit of 
Financial Statements, (our proposed addition is noted in bold font): 
 
a.  the group engagement partner has determined that the referred-to auditor has performed an 
audit of the component’s ICFR in accordance with the relevant requirements of GAAS (or, if 
applicable, the standards promulgated by the PCAOB)  

 

The TF does not 
believe paragraph .02 
of AU-C section 805 
should be revised to 
include referred-to 
auditors. This 
paragraph intends to 
clarify that an audit of 
component financial 
information performed 
for purposes of the 
group audit (and the 
related “report” from the 
component auditor to 
the group auditor) does 
not constitute an “audit 
of single financial 
statements and specific 
elements, accounts, or 
items of a financial 
statement."  
 
The TF added “group” 
to paragraph 79a of 
AU-C 940, as 
suggested.  
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APPENDIX 2 

The Board is adopting new auditing standard AS 1206. The text of this standard is set 
forth below. 

AS 1206, Dividing Responsibility for the Audit with Another Accounting Firm  

Introduction 

.01 This standard establishes requirements for the lead auditor1 regarding dividing 
responsibility for the audit of the company’s financial statements2 and, if applicable, internal 
control over financial reporting3 with a referred-to auditor.4 

Note: AS 2101 establishes requirements regarding serving as the lead auditor.5 

Note: This standard applies when the lead auditor divides responsibility for the 
audit with one or more referred-to auditors. When there is more than one 
referred-to auditor, the lead auditor must apply the requirements of paragraphs 
.03–.09 of this standard in relation to each of the referred-to auditors 
individually. 

Note: When another accounting firm participates in the audit and the lead 
auditor does not divide responsibility for the audit with the other firm, AS 1201, 
Supervision of the Audit Engagement, establishes requirements regarding the 
supervision of the work of the engagement team members.6 

 
1  The term “lead auditor,” as used in this standard, has the same meaning as defined in Appendix 
A of AS 2101, Audit Planning. 

2  The term “company’s financial statements,” as used in this standard, describes the financial 
statements of a company that include—through consolidation or combination—the financial statements 
of the company’s business units. 

3  For integrated audits, see also paragraphs .C8–.C11 of AS 2201, An Audit of Internal Control Over 
Financial Reporting That Is Integrated with An Audit of Financial Statements, which provide direction 
with respect to opinions based, in part, on the report of a referred-to auditor in an audit of internal 
control over financial reporting. 

4  The term “referred-to auditor,” as used in this standard, has the same meaning as defined in 
Appendix A of AS 2101. 

5  See paragraphs .06A–.06C of AS 2101. 

6  The term “engagement team,” as used in this standard, has the same meaning as defined in 
Appendix A of AS 2101. 
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Objectives 

.02 The objectives of the lead auditor are to: (1) communicate with the referred-to auditor 
and determine that audit procedures are properly performed with respect to the consolidation 
or combination of accounts in the company’s financial statements and, where applicable, 
management’s assessment of the effectiveness of the company’s internal control over financial 
reporting and (2) make the necessary disclosures in the lead auditor’s report. 

Performing Procedures with Respect to the Audit of the Referred-to Auditor  

.03 The lead auditor should determine that audit procedures are performed, in coordination 
with the referred-to auditor, to test and evaluate the consolidation or combination of the 
financial statements of the business units7 audited by the referred-to auditor into the 
company’s financial statements.8 Matters affecting such consolidation or combination include, 
for example, intercompany transactions. 

.04 The lead auditor should communicate to the referred-to auditor, in writing, the lead 
auditor’s plan to divide responsibility for the audit with the referred-to auditor pursuant to this 
standard and other applicable PCAOB standards. 

.05 The lead auditor should obtain a written representation from the referred-to auditor 
that the referred-to auditor is: 

a. Independent under the requirements of the PCAOB and the Securities and 
Exchange Commission (“SEC”); and  

b. Duly licensed to practice under the laws of the jurisdiction that apply to the work 
of the referred-to auditor. 

.06 The lead auditor may divide responsibility for the audit with another accounting firm 
only if: 

a. The referred-to auditor has represented that it has performed the audit and 
issued the auditor’s report in accordance with the standards of the PCAOB,9 

 
7  The term “business units” includes subsidiaries, divisions, branches, components, or 
investments. 

8  See paragraphs .30 and .31 of AS 2810, Evaluating Audit Results. See also AS 2101.18 and 
paragraphs .09 and .16(c) of AS 2410, Related Parties, for additional responsibilities with respect to 
interactions with the referred-to auditor. 

9  AS 3101, The Auditor’s Report on an Audit of Financial Statements When the Auditor Expresses 
an Unqualified Opinion, and AS 3105, Departures from Unqualified Opinions and Other Reporting 
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b. The lead auditor determines, based on inquiries made of the referred-to auditor 
and other information obtained by the lead auditor during the audit, that the 
referred-to auditor is familiar with the relevant requirements of the applicable 
financial reporting framework, standards of the PCAOB, and financial reporting 
requirements of the SEC; 

c. The referred-to auditor is registered with the PCAOB if (1) it played a substantial 
role in the preparation or furnishing of the lead auditor’s report or (2) the 
referred-to auditor’s report is with respect to a business unit that is itself an 
issuer, broker, or dealer;10 and  

d. In situations when the financial statements of the company’s business unit 
audited by the referred-to auditor are prepared using a financial reporting 
framework that differs from the financial reporting framework used to prepare 
the company’s financial statements, (1) either the lead auditor or the referred-to 
auditor has audited the conversion adjustments and (2) the lead auditor 
indicates in its report which auditor (the lead auditor or the referred-to auditor) 
has taken responsibility for auditing the conversion adjustments. 

.07 In situations in which the lead auditor is unable to divide responsibility with another 
accounting firm (e.g., due to concerns about the qualifications of the referred-to auditor or 
concerns about whether the referred-to auditor’s audit was in accordance with PCAOB 
standards), the lead auditor should: 

a. Plan and perform procedures with respect to the relevant business unit that are 
necessary for the lead auditor to express an opinion on the company’s financial 
statements and, if applicable, internal control over financial reporting; 

b. Appropriately qualify or disclaim an opinion on the company’s financial 

 
Circumstances, apply to auditors’ reports issued for audits of historical financial statements that are 
intended to present financial position, results of operations, and cash flows in conformity with the 
applicable financial reporting framework. AS 2201 applies to auditors’ reports issued for audits of 
management’s assessment of the effectiveness of internal control over financial reporting that are 
integrated with an audit of the financial statements. In situations where the referred-to auditor is not 
registered with the PCAOB, the requirements that the auditor’s report state that the auditor is 
registered with the PCAOB (see AS 3101.06 and .09g, and AS 2201.85A and .85Dd) do not apply to a 
referred-to auditor’s report. Disclosure in the auditor’s report that a firm is not registered with the 
PCAOB (or omission that the firm is registered) does not relieve that firm of its obligation to register 
when required. 

10  See PCAOB Rule 2100, Registration Requirements for Public Accounting Firms, and paragraph 
(p)(ii) of PCAOB Rule 1001, Definitions of Terms Employed in Rules, which defines the phrase “play a 
substantial role in the preparation or furnishing of an audit report.” 
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statements and, if applicable, internal control over financial reporting; or 

Note: The lead auditor should state the reasons for departing from an 
unqualified opinion, and, when expressing a qualified opinion, disclose 
the magnitude of the portion of the company’s financial statements to 
which the lead auditor’s qualification extends.11 

c. Withdraw from the engagement. 

Making Reference in the Lead Auditor’s Report 

.08 When the lead auditor divides responsibility for the audit with the referred-to auditor, 
the lead auditor’s report must make reference to the audit and auditor’s report of the referred-
to auditor. The lead auditor’s report (or reports, if the lead auditor chooses to issue separate 
reports on the company’s financial statements and on internal control over financial reporting) 
should: 

a. Indicate clearly, in the Opinion on the Financial Statements and, if applicable, 
Internal Control over Financial Reporting and Basis for Opinion sections, the 
division of responsibility between that portion of the company’s financial 
statements, and if applicable, internal control over financial reporting, covered 
by the lead auditor’s own audit and that covered by the audit of the referred-to 
auditor; 

b. Identify the referred-to auditor by name and refer to the auditor’s report of the 
referred-to auditor when describing the scope of the audit and when expressing 
an opinion;12 and 

c. Disclose the magnitude of the portion of the company’s financial statements, 
and if applicable, internal control over financial reporting, audited by the 
referred-to auditor. This may be done by stating the dollar amounts or 
percentages of total assets, total revenues, or other appropriate criteria 
necessary to identify the portion of the company’s financial statements audited 
by the referred-to auditor. 

Note: Appendix B includes examples of reporting by the lead auditor. 

 
11  See AS 3105, which discusses the circumstances that may require the auditor to depart from the 
auditor’s unqualified report. For integrated audits, see also Appendix C, Special Reporting Situations, of 
AS 2201.  

12  Rule 2-05 of Regulation S-X, 17 C.F.R. § 210.2-05, includes requirements regarding filing the 
referred-to auditor’s report with the SEC. 
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Note: The lead auditor’s decision regarding making reference to the audit and 
report of the referred-to auditor in the lead auditor’s report on the audit of 
internal control over financial reporting might differ from the corresponding 
decision as it relates to the audit of the financial statements.13 

.09 If the report of the referred-to auditor includes an opinion other than an unqualified 
opinion or includes explanatory language,14 the lead auditor should make reference in the lead 
auditor’s report to the departure from the unqualified opinion and its disposition, or to the 
explanatory language, or to both, unless the matter is clearly trivial to the company’s financial 
statements.  

 
13  See, e.g., AS 2201.C10. 

14  See, e.g., AS 3105, which discusses the circumstances that may require the auditor to depart 
from an unqualified opinion on the financial statements; AS 3101, which discusses explanatory language 
in the auditor’s report; and AS 2201, which discusses report modifications, including expressing an 
adverse opinion on internal control over financial reporting. See also footnote 9 above, which addresses 
certain situations where the referred-to auditor is not registered with the PCAOB. 
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Appendix A – Definitions 

.A1 For purposes of this standard, the terms “engagement team,” “lead auditor,” and 
“referred-to auditor” have the same meaning as defined in Appendix A of AS 2101, Audit 
Planning.
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Appendix B – Examples of Reporting by the Lead Auditor Indicating the Division 
of Responsibility When Making Reference to the Audit and Report of the 
Referred-to Auditor  

.B1 The following are examples of reporting by the lead auditor indicating the division of 
responsibility when making reference to the audit and report of the referred-to auditor: 

Example 1: The Lead Auditor Chooses1 to Issue a Combined Report on the Financial 
Statements and Internal Control Over Financial Reporting, Both of Which Refer to the Reports 
of the Referred-to Auditor 

Report of Independent Registered Public Accounting Firm 

To the shareholders and the board of directors of X Company 

Opinions on the Financial Statements and Internal Control Over Financial Reporting 

We have audited the accompanying consolidated balance sheets of X Company and 
subsidiaries (the “Company”) as of December 31, 20X2 and 20X1, and the related 
consolidated statements of [titles of the financial statements, e.g., income, 
comprehensive income, stockholders’ equity, and cash flows], for each of the three years 
in the period ended December 31, 20X2, and the related notes [and schedules] 
(collectively referred to as the “consolidated financial statements”). We also have 
audited the Company’s internal control over financial reporting as of December 31, 
20X2, based on [Identify control criteria, for example, “criteria established in Internal 
Control—Integrated Framework: 20XX issued by the Committee of Sponsoring 
Organizations of the Treadway Commission (COSO).”].  

In our opinion, based on our audits and the report of Firm ABC, the consolidated 
financial statements referred to above present fairly, in all material respects, the 
financial position of the Company as of December 31, 20X2 and 20X1, and the results of 
its operations and its cash flows for each of the three years in the period ended 
December 31, 20X2, in conformity with accounting principles generally accepted in the 
United States of America. Also in our opinion, based on our audits and the report of 
Firm ABC, the Company maintained, in all material respects, effective internal control 
over financial reporting as of December 31, 20X2, based on [Identify control criteria, for 
example, “criteria established in Internal Control—Integrated Framework: 20XX issued 
by COSO.”]. 

 
1  Under paragraph .86 of AS 2201, An Audit of Internal Control Over Financial Reporting That Is 
Integrated with An Audit of Financial Statements, the auditor may choose to issue a combined report or 
separate reports on the company’s financial statements and on internal control over financial reporting. 
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We did not audit the financial statements and internal control over financial reporting of 
B Company, a wholly-owned subsidiary, whose financial statements reflect total assets 
constituting XX percent and YY percent of consolidated assets as of December 31, 20X2 
and 20X1, respectively, and total revenues constituting AA percent, BB percent, and CC 
percent of consolidated revenues for the years ended December 31, 20X2, 20X1, and 
20X0, respectively. Those financial statements and internal control over financial 
reporting were audited by Firm ABC, whose report has been furnished to us, and our 
opinions, insofar as they relate to the amounts included for B Company and its internal 
control over financial reporting, are based solely on the report of Firm ABC.2 

Basis for Opinion 

The Company’s management is responsible for these consolidated financial statements, 
for maintaining effective internal control over financial reporting, and for its assessment 
of the effectiveness of internal control over financial reporting, included in the 
accompanying [title of management’s report]. Our responsibility is to express an opinion 
on the Company’s consolidated financial statements and an opinion on the Company’s 
internal control over financial reporting based on our audits. We are a public accounting 
firm registered with the Public Company Accounting Oversight Board (United States) 
(“PCAOB”) and are required to be independent with respect to the Company in 
accordance with the U.S. federal securities laws and the applicable rules and regulations 
of the Securities and Exchange Commission and the PCAOB. 

We conducted our audits in accordance with the standards of the PCAOB. Those 
standards require that we plan and perform the audits to obtain reasonable assurance 
about whether the financial statements are free of material misstatement, whether due 
to error or fraud, and whether effective internal control over financial reporting was 
maintained in all material respects.  

Our audits of the consolidated financial statements included performing procedures to 
assess the risks of material misstatement of the financial statements, whether due to 
error or fraud, and performing procedures that respond to those risks. Such procedures 
included examining, on a test basis, evidence regarding the amounts and disclosures in 
the financial statements. Our audits also included evaluating the accounting principles 
used and significant estimates made by management, as well as evaluating the overall 
presentation of the financial statements. Our audit of internal control over financial 
reporting included obtaining an understanding of internal control over financial 
reporting, assessing the risk that a material weakness exists, and testing and evaluating 

 
2  The end of this appendix presents alternatives to this paragraph for situations in which the 
financial statements audited by the referred-to auditor were prepared using a financial reporting 
framework that differs from the framework used to prepare the financial statements audited by the lead 
auditor. (See paragraph .06d of this standard.) 
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the design and operating effectiveness of internal control based on the assessed risk. 
Our audits also included performing such other procedures as we considered necessary 
in the circumstances. We believe that our audits and the report of Firm ABC provide a 
reasonable basis for our opinions. 

Definition and Limitations of Internal Control Over Financial Reporting 

A company’s internal control over financial reporting is a process designed to provide 
reasonable assurance regarding the reliability of financial reporting and the preparation 
of financial statements for external purposes in accordance with generally accepted 
accounting principles. A company’s internal control over financial reporting includes 
those policies and procedures that (1) pertain to the maintenance of records that, in 
reasonable detail, accurately and fairly reflect the transactions and dispositions of the 
assets of the company; (2) provide reasonable assurance that transactions are recorded 
as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles and that receipts and expenditures of the company are 
being made only in accordance with authorizations of management and directors of the 
company; and (3) provide reasonable assurance regarding prevention or timely 
detection of unauthorized acquisition, use, or disposition of the company’s assets that 
could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not 
prevent or detect misstatements. Also, projections of any evaluation of effectiveness to 
future periods are subject to the risk that controls may become inadequate because of 
changes in conditions or that the degree of compliance with the policies or procedures 
may deteriorate. 

Critical Audit Matters [if applicable] 

[Include critical audit matters] 

[Signature] 

We have served as the Company’s auditor since [year]. 

[City and State or Country] 

[Date] 
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Example 2: The Lead Auditor Chooses to Issue Separate Reports on the Financial Statements 
and Internal Control Over Financial Reporting, and Makes Reference to the Referred-to 
Auditor Only in the Report on the Financial Statements3  

Report of Independent Registered Public Accounting Firm 

To the shareholders and the board of directors of X Company 

Opinion on the Financial Statements 

We have audited the accompanying consolidated balance sheets of X Company and 
subsidiaries (the “Company”) as of December 31, 20X2 and 20X1, and the related 
consolidated statements of [titles of the financial statements, e.g., income, 
comprehensive income, stockholders’ equity, and cash flows], for each of the three years 
in the period ended December 31, 20X2, and the related notes [and schedules] 
(collectively referred to as the “consolidated financial statements”). In our opinion, 
based on our audits and the report of Firm ABC, the consolidated financial statements 
referred to above present fairly, in all material respects, the financial position of the 
Company as of December 31, 20X2 and 20X1, and the results of its operations and its 
cash flows for each of the three years in the period ended December 31, 20X2, in 
conformity with accounting principles generally accepted in the United States of 
America. 

We also have audited, in accordance with the standards of the Public Company 
Accounting Oversight Board (United States) (“PCAOB”), the Company’s internal control 
over financial reporting as of December 31, 20X2, based on [Identify control criteria, for 
example, “criteria established in Internal Control—Integrated Framework: 20XX issued 
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).”] 
and our report dated [date of report, which should be the same as the date of the report 
on the financial statements] expressed [include nature of opinion]. 

We did not audit the financial statements of B Company, a wholly-owned subsidiary, 
whose financial statements reflect total assets constituting XX percent and YY percent of 
consolidated assets as of December 31, 20X2 and 20X1, respectively, and total revenues 
constituting AA percent, BB percent, and CC percent of consolidated revenues for the 
years ended December 31, 20X2, 20X1, and 20X0, respectively. Those financial 
statements were audited by Firm ABC, whose report has been furnished to us, and our 
opinion, insofar as it relates to the amounts included for B Company, is based solely on 

 
3  Such a scenario may exist, e.g., when the audit does not extend to controls at a company’s 
equity method investee. (See AS 2201.B15. See also AS 2201.88, which describes a paragraph that 
should be added to the lead auditor’s report on the internal control over financial reporting.) 
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the report of Firm ABC.4 

Basis for Opinion 

These consolidated financial statements are the responsibility of the Company’s 
management. Our responsibility is to express an opinion on these financial statements 
based on our audits. We are a public accounting firm registered with the PCAOB and are 
required to be independent with respect to the Company in accordance with the U.S. 
federal securities laws and the applicable rules and regulations of the Securities and 
Exchange Commission and the PCAOB. 

We conducted our audits in accordance with the standards of the PCAOB. Those 
standards require that we plan and perform the audits to obtain reasonable assurance 
about whether the financial statements are free of material misstatement, whether due 
to error or fraud. Our audits included performing procedures to assess the risks of 
material misstatement of the financial statements, whether due to error or fraud, and 
performing procedures that respond to those risks. Such procedures included 
examining, on a test basis, evidence regarding the amounts and disclosures in the 
financial statements. Our audits also included evaluating the accounting principles used 
and significant estimates made by management, as well as evaluating the overall 
presentation of the financial statements. We believe that our audits and the report of 
Firm ABC provide a reasonable basis for our opinion. 

Critical Audit Matters [if applicable] 

[Include critical audit matters] 

[Signature] 

We have served as the Company’s auditor since [year]. 

[City and State or Country] 

[Date] 

 

 
4  The end of this appendix presents alternatives to this paragraph for situations in which the 
financial statements audited by the referred-to auditor were prepared using a financial reporting 
framework that differs from the framework used to prepare the financial statements audited by the lead 
auditor. (See paragraph .06d of this standard.) 
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Examples of an Alternative Paragraph (Which Precedes the Basis for Opinion Section) When the 
Financial Statements Audited by the Referred-to Auditor Were Prepared Using a Financial 
Reporting Framework that Differs from the Framework Used to Prepare the Financial 
Statements Audited by the Lead Auditor  

Example 3: Conversion Adjustments Audited by the Lead Auditor 

We did not audit the financial statements of B Company, a wholly-owned subsidiary. 
The financial statements of B Company prepared under [financial reporting framework 
used by B Company] were audited by Firm ABC, whose report has been furnished to us, 
and our opinion, insofar as it relates to the amounts included for B Company under 
[financial reporting framework used by B Company], is based solely on the report of Firm 
ABC. The financial statements of B Company under accounting principles generally 
accepted in the United States of America reflect total assets constituting XX percent and 
YY percent of consolidated assets as of December 31, 20X2 and 20X1, respectively, and 
total revenues constituting AA percent, BB percent, and CC percent of consolidated 
revenues for the years ended December 31, 20X2, 20X1, and 20X0, respectively. We 
have audited the adjustments to the financial statements of B Company to conform 
those financial statements to accounting principles generally accepted in the United 
States of America. 

Example 4: Conversion Adjustments Audited by the Referred-to Auditor 

We did not audit the financial statements of B Company, a wholly-owned subsidiary. 
The financial statements of B Company prepared under [financial reporting framework 
used by B Company] and the adjustments to conform those financial statements to 
accounting principles generally accepted in the United States of America were audited 
by Firm ABC, whose report has been furnished to us, and our opinion, insofar as it 
relates to the amounts included for B Company under accounting principles generally 
accepted in the United States of America, is based solely on the report of Firm ABC. The 
financial statements of B Company under accounting principles generally accepted in 
the United States of America reflect total assets constituting XX percent and YY percent 
of consolidated assets as of December 31, 20X2 and 20X1, respectively, and total 
revenues constituting AA percent, BB percent, and CC percent of consolidated revenues 
for the years ended December 31, 20X2, 20X1, and 20X0, respectively. 
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PCAOB AS 1105 — Audit Evidence 

… 

Appendix B — Audit Evidence Regarding Valuation of Investments Based on Investee Financial 
Results 

.B1 

For valuations based on an investee's financial results, the auditor should obtain sufficient appropriate 
evidence in support of the investee's financial results. The auditor should read available financial 
statements of the investee and the accompanying audit report, if any. Financial statements of the 
investee that have been audited by an auditor (“investee’s auditor”) whose report is satisfactory, for this 
purposefn 1 to the investor's auditor may constitute sufficient appropriate evidence. 

.B2 

If in the auditor's judgment additional evidence is needed, the auditor should perform procedures to 
gather such evidence. For example, the auditor may conclude that additional evidence is needed 
because of its concerns about the professional reputation or independence of the investee’s auditor, 
significant differences in fiscal year-ends, significant differences in accounting principles, changes in 
ownership, changes in conditions affecting the use of the equity method, or the materiality of the 
investment to the investor's financial position or results of operations. Examples of procedures the auditor 
may perform are reviewing information in the investor's files that relates to the investee such as investee 
minutes and budgets and cash flows information about the investee and making inquiries of investor 
management about the investee's financial results. 

.B3 

If the investee's financial statements are not audited, or if the investee auditor's report is not satisfactory 
to the investor's auditor for this purpose, the investor's auditor should apply, or should request that the 
investor arrange with the investee to have another auditor apply, appropriate auditing procedures to such 
financial statements, considering the materiality of the investment in relation to the financial statements of 
the investor. 

.B4 

If the carrying amount of the security reflects factors that are not recognized in the investee's financial 
statements or fair values of assets that are materially different from the investee's carrying amounts, the 
auditor should obtain sufficient appropriate evidence in support of these amounts. 

Note: The auditor should look to the requirements of AS 2501, Auditing Accounting Estimates, Including 
Fair Value Measurements, and the applicable financial reporting framework with respect to auditing fair 
value measurements and evaluating asset impairment. 

.B5 

There may be a time lag in reporting between the date of the financial statements of the investor and that 
of the investee. A time lag in reporting should be consistent from period to period. If a time lag between 
the date of the entity's financial statements and those of the investee has a material effect on the entity's 
financial statements, the auditor should determine whether the entity's management has properly 
considered the lack of comparability. The effect may be material, for example, because the time lag is not 
consistent with the prior period in comparative statements or because a significant transaction occurred 
during the time lag. If a change in time lag occurs that has a material effect on the investor's financial 
statements, an explanatory paragraph, including an appropriate title, should be added to the auditor's 
report because of the change in reporting period.fn 2 

.B6 



Agenda Item 2D – Group Audits, Appendix B of PCAOB AS 1105 
 

Page 2 of 2 
 

The auditor should evaluate management's conclusion about the need to recognize an impairment loss 
for a decline in the security's fair value below its carrying amount that is other than temporary. In addition, 
with respect to subsequent events and transactions of the investee occurring after the date of the 
investee's financial statements but before the date of the investor auditor's report, the auditor should read 
available interim financial statements of the investee and make appropriate inquiries of the investor to 
identify subsequent events and transactions that are material to the investor's financial statements. Such 
events or transactions of the type contemplated in paragraphs .05–.06 of AS 2801, Subsequent Events, 
should be disclosed in the notes to the investor's financial statements and (where applicable) labeled as 
unaudited information. For the purpose of recording the investor's share of the investee's results of 
operations, recognition should be given to events or transactions of the type contemplated in AS 2801.03. 

.B7 

Evidence relating to material transactions between the entity and the investee should be obtained to 
evaluate (a) the propriety of the elimination of unrealized profits and losses on transactions between the 
entity and the investee that is required when the equity method of accounting is used to account for an 
investment under the applicable financial reporting framework and (b) the adequacy of disclosures about 
material related party transactions. 

 

fn 1 In determining whether the report of the investee’s auditor is satisfactory for this purpose, the auditor may consider performing 
procedures such as making inquiries as to the professional reputation, standing, and independence of the investee’s auditor (under 
the applicable standards), visiting the investee’s auditor and discussing the audit procedures followed and the results thereof, and 
reviewing the audit program and/or working papers of the investee’s auditor. 

fn 2 See AS 2820, Evaluating Consistency of Financial Statements. 

 



AU-C Section 501 — Audit Evidence — Specific Considerations for 
Selected Items 

Source: SAS No. 122; SAS No. 136; SAS No. 142; SAS No. 143; SAS No. 144.  

Effective for audits of financial statements for periods ending on or after December 15, 
2012, unless otherwise indicated.  

NOTE  

In October 2021, the Auditing Standards board issued Statement on Auditing Standards No. 145, 
Understanding the Entity and Its Environment and Assessing the Risks of Material Misstatement, which 
contains amendments to this section. 

The amendments are effective for audits of financial statements for periods ending on or after 
December 15, 2023, and can be viewed in appendix G of section 315 until the effective date, when 
they will be applied to this section. 

Introduction 

Scope of This Section 

.01 This section addresses specific considerations by the auditor in obtaining sufficient appropriate 
audit evidence, in accordance with section 330, Performing Audit Procedures in Response to Assessed 
Risks and Evaluating the Audit Evidence Obtained; section 500A, Audit Evidence; section 540, Auditing 
Accounting Estimates and Related Disclosures; and other relevant AU-C sections, regarding certain 
aspects of (a) investments in securities and derivative instruments; (b) inventory; (c) litigation, 
claims, and assessments involving the entity; (d) segment information in an audit of financial 
statements; and (e) use of management’s specialists. [As amended, effective for audits of financial 
statements for periods ending on or after December 15, 2022, by SAS No. 142. As amended, effective 
for audits of financial statements for periods ending on or after December 15, 2023, by SAS No. 143.] 

Effective Date 

.02 This section is effective for audits of financial statements for periods ending on or after December 
15, 2012. 

Objective 

.03 The objective of the auditor is to obtain sufficient appropriate audit evidence regarding the 

a. valuation of investments in securities and derivative instruments; 

b. existence and condition of inventory; 

c. completeness of litigation, claims, and assessments involving the entity; 

d. presentation and disclosure of segment information, in accordance with the applicable financial 
reporting framework; and 

e. work of management’s specialists. 

[As amended, effective for audits of financial statements for periods ending on or after December 15, 
2022, by SAS No. 142. As amended, effective for audits of financial statements for periods ending on 
or after December 15, 2023, by SAS No. 144.] 

https://techlib.deloitteresources.com/?link=content/2_222099%23ad_315_appendix_c-222099
https://techlib.deloitteresources.com/?link=content/2_222101%23ad_330-222101
https://techlib.deloitteresources.com/?link=content/2_222105%23ad_500-222105


Definition 

.04 For purposes of GAAS, the following term has the meaning attributed as follows:  

Management’s specialist. An individual or organization possessing expertise in a field other than 
accounting or auditing, whose work in that field is used by the entity to assist the entity in preparing 
the financial statements. 

[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2022, by SAS No. 142.] 

Requirements 

Investments in Securities and Derivative Instruments (Ref: par. .A1–.A4) 

Investments in Securities When Valuations Are Based on the Investee’s 
Financial Results (Excluding Investments Accounted for Using the Equity 
Method of Accounting) 

.05 When investments in securities are valued based on an investee’s financial results, excluding 
investments accounted for using the equity method of accounting, the auditor should obtain audit 
evidence regarding the investee’s financial results. including as applicable in the circumstances, 
performing the following procedures: (Ref: par. .A5–.A9) 

a. Obtain and read available financial statements of the investee and the accompanying audit report, 
if any, including determining whether the report of the other auditor is satisfactory for this purpose. 

b. If the investee’s financial statements are not audited, or if the audit report on such financial 
statements is not satisfactory to the auditor, apply, or request that the investor entity arrange with 
the investee to have another auditor apply, appropriate auditing procedures to such financial 
statements, considering the materiality of the investment in relation to the financial statements of the 
investor entity. 

c. If the carrying amount of the investment reflects factors that are not recognized in the investee’s 
financial statements or fair values of assets that are materially different from the investee’s carrying 
amounts, obtain sufficient appropriate audit evidence regarding such amounts.  

d. If the difference between the financial statement period of the entity and the investee has or could 
have a material effect on the entity’s financial statements, determine whether the entity’s 
management has properly considered the lack of comparability and determine the effect, if any, on 
the auditor’s report. (Ref: par. .A10) 

If the auditor is not able to obtain sufficient appropriate audit evidence in support of the investee’s 
financial results because of an inability to perform appropriate procedures, the auditor should 
determine the effect on the auditor’s opinion, in accordance with section 705, Modifications to the 
Opinion in the Independent Auditor’s Report. [Paragraph renumbered by the issuance of SAS No. 142, 
July 2020. As amended, effective for audits of financial statements for periods ending on or after 
December 15, 2023, by SAS No. 143.] 

.06 With respect to subsequent events and transactions of the investee occurring after the date of the 
investee’s financial statements but before the date of the auditor’s report, the auditor should obtain 
and read available interim financial statements of the investee and make appropriate inquiries of 
management of the investor to identify such events and transactions that may be material to the 
investor’s financial statements and that may need to be recognized or disclosed in the investor’s 
financial statements. (Ref: par. .A11) [Paragraph renumbered by the issuance of SAS No. 142, July 
2020.] 

https://techlib.deloitteresources.com/?link=content/2_222107%23SL_747969520-222107
https://techlib.deloitteresources.com/?link=content/2_222107%23ad_501.a4-222107
https://techlib.deloitteresources.com/?link=content/2_222107%23ad_501.a9-222107
https://techlib.deloitteresources.com/?link=content/2_480952%23ad_705-480952
https://techlib.deloitteresources.com/?link=content/2_222107%23ad_501.a10-222107


[Investments in Derivative Instruments and Securities Measured or 
Disclosed at Fair Value] 
[.07–.11] 

[Paragraphs deleted by the issuance of SAS No. 143, July 2020.][fn 1] 

Inventory 

.12 If inventory is material to the financial statements, the auditor should obtain sufficient appropriate 
audit evidence regarding the existence and condition of inventoryfn 2 by 

a. attending physical inventory counting, unless impracticable, to (Ref: par. .A21–.A23) 

i. evaluate management’s instructions and procedures for recording and controlling the results of the 
entity’s physical inventory counting, (Ref: par. .A24) 

ii. observe the performance of management’s count procedures, (Ref: par. .A25) 

iii. inspect the inventory, and (Ref: par. .A26) 

iv. perform test counts and (Ref: par. .A27) 

b. performing audit procedures over the entity’s final inventory records to determine whether they 
accurately reflect actual inventory count results. (Ref: par. .A28–.A31) 

[Paragraph renumbered by the issuance of SAS No. 142, July 2020.] 

.13 If physical inventory counting is conducted at a date other than the date of the financial 
statements, the auditor should, in addition to the procedures required by paragraph .12, perform audit 
procedures to obtain audit evidence about whether changes in inventory between the count date and 
the date of the financial statements are recorded properly. (Ref: par. .A32–.A34) [Paragraph 
renumbered by the issuance of SAS No. 142, July 2020.] 

.14 If the auditor is unable to attend physical inventory counting due to unforeseen circumstances, the 
auditor should make or observe some physical counts on an alternative date and perform audit 
procedures on intervening transactions. [Paragraph renumbered by the issuance of SAS No. 142, July 
2020.] 

.15 If attendance at physical inventory counting is impracticable, the auditor should perform 
alternative audit procedures to obtain sufficient appropriate audit evidence regarding the existence 
and condition of inventory. If it is not possible to do so, the auditor should modify the opinion in the 
auditor’s report, in accordance with section 705. (Ref: par. .A35–.A37) [Paragraph renumbered by the 
issuance of SAS No. 142, July 2020.] 

.16 If inventory under the custody and control of a third party is material to the financial statements, 
the auditor should obtain sufficient appropriate audit evidence regarding the existence and condition 
of that inventory by performing one or both of the following: 

a. Request confirmation from the third party regarding the quantities and condition of inventory held 
on behalf of the entity (Ref: par. .A38) 

b. Perform inspection or other audit procedures appropriate in the circumstances (Ref: par. .A39) 

[Paragraph renumbered by the issuance of SAS No. 142, July 2020.] 

Litigation, Claims, and Assessments 

https://techlib.deloitteresources.com/?link=content/2_222107%23ad_501.a20-222107
https://techlib.deloitteresources.com/?link=content/2_222107%23ad_501.a23-222107
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.17 The auditor should design and perform audit procedures to identify litigation, claims, and 
assessments involving the entity that may give rise to a risk of material misstatement, including (Ref: 
par. .A40–.A46) 

a. inquiring of management and, when applicable, others within the entity, including in-house legal 
counsel; 

b. obtaining from management a description and evaluation of litigation, claims, and assessments 
that existed at the date of the financial statements being reported on and during the period from the 
date of the financial statements to the date the information is furnished, including an identification of 
those matters referred to legal counsel;fn 3 

c. reviewing minutes of meetings of those charged with governance; documents obtained from 
management concerning litigation, claims, and assessments; and correspondence between the entity 
and its external legal counsel; and 

d. reviewing legal expense accounts and invoices from external legal counsel. 

[Paragraph renumbered by the issuance of SAS No. 142, July 2020.] 

.18 For actual or potential litigation, claims, and assessments identified based on the audit procedures 
required in paragraph .17, the auditor should obtain audit evidence relevant to the following factors: 

a. The period in which the underlying cause for legal action occurred 

b. The degree of probability of an unfavorable outcome 

c. The amount or range of potential loss 

[Paragraph renumbered by the issuance of SAS No. 142, July 2020.] 

Communication With the Entity’s Legal Counsel 

.19 Unless the audit procedures required by paragraph .17 indicate that no actual or potential 
litigation, claims, or assessments that may give rise to a risk of material misstatement exist, the 
auditor should, in addition to the procedures required by other AU-C sections, seek direct 
communication with the entity’s external legal counsel. The auditor should do so through a letter of 
inquiry prepared by management and sent by the auditor requesting the entity’s external legal 
counsel to communicate directly with the auditor. (Ref: par. .A41 and .A47–.A64) [Paragraph 
renumbered by the issuance of SAS No. 142, July 2020.] 

.20 In addition to the direct communications with the entity’s external legal counsel referred to in 
paragraph .19, the auditor should, in cases when the entity’s in-house legal counsel has the 
responsibility for the entity’s litigation, claims, and assessments, seek direct communication with the 
entity’s in-house legal counsel through a letter of inquiry similar to the letter referred to in paragraph 
.19. Audit evidence obtained from in-house legal counsel in this manner is not, however, a substitute 
for the auditor seeking direct communication with the entity’s external legal counsel, as described in 
paragraph .19. (Ref: par. .A65) [Paragraph renumbered by the issuance of SAS No. 142, July 2020.] 

.21 The auditor should document the basis for any determination not to seek direct communication 
with the entity’s legal counsel, as required by paragraphs .19–.20. [Paragraph renumbered by the 
issuance of SAS No. 142, July 2020.] 

.22 The auditor should request management to authorize the entity’s legal counsel to discuss 
applicable matters with the auditor. [Paragraph renumbered by the issuance of SAS No. 142, July 
2020.] 

https://techlib.deloitteresources.com/?link=content/2_222107%23ad_501.a39-222107
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.23 As described in paragraphs .19–.20, the auditor should request, through letter(s) of inquiry, the 
entity’s legal counsel to inform the auditor of any litigation, claims, assessments, and unasserted 
claims that the counsel is aware of, together with an assessment of the outcome of the litigation, 
claims, and assessments, and an estimate of the financial implications, including costs involved. Each 
letter of inquiry should include, but not be limited to, the following matters: (Ref: par. .A89) 

a. Identification of the entity, including subsidiaries, and the date of the audit 

b. A list prepared by management (or a request by management that the legal counsel prepare a 
list) that describes and evaluates pending or threatened litigation, claims, and assessments with 
respect to which the legal counsel has been engaged and to which the legal counsel has devoted 
substantive attention on behalf of the company in the form of legal consultation or representation 

c. A list prepared by management that describes and evaluates unasserted claims and assessments 
that management considers to be probable of assertion and that, if asserted, would have at least a 
reasonable possibility of an unfavorable outcome with respect to which the legal counsel has been 
engaged and to which the legal counsel has devoted substantive attention on behalf of the entity in 
the form of legal consultation or representation 

d. Regarding each matter listed in item b, a request that the legal counsel either provide the 
following information or comment on those matters on which the legal counsel’s views may differ from 
those stated by management, as appropriate: 

i. A description of the nature of the matter, the progress of the case to date, and the action that the 
entity intends to take (for example, to contest the matter vigorously or to seek an out-of-court 
settlement) 

ii. An evaluation of the likelihood of an unfavorable outcome and an estimate, if one can be made, of 
the amount or range of potential loss (Ref: par. .A66) 

iii. With respect to a list prepared by management (or by the legal counsel at management’s 
request), an identification of the omission of any pending or threatened litigation, claims, and 
assessments or a statement that the list of such matters is complete 

e. Regarding each matter listed in item c, a request that the legal counsel comment on those matters 
on which the legal counsel’s views concerning the description or evaluation of the matter may differ 
from those stated by management 

f. A statement that management understands that whenever, in the course of performing legal 
services for the entity with respect to a matter recognized to involve an unasserted possible claim or 
assessment that may call for financial statement disclosure, the legal counsel has formed a 
professional conclusion that the entity should disclose or consider disclosure concerning such possible 
claim or assessment, the legal counsel, as a matter of professional responsibility to the entity, will so 
advise the entity and will consult with the entity concerning the question of such disclosure and the 
requirements of the applicable financial reporting framework (for example, the requirements of 
Financial Accounting Standards Board [FASB] Accounting Standards Codification [ASC] 450, 
Contingencies) 

g. A request that the legal counsel confirm whether the understanding described in item f is correct 

h. A request that the legal counsel specifically identify the nature of, and reasons for, any limitation 
on the response 

i. A request that the legal counsel specify the effective date of the response 

[Paragraph renumbered by the issuance of SAS No. 142, July 2020.] 
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.24 When the auditor is aware that an entity has changed legal counsel or that the legal counsel 
previously engaged by the entity has resigned, the auditor should consider making inquiries of 
management or others about the reasons such legal counsel is no longer associated with the entity. 
(Ref: par. .A56) [Paragraph renumbered by the issuance of SAS No. 142, July 2020.] 

.25 The auditor should modify the opinion in the auditor’s report, in accordance with section 705, if 
(Ref: par. .A57–.A66) 

a. the entity’s legal counsel refuses to respond appropriately to the letter of inquiry and the auditor is 
unable to obtain sufficient appropriate audit evidence by performing alternative audit procedures or 

b. management refuses to give the auditor permission to communicate or meet with the entity’s 
external legal counsel. 

[Paragraph renumbered by the issuance of SAS No. 142, July 2020.] 

Segment Information 

.26 The auditor should obtain sufficient appropriate audit evidence regarding the presentation and 
disclosure of segment information, in accordance with the applicable financial reporting framework, by 
(Ref: par. .A67–.A68) 

a. obtaining an understanding of the methods used by management in determining segment 
information and (Ref: par. .A69) 

i. evaluating whether such methods are likely to result in disclosure in accordance with the applicable 
financial reporting framework and 

ii. when appropriate, testing the application of such methods and 

b. performing analytical procedures or other audit procedures appropriate in the circumstances. 

[Paragraph renumbered by the issuance of SAS No. 142, July 2020.] 

Management’s Specialist 

.27 If information to be used as audit evidence has been prepared using the work of a management’s 
specialist, the auditor should, to the extent necessary, taking into account the significance of that 
specialist’s work for the auditor’s purposes, perform the following: (Ref: par. .A70–.A72) 

a. Evaluate the competence, capabilities, and objectivity of that specialist (Ref: par. .A73–.A79) 

b. Obtain an understanding of the work of that specialist (Ref: par. .A80–.A83) 

c. Evaluate the appropriateness of that specialist’s work as audit evidence for the relevant assertion 
(Ref: par. .A84–.A88) 

[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2022, by SAS No. 142. As amended, effective for audits of financial statements for periods ending 
on or after December 15, 2023, by SAS No. 144.] 

Application and Other Explanatory Material 

Investments in Securities and Derivative Instruments (Ref: par. .05–.06) 
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.A1 

Section 540 addresses the auditor’s responsibilities relating to accounting estimates, including fair 
value accounting estimates and related disclosures, in an audit of financial statements. This section 
addresses aspects relating to auditing valuation of investments in securities and derivative 
instruments that are incremental to section 540. [Paragraph added, effective for audits of financial 
statements for periods ending on or after December 15, 2023, by SAS No. 143.] 

.A2 

Evaluating audit evidence for assertions about investments in securities and derivative instruments 
often involves professional judgment because the assertions, especially those about valuation, are 
based on highly subjective assumptions or are particularly sensitive to changes in the underlying 
circumstances. Valuation assertions relating to investments in securities and derivative instruments 
may be based on assumptions about the occurrence of future events for which expectations are 
difficult to develop or on assumptions about conditions expected to exist over a long period (for 
example, default rates or prepayment rates). Accordingly, competent persons could reach different 
conclusions about estimates of fair values or estimates of ranges of fair values. Professional judgment 
also may be necessary when evaluating audit evidence for assertions based on features of the security 
or derivative and the requirements of the applicable financial reporting framework, including 
underlying criteria for hedge accounting, which may be complex. For example, determining the fair 
value of a structured note may require consideration of a variety of features of the note that react 
differently to changes in economic conditions. In addition, one or more other derivatives may be 
designated to hedge changes in cash flows under the note. Evaluating audit evidence about the fair 
value of the note, the determination of whether the hedge is highly effective, and the allocation of 
changes in fair value to earnings and other comprehensive income requires professional judgment. 
[Paragraph renumbered and amended, effective for audits of financial statements for periods ending 
on or after December 15, 2023, by SAS No. 143.] 

[.A3] 

[Paragraph renumbered and deleted by issuance of SAS No. 143, July 2020] 

Investments in Securities When Valuations Are Based on Cost 
.A4 

Procedures to obtain evidence about the valuation of securities that are recorded at cost may include 
inspection of documentation of the purchase price, confirmation with the issuer or holder of those 
securities, and testing discount or premium amortization either by recomputation or through the use 
of analytical procedures. [Revised, February 2017, to better reflect the AICPA Council Resolution 
designating the PCAOB to promulgate technical standards. Paragraph renumbered by the issuance of 
SAS No. 143, July 2020.] 

Investments in Securities When Valuations Are Based on the Investee’s 
Financial Results (Excluding Investments Accounted for Using the Equity 
Method of Accounting) (Ref: par. .05–.06) 
.A5 

Section 600, Special Considerations — Audits of Group Financial Statements (Including the Work of 
Component Auditors), addresses auditing investments accounted for using the equity method of 
accounting. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A6 
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For valuations based on an investee’s financial results (excluding investments accounted for using the 
equity method of accounting), obtaining and reading the financial statements of the investee that 
have been audited by an auditor whose report is satisfactory may be sufficient for the purpose of 
obtaining sufficient appropriate audit evidence of the amount used in the estimate. In determining 
whether the report of another auditor is satisfactory, the auditor may perform procedures such as 
making inquiries regarding the professional reputation and standing of the other auditor, visiting the 
other auditor, discussing the audit procedures followed and the results thereof, and reviewing the 
audit plan and audit documentation of the other auditor. [Paragraph renumbered and amended, 
effective for audits of financial statements for periods ending on or after December 15, 2023, by SAS 
No. 143.] 

.A7 

After obtaining and reading the audited financial statements of an investee, the auditor may conclude 
that additional audit procedures are necessary to obtain sufficient appropriate audit evidence, for 
example, when the date of the audited financial statements is different from the investor’s 
measurement date. Further examples for when the auditor may conclude that additional audit 
evidence is needed include significant differences in accounting principles, changes in ownership, or 
the significance of the investment to the investor’s financial position or results of operations. Examples 
of procedures that the auditor may perform are reviewing information in the investor’s files that 
relates to the investee, such as investee minutes and budgets, and investee cash flow information and 
making inquiries of investor management about the investee’s financial results. [Paragraph 
renumbered and amended, effective for audits of financial statements for periods ending on or after 
December 15, 2023, by SAS No. 143.] 

.A8 

The auditor may need to obtain evidence relating to transactions between the entity and investee to 
evaluate 

a. the propriety of the elimination of unrealized profits and losses on transactions between the entity 
and investee, if applicable, and  

b. the adequacy of disclosures about material related party transactions or relationships. 

[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A9 

Section 540 addresses auditing fair value accounting estimates. [Paragraph renumbered and 
amended, effective for audits of financial statements for periods ending on or after December 15, 
2023, by SAS No. 143.] 

.A10 

The date of the investor’s financial statements and those of the investee may be different. If the 
difference between the date of the entity’s financial statements and those of the investee has or could 
have a material effect on the entity’s financial statements, the auditor is required, in accordance with 
paragraph .05d, to determine whether the entity’s management has properly considered the lack of 
comparability. The effect may be material, for example, because the difference between the financial 
statement period ends of the entity and investee is not consistent with the prior period in comparative 
statements or because a significant transaction occurred during the time period between the financial 
statement period end of the entity and investee. If a change in the difference between the financial 
statement period end of the entity and investee has a material effect on the investor’s financial 
statements, the auditor may be required, in accordance with section 708, Consistency of Financial 
Statements, to add an emphasis-of-matter paragraph to the auditor’s report because the 
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comparability of financial statements between periods has been materially affected by a change in 
reporting period. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A11 

Section 560, Subsequent Events and Subsequently Discovered Facts, addresses the auditor’s 
responsibilities relating to subsequent events and subsequently discovered facts in an audit of financial 
statements. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

[Investments in Derivative Instruments and Securities Measured or 
Disclosed at Fair Value (Ref: par. .07–.09)] 
[.A12–.A20] 

[Paragraphs renumbered and deleted by the issuance of SAS No. 143, July 2020.][fn 4-fn 6] 

Inventory 

Attendance at Physical Inventory Counting (Ref: par. .12a) 
.A21 

Management ordinarily establishes procedures under which inventory is physically counted at least 
once per year to serve as a basis for the preparation of the financial statements and, if applicable, to 
ascertain the reliability of the entity’s perpetual inventory system. [Paragraph renumbered by the 
issuance of SAS No. 143, July 2020.] 

.A22 

Attendance at physical inventory counting involves 
• inspecting the inventory to ascertain its existence and evaluate its condition and 

performing test counts, 
• observing compliance with management’s instructions and the performance of 

procedures for recording and controlling the results of the physical inventory count, and 
• obtaining audit evidence about the reliability of management’s count procedures.  

These procedures may serve as tests of controls or substantive procedures, or both, depending on the 
auditor’s risk assessment, planned approach, and the specific procedures carried out. [Paragraph 
renumbered by the issuance of SAS No. 143, July 2020.] 

.A23 

Matters relevant in planning attendance at physical inventory counting (or in designing and performing 
audit procedures pursuant to paragraphs .12–.16) include, for example, the following: 

• The risks of material misstatement related to inventory. 
• The control risk related to inventory. 
• Whether adequate procedures are expected to be established and proper instructions 

issued for physical inventory counting. 
• The timing of physical inventory counting. 
• Whether the entity maintains a perpetual inventory system. 
• The locations at which inventory is held, including the materiality of the inventory and 

the risks of material misstatement at different locations, in deciding at which locations 
attendance is appropriate. Section 600 addresses the involvement of component 
auditors and, accordingly, may be relevant if such involvement is with regard to 
attendance of physical inventory counting at a remote location. 

• Whether the assistance of an auditor’s specialist is needed. Section 620, Using the Work 
of an Auditor’s Specialist, addresses the use of an auditor’s specialist to assist the 
auditor in obtaining sufficient appropriate audit evidence.  
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[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Evaluate Management’s Instructions and Procedures (Ref: par. .12a(i))  

.A24 

Matters relevant in evaluating management’s instructions and procedures for recording and controlling 
the physical inventory counting include whether they address, for example, the following: 

• The application of appropriate control activities (for example, the collection of used 
physical inventory count records, accounting for unused physical inventory count 
records, and count and recount procedures) 

• The accurate identification of the stage of completion of work in progress; slow moving, 
obsolete, or damaged items; and inventory owned by a third party (for example, on 
consignment) 

• The procedures used to estimate physical quantities, when applicable, such as may be 
needed in estimating the physical quantity of a coal pile 

• Control over the movement of inventory between areas and the shipping and receipt of 
inventory before and after the cut-off date 

[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Observe the Performance of Management’s Count Procedures (Ref: par. .12a(ii))  

.A25 

Observing the performance of management’s count procedures (for example, those relating to control 
over the movement of inventory before, during, and after the count) assists the auditor in obtaining 
audit evidence that management’s instructions and count procedures are designed and implemented 
adequately. In addition, the auditor may obtain copies of cutoff information, such as details of the 
movement of inventory, to assist the auditor in performing audit procedures over the accounting for 
such movements at a later date. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Inspect the Inventory (Ref: par. .12a(iii))  

.A26 

Inspecting inventory when attending physical inventory counting assists the auditor in ascertaining the 
existence of the inventory (though not necessarily its ownership) and in identifying obsolete, 
damaged, or aging inventory. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Perform Test Counts (Ref: par. .12a(iv))  

.A27 

Performing test counts (for example, by tracing items selected from management’s count records to 
the physical inventory and tracing items selected from the physical inventory to management’s count 
records) provides audit evidence about the completeness and accuracy of those records. [Paragraph 
renumbered by the issuance of SAS No. 143, July 2020.] 

.A28 

In addition to recording the auditor’s test counts, obtaining copies of management’s completed 
physical inventory count records assists the auditor in performing subsequent audit procedures to 
determine whether the entity’s final inventory records accurately reflect actual inventory count results. 
[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Using the Work of an External Inventory-Taking Firm  
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.A29 

Management may engage external organizations that have expertise in the taking of physical 
inventories to count, list, price, and subsequently compute the total dollar amount of inventory on 
hand at the date of the physical count. For example, such external inventory-taking firms are often 
used by entities such as retail stores, hospitals, and automobile dealers. [Paragraph renumbered by 
the issuance of SAS No. 143, July 2020. As amended, effective for audits of financial statements for 
periods ending on or after December 15, 2023, by SAS No. 144.] 

.A30 

The report of an external inventory-taking firm about the work it performed does not, by itself, 
provide the auditor with sufficient appropriate audit evidence. Paragraph .12 requires the auditor, if 
inventory is material to the financial statements, to perform certain procedures regarding the 
existence and condition of inventory.[fn 7] The auditor may, for example, examine the external 
inventory-taking firm’s program, observe its procedures and controls, make or observe some physical 
counts of the inventory, recompute calculations of the submitted inventory on a test basis, and apply 
appropriate tests to the intervening transactions. [Paragraph renumbered by the issuance of SAS No. 
143, July 2020. As amended, effective for audits of financial statements for periods ending on or after 
December 15, 2023, by SAS No. 144.] 

.A31 

Although the auditor may adjust the extent of the work on the physical count of inventory because of 
the work of an external inventory-taking firm, any restriction imposed on the auditor such that the 
auditor is unable to perform the procedures that the auditor considers necessary is a scope limitation. 
In such cases, section 705 requires the auditor to modify the opinion in the auditor’s report as a result 
of the scope limitation. [Paragraph renumbered by the issuance of SAS No. 143, July 2020. As 
amended, effective for audits of financial statements for periods ending on or after December 15, 
2023, by SAS No. 144.] 

Physical Inventory Counting Conducted Other Than at the Date of the 
Financial Statements (Ref: par. .13) 
.A32 

For practical reasons, the physical inventory counting may be conducted at a date, or dates, other 
than the date of the financial statements. This may be done irrespective of whether management 
determines inventory quantities by an annual physical inventory counting or maintains a perpetual 
inventory system. In either case, the effectiveness of the design, implementation, and maintenance of 
controls over changes in inventory determines whether the conduct of physical inventory counting at a 
date (or dates) other than the date of the financial statements is appropriate for audit purposes. 
Section 330 addresses substantive procedures performed at an interim date.fn 8 [Paragraph 
renumbered by the issuance of SAS No. 143, July 2020.] 

.A33 

When a perpetual inventory system is maintained, management may perform physical counts or other 
tests to ascertain the reliability of inventory quantity information included in the entity’s perpetual 
inventory records. In some cases, management or the auditor may identify differences between the 
perpetual inventory records and actual physical inventory quantities on hand; this may indicate that 
the controls over changes in inventory are not operating effectively. [Paragraph renumbered by the 
issuance of SAS No. 143, July 2020.] 

.A34 
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Relevant matters for consideration when designing audit procedures to obtain audit evidence about 
whether changes in inventory amounts between the count date, or dates, and the final inventory 
records are recorded properly include the following: 

• Whether the perpetual inventory records are properly adjusted 
• Reliability of the entity’s perpetual inventory records 
• Reasons for significant differences between the information obtained during the physical 

count and the perpetual inventory records 
[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Attendance at Physical Inventory Counting Is Impracticable (Ref: par. .15) 
.A35 

In some cases, attendance at physical inventory counting may be impracticable. This may be due to 
factors such as the nature and location of the inventory (for example, when inventory is held in a 
location that may pose threats to the safety of the auditor). The matter of general inconvenience to 
the auditor, however, is not sufficient to support a decision by the auditor that attendance is 
impracticable. Further, as explained in section 200, Overall Objectives of the Independent Auditor and 
the Conduct of an Audit in Accordance With Generally Accepted Auditing Standards, the matter of 
difficulty, time, or cost involved is not, in itself, a valid basis for the auditor to omit an audit procedure 
for which no alternative exists or to be satisfied with audit evidence that is less than persuasive. 
[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A36 

In some cases, when attendance is impracticable, alternative audit procedures (for example, 
observing a current physical inventory count and reconciling it to the opening inventory quantities or 
inspection of documentation of the subsequent sale of specific inventory items acquired or purchased 
prior to the physical inventory counting) may provide sufficient appropriate audit evidence about the 
existence and condition of inventory. If the audit covers the current period and one or more periods 
for which the auditor had not observed or made some physical counts of prior inventories, alternative 
audit procedures, such as tests of prior transactions or reviews of the records of prior counts, may 
provide sufficient appropriate audit evidence about the prior inventories. The effectiveness of the 
alternative procedures that an auditor may perform is affected by the length of the period that the 
alternative procedures cover. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A37 

In other cases, however, it may not be possible to obtain sufficient appropriate audit evidence 
regarding the existence and condition of inventory by performing alternative audit procedures. In such 
cases, section 705 requires the auditor to modify the opinion in the auditor’s report as a result of the 
scope limitation. In addition, section 510, Opening Balances — Initial Audit Engagements, Including 
Reaudit Engagements, addresses the auditor’s procedures regarding inventory opening balances in 
initial audit engagements.fn 9 [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Inventory Under the Custody and Control of a Third Party  

Confirmation (Ref: par. .16a)  

.A38 

Section 505, External Confirmations, addresses external confirmation procedures. [Paragraph 
renumbered by the issuance of SAS No. 143, July 2020.] 

Other Audit Procedures (Ref: par. .16b) 

.A39 
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Depending on the circumstances (for example, when information is obtained that raises doubt about 
the integrity and objectivity of the third party), the auditor may consider it appropriate to perform 
other audit procedures instead of, or in addition to, confirmation with the third party. Examples of 
other audit procedures include the following: 

• Attending, or arranging for another auditor to attend, the third party’s physical counting 
of inventory, if practicable 

• Obtaining another auditor’s report on the adequacy of the third party’s internal control 
for ensuring that inventory is properly counted and adequately safeguarded 

• Inspecting documentation regarding inventory held by third parties (for example, 
warehouse receipts) 

• Requesting confirmation from other parties when inventory has been pledged as 
collateral 

[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Litigation, Claims, and Assessments 

Completeness of Litigation, Claims, and Assessments (Ref: par. .17) 
.A40 

Litigation, claims, and assessments involving the entity may have a material effect on the financial 
statements and, thus, may be required to be recognized, measured, or disclosed in the financial 
statements. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A41 

Other legal matters involving the entity may not have a material effect on the entity’s financial 
statements and, accordingly, would not give rise to risks of material misstatement. Examples of such 
other legal matters may be 

• matters unrelated to actual or potential litigation, claims, or assessments, such as 
consulting services related to real estate or potential merger and acquisition 
transactions; 

• matters in which the entity records indicate that management or the legal counsel has 
not devoted substantive attention to the matter; 

• matters in which the entity’s insurance coverage exceeds the amount of the actual or 
potential litigation, claim, or assessment sought against the entity; or 

• matters that are clearly trivial to the financial statements. 
[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A42 

Management is responsible for adopting policies and procedures to identify, evaluate, and account for 
litigation, claims, and assessments as a basis for the preparation of financial statements, in 
accordance with the requirements of the applicable financial reporting framework. [Paragraph 
renumbered by the issuance of SAS No. 143, July 2020.] 

.A43 

Management is the primary source of information about events or conditions considered in the 
financial accounting for, and reporting of, litigation, claims, and assessments because these matters 
are within the direct knowledge and, often, control of management. Accordingly, the auditor’s 
procedures with respect to litigation, claims, and assessments include the following: 

• Making inquiries of management as required by paragraph .17a, which may include a 
discussion about the policies and procedures adopted for identifying, evaluating, and 
accounting for litigation, claims, and assessments involving the entity that may give rise 
to a risk of material misstatement 
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• Obtaining written representations from management, in accordance with section 580, 
Written Representations, that all known actual or possible litigation, claims, and 
assessments whose effects should be considered when preparing the financial 
statements have been disclosed to the auditor and accounted for and disclosed in 
accordance with the applicable financial reporting frameworkfn 10  

[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A44 

In addition to the procedures identified in paragraph .17, other relevant procedures include, for 
example, using information obtained through risk assessment procedures carried out as part of 
obtaining an understanding of the entity and its environment to assist the auditor to become aware of 
litigation, claims, and assessments involving the entity. Examples of such procedures are as follows: 

• Reading minutes of meetings of stockholders; directors; governing bodies of 
governmental entities; and appropriate committees held during, and subsequent to, the 
period being audited 

• Reading contracts, loan agreements, leases, correspondence from taxing or other 
governmental agencies, and similar documents 

• Obtaining information concerning guarantees from bank confirmation forms 
• Inspecting other documents for possible guarantees by the entity 

Section 315A, Understanding the Entity and Its Environment and Assessing the Risks of Material 
Misstatement, requires the auditor to obtain an understanding of the entity and its environment.fn 11 In 
addition, section 250, Consideration of Laws and Regulations in an Audit of Financial Statements, 
requires the auditor to obtain an understanding of the entity’s legal and regulatory framework 
applicable to the entity and industry or sector in which the entity operates and how the entity is 
complying with that framework. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A45 

Audit evidence obtained for purposes of identifying litigation, claims, and assessments that may give 
rise to a risk of material misstatement also may provide audit evidence regarding other relevant 
considerations, such as valuation or measurement, regarding litigation, claims, and assessments. 
Section 540 establishes requirements and provides guidance relevant to the auditor’s consideration of 
litigation, claims, and assessments requiring accounting estimates or related disclosures in the 
financial statements. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A46 

This section addresses inquiries of the entity’s legal counsel with whom management has consulted. If 
management has not consulted legal counsel, the auditor would rely on the procedures required by 
paragraph .17 to identify litigation, claims, and assessments involving the entity, which may give rise 
to a risk of material misstatement, and the written representation of management regarding litigation, 
claims, and assessments, as required by section 580. [Paragraph renumbered by the issuance of SAS 
No. 143, July 2020.] 

Communication With the Entity’s Legal Counsel (Ref: par. .19–.25) 
.A47 

An auditor ordinarily does not possess legal skills and, therefore, cannot make legal judgments 
concerning information coming to the auditor’s attention. [Paragraph renumbered by the issuance of 
SAS No. 143, July 2020.] 

.A48 

Direct communication with the entity’s legal counsel assists the auditor in obtaining sufficient 
appropriate audit evidence about whether potentially material litigation, claims, and assessments are 
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known and management’s estimates of the financial implications, including costs, are reasonable. 
[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A49 

The American Bar Association (ABA) has approved Statement of Policy Regarding Lawyers’ Responses 
to Auditors’ Requests for Information (the ABA statement), which explains the concerns of the legal 
counsel and the nature of the limitations that an auditor is likely to encounter in connection with 
seeking direct communication with the entity’s legal counsel about litigation, claims, assessments, and 
unasserted claims.fn 12 [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A50 

A letter of inquiry to the entity’s legal counsel is the auditor’s primary means of obtaining 
corroboration of the information provided by management concerning material litigation, claims, and 
assessments. Audit evidence obtained from the entity’s in-house general counsel or legal department 
may provide the auditor with the necessary corroboration. [Paragraph renumbered by the issuance of 
SAS No. 143, July 2020.] 

.A51 

In certain circumstances, the auditor also may judge it necessary to meet with the entity’s legal 
counsel to discuss the likely outcome of the litigation or claims. This may be the case, for example, 
when 

• the auditor determines that the matter is a significant risk. 
• the matter is complex. 
• a disagreement exists between management and the entity’s external legal counsel.  

Ordinarily, such meetings require management’s permission and are held with a representative of 
management in attendance. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A52 

An external legal counsel’s response to a letter of inquiry and the procedures set forth in paragraphs 
.17–.18 provide the auditor with sufficient appropriate audit evidence concerning the accounting for, 
and reporting of, pending and threatened litigation, claims, and assessments. [Paragraph renumbered 
by the issuance of SAS No. 143, July 2020.] 

.A53 

Audit evidence about the status of litigation, claims, and assessments up to the date of the auditor’s 
report may be obtained by inquiry of management, including in-house legal counsel responsible for 
dealing with the relevant matters. The auditor may need to obtain updated information from the 
entity’s legal counsel. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A54 

In accordance with section 700, Forming an Opinion and Reporting on Financial Statements, or section 
703, Forming an Opinion and Reporting on Financial Statements of Employee Benefit Plans Subject to 
ERISA, the auditor is required to date the auditor’s report no earlier than the date on which the 
auditor has obtained sufficient appropriate audit evidence on which to base the auditor’s opinion on 
the financial statements.fn 13 Accordingly, it is preferable that the entity’s legal counsel’s response be 
as close to the date of the auditor’s report as is practicable in the circumstances. Specifying the 
effective date of the entity’s legal counsel’s response to reasonably approximate the expected date of 
the auditor’s report may obviate the need to obtain updated information from the entity’s legal 
counsel. [As amended, effective for audits of financial statements for periods ending on or after 
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December 15, 2021, by SAS No. 136. Paragraph renumbered by the issuance of SAS No. 143, July 
2020.] 

.A55 

Clearly specifying the earliest acceptable effective date of the response and the latest date by which it 
is to be sent to the auditor and informing the entity’s legal counsel of these dates timely facilitates the 
entity’s legal counsel’s ability to respond timely and adequately. A two-week period between the 
specified effective date of the entity’s legal counsel’s response and the latest date by which the 
response is to be sent to the auditor is generally sufficient. [Paragraph renumbered by the issuance of 
SAS No. 143, July 2020.] 

.A56 

In some circumstances, the legal counsel may be required by relevant ethical requirements to resign 
the engagement if the legal counsel’s advice concerning financial accounting and reporting for 
litigation, claims, and assessments is disregarded by the entity. [Paragraph renumbered by the 
issuance of SAS No. 143, July 2020.] 

.A57 

The legal counsel appropriately may limit the response to matters to which the legal counsel has given 
substantive attention in the form of legal consultation or representation. Also, the legal counsel’s 
response may be limited to matters that are considered individually or collectively material to the 
financial statements, such as when the entity and auditor have reached an understanding on the limits 
of materiality for this purpose and management has communicated such understanding to the legal 
counsel. Such limitations are not limitations on the scope of the audit. [Paragraph renumbered by the 
issuance of SAS No. 143, July 2020.] 

.A58 

The legal counsel may be unable to respond concerning the likelihood of an unfavorable outcome of 
litigation, claims, and assessments or the amount or range of potential loss because of inherent 
uncertainties. Factors influencing the likelihood of an unfavorable outcome sometimes may not be 
within the legal counsel’s competence to judge; historical experience of the entity in similar litigation 
or the experience of other entities may not be relevant or available, and the amount of the possible 
loss frequently may vary widely at different stages of litigation. Consequently, the legal counsel may 
not be able to form a conclusion with respect to such matters. In such circumstances, the auditor may 
conclude that the financial statements are affected by an uncertainty concerning the outcome of a 
future event that cannot be reasonably estimated. If the auditor is unable to obtain sufficient 
appropriate audit evidence to conclude that the financial statements as a whole are free from material 
misstatement, section 705 requires the auditor to modify the opinion in addressing the effect, if any, 
of the legal counsel’s response on the auditor’s report as a result of the scope limitation.fn 14 
[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A59 

An external legal counsel’s refusal to furnish the information requested in an inquiry letter either in 
writing or orally may cause a scope limitation of the audit sufficient to preclude an unmodified opinion. 
[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A60 

Although the auditor would consider the inability to review information that could have a significant 
bearing on the audit as a scope limitation, in recognition of the public interest in protecting the 
confidentiality of lawyer-client communications, such inability is not intended to require an auditor to 

https://techlib.deloitteresources.com/?link=content/2_480952%23ad_705-480952


examine documents that the client identifies as subject to the lawyer-client privilege. In the event of 
questions concerning the applicability of this privilege, the auditor may request confirmation from the 
entity’s legal counsel that the information is subject to that privilege and that the information was 
considered by the legal counsel in responding to the letter of inquiry or, if the matters are being 
handled by another legal counsel, an identification of such legal counsel for the purpose of sending a 
letter of inquiry. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A61 

If management imposes a limitation on the scope of the audit and the auditor is unable to obtain 
sufficient appropriate audit evidence by performing alternative audit procedures, the auditor is 
required by section 705 to either disclaim an opinion on the financial statements or, when practicable, 
withdraw from the audit.fn 15 [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A62 

In some cases, in order to emphasize the preservation of the attorney-client privilege or the attorney 
work-product privilege, some entities may include the following or substantially similar language in the 
audit inquiry letter to legal counsel: 

We do not intend that either our request to you to provide information to our auditor or your response 
to our auditor should be construed in any way to constitute a waiver of the attorney-client privilege or 
the attorney work-product privilege. 

For the same reason, some legal counsel may include the following or substantially similar language in 
their response letters to auditors: 

The Company [or other defined term] has advised us that, by making the request set forth in its letter 
to us, the Company [or other defined term] does not intend to waive the attorney-client privilege with 
respect to any information which the Company [or other defined term] has furnished to us. Moreover, 
please be advised that our response to you should not be construed in any way to constitute a waiver 
of the protection of the attorney work-product privilege with respect to any of our files involving the 
Company [or other defined term]. 

Explanatory language similar to the foregoing in the letters of the entity or legal counsel is not a 
limitation on the scope of the legal counsel’s response. See exhibit B, "Report of the Subcommittee on 
Audit Inquiry Responses." [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A63 

In order to emphasize the preservation of the attorney-client privilege with respect to unasserted 
possible claims or assessments, some legal counsel may include the following or substantially similar 
language in their responses to audit inquiry letters: 

Please be advised that pursuant to clauses (b) and (c) of Paragraph 5 of the ABA Statement of Policy 
[American Bar Association’s Statement of Policy Regarding Lawyers’ Responses to Auditors’ Requests 
for Information] and related Commentary referred to in the last paragraph of this letter, it would be 
inappropriate for this firm to respond to a general inquiry relating to the existence of unasserted 
possible claims or assessments involving the Company. We can only furnish information concerning 
those unasserted possible claims or assessments upon which the Company has specifically requested 
in writing that we comment. We also cannot comment upon the adequacy of the Company’s listing, if 
any, of unasserted possible claims or assessments or its assertions concerning the advice, if any, 
about the need to disclose same. 

Additional language similar to the foregoing in a letter from legal counsel is not a limitation on the 
scope of the audit. However, the ABA statement and the understanding between the legal and 
accounting professions assumes that the legal counsel, under certain circumstances, will advise and 
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consult with the entity concerning the entity’s obligation to make financial statement disclosure with 
respect to unasserted possible claims or assessments. Confirmation of this understanding is included 
in the legal counsel’s response. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A64 

If the auditor believes that there may be actual or potential material litigation, claims, or assessments 
and the entity has not engaged external legal counsel relating to such matters, the auditor may 
discuss with the client the possible need to consult legal counsel to assist the client in determining the 
appropriate measurement, recognition, or disclosure of related liabilities or loss contingencies in the 
financial statements, in accordance with the applicable financial reporting framework. Depending on 
the significance of the matter(s), refusal by management to consult legal counsel in these 
circumstances may result in a scope limitation of the audit sufficient to preclude an unmodified 
opinion. [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Direct Communication With the Entity’s In-House Legal Counsel  

.A65 

In-house legal counsel can range from one lawyer to a large staff, with responsibilities ranging from 
specific internal matters to a comprehensive coverage of all of the entity’s legal needs, including 
litigation with outside parties. Because both in-house and external legal counsel are bound by an 
applicable code of ethics, there should be no significant difference in their professional obligations and 
responsibilities. In some circumstances, external legal counsel, if used at all, may be used only for 
limited purposes, such as data accumulation or account collection activity. In such circumstances, in-
house legal counsel may have the primary responsibility for corporate legal matters and may be in the 
best position to know and precisely describe the status of all litigation, claims, and assessments or to 
corroborate information provided by management. [Paragraph renumbered by the issuance of SAS No. 
143, July 2020.] 

Evaluation of the Outcome of Litigation, Claims, or Assessment (Ref: par. .23d(ii))  

.A66 

Although paragraph 5 of the ABA statement states that the legal counsel "may in appropriate 
circumstances communicate to the auditor his view that an unfavorable outcome is ‘probable’ or 
‘remote,’" the legal counsel is not required to use those terms in communicating the evaluation to the 
auditor. The auditor may find other wording sufficiently clear, as long as the terms can be used to 
classify the outcome of the uncertainty under one of the three probability classifications established in 
FASB ASC 450. Some examples of evaluations concerning litigation that may be considered to provide 
sufficient clarity that the likelihood of an unfavorable outcome is remote, even though they do not use 
that term, are the following: 

• "We are of the opinion that this action will not result in any liability to the company." 
• "It is our opinion that the possible liability to the company in this proceeding is nominal 

in amount." 
• "We believe the company will be able to defend this action successfully." 
• "We believe that the plaintiff’s case against the company is without merit." 
• "Based on the facts known to us, after a full investigation, it is our opinion that no 

liability will be established against the company in these suits." 
Absent any contradictory information obtained by the auditor either in other parts of the legal 
counsel’s letter or otherwise, the auditor need not obtain further clarification of evaluations such as 
the foregoing. Because of inherent uncertainties described in paragraph .A58 and the ABA statement, 
an evaluation furnished by the legal counsel may indicate significant uncertainties or stipulations 
about whether the client will prevail. The following are examples of the legal counsel’s evaluations that 
are unclear about the likelihood of an unfavorable outcome: 

• "This action involves unique characteristics wherein authoritative legal precedents do 
not seem to exist. We believe that the plaintiff will have serious problems establishing 
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the company’s liability under the act; nevertheless, if the plaintiff is successful, the 
award may be substantial." 

• "It is our opinion that the company will be able to assert meritorious defenses to this 
action." (The term meritorious defenses indicates that the entity’s defenses will not be 
summarily dismissed by the court; it does not necessarily indicate the legal counsel’s 
opinion that the entity will prevail.) 

• "We believe the action can be settled for less than the damages claimed." 
• "We are unable to express an opinion as to the merits of the litigation at this time. The 

company believes there is absolutely no merit to the litigation." (If the entity’s legal 
counsel, with the benefit of all relevant information, is unable to conclude that the 
likelihood of an unfavorable outcome is remote, it is unlikely that management would 
be able to form a judgment to that effect.) 

• "In our opinion, the company has a substantial chance of prevailing in this action." (A 
substantial chance, a reasonable opportunity, and similar terms indicate more 
uncertainty than an opinion that the company will prevail.) 

If the auditor is uncertain about the meaning of the legal counsel’s evaluation, clarification either in a 
follow-up letter or conference with the legal counsel and entity, appropriately documented, may be 
appropriate. If the legal counsel is still unable to give an unequivocal evaluation of the likelihood of an 
unfavorable outcome in writing or orally, the auditor is required by section 700, or section 703, to 
determine the effect, if any, of the legal counsel’s response on the auditor’s report. [As amended, 
effective for audits of financial statements for periods ending on or after December 15, 2021, by SAS 
No. 136. Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Segment Information (Ref: par. .26) 

.A67 

Depending on the applicable financial reporting framework, the entity may be required or permitted to 
disclose segment information in the financial statements. The auditor’s responsibility regarding the 
presentation and disclosure of segment information is in relation to the financial statements as a 
whole. Accordingly, the auditor is not required to perform audit procedures that would be necessary to 
express an opinion on the segment information presented on a stand-alone basis. [Paragraph 
renumbered by the issuance of SAS No. 143, July 2020.] 

Considerations Specific to Governmental Entities 
.A68 

For governmental entities required by the applicable financial reporting framework to disclose segment 
information, the auditor’s responsibility regarding the presentation and disclosure of segment 
information is in relation to the financial statements of the opinion unit(s) on which the segment 
information is based.fn 16 [Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Understanding of the Methods Used by Management (Ref: par. .26a) 
.A69 

Depending on the circumstances, examples of matters that may be relevant when obtaining an 
understanding of the methods used by management in determining segment information and 
evaluating whether such methods are likely to result in disclosure in accordance with the applicable 
financial reporting framework include the following: 

• Sales, transfers, and charges between segments and elimination of intersegment 
amounts 

• Comparisons with budgets and other expected results (for example, operating profits as 
a percentage of sales) 

• The allocation of assets and costs among segments 
• Consistency with prior periods and the adequacy of the disclosures with respect to 

inconsistencies 
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• Management’s process for identifying those segments that require disclosure in 
accordance with the entity’s financial reporting framework 

[Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Using the Work of a Management’s Specialist (Ref: par. .27) 

.A70 

The preparation of an entity’s financial statements may require expertise in a field other than 
accounting or auditing, such as actuarial calculations, valuations, or engineering data. The entity uses 
a management’s specialist in these fields to obtain the needed expertise to prepare the financial 
statements. Failure to do so when such expertise is necessary increases the risks of material 
misstatement and may be a significant deficiency or material weakness.fn 17 [Paragraph added, 
effective for audits of financial statements for periods ending on or after December 15, 2022, by SAS 
No. 142. Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A71 

When information to be used as audit evidence has been prepared using the work of a management’s 
specialist, the requirement in paragraph .27 applies. For example, an individual or organization may 
possess expertise in the application of models to estimate the fair value of securities for which no 
observable market exists. If the individual or organization applies that expertise in making an 
estimate, which the entity uses in preparing its financial statements, the individual or organization is a 
management’s specialist, and paragraph .27 applies. If, on the other hand, that individual or 
organization merely provides price data regarding private transactions not otherwise available to the 
entity, which the entity uses in its own estimation methods, such information, if used as audit 
evidence, is subject to the evaluation required by section 500,fn 18 but it is not the use of a 
management’s specialist by the entity. [Paragraph added, effective for audits of financial statements 
for periods ending on or after December 15, 2022, by SAS No. 142. Paragraph renumbered by the 
issuance of SAS No. 143, July 2020. As amended, effective for audits of financial statements for 
periods ending on or after December 15, 2023, by SAS No. 144.] 

.A72 

The nature, timing, and extent of audit procedures with regard to the requirement in paragraph .27 
may be affected by matters such as the following: 

• The nature and complexity of the matter to which the management’s specialist relates 
• The risks of material misstatement of the matter 
• The availability of alternative sources of audit evidence 
• The nature, scope, and objectives of the work of the management’s specialist 
• Whether the management’s specialist is employed by the entity or is a party engaged 

by it to provide relevant services 
• The extent to which management can exercise control or influence over the 

management’s specialist (including, when applicable, the organization that employs the 
individual specialist), thereby influencing the work of the management’s specialist 

• Whether the management’s specialist is subject to technical performance standards or 
other professional or industry requirements 

• The nature and extent of any controls within the entity over the work of the 
management’s specialist 

• The auditor’s knowledge and experience of the field of expertise of management’s 
specialist 

• The auditor’s previous experience of the work of that specialist 
More persuasive audit evidence is needed with regard to the requirement in paragraph .27 as the 
significance of the management’s specialist’s work, the risk of material misstatement at the relevant 
assertion level, or the ability of management to affect the specialist’s judgments increases, or as the 
competence, capabilities, and objectivity possessed by the specialist in the particular field decreases. 
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[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2022, by SAS No. 142. Paragraph renumbered by the issuance of SAS No. 143, July 2020. As 
amended, effective for audits of financial statements for periods ending on or after December 15, 
2023, by SAS No. 144.] 

The Competence, Capabilities, and Objectivity of a Management’s Specialist 
(Ref: par. .27a) 
.A73 

Competence relates to the nature and level of expertise of the management’s specialist. Capability 
relates to the ability of the management’s specialist to exercise that competence in the circumstances. 
Factors that influence capability may include, for example, geographic location and the availability of 
time and resources. Objectivity relates to the possible effects that bias, conflict of interest, or the 
influence of others may have on the professional or business judgment of the management’s 
specialist. The competence, capabilities, and objectivity of a management’s specialist, and any 
controls within the entity over that specialist’s work, are important factors with regard to the reliability 
of any information produced by a management’s specialist. [Paragraph added, effective for audits of 
financial statements for periods ending on or after December 15, 2022, by SAS No. 142. Paragraph 
renumbered by the issuance of SAS No. 143, July 2020.] 

.A74 

Information regarding the competence, capabilities, and objectivity of a management’s specialist may 
come from a variety of sources, such as the following: 

• Personal experience with previous work of that specialist 
• Discussions with that specialist 
• Discussions with others who are familiar with that specialist’s work 
• Knowledge of that specialist’s qualifications, membership in a professional body or 

industry association, license to practice, or other forms of external recognition 
• Published papers or books written by that specialist 
• An auditor’s specialist, if any, that assists the auditor in obtaining sufficient appropriate 

audit evidence with respect to information produced by the management’s specialist 
[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2022, by SAS No. 142. Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A75 

Matters relevant to evaluating the competence, capabilities, and objectivity of a management’s 
specialist include whether that specialist’s work is subject to technical performance standards or other 
professional or industry requirements, for example, ethical standards and other membership 
requirements of a professional body or industry association, accreditation standards of a licensing 
body, or requirements imposed by law or regulation. [Paragraph added, effective for audits of financial 
statements for periods ending on or after December 15, 2022, by SAS No. 142. Paragraph 
renumbered by the issuance of SAS No. 143, July 2020.] 

.A76 

Other matters that may be relevant include the following: 
• The relevance of the capabilities and competence of the management’s specialist to the 

matter for which that specialist’s work will be used, including any areas of specialty 
within that specialist’s field. For example, a particular actuary may specialize in 
property and casualty insurance but have limited expertise regarding pension 
calculations 

• The competence of the management’s specialist with respect to relevant accounting 
requirements, for example, knowledge of assumptions and methods, including models, 
when applicable, that are consistent with the applicable financial reporting framework 
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• Whether unexpected events, changes in conditions, or the audit evidence obtained from 
the results of audit procedures indicate that it may be necessary to reconsider the initial 
evaluation of the competence, capabilities, and objectivity of the management’s 
specialist as the audit progresses 

[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2022, by SAS No. 142. Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A77 

A broad range of circumstances may threaten objectivity, for example, self-interest threats, advocacy 
threats, familiarity threats, self-review threats, and intimidation threats. Safeguards may reduce such 
threats and may be created either by external structures (for example, the profession, legislation, or 
regulation of the management’s specialist) or by the work of the management’s specialist’s 
environment (for example, quality control policies and procedures). [Paragraph added, effective for 
audits of financial statements for periods ending on or after December 15, 2022, by SAS No. 142. 
Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A78 

Although safeguards cannot eliminate all threats to the objectivity of a management’s specialist, 
threats such as intimidation threats may be of less significance to a specialist engaged by the entity 
than to a specialist employed by the entity, and the effectiveness of safeguards such as quality control 
policies and procedures may be greater. Because the threat to objectivity created by being an 
employee of the entity will always be present, a specialist employed by the entity cannot ordinarily be 
regarded as being more likely to be objective than other employees of the entity. [Paragraph added, 
effective for audits of financial statements for periods ending on or after December 15, 2022, by SAS 
No. 142. Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A79 

When evaluating the objectivity of a specialist engaged by the entity, it may be relevant to discuss 
with management and that specialist any interests and relationships that may create threats to the 
specialist’s objectivity and any applicable safeguards, including any professional requirements that 
apply to the specialist, and to evaluate whether the safeguards are adequate. Relevant information 
may be obtained by the auditor from procedures performed in accordance with section 550, Related 
Parties. Interests and relationships creating threats may include the following: 

• Financial interests 
• Business and personal relationships between the entity and the individual specialist and 

between the entity and the organization that employs the individual specialist  
• Provision of other services 

[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2022, by SAS No. 142. Paragraph renumbered by the issuance of SAS No. 143, July 2020. As 
amended, effective for audits of financial statements for periods ending on or after December 15, 
2023, by SAS No. 144.] 

Obtaining an Understanding of the Work of the Management’s Specialist 
(Ref: par. .27b) 
.A80 

An understanding of the work of the management’s specialist includes an understanding of the 
relevant field of expertise. An understanding of the relevant field of expertise may be obtained in 
conjunction with the auditor’s determination of whether the auditor has the expertise to evaluate the 
work of the management’s specialist or whether the auditor needs an auditor’s specialist for this 
purpose.fn 19 [Paragraph added, effective for audits of financial statements for periods ending on or 
after December 15, 2022, by SAS No. 142. Paragraph renumbered by the issuance of SAS No. 143, 
July 2020.] 

https://techlib.deloitteresources.com/?link=content/2_222113%23ad_550-222113
https://techlib.deloitteresources.com/?link=content/2_222107%23SL_747969510-222107


.A81 

Aspects of the field of the management’s specialist relevant to the auditor’s understanding may 
include 

• whether that specialist’s field has areas of specialty within it that are relevant to the 
audit. 

• whether any professional or other standards and regulatory or legal requirements apply. 
• what assumptions and methods are used by the management’s specialist and whether 

they are generally accepted within that specialist’s field appropriately applied under the 
applicable financial reporting framework. 

• the nature of internal and external data or information the management’s specialist 
uses. 

[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2022, by SAS No. 142. Paragraph renumbered by the issuance of SAS No. 143, July 2020. As 
amended, effective for audits of financial statements for periods ending on or after December 15, 
2023, by SAS No. 144.] 

.A82 

In the case of a management’s specialist engaged by the entity, there will ordinarily be an 
engagement letter or other written form of agreement between the entity and that specialist. 
Evaluating that agreement when obtaining an understanding of the work of the management’s 
specialist may assist the auditor in determining for the auditor’s purposes the appropriateness of 

• the nature, scope, and objectives of that specialist’s work; 
• the respective roles and responsibilities of management and that specialist; and 
• the nature, timing, and extent of communication between management and that 

specialist, including the form of any report to be provided by that specialist. 
[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2022, by SAS No. 142. Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

.A83 

In the case of a management’s specialist employed by the entity, it is less likely that there will be a 
written agreement of this kind. Inquiry of the specialist and other members of management may be 
the most appropriate way for the auditor to obtain the necessary understanding. [Paragraph added, 
effective for audits of financial statements for periods ending on or after December 15, 2022, by SAS 
No. 142. Paragraph renumbered by the issuance of SAS No. 143, July 2020.] 

Evaluating the Appropriateness of the Work of the Management’s Specialist 
(Ref: par. .27c) 
.A84 

Section 540 includes requirements and guidance related to accounting estimates, including the 
selection and application of the methods, significant assumptions, and data used in making the 
accounting estimate.fn 20 Considerations when evaluating the appropriateness of the work of the 
management’s specialist as audit evidence for the relevant assertion may include 

• if that specialist’s work involves significant assumptions, the appropriateness of the 
assumptions, taking into account the consistency of those assumptions with relevant 
information 

• if that specialist’s work involves the use of methods, the appropriateness of the 
methods under the circumstances, taking into account the requirements of the 
applicable financial reporting framework;  

• if that specialist’s work involves significant use of source data, including entity-produced 
data, the relevance and reliability of that source data; and 
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• the relevance and reasonableness of that specialist’s findings or conclusions, the 
consistency of the findings or conclusions with other audit evidence, and whether the 
findings or conclusions have been appropriately reflected in the financial statements. 

[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2022, by SAS No. 142. Paragraph renumbered by the issuance of SAS No. 143, July 2020. As 
amended, effective for audits of financial statements for periods ending on or after December 15, 
2023, by SAS No. 144.] 

.A85 

If the work of the management’s specialist involves use of significant assumptions developed by the 
management’s specialist, evaluating the appropriateness of those assumptions may include taking into 
account the consistency of those assumptions with relevant information such as the following:  

• Assumptions generally accepted within the specialist's field 
• Supporting information provided by the specialist 
• Industry, regulatory, and other external factors, including economic conditions  
• The entity's objectives, strategies, and related business risks 
• Existing market information 
• Historical or recent experience, along with changes in conditions and events affecting 

the entity 
• Significant assumptions used in other estimates tested in the entity's financial 

statements 
[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2023, by SAS No. 144.] 

.A86 

If the methods of the management’s specialist include the use of a proprietary model, the auditor’s 
procedures may include, for example 

• obtaining an understanding of the model through 
• inquiry of the specialist, and  
• reading descriptions of the model in the specialist’s report or equivalent communication; 
• testing controls over the entity’s evaluation of the specialist’s work; 
• testing mathematical accuracy of the calculations under the model, if practicable; or 
• assessing the inputs to and output from the model, which may involve using an 

alternative model for comparison. 
The extent of such procedures will depend on the type of model used (for example, commercially 
available versus internally developed) and the applicability of the factors described in paragraph .A71. 
[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2023, by SAS No. 144.] 

.A87 

Factors that affect the relevance and reliability of the work of the management’s specialist include the 
following:  

• The results of the auditor's procedures over internal or external data, significant 
assumptions, and methods 

• The nature of any restrictions, disclaimers, or limitations in the specialist's report or 
equivalent communication 

• The consistency of the management’s specialist's work with other evidence obtained by 
the auditor and the auditor's understanding of the entity and its environment 

[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2023, by SAS No. 144.] 

.A88 
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Additional procedures may be necessary if the management’s specialist's findings or conclusions 
appear to contradict the relevant assertion, or the management’s specialist's work does not provide 
sufficient appropriate audit evidence. Examples of situations in which additional procedures may be 
necessary include the following:  

• The findings and conclusions of the management’s specialist are inconsistent with 
• other information, if any, in the specialist's report, or equivalent communication,  
• other evidence obtained by the auditor, or  
• the auditor's understanding of the entity and its environment.  
• The management’s specialist's report, or equivalent communication, contains 

restrictions, disclaimers, or limitations regarding the auditor's use of the report or 
communication. 

• The auditor has identified exceptions in performing procedures related to data, 
significant assumptions, or methods. 

• The auditor has doubts about the competence, capabilities, or objectivity of the 
management’s specialist.  

• The management’s specialist has a conflict of interest relevant to the specialist’s work. 
[Paragraph added, effective for audits of financial statements for periods ending on or after December 
15, 2023, by SAS No. 144.] 

Appendix — Illustrative Audit Inquiry Letter to Legal Counsel (Ref: par. 
.23) 

.A89 

In connection with an audit of our financial statements at (balance sheet date) and for the (period) 
then ended, management of the Company has prepared, and furnished to our auditors (name and 
address of auditors), a description and evaluation of certain contingencies, including those set forth 
below involving matters with respect to which you have been engaged and to which you have devoted 
substantive attention on behalf of the Company in the form of legal consultation or representation. 
These contingencies are regarded by management of the Company as material for this purpose 
(management may indicate a materiality limit if an understanding has been reached with the auditor). 
Your response should include matters that existed at (balance sheet date) and during the period from 
that date to the date of your response. 

[Alternative wording when management requests the lawyer to prepare the list that describes and 
evaluates pending or threatened litigation, claims, and assessments is as follows:] 

In connection with an audit of our financial statements as of (balance-sheet date) and for the (period) 
then ended, please furnish our auditors, (name and address of auditors), with the information 
requested below concerning certain contingencies involving matters with respect to which you have 
devoted substantive attention on behalf of the Company in the form of legal consultation or 
representation. [When a materiality limit has been established based on an understanding between 
management and the auditor, the following sentence should be added: This request is limited to 
contingencies amounting to (amount) individually or items involving lesser amounts that exceed 
(amount) in the aggregate.] 

Pending or Threatened Litigation (Excluding Unasserted Claims)  

[Ordinarily the information would include the following: (1) the nature of the litigation, (2) the 
progress of the case to date, (3) how management is responding or intends to respond to the 
litigation (for example, to contest the case vigorously or to seek an out-of-court settlement), and (4) 
an evaluation of the likelihood of an unfavorable outcome and an estimate, if one can be made, of the 
amount or range of potential loss.] This letter will serve as our consent for you to furnish to our 
auditor all the information requested herein. Accordingly, please furnish to our auditors such 
explanation, if any, that you consider necessary to supplement the foregoing information, including an 
explanation of those matters for which your views may differ from those stated and an identification of 
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the omission of any pending or threatened litigation, claims, and assessments or a statement that the 
list of such matters is complete. 

[Alternative wording when management requests the lawyer to prepare the list that describes and 
evaluates pending or threatened litigation, claims, and assessments is as follows:] 

Regarding pending or threatened litigation, claims, and assessments, please include in your response: 
(1) the nature of each matter, (2) the progress of each matter to date, (3) how the Company is 
responding or intends to respond (for example, to contest the case vigorously or seek an out-of-court 
settlement), and (4) an evaluation of the likelihood of an unfavorable outcome and an estimate, if one 
can be made, of the amount or range of potential loss. 

Unasserted Claims and Assessments (Considered by Management to be Probable of Assertion and 
That, if Asserted, Would Have at Least a Reasonable Possibility of an Unfavorable Outcome)  

[Ordinarily management’s information would include the following: (1) the nature of the matter, (2) 
how management intends to respond if the claim is asserted, and (3) an evaluation of the likelihood of 
an unfavorable outcome and an estimate, if one can be made, of the amount or range of potential 
loss.] Please furnish to our auditors such explanation, if any, that you consider necessary to 
supplement the foregoing information, including an explanation of those matters for which your views 
may differ from those stated. 

We understand that whenever, in the course of performing legal services for us with respect to a 
matter recognized to involve an unasserted possible claim or assessment that may call for financial 
statement disclosure, if you have formed a professional conclusion that we should disclose or consider 
disclosure concerning such possible claim or assessment, as a matter of professional responsibility to 
us, you will so advise us and will consult with us concerning the question of such disclosure and the 
applicable requirements of Financial Accounting Standards Board (FASB) Accounting Standards 
Codification (ASC) 450, Contingencies. Please specifically confirm to our auditors that our 
understanding is correct. 

[Alternative wording when management requests the lawyer to prepare the list that describes and 
evaluates pending or threatened litigation, claims, and assessments is as follows:] 

We have represented to our auditors that there are no unasserted possible claims or assessments that 
you have advised us are probable of assertion and must be disclosed in accordance with FASB ASC 
450. We understand that whenever, in the course of performing legal services for us with respect to a 
matter recognized to involve an unasserted possible claim or assessment that may call for financial 
statement disclosure, you have formed a professional conclusion that we should disclose or consider 
disclosure concerning such possible claim or assessment, as a matter of professional responsibility to 
us, you will so advise us and will consult with us concerning the question of such disclosure and the 
applicable requirements of FASB ASC 450. Please specifically confirm to our auditors that our 
understanding is correct. 

Please specifically identify the nature of and reasons for any limitation on your response. 

[The auditor may request the client to inquire about additional matters, for example, unpaid or 
unbilled charges or specified information on certain contractually assumed obligations of the Company, 
such as guarantees of indebtedness of others.]  

[Alternative wording when management requests the lawyer to prepare the list that describes and 
evaluates pending or threatened litigation, claims, and assessments is as follows:] 

Your response should include matters that existed as of (balance-sheet date) and during the period 
from that date to the effective date of your response. Please specifically identify the nature of and 
reasons for any limitations on your response. Our auditors expect to have the audit completed about 
(expected completion date). They would appreciate receiving your reply by that date with a specified 
effective date no earlier than (ordinarily two weeks before expected completion date). 



[Wording that could be used in an audit inquiry letter, instead of the heading and first paragraph, 
when the client believes that there are no unasserted claims or assessments (to be specified to the 
lawyer for comment) that are probable of assertion and that, if asserted, would have a reasonable 
possibility of an unfavorable outcome as specified by Financial Accounting Standards Board Accounting 
Standards Codification 450, Contingencies, is as follows:] 

Unasserted claims and assessments — We have represented to our auditors that there are no 
unasserted possible claims that you have advised us are probable of assertion and must be disclosed, 
in accordance with Financial Accounting Standards Board Accounting Standards Codification 450, 
Contingencies. (The second paragraph in the section relating to unasserted claims and assessments 
would not be altered.) 

[Paragraph renumbered by the issuance of SAS No. 142, July 2020. Paragraph subsequently 
renumbered by the issuance of SAS No. 143, July 2020. Paragraph subsequently renumbered by the 
issuance of SAS No. 144, July 2021.] 

Exhibit A — American Bar Association Statement of Policy Regarding 
Lawyers’ Responses to Auditors’ Requests for Information (Ref: par. 
.A49) 

.A90 

Note: This document, in the form herein set forth, was approved by the Board of Governors of the 
American Bar Association (ABA) in December 1975, which official action permitted its release to 
lawyers and accountants as the standard recommended by the ABA for the lawyer’s response to 
letters of audit inquiry. 

Source: Statement on Auditing Standards No. 12 section 337C, Exhibit II—American Bar Association 
Statement of Policy Regarding Lawyers' Responses to Auditors' Requests for Informationfn * 

Preamble 

The public interest in protecting the confidentiality of lawyer-client communications is fundamental. 
The American legal, political and economic systems depend heavily upon voluntary compliance with 
the law and upon ready access to a respected body of professionals able to interpret and advise on the 
law. The expanding complexity of our laws and governmental regulations increases the need for 
prompt, specific and unhampered lawyer-client communication. The benefits of such communication 
and early consultation underlie the strict statutory and ethical obligations of the lawyer to preserve the 
confidences and secrets of the client, as well as the long-recognized testimonial privilege for lawyer-
client communication. 

Both the Code of Professional Responsibility and the cases applying the evidentiary privilege recognize 
that the privilege against disclosure can be knowingly and voluntarily waived by the client. It is equally 
clear that disclosure to a third party may result in loss of the "confidentiality" essential to maintain the 
privilege. Disclosure to a third party of the lawyer-client communication on a particular subject may 
also destroy the privilege as to other communications on that subject. Thus, the mere disclosure by 
the lawyer to the outside auditor, with due client consent, of the substance of communications 
between the lawyer and client may significantly impair the client’s ability in other contexts to maintain 
the confidentiality of such communications. 

Under the circumstances a policy of audit procedure which requires clients to give consent and 
authorize lawyers to respond to general inquiries and disclose information to auditors concerning 
matters which have been communicated in confidence is essentially destructive of free and open 
communication and early consultation between lawyer and client. The institution of such a policy 
would inevitably discourage management from discussing potential legal problems with counsel for 
fear that such discussion might become public and precipitate a loss to or possible liability of the 
business enterprise and its stockholders that might otherwise never materialize. 
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It is also recognized that our legal, political and economic systems depend to an important extent on 
public confidence in published financial statements. To meet this need the accounting profession must 
adopt and adhere to standards and procedures that will command confidence in the auditing process. 
It is not, however, believed necessary, or sound public policy, to intrude upon the confidentiality of the 
lawyer-client relationship in order to command such confidence. On the contrary, the objective of fair 
disclosure in financial statements is more likely to be better served by maintaining the integrity of the 
confidential relationship between lawyer and client, thereby strengthening corporate management’s 
confidence in counsel and encouraging its readiness to seek advice of counsel and to act in accordance 
with counsel’s advice. 

Consistent with the foregoing public policy considerations, it is believed appropriate to distinguish 
between, on the one hand, litigation which is pending or which a third party has manifested to the 
client a present intention to commence and, on the other hand, other contingencies of a legal nature 
or having legal aspects. As regards the former category, unquestionably the lawyer representing the 
client in a litigation matter may be the best source for a description of the claim or claims asserted, 
the client’s position (e.g., denial, contest, etc.), and the client’s possible exposure in the litigation (to 
the extent the lawyer is in a position to do so). As to the latter category, it is submitted that, for the 
reasons set forth above, it is not in the public interest for the lawyer to be required to respond to 
general inquiries from auditors concerning possible claims. 

It is recognized that the disclosure requirements for enterprises subject to the reporting requirements 
of the Federal securities laws are a major concern of managements and counsel, as well as auditors. It 
is submitted that compliance therewith is best assured when clients are afforded maximum 
encouragement, by protecting lawyer-client confidentiality, freely to consult counsel. Likewise, lawyers 
must be keenly conscious of the importance of their clients being competently advised in these 
matters. 

Statement of Policy  

NOW, THEREFORE, BE IT RESOLVED that it is desirable and in the public interest that this Association 
adopt the following Statement of Policy regarding the appropriate scope of the lawyer’s response to 
the auditor’s request, made by the client at the request of the auditor, for information concerning 
matters referred to the lawyer during the course of his representation of the client: 

1. Client Consent to Response. The lawyer may properly respond to the auditor’s requests for 
information concerning loss contingencies (the term and concept established by Statement of Financial 
Accounting Standards No. 5,fn † promulgated by the Financial Accounting Standards Board in March 
1975 and discussed in Paragraph 5.1 of the accompanying Commentary), to the extent hereinafter set 
forth, subject to the following: 

a. Assuming that the client’s initial letter requesting the lawyer to provide information to the auditor 
is signed by an agent of the client having apparent authority to make such a request, the lawyer may 
provide to the auditor information requested, without further consent, unless such information 
discloses a confidence or a secret or requires an evaluation of a claim. 

b. In the normal case, the initial request letter does not provide the necessary consent to the 
disclosure of a confidence or secret or to the evaluation of a claim since that consent may only be 
given after full disclosure to the client of the legal consequences of such action. 

c. Lawyers should bear in mind, in evaluating claims, that an adverse party may assert that any 
evaluation of potential liability is an admission. 

d. In securing the client’s consent to the disclosure of confidences or secrets, or the evaluation of 
claims, the lawyer may wish to have a draft of his letter reviewed and approved by the client before 
releasing it to the auditor; in such cases, additional explanation would in all probability be necessary 
so that the legal consequences of the consent are fully disclosed to the client. 
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2. Limitation on Scope of Response. It is appropriate for the lawyer to set forth in his response, by 
way of limitation, the scope of his engagement by the client. It is also appropriate for the lawyer to 
indicate the date as of which information is furnished and to disclaim any undertaking to advise the 
auditor of changes which may thereafter be brought to the lawyer’s attention. Unless the lawyer’s 
response indicates otherwise, (a) it is properly limited to matters which have been given substantive 
attention by the lawyer in the form of legal consultation and, where appropriate, legal representation 
since the beginning of the period or periods being reported upon, and (b) if a law firm or a law 
department, the auditor may assume that the firm or department has endeavored, to the extent 
believed necessary by the firm or department, to determine from lawyers currently in the firm or 
department who have performed services for the client since the beginning of the fiscal period under 
audit whether such services involved substantive attention in the form of legal consultation concerning 
those loss contingencies referred to in Paragraph 5(a) below but, beyond that, no review has been 
made of any of the client’s transactions or other matters for the purpose of identifying loss 
contingencies to be described in the response.fn ‡ 

3. Response may be Limited to Material Items. In response to an auditor’s request for disclosure of 
loss contingencies of a client, it is appropriate for the lawyer’s response to indicate that the response 
is limited to items which are considered individually or collectively material to the presentation of the 
client’s financial statements. 

4. Limited Responses. Where the lawyer is limiting his response in accordance with the Statement of 
Policy, his response should so indicate (see Paragraph 8). If in any other respect the lawyer is not 
undertaking to respond to or comment on particular aspects of the inquiry when responding to the 
auditor, he should consider advising the auditor that his response is limited, in order to avoid any 
inference that the lawyer has responded to all aspects; otherwise, he may be assuming a 
responsibility which he does not intend. 

5. Loss Contingencies. When properly requested by the client, it is appropriate for the lawyer to 
furnish to the auditor information concerning the following matters if the lawyer has been engaged by 
the client to represent or advise the client professionally with respect thereto and he has devoted 
substantive attention to them in the form of legal representation or consultation: 

a. overtly threatened or pending litigation, whether or not specified by the client; 

b. a contractually assumed obligation which the client has specifically identified and upon which the 
client has specifically requested, in the inquiry letter or a supplement thereto, comment to the 
auditor; 

c. an unasserted possible claim or assessment which the client has specifically identified and upon 
which the client has specifically requested, in the inquiry letter or a supplement thereto, comment to 
the auditor. 

With respect to clause (a), overtly threatened litigation means that a potential claimant has 
manifested to the client an awareness of and present intention to assert a possible claim or 
assessment unless the likelihood of litigation (or of settlement when litigation would normally be 
avoided) is considered remote. With respect to clause (c), where there has been no manifestation by a 
potential claimant of an awareness of and present intention to assert a possible claim or assessment, 
consistent with the considerations and concerns outlined in the Preamble and Paragraph 1 hereof, the 
client should request the lawyer to furnish information to the auditor only if the client has determined 
that it is probable that a possible claim will be asserted, that there is a reasonable possibility that the 
outcome (assuming such assertion) will be unfavorable, and that the resulting liability would be 
material to the financial condition of the client. Examples of such situations might (depending in each 
case upon the particular circumstances) include the following: (i) a catastrophe, accident or other 
similar physical occurrence in which the client’s involvement is open and notorious, or (ii) an 
investigation by a government agency where enforcement proceedings have been instituted or where 
the likelihood that they will not be instituted is remote, under circumstances where assertion of one or 
more private claims for redress would normally be expected, or (iii) a public disclosure by the client 
acknowledging (and thus focusing attention upon) the existence of one or more probable claims 
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arising out of an event or circumstance. In assessing whether or not the assertion of a possible claim 
is probable, it is expected that the client would normally employ, by reason of the inherent 
uncertainties involved and insufficiency of available data, concepts parallel to those used by the lawyer 
(discussed below) in assessing whether or not an unfavorable outcome is probable; thus, assertion of 
a possible claim would be considered probable only when the prospects of its being asserted seem 
reasonably certain (i.e., supported by extrinsic evidence strong enough to establish a presumption 
that it will happen) and the prospects of nonassertion seem slight. 

It would not be appropriate, however, for the lawyer to be requested to furnish information in 
response to an inquiry letter or supplement thereto if it appears that (a) the client has been required 
to specify unasserted possible claims without regard to the standard suggested in the preceding 
paragraph, or (b) the client has been required to specify all or substantially all unasserted possible 
claims as to which legal advice may have been obtained, since, in either case, such a request would 
be in substance a general inquiry and would be inconsistent with the intent of this Statement of Policy. 

The information that lawyers may properly give to the auditor concerning the foregoing matters would 
include (to the extent appropriate) an identification of the proceedings or matter, the stage of 
proceedings, the claim(s) asserted, and the position taken by the client. 

In view of the inherent uncertainties, the lawyer should normally refrain from expressing judgments 
as to outcome except in those relatively few clear cases where it appears to the lawyer that an 
unfavorable outcome is either "probable" or "remote"; for purposes of any such judgment it is 
appropriate to use the following meanings: 

i. probable — an unfavorable outcome for the client is probable if the prospects of the claimant not 
succeeding are judged to be extremely doubtful and the prospects for success by the client in its 
defense are judged to be slight. 

ii. remote — an unfavorable outcome is remote if the prospects for the client not succeeding in its 
defense are judged to be extremely doubtful and the prospects of success by the claimant are judged 
to be slight. 

If, in the opinion of the lawyer, considerations within the province of his professional judgment bear 
on a particular loss contingency to the degree necessary to make an informed judgment, he may in 
appropriate circumstances communicate to the auditor his view that an unfavorable outcome is 
"probable" or "remote," applying the above meanings. No inference should be drawn, from the 
absence of such a judgment, that the client will not prevail. 

The lawyer also may be asked to estimate, in dollar terms, the potential amount of loss or range of 
loss in the event that an unfavorable outcome is not viewed to be "remote." In such a case, the 
amount or range of potential loss will normally be as inherently impossible to ascertain, with any 
degree of certainty, as the outcome of the litigation. Therefore, it is appropriate for the lawyer to 
provide an estimate of the amount or range of potential loss (if the outcome should be unfavorable) 
only if he believes that the probability of inaccuracy of the estimate of the amount or range of 
potential loss is slight. 

The considerations bearing upon the difficulty in estimating loss (or range of loss) where pending 
litigation is concerned are obviously even more compelling in the case of unasserted possible claims. 
In most cases, the lawyer will not be able to provide any such estimate to the auditor. 

As indicated in Paragraph 4 hereof, the auditor may assume that all loss contingencies specified by the 
client in the manner specified in clauses (b) and (c) above have received comment in the response, 
unless otherwise therein indicated. The lawyer should not be asked, nor need the lawyer undertake, to 
furnish information to the auditor concerning loss contingencies except as contemplated by this 
Paragraph 5. 

6. Lawyer’s Professional Responsibility. Independent of the scope of his response to the auditor’s 
request for information, the lawyer, depending upon the nature of the matters as to which he is 
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engaged, may have as part of his professional responsibility to his client an obligation to advise the 
client concerning the need for or advisability of public disclosure of a wide range of events and 
circumstances. The lawyer has an obligation not knowingly to participate in any violation by the client 
of the disclosure requirements of the securities laws. In appropriate circumstances, the lawyer also 
may be required under the Code of Professional Responsibility to resign his engagement if his advice 
concerning disclosures is disregarded by the client. The auditor may properly assume that whenever, 
in the course of performing legal services for the client with respect to a matter recognized to involve 
an unasserted possible claim or assessment which may call for financial statement disclosure, the 
lawyer has formed a professional conclusion that the client must disclose or consider disclosure 
concerning such possible claim or assessment, the lawyer, as a matter of professional responsibility to 
the client, will so advise the client and will consult with the client concerning the question of such 
disclosure and the applicable requirementsfn || of FAS 5. 

7. Limitation on Use of Response. Unless otherwise stated in the lawyer’s response, it shall be solely 
for the auditor’s information in connection with his audit of the financial condition of the client and is 
not to be quoted in whole or in part or otherwise referred to in any financial statements of the client or 
related documents, nor is it to be filed with any governmental agency or other person, without the 
lawyer’s prior written consent.fn ‡ Notwithstanding such limitation, the response can properly be 
furnished to others in compliance with court process or when necessary in order to defend the auditor 
against a challenge of the audit by the client or a regulatory agency, provided that the lawyer is given 
written notice of the circumstances at least twenty days before the response is so to be furnished to 
others, or as long in advance as possible if the situation does not permit such period of notice.fn ‡  

8. General. This Statement of Policy, together with the accompanying Commentary (which is an 
integral part hereof), has been developed for the general guidance of the legal profession. In a 
particular case, the lawyer may elect to supplement or modify the approach hereby set forth. If 
desired, this Statement of Policy may be incorporated by reference in the lawyer’s response by the 
following statement: "This response is limited by, and in accordance with, the ABA Statement of Policy 
Regarding Lawyers’ Responses to Auditors’ Requests for Information (December 1975); without 
limiting the generality of the foregoing, the limitations set forth in such Statement on the scope and 
use of this response (Paragraphs 2 and 7) are specifically incorporated herein by reference, and any 
description herein of any ‘loss contingencies’ is qualified in its entirety by Paragraph 5 of the 
Statement and the accompanying Commentary (which is an integral part of the Statement)." 

The accompanying Commentary is an integral part of this Statement of Policy.  

Commentary 

Paragraph 1 (Client Consent to Response)  

In responding to any aspect of an auditor’s inquiry letter, the lawyer must be guided by his ethical 
obligations as set forth in the Code of Professional Responsibility. Under Canon 4 of the Code of 
Professional Responsibility a lawyer is enjoined to preserve the client’s confidences (defined as 
information protected by the attorney-client privilege under applicable law) and the client’s secrets 
(defined as other information gained in the professional relationship that the client has requested be 
held inviolate or the disclosure of which would be embarrassing or would be likely to be detrimental to 
the client). The observance of this ethical obligation, in the context of public policy, "... not only 
facilitates the full development of facts essential to proper representation of the client but also 
encourages laymen to seek early legal assistance." (Ethical Consideration 4-1). 

The lawyer’s ethical obligation therefore includes a much broader range of information than that 
protected by the attorney-client privilege. As stated in Ethical Consideration 4-4: "The attorney-client 
privilege is more limited than the ethical obligation of a lawyer to guard the confidences and secrets of 
his client. This ethical precept, unlike the evidentiary privilege, exists without regard to the nature or 
source of information or the fact that others share the knowledge." 

In recognition of this ethical obligation, the lawyer should be careful to disclose fully to his client any 
confidence, secret or evaluation that is to be revealed to another, including the client’s auditor, and to 
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satisfy himself that the officer or agent of a corporate client consenting to the disclosure understands 
the legal consequences thereof and has authority to provide the required consent. 

The law in the area of attorney-client privilege and the impact of statements made in letters to 
auditors upon that privilege has not yet been developed. Based upon cases treating the attorney-client 
privilege in other contexts, however, certain generalizations can be made with respect to the possible 
impact of statements in letters to auditors. 

It is now generally accepted that a corporation may claim the attorney-client privilege. Whether the 
privilege extends beyond the control group of the corporation (a concept found in the existing 
decisional authority), and if so, how far, is yet unresolved. 

If a client discloses to a third party a part of any privileged communication he has made to his 
attorney, there may have been a waiver as to the whole communication; further, it has been 
suggested that giving accountants access to privileged statements made to attorneys may waive any 
privilege as to those statements. Any disclosure of privileged communications relating to a particular 
subject matter may have the effect of waiving the privilege on other communications with respect to 
the same subject matter. 

To the extent that the lawyer’s knowledge of unasserted possible claims is obtained by means of 
confidential communications from the client, any disclosure thereof might constitute a waiver as fully 
as if the communication related to pending claims. 

A further difficulty arises with respect to requests for evaluation of either pending or unasserted 
possible claims. It might be argued that any evaluation of a claim, to the extent based upon a 
confidential communication with the client, waives any privilege with respect to that claim. 

Another danger inherent in a lawyer’s placing a value on a claim, or estimating the likely result, is that 
such a statement might be treated as an admission or might be otherwise prejudicial to the client. 

The Statement of Policy has been prepared in the expectation that judicial development of the law in 
the foregoing areas will be such that useful communication between lawyers and auditors in the 
manner envisaged in the Statement will not prove prejudicial to clients engaged in or threatened with 
adversary proceedings. If developments occur contrary to this expectation, appropriate review and 
revision of the Statement of Policy may be necessary. 

Paragraph 2 (Limitation on Scope of Response)  

In furnishing information to an auditor, the lawyer can properly limit himself to loss contingencies 
which he is handling on a substantive basis for the client in the form of legal consultation (advice and 
other attention to matters not in litigation by the lawyer in his professional capacity) or legal 
representation (counsel of record or other direct professional responsibility for a matter in litigation). 
Some auditors’ inquiries go further and ask for information on matters of which the lawyer "has 
knowledge." Lawyers are concerned that such a broad request may be deemed to include information 
coming from a variety of sources including social contact and third party contacts as well as 
professional engagement and that the lawyer might be criticized or subjected to liability if some of this 
information is forgotten at the time of the auditor’s request. 

It is also believed appropriate to recognize that the lawyer will not necessarily have been authorized to 
investigate, or have investigated, all legal problems of the client, even when on notice of some facts 
which might conceivably constitute a legal problem upon exploration and development. Thus, 
consideration in the form of preliminary or passing advice, or regarding an incomplete or hypothetical 
state of facts, or where the lawyer has not been requested to give studied attention to the matter in 
question, would not come within the concept of "substantive attention" and would therefore be 
excluded. Similarly excluded are matters which may have been mentioned by the client but which are 
not actually being handled by the lawyer. Paragraph 2 undertakes to deal with these concerns. 
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Paragraph 2 is also intended to recognize the principle that the appropriate lawyer to respond as to a 
particular loss contingency is the lawyer having charge of the matter for the client (e.g., the lawyer 
representing the client in a litigation matter and/or the lawyer having overall charge and supervision 
of the matter), and that the lawyer not having that kind of role with respect to the matter should not 
be expected to respond merely because of having become aware of its existence in a general or 
incidental way. 

The internal procedures to be followed by a law firm or law department may vary based on factors 
such as the scope of the lawyer’s engagement and the complexity and magnitude of the client’s 
affairs. Such procedures could, but need not, include use of a docket system to record litigation, 
consultation with lawyers in the firm or department having principal responsibility for the client’s 
affairs or other procedures which, in light of the cost to the client, are not disproportionate to the 
anticipated benefit to be derived. Although these procedures may not necessarily identify all matters 
relevant to the response, the evolution and application of the lawyer’s customary procedures should 
constitute a reasonable basis for the lawyer’s response. 

As the lawyer’s response is limited to matters involving his professional engagement as counsel, such 
response should not include information concerning the client which the lawyer receives in another 
role. In particular, a lawyer who is also a director or officer of the client would not include information 
which he received as a director or officer unless the information was also received (or, absent the dual 
role, would in the normal course be received) in his capacity as legal counsel in the context of his 
professional engagement. Where the auditor’s request for information is addressed to a law firm as a 
firm, the law firm may properly assume that its response is not expected to include any information 
which may have been communicated to the particular individual by reason of his serving in the 
capacity of director or officer of the client. The question of the individual’s duty, in his role as a 
director or officer, is not here addressed. 

Paragraph 3 (Response May Cover only Material Items in Certain Cases)  

Paragraph 3 makes it clear that the lawyer may optionally limit his responses to those items which are 
individually or collectively material to the auditor’s inquiry. If the lawyer takes responsibility for 
making a determination that a matter is not material for the purposes of his response to the audit 
inquiry, he should make it clear that his response is so limited. The auditor, in such circumstance, 
should properly be entitled to rely upon the lawyer’s response as providing him with the necessary 
corroboration. It should be emphasized that the employment of inside general counsel by the client 
should not detract from the acceptability of his response since inside general counsel is as fully bound 
by the professional obligations and responsibilities contained in the Code of Professional Responsibility 
as outside counsel. If the audit inquiry sets forth a definition of materiality but the lawyer utilizes a 
different test of materiality, he should specifically so state. The lawyer may wish to reach an 
understanding with the auditor concerning the test of materiality to be used in his response, but he 
need not do so if he assumes responsibility for the criteria used in making materiality determinations. 
Any such understanding with the auditor should be referred to or set forth in the lawyer’s response. In 
this connection, it is assumed that the test of materiality so agreed upon would not be so low in 
amount as to result in a disservice to the client and an unreasonable burden on counsel. 

Paragraph 4 (Limited Responses)  

The Statement of Policy is designed to recognize the obligation of the auditor to complete the 
procedures considered necessary to satisfy himself as to the fair presentation of the company’s 
financial condition and results, in order to render a report which includes an opinion not qualified 
because of a limitation on the scope of the audit. In this connection, reference is made to SEC 
Accounting Series Release No. 90 [Financial Reporting Release No. 1, section 607.01(b)], in which it is 
stated: 

"A ‘subject to’ or ‘except for’ opinion paragraph in which these phrases refer to the scope of the audit, 
indicating that the accountant has not been able to satisfy himself on some significant element in the 
financial statements, is not acceptable in certificates filed with the Commission in connection with the 
public offering of securities. The ‘subject to’ qualification is appropriate when the reference is to a 
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middle paragraph or to footnotes explaining the status of matters which cannot be resolved at 
statement date." 

Paragraph 5 (Loss Contingencies)  

Paragraph 5 of the Statement of Policy summarizes the categories of "loss contingencies" about which 
the lawyer may furnish information to the auditor. The term loss contingencies and the categories 
relate to concepts of accounting accrual and disclosure specified for the accounting profession in 
Statement of Financial Accounting Standards No. 5fn † ("FAS 5") issued by the Financial Accounting 
Standards Board in March, 1975. 

5.1 Accounting Requirements  

To understand the significance of the auditor’s inquiry and the implications of any response the lawyer 
may give, the lawyer should be aware of the following accounting concepts and requirements set out 
in FAS 5:fn # 

a. A "loss contingency" is an existing condition, situation or set of circumstances involving 
uncertainty as to possible loss to an enterprise that will ultimately be resolved when one or more 
events occur or fail to occur. Resolutions of the uncertainty may confirm the loss or impairment of an 
asset or the incurrence of a liability. (Para. 1) 

b. When a "loss contingency" exists, the likelihood that a future event or events will confirm the loss 
or impairment of an asset or the incurrence of a liability can range from probable to remote. There are 
three areas within that range, defined as follows: 

i. Probable — "The future event or events are likely to occur." 

ii. Reasonably possible — "The chance of the future event or events occurring is more than remote 
but less than likely." 

iii. Remote — "The chance of the future event or events occurring is slight." (Para. 3) 

c. Accrual in a client’s financial statements by a charge to income of the period will be required if 
both the following conditions are met: 

i. "Information available prior to issuance of the financial statements indicates that it is probable that 
an asset had been impaired or a liability had been incurred at the date of the financial statements. It 
is implicit in this condition that it must be probable that one or more future events will occur 
confirming the fact of the loss." (emphasis added; footnote omitted) 

ii. "The amount of loss can be reasonably estimated." (Para. 8) 

d. If there is no accrual of the loss contingency in the client’s financial statements because one of the 
two conditions outlined in (c) above are not met, disclosure may be required as provided in the 
following: 

"If no accrual is made for a loss contingency because one or both of the conditions in paragraph 8 are 
not met, or if an exposure to loss exists in excess of the amount accrued pursuant to the provisions of 
paragraph 8, disclosure of the contingency shall be made when there is at least a reasonable 
possibility that a loss or an additional loss may have been incurred. The disclosure shall indicate the 
nature of the contingency and shall give an estimate of the possible loss or range of loss or state that 
such an estimate cannot be made. Disclosure is not required of a loss contingency involving an 
unasserted claim or assessment when there has been no manifestation by potential claimant of an 
awareness of a possible claim or assessment unless it is considered probable that a claim will be 
asserted and there is a reasonable possibility that the outcome will be unfavorable." (emphasis added; 
footnote omitted) (Para. 10) 
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e. The accounting requirements recognize or specify that (i) the opinions or views of counsel are not 
the sole source of audit evidence in making determinations about the accounting recognition or 
treatment to be given to litigation, and (ii) the fact that the lawyer is notable to express an opinion 
that the outcome will be favorable does not necessarily require an accrual of a loss. Paragraphs 36 
and 37 of FAS 5 state as follows: 

"If the underlying cause of the litigation, claim, or assessment is an event occurring before the date of 
an enterprise’s financial statements, the probability of an outcome unfavorable to the enterprise must 
be assessed to determine whether the condition in paragraph 8(a) is met. Among the factors that 
should be considered are the nature of the litigation, claim, or assessment, the progress of the case 
(including progress after the date of the financial statements but before those statements are issued), 
the opinions or views of legal counsel and other advisers, the experience of the enterprise in similar 
cases, the experience of other enterprises, and any decision of the enterprise’s management as to 
how the enterprise intends to respond to the lawsuit, claim, or assessment (for example, a decision to 
contest the case vigorously or a decision to seek an out-of-court settlement). The fact that legal 
counsel is unable to express an opinion that the outcome will be favorable to the enterprise should not 
necessarily be interpreted to mean that the condition for accrual of a loss in paragraph 8(a) is met. 

"The filing of a suit or formal assertion of a claim or assessment does not automatically indicate that 
accrual of a loss may be appropriate. The degree of probability of an unfavorable outcome must be 
assessed. The condition for accrual in paragraph 8(a) would be met if an unfavorable outcome is 
determined to be probable. If an unfavorable outcome is determined to be reasonably possible but not 
probable, or if the amount of loss cannot be reasonably estimated, accrual would be inappropriate, but 
disclosure would be required by paragraph 10 of this Statement." 

f. Paragraph 38 of FAS 5 focuses on certain examples concerning the determination by the enterprise 
whether an assertion of an unasserted possible claim may be considered probable: 

"With respect to unasserted claims and assessments, an enterprise must determine the degree of 
probability that a suit may be filed or a claim or assessment may be asserted and the possibility of an 
unfavorable outcome. For example, a catastrophe, accident, or other similar physical occurrence 
predictably engenders claims for redress, and in such circumstances their assertion may be probable; 
similarly, an investigation of an enterprise by a governmental agency, if enforcement proceedings 
have been or are likely to be instituted, is often followed by private claims for redress, and the 
probability of their assertion and the possibility of loss should be considered in each case. By way of 
further example, an enterprise may believe there is a possibility that it has infringed on another 
enterprise’s patent rights, but the enterprise owning the patent rights has not indicated an intention to 
take any action and has not even indicated an awareness of the possible infringement. In that case, a 
judgment must first be made as to whether the assertion of a claim is probable. If the judgment is 
that assertion is not probable, no accrual or disclosure would be required. On the other hand, if the 
judgment is that assertion is probable, then a second judgment must be made as to the degree of 
probability of an unfavorable outcome. If an unfavorable outcome is probable and the amount of loss 
can be reasonably estimated, accrual of a loss is required by paragraph 8. If an unfavorable outcome 
is probable but the amount of loss cannot be reasonably estimated, accrual would not be appropriate, 
but disclosure would be required by paragraph 10. If an unfavorable outcome is reasonably possible 
but not probable, disclosure would be required by paragraph 10." 

For a more complete presentation of FAS 5, reference is made to AU section 337B, Exhibit I — 
Excerpts From Financial Accounting Standards Board Accounting Standards Codification 450, 
Contingencies [SAS No. 12 section 337B],fn ** in which are set forth excerpts selected by the AICPA as 
relevant to a Statement on Auditing Standards, issued by its Auditing Standards Executive Committee, 
captioned "Inquiry of a Client’s Lawyer Concerning Litigation, Claims, and Assessments." 

5.2 Lawyer’s Response  

Concepts of probability inherent in the usage of terms like "probable" or "reasonably possible" or 
"remote" mean different things in different contexts. Generally, the outcome of, or the loss which may 
result from, litigation cannot be assessed in any way that is comparable to a statistically or empirically 



determined concept of "probability" that may be applicable when determining such matters as 
reserves for warranty obligations or accounts receivable or loan losses when there is a large number 
of transactions and a substantial body of known historical experience for the enterprise or comparable 
enterprises. While lawyers are accustomed to counseling clients during the progress of litigation as to 
the possible amount required for settlement purposes, the estimated risks of the proceedings at 
particular times and the possible application or establishment of points of law that may be relevant, 
such advice to the client is not possible at many stages of the litigation and may change dramatically 
depending upon the development of the proceedings. Lawyers do not generally quantify for clients the 
"odds" in numerical terms; if they do, the quantification is generally only undertaken in an effort to 
make meaningful, for limited purposes, a whole host of judgmental factors applicable at a particular 
time, without any intention to depict "probability" in any statistical, scientific or empirically-grounded 
sense. Thus, for example, statements that litigation is being defended vigorously and that the client 
has meritorious defenses do not, and do not purport to, make a statement about the probability of 
outcome in any measurable sense. 

Likewise, the "amount" of loss — that is, the total of costs and damages that ultimately might be 
assessed against a client — will, in most litigation, be a subject of wide possible variance at most 
stages; it is the rare case where the amount is precise and where the question is whether the client 
against which claim is made is liable either for all of it or none of it. 

In light of the foregoing considerations, it must be concluded that, as a general rule, it should not be 
anticipated that meaningful quantifications of "probability" of outcome or amount of damages can be 
given by lawyers in assessing litigation. To provide content to the definitions set forth in Paragraph 5 
of the Statement of Policy, this Commentary amplifies the meanings of the terms under discussion, as 
follows: 

"probable" — An unfavorable outcome is normally "probable" if, but only if, investigation, preparation 
(including development of the factual data and legal research) and progress of the matter have 
reached a stage where a judgment can be made, taking all relevant factors into account which may 
affect the outcome, that it is extremely doubtful that the client will prevail. 

"remote" — The prospect for an unfavorable outcome appears, at the time, to be slight; i.e., it is 
extremely doubtful that the client will not prevail. Normally, this would entail the ability to make an 
unqualified judgment, taking into account all relevant factors which may affect the outcome, that the 
client may confidently expect to prevail on a motion for summary judgment on all issues due to the 
clarity of the facts and the law. 

In other words, for purposes of the lawyer’s response to the request to advise auditors about 
litigation, an unfavorable outcome will be "probable" only if the chances of the client prevailing appear 
slight and of the claimant losing appear extremely doubtful; it will be "remote" when the client’s 
chances of losing appear slight and of not winning appear extremely doubtful. It is, therefore, to be 
anticipated that, in most situations, an unfavorable outcome will be neither "probable" nor "remote" as 
defined in the Statement of Policy. 

The discussion above about the very limited basis for furnishing judgments about the outcome of 
litigation applies with even more force to a judgment concerning whether or not the assertion of a 
claim not yet asserted is "probable." That judgment will infrequently be one within the professional 
competence of lawyers and therefore the lawyer should not undertake such assessment except where 
such judgment may become meaningful because of the presence of special circumstances, such as 
catastrophes, investigations and previous public disclosure as cited in Paragraph 5 of the Statement of 
Policy, or similar extrinsic evidence relevant to such assessment. Moreover, it is unlikely, absent 
relevant extrinsic evidence, that the client or anyone else will be in a position to make an informed 
judgment that assertion of a possible claim is "probable" as opposed to "reasonably possible" (in 
which event disclosure is not required). In light of the legitimate concern that the public interest would 
not be well served by resolving uncertainties in a way that invites the assertion of claims or otherwise 
causes unnecessary harm to the client and its stockholders, a decision to treat an unasserted claim as 
"probable" of assertion should be based only upon compelling judgment. 
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Consistent with these limitations believed appropriate for the lawyer, he should not represent to the 
auditor, nor should any inference from his response be drawn, that the unasserted possible claims 
identified by the client (as contemplated by Paragraph 5(c) of the Statement of Policy) represent all 
such claims of which the lawyer may be aware or that he necessarily concurs in his client’s 
determination of which unasserted possible claims warrant specification by the client; within proper 
limits, this determination is one which the client is entitled to make — and should make — and it 
would be inconsistent with his professional obligations for the lawyer to volunteer information arising 
from his confidential relationship with his client. 

As indicated in Paragraph 5, the lawyer also may be asked to estimate the potential loss (or range) in 
the event that an unfavorable outcome is not viewed to be "remote." In such a case, the lawyer would 
provide an estimate only if he believes that the probability of inaccuracy of the estimate of the range 
or amount is slight. What is meant here is that the estimate of amount of loss presents the same 
difficulty as assessment of outcome and that the same formulation of "probability" should be used 
with respect to the determination of estimated loss amounts as should be used with respect to 
estimating the outcome of the matter. 

In special circumstances, with the proper consent of the client, the lawyer may be better able to 
provide the auditor with information concerning loss contingencies through conferences where there is 
opportunity for more detailed discussion and interchange. However, the principles set forth in the 
Statement of Policy and this Commentary are fully applicable to such conferences. 

Subsumed throughout this discussion is the ongoing responsibility of the lawyer to assist his client, at 
the client’s request, in complying with the requirements of FAS 5 to the extent such assistance falls 
within his professional competence. This will continue to involve, to the extent appropriate, privileged 
discussions with the client to provide a better basis on which the client can make accrual and 
disclosure determinations in respect of its financial statements. 

In addition to the considerations discussed above with respect to the making of any judgment or 
estimate by the lawyer in his response to the auditor, including with respect to a matter specifically 
identified by the client, the lawyer should also bear in mind the risk that the furnishing of such a 
judgment or estimate to any one other than the client might constitute an admission or be otherwise 
prejudicial to the client’s position in its defense against such litigation or claim (see Paragraph 1 of the 
Statement of Policy and of this Commentary). 

Paragraph 6 (Lawyer’s Professional Responsibility)  

The client must satisfy whatever duties it has relative to timely disclosure, including appropriate 
disclosure concerning material loss contingencies, and, to the extent such matters are given 
substantive attention in the form of legal consultation, the lawyer, when his engagement is to advise 
his client concerning a disclosure obligation, has a responsibility to advise his client concerning its 
obligations in this regard. Although lawyers who normally confine themselves to a legal specialty such 
as tax, antitrust, patent or admiralty law, unlike lawyers consulted about SEC or general corporate 
matters, would not be expected to advise generally concerning the client’s disclosure obligations in 
respect of a matter on which the lawyer is working, the legal specialist should counsel his client with 
respect to the client’s obligations under FAS 5 to the extent contemplated herein. Without regard to 
legal specialty, the lawyer should be mindful of his professional responsibility to the client described in 
Paragraph 6 of the Statement of Policy concerning disclosure. 

The lawyer’s responsibilities with respect to his client’s disclosure obligations have been a subject of 
considerable discussion and there may be, in due course, clarification and further guidance in this 
regard. In any event, where in the lawyer’s view it is clear that (i) the matter is of material 
importance and seriousness, and (ii) there can be no reasonable doubt that its non-disclosure in the 
client’s financial statements would be a violation of law giving rise to material claims, rejection by the 
client of his advice to call the matter to the attention of the auditor would almost certainly require the 
lawyer’s withdrawal from employment in accordance with the Code of Professional Responsibility. 
(See, e.g., Disciplinary Rule 7-102 (A)(3) and (7), and Disciplinary Rule 2-110 (B)(2).) Withdrawal 
under such circumstances is obviously undesirable and might present serious problems for the client. 

https://techlib.deloitteresources.com/?link=content/2_222107%23ad_501_exhibitA_par5c-222107
https://techlib.deloitteresources.com/?link=content/2_222107%23ad_501_exhibitA_par5-222107
https://techlib.deloitteresources.com/?link=content/2_222107%23ad_501_exhibitA_par1-222107
https://techlib.deloitteresources.com/?link=content/2_222107%23ad_501_exhibitA_par6-222107


Accordingly, in the context of financial accounting and reporting for loss contingencies arising from 
unasserted claims, the standards for which are contained in FAS 5, clients should be urged to disclose 
to the auditor information concerning an unasserted possible claim or assessment (not otherwise 
specifically identified by the client) where in the course of the services performed for the client it has 
become clear to the lawyer that (i) the client has no reasonable basis to conclude that assertion of the 
claim is not probable (employing the concepts hereby enunciated) and (ii) given the probability of 
assertion, disclosure of the loss contingency in the client’s financial statements is beyond reasonable 
dispute required. 

Paragraph 7 (Limitation on Use of Response)  

Some inquiry letters make specific reference to, and one might infer from others, an intention to quote 
verbatim or include the substance of the lawyer’s reply in footnotes to the client’s financial 
statements. Because the client’s prospects in pending litigation may shift as a result of interim 
developments, and because the lawyer should have an opportunity, if quotation is to be made, to 
review the footnote in full, it would seem prudent to limit the use of the lawyer’s reply letter. 
Paragraph 7 sets out such a limitation. 

Paragraph 7 also recognizes that it may be in the client’s interest to protect information contained in 
the lawyer’s response to the auditor, if and to the extent possible, against unnecessary further 
disclosure or use beyond its intended purpose of informing the auditor. For example, the response 
may contain information which could prejudice efforts to negotiate a favorable settlement of a pending 
litigation described in the response. The requirement of consent to further disclosure, or of reasonable 
advance notice where disclosure may be required by court process or necessary in defense of the 
audit, is designed to give the lawyer an opportunity to consult with the client as to whether consent 
should be refused or limited or, in the case of legal process or the auditor’s defense of the audit, as to 
whether steps can and should be taken to challenge the necessity of further disclosure or to seek 
protective measures in connection therewith. It is believed that the suggested standard of twenty days 
advance notice would normally be a minimum reasonable time for this purpose. 

Paragraph 8 (General)  

It is reasonable to assume that the Statement of Policy will receive wide distribution and will be readily 
available to the accounting profession. Specifically, the Statement of Policy has been reprinted as 
Exhibit II to the Statement on Auditing Standards, "Inquiry of a Client’s Lawyer Concerning Litigation, 
Claims, and Assessments," issued by the Auditing Standards Executive Committee of the American 
Institute of Certified Public Accountants. Accordingly, the mechanic for its incorporation by reference 
will facilitate lawyer-auditor communication. The incorporation is intended to include not only 
limitations, such as those provided by Paragraphs 2 and 7 of the Statement of Policy, but also the 
explanatory material set forth in this Commentary. 

Annex A  

[Illustrative forms of letters for full response by outside practitioner or law firm and inside general 
counsel to the auditor’s inquiry letter. These illustrative forms, which are not part of the Statement of 
Policy, have been prepared by the Committee on Audit Inquiry Responses solely in order to assist 
those who may wish to have, for reference purposes, a form of response which incorporates the 
principles of the Statement of Policy and accompanying Commentary. Other forms of response letters 
will be appropriate depending on the circumstances.] 

Illustrative Form of Letter for Use by Outside Practitioner or Law Firm: 

[Name and Address of Accounting Firm] 

Re: [Name of Client] [and Subsidiaries] 

Dear Sirs: 
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By letter date [insert date of request] Mr. [insert name and title of officer signing request] of [insert 
name of client] [(the "Company") or (together with its subsidiaries, the "Company")] has requested us 
to furnish you with certain information in connection with your examination of the accounts of the 
Company as at [insert fiscal year-end]. 

[Insert description of the scope of the lawyer’s engagement; the following are sample descriptions:] 

While this firm represents the Company on a regular basis, our engagement has been limited to 
specific matters as to which we were consulted by the Company. 

[or] 

We call your attention to the fact that this firm has during the past year represented the Company 
only in connection with certain [Federal income tax matters] [litigation] [real estate transactions] 
[describe other specific matters, as appropriate] and has not been engaged for any other purpose. 

Subject to the foregoing and to the last paragraph of this letter, we advise you that since [insert date 
of beginning of fiscal period under audit] we have not been engaged to give substantive attention to, 
or represent the Company in connection with, [material]fn †† loss contingencies coming within the 
scope of clause (a) of Paragraph 5 of the Statement of Policy referred to in the last paragraph of this 
letter, except as follows: 

[Describe litigation and claims which fit the foregoing criteria.] 

[If the inquiry letter requests information concerning specified unasserted possible claims or 
assessments and/or contractually assumed obligations:] 

With respect to the matters specifically identified in the Company’s letter and upon which comment 
has been specifically requested, as contemplated by clauses (b) or (c) of Paragraph 5 of the ABA 
Statement of Policy, we advise you, subject to the last paragraph of this letter, as follows: 

[Insert information as appropriate] 

The information set forth herein is [as of the date of this letter] [as of (insert date), the date on which 
we commenced our internal review procedures for purposes of preparing this response], except as 
otherwise noted, and we disclaim any undertaking to advise you of changes which thereafter may be 
brought to our attention. 

[Insert information with respect to outstanding bills for services and disbursements.] 

This response is limited by, and in accordance with, the ABA Statement of Policy Regarding Lawyers’ 
Responses to Auditors’ Requests for Information (December 1975); without limiting the generality of 
the foregoing, the limitations set forth in such Statement on the scope and use of this response 
(Paragraphs 2 and 7) are specifically incorporated herein by reference, and any description herein of 
any "loss contingencies" is qualified in its entirety by Paragraph 5 of the Statement and the 
accompanying Commentary (which is an integral part of the Statement). Consistent with the last 
sentence of Paragraph 6 of the ABA Statement of Policy and pursuant to the Company’s request, this 
will confirm as correct the Company’s understanding as set forth in its audit inquiry letter to us that 
whenever, in the course of performing legal services for the Company with respect to a matter 
recognized to involve an unasserted possible claim or assessment that may call for financial statement 
disclosure, we have formed a professional conclusion that the Company must disclose or consider 
disclosure concerning such possible claim or assessment, we, as a matter of professional responsibility 
to the Company, will so advise the Company and will consult with the Company concerning the 
question of such disclosure and the applicable requirements of Statement of Financial Accounting 
Standards No. 5.fn † [Describe any other or additional limitation as indicated by Paragraph 4 of the 
Statement] 
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Very truly yours, 

Illustrative Form of Letter for Use by Inside General Counsel: 

[Name and Address of Accounting Firm] 

Re: [Name of Company] [and Subsidiaries] 

Dear Sirs: 

As General Counselfn ‡‡ of [insert name of client] [(the "Company")] [(together with its subsidiaries, 
the "Company")], I advise you as follows in connection with your examination of the accounts of the 
Company as at [insert fiscal year-end]. 

I call your attention to the fact that as General Counselfn ‡‡for the Company I have general supervision 
of the Company’s legal affairs. [If the general legal supervisory responsibilities of the person signing 
the letter are limited, set forth here a clear description of those legal matters over which such person 
exercises general supervision, indicating exceptions to such supervision and situations where primary 
reliance should be placed on other sources.] In such capacity, I have reviewed litigation and claims 
threatened or asserted involving the Company and have consulted with outside legal counsel with 
respect thereto where I have deemed appropriate. 

Subject to the foregoing and to the last paragraph of this letter, I advise you that since [insert date of 
beginning of fiscal period under audit] neither I, nor any of the lawyers over whom I exercise general 
legal supervision, have given substantive attention to, or represented the Company in connection 
with, [material]fn †† loss contingencies coming within the scope of clause (a) of Paragraph 5 of the 
Statement of Policy referred to in the last paragraph of this letter, except as follows: 

[Describe litigation and claims which fit the foregoing criteria.] 

[If information concerning specified unasserted possible claims or assessments and/or contractually 
assumed obligations is to be supplied:] 

With respect to matters which have been specifically identified as contemplated by clauses (b) or (c) 
of Paragraph 5 of the ABA Statement of Policy, I advise you, subject to the last paragraph of this 
letter, as follows: 

[Insert information as appropriate] 

The information set forth herein is [as of the date of this letter] as of [insert date], the date on which 
we commenced our internal review procedures for purposes of preparing this response, except as 
otherwise noted, and I disclaim any undertaking to advise you of changes which thereafter may be 
brought to my attention or to the attention of the lawyers over whom I exercise general legal 
supervision. 

This response is limited by, and in accordance with, the ABA Statement of Policy Regarding Lawyers’ 
Responses to Auditors’ Requests for Information (December 1975); without limiting the generality of 
the foregoing, the limitations set forth in such Statement on the scope and use of this response 
(Paragraphs 2 and 7) are specifically incorporated herein by reference, and any description herein of 
any "loss contingencies" is qualified in its entirety by Paragraph 5 of the Statement and the 
accompanying Commentary (which is an integral part of the Statement). Consistent with the last 
sentence of Paragraph 6 of the ABA Statement of Policy, this will confirm as correct the Company’s 
understanding that whenever, in the course of performing legal services for the Company with respect 
to a matter recognized to involve an unasserted possible claim or assessment that may call for 
financial statement disclosure, I have formed a professional conclusion that the Company must 
disclose or consider disclosure concerning such possible claim or assessment, I, as a matter of 
professional responsibility to the Company, will so advise the Company and will consult with the 
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Company concerning the question of such disclosure and the applicable requirements of Statement of 
Financial Accounting Standards No. 5.fn †[Describe any other or additional limitation as indicated by 
Paragraph 4 of the Statement.] 

Very truly yours, 

[Paragraph renumbered by the issuance of SAS No. 142, July 2020. Paragraph subsequently 
renumbered by the issuance of SAS No. 143, July 2020. Paragraph subsequently renumbered by the 
issuance of SAS No. 144, July 2021.] 

Exhibit B — Report of the Subcommittee on Audit Inquiry Responsesfn 1 
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Because of a recent court case and other judicial decisions involving lawyers’ responses to auditors’ 
requests for information, an area of uncertainty or concern has been brought to the Subcommittee’s 
attention and is the subject of the following comment: 

This Committee’s report does not modify the ABA Statement of Policy, nor does it constitute an 
interpretation thereof. The Preamble to the ABA Statement of Policy states as follows: 

Both the Code of Professional Responsibility and the cases applying the evidentiary privilege recognize 
that the privilege against disclosure can be knowingly and voluntarily waived by the client. It is equally 
clear that disclosure to a third party may result in loss of the "confidentiality" essential to maintain the 
privilege. Disclosure to a third party of the lawyer-client communication on a particular subject may 
also destroy the privilege as to other communications on that subject. Thus, the mere disclosure by 
the lawyer to the outside auditor, with due client consent, of the substance of communications 
between the lawyer and client may significantly impair the client’s ability in other contexts to maintain 
the confidentiality of such communications. 

Under the circumstances a policy of audit procedure which requires clients to give consent and 
authorize lawyers to respond to general inquiries and disclose information to auditors concerning 
matters which have been communicated in confidence is essentially destructive of free and open 
communication and early consultation between lawyer and client. The institution of such a policy 
would inevitably discourage management from discussing potential legal problems with counsel for 
fear that such discussion might become public and precipitate a loss to or possible liability of the 
business enterprise and its stockholders that might otherwise never materialize. 

It is also recognized that our legal, political, and economic systems depend to an important extent on 
public confidence in published financial statements. To meet this need the accounting profession must 
adopt and adhere to standards and procedures that will command confidence in the auditing process. 
It is not, however, believed necessary, or sound public policy, to intrude upon the confidentiality of the 
lawyer-client relationship in order to command such confidence. On the contrary, the objective of fair 
disclosure in financial statements is more likely to be better served by maintaining the integrity of the 
confidential relationship between lawyer and client, thereby strengthening corporate management’s 
confidence in counsel and to act in accordance with counsel’s advice. 

Paragraph 1 of the ABA Statement of Policy provides as follows: 

1. Client Consent to Response. The lawyer may properly respond to the auditor’s requests for 
information concerning loss contingencies (the term and concept established by Statement of Financial 
Accounting Standards No. 5, promulgated by the Financial Accounting Standards Board in March 1975 
and discussed in Paragraph 5.1 of the accompanying commentary), to the extent hereinafter set forth, 
subject to the following: 

a. Assuming that the client’s initial letter requesting the lawyer to provide information to the auditor 
is signed by an agent of the client having apparent authority to make such a request, the lawyer may 
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provide to the auditor information requested, without further consent, unless such information 
discloses a confidence or a secret or requires an evaluation of a claim. 

b. In the normal case, the initial request letter does not provide the necessary consent to the 
disclosure of a confidence or secret or to the evaluation of a claim since that consent may only be 
given after full disclosure to the client of the legal consequences of such action. 

c. Lawyers should bear in mind, in evaluating claims, that an adverse party may assert that any 
evaluation of potential liability is an admission. 

d. In securing the client’s consent to the disclosure of confidences or secrets, or the evaluation of 
claims, the lawyer may wish to have a draft of his letter reviewed and approved by the client before 
releasing it to the auditor; in such cases, additional explanation would in all probability be necessary 
so that the legal consequences of the consent are fully disclosed to the client. 

In order to preserve explicitly the evidentiary privileges, some lawyers have suggested that clients 
include language in the following or substantially similar form: 

We do not intend that either our request to you to provide information to our auditor or your response 
to our auditor should be construed in any way to constitute a waiver of the attorney-client privilege or 
the attorney work-product privilege. 

If client’s request letter does not contain language similar to that in the preceding paragraph, the 
lawyer’s statement that the client has so advised him or her may be based upon the fact that the 
client has in fact so advised the lawyer, in writing or orally, in other communications or in discussions. 

For the same reason, the response letter from some lawyers also includes language in the following or 
substantially similar form: 

The Company [or other defined term] has advised us that, by making the request set forth in its letter 
to us, the Company [or other defined term] does not intend to waive the attorney-client privilege with 
respect to any information which the Company [or other defined term] has furnished to us. Moreover, 
please be advised that our response to you should not be construed in any way to constitute a waiver 
of the protection of the attorney work-product privilege with respect to any of our files involving the 
Company [or other defined term]. 

We believe that language similar to the foregoing in letters of the client or the lawyer simply makes 
explicit what has always been implicit, namely, it expressly states clearly that neither the client nor 
the lawyer intended a waiver. It follows that non-inclusion of either or both of the foregoing 
statements by the client or the lawyer in their respective letters at any time in the past or the future 
would not constitute an expression of intent to waive the privileges. 

On the other hand, the inclusion of such language does not necessarily assure the client that, 
depending on the facts and circumstances, a waiver may not be found by a court of law to have 
occurred. 

We do not believe that the foregoing types of inclusions cause a negative impact upon the public 
policy considerations described in the Preamble to the ABA Statement of Policy nor do they intrude 
upon the arrangements between the legal profession and the accounting profession contemplated by 
the ABA Statement of Policy. Moreover, we do not believe that such language interferes in any way 
with the standards and procedures of the accounting profession in the auditing process nor should it 
be construed as a limitation upon the lawyer’s reply to the auditors. We have been informed that the 
Auditing Standards Board of the AICPA has adopted an interpretation of SAS 12 recognizing the 
propriety of these statements. 

Lawyers, in any case, should be encouraged to have their draft letters to auditors reviewed and 
approved by the client before releasing them to the auditors and may wish to explain to the client the 



legal consequences of the client’s consent to lawyer’s response as contemplated by subparagraph 1(d) 
of the Statement of Policy. 

[Paragraph renumbered by the issuance of SAS No. 142, July 2020. Paragraph subsequently 
renumbered by the issuance of SAS No. 143, July 2020. Paragraph subsequently renumbered by the 
issuance of SAS No. 144, July 2021.] 
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By Audit Responses Committee, ABA Business Law Section  

Requests for updates to lawyers’ audit response letters have become more frequent in recent years. 
Typically, the client’s audit inquiry letter to its lawyers calls for a response before the anticipated 
issuance date of the audited financial statements. An “update” or “bringdown” is an audit response 
letter provided to the auditor in which a lawyer provides information about loss contingencies as of a 
date after the date of the lawyer’s initial response to the audit inquiry letter and any previous update. 

The ABA Statement of Policy Regarding Lawyers’ Responses to Auditors’ Requestsfn 1 does not 
specifically discuss updates to audit response letters. In view of the increased frequency of update 
requests and the lack of guidance regarding these requests, the ABA Business Law Section Audit 
Responses Committee has prepared this statement to outline the reasons auditors seek updates of 
audit response letters and to present the Committee’s views on appropriate practices for responding to 
update requests under the ABA Statement of Policy. The Committee hopes that the guidance provided 
in this Statement will enhance the ability of lawyers to respond efficiently to update requests, thereby 
facilitating the audit process and contributing to audit quality. 

The Reasons for Update Requests  

The ABA Statement of Policy, including its reference to accounting and auditing standards, provides 
the framework for lawyers’ audit response letters. The ABA Statement of Policy recognizes the 
fundamental importance to the American legal system of maintaining client confidences. It makes 
clear that lawyers may provide information to auditors only at the request, and with the express 
consent, of their clients.fn 2 In accordance with the ABA Statement of Policy, lawyers typically indicate 
in their audit response letters that the information they are furnishing is as of a specified date and 
disclaim any undertaking to advise the auditor of changes that may later be brought to the lawyer’s 
attention.fn 3 The ABA Statement of Policy also contemplates that “the auditor may assume that the 
firm or department has endeavored, to the extent believed necessary by the firm or department, to 
determine from lawyers currently in the firm or department who have performed services for the client 
since the beginning of the fiscal period under audit whether such services involved substantive 
attention in the form of legal consultation concerning” loss contingencies.fn 4 

In recent years, requests for updates have become standard procedure for many auditors. This 
reflects changes in applicable accounting standards and auditing practices, as well as increased 
emphasis on loss contingencies by the Securities and Exchange Commission (“SEC”) and Financial 
Accounting Standards Board (“FASB”), which in turn has increased auditors’ focus on loss 
contingencies. Requests for updates to audit response letters typically are made in three contexts: 

• Audit of annual financial statements. Changes to financial reporting standards require 
the entity’s management to evaluate “subsequent events,” which can include changes 
in loss contingencies, through the date the financial statements are issued or are 
available to be issued.fn 5 

As a result of changes in auditing practices,fn 6 most auditors’ reports are now dated as of the date the 
financial statements are issued or are available to be issued, as opposed to the date on which 
fieldwork is completed. Accordingly, the auditor may seek to obtain audit evidence, in the form of 
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audit letter updates, to corroborate management’s identification of and accounting for loss 
contingencies as of the issuance date. 

• Review of quarterly financial statements. As with annual financial statements, an entity 
is required to consider subsequent events, including loss contingencies, through the 
date of issuance of its quarterly financial statements. SEC rules require that quarterly 
financial statements be reviewed by the entity’s external auditors in accordance with 
relevant auditing standards.fn 7 Although they are not ordinarily required to do so,fn 8 
auditors may request confirmation from counsel about loss contingencies as part of 
their internal procedures before they will sign off on the filing of quarterly financial 
statements with the SEC. 

• Consents in connection with registered securities offerings. Auditors must consent to 
the use of their audit reports in registration statements for public offerings of securities. 
Auditing standards require the auditors to perform certain procedures before consenting 
to the inclusion of a previously issued audit report in a registration statement or 
amendment to a registration statement.fn 9 Although these standards do not require an 
auditor to make inquiries of lawyers, before issuing a consent, many auditors ask 
lawyers to update their audit response letters. In offerings involving shelf takedowns, 
the auditors may request one or more updates in connection with their delivery of 
“comfort letters” to underwriters. 

The foregoing explains the increased frequency of auditors’ requests for updates. However, the 
experience of many lawyers suggests that auditors (and sometimes clients) do not always appreciate 
the need for lawyers to perform internal procedures to be able to deliver an update. 

Lawyers’ Responses to Update Requests — A Framework  

A lawyer’s update to an audit response letter is subject to the ABA Statement of Policy and should be 
prepared and delivered in accordance with its terms. This has several implications. 

Client Requests for Updates to Audit Response Letters. As with the initial response letter, a lawyer 
may only provide information to the auditor at the client’s request, even if, as is often the case, the 
auditor requests the update directly. The lawyer should be satisfied that the client has provided the 
necessary authorization for the update. The Committee does not believe that any specific form of 
authorization is necessary, so long as it expresses the client’s intent that the lawyer deliver an update 
to the lawyer’s response letter to the auditor. A lawyer may rely on any form of written request, 
including electronic mail. The Committee believes that lawyers may also rely on oral requests for an 
update, though it may be advisable for them to document such requests. 

Standing Requests. In some cases, a client’s initial request letter may contain a standing request that 
the lawyer deliver updates to response letters upon request by the auditor. The inclusion of such a 
request can facilitate the audit response process. Many lawyers view a client request to provide 
information to the auditors in connection with the audit of the annual financial statements to include 
an implicit standing request to respond to update requests related to issuance of those financial 
statements. Other lawyers require a separate authorization for every update, absent a standing 
request. 

The Committee believes that lawyers may provide an update on the basis of a standing request, but 
recognizes that in some circumstances they may want a specific request or consent from the client. 
Among those circumstances are (1) when significant time has elapsed since the initial request, and (2) 
when developments have occurred that would be required to be reported in the update, such as 
pending or threatened litigation that has arisen since the previous response or significant 
developments in previously described pending or threatened litigation, and the lawyer believes the 
client should be consulted before issuing the update response. 

Preparation of Updates to Audit Response Letters. The Committee recognizes that circumstances may 
allow lawyers significantly less time to prepare an update than they had for the initial response letter. 
Still, clients and auditors should recognize that because, from the lawyers’ standpoint, each update is 
tantamount to reissuance of the initial response letter, lawyers may have to perform internal review 



procedures similar to those performed for the initial response letter. Those may include inquiring again 
of lawyers in the law firm or law department who may have relevant information. Clients should be 
encouraged to communicate with their lawyers and the auditor when the client becomes aware of a 
filing or transaction that will require an update to an audit response letter, so that the lawyers have 
adequate time to perform sufficient internal review procedures to provide the update.fn 10 

The internal procedures lawyers perform to issue an update will depend on the particular 
circumstances and the professional judgment of the lawyers involved as to what is necessary. For 
example, some law firms or law departments may canvass the lawyers who provided information 
reflected in the earlier response to the audit inquiry letter, even if those lawyers have not 
subsequently recorded time for the client. Other firms or law departments may only canvass lawyers 
who have performed legal services for the client since the cutoff date for the last internal inquiry and 
any other lawyers they believe are likely to have relevant information. The Committee believes that 
either approach is acceptable. The Committee recognizes that the professional judgment of lawyers 
may lead to different procedures in particular cases, which might involve varying types and amount of 
inquiry and documentation. 

Form of Updates to Audit Response Letters. Updates ordinarily should be delivered in writing, not 
communicated orally. Any update to an audit response letter should be made in accordance with the 
ABA Statement of Policy, including its conditions and limitations. Unlike lawyers’ initial responses to 
audit inquiry letters, no illustrative form of update response has been established, and many different 
forms are in common use. 

Some lawyers regularly use a “long form” response letter that employs the same form as the initial 
response letter but provides information about loss contingencies as of an effective date after the 
effective date of the previous letter. Others use a “short form” letter that does not contain all the 
language of a long-form letter, but rather references the information in the previous letter and 
identifies any reportable developments with respect to previously reported loss contingencies or 
reportable loss contingencies that have arisen since the prior effective date. Finally, some lawyers 
have adopted a hybrid approach under which they use a short form in some circumstances and a long 
form in others; these lawyers may use a short form when they have no developments to report since 
the previous response letter and a long form when additional information about loss contingencies 
(whether previously reported or new) needs to be reported. 

If a short form is used, the Committee suggests that it should (1) refer to the relevant client 
request(s), the entity or entities covered by the response, and the most recent long form response 
letter and previous update letters, if any, identifying them by date, and (2) state expressly that the 
response is subject to the same limitations and qualifications contained in the earlier letter. Nothing in 
this statement is intended to limit the professional judgment of a lawyer regarding the form the lawyer 
uses to update an audit response letter. 

[Paragraph added, June 2015, to reflect Statement on Updates to Audit Response Letter by the Audit 
Responses Committee of the American Bar Association. Revised, February 2017, to better reflect the 
AICPA Council Resolution designating the PCAOB to promulgate technical standards. Paragraph 
renumbered by the issuance of SAS No. 142, July 2020. Paragraph subsequently renumbered by the 
issuance of SAS No. 143, July 2020. Paragraph subsequently renumbered by the issuance of SAS No. 
144, July 2021.] 

________________________________________________ 
 

[fn 1] [Footnote deleted by the issuance of SAS No. 143, July 2020.] 
fn 2 Section 330, Performing Audit Procedures in Response to Assessed Risks and Evaluating the Audit Evidence 
Obtained, addresses the auditor’s procedures to respond to the assessed risks of material misstatements at the 
relevant assertion level. 
fn 3 For purposes of this section, the term legal counsel refers to the entity’s in-house legal counsel and external 
legal counsel. 
[fn 4-fn 6] [Footnotes deleted by the issuance of SAS No. 143, July 2020.] 
[fn 7]  [Footnote deleted by the issuance of SAS No. 144, June 2021.]  
fn 8 Paragraphs .23–.24 of section 330. 
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fn 9 Paragraph .A13 of section 510, Opening Balances — Initial Audit Engagements, Including Reaudit 
Engagements. 
fn 10 Paragraph .15 of section 580, Written Representations. 
fn 11 Paragraph .12 of section , Understanding the Entity and Its Environment and Assessing the Risks of Material 
Misstatement. 
fn 12  The Statement of Policy Regarding Lawyers’ Responses to Auditors’ Requests for Information is reprinted as 
exhibit A, "American Bar Association Statement of Policy Regarding Lawyers’ Responses to Auditors’ Requests for 
Information," for the convenience of readers but is not an integral part of this section.  
fn 13  Paragraph .43 of section 700, Forming an Opinion and Reporting on Financial Statements, or paragraphs .82 
and .126 of section 703, Forming an Opinion and Reporting on Financial Statements of Employee Benefit Plans 
Subject to ERISA. [As amended, effective for audits of financial statements for periods ending on or after 
December 15, 2021, by SAS No. 136.]  
fn 14  Paragraph .07 of section 705, Modifications to the Opinion in the Independent Auditor’s Report.  
fn 15  Paragraph .13 of section 705.  
fn 16 Paragraph .A14 of section 200, Overall Objectives of the Independent Auditor and the Conduct of an Audit in 
Accordance With Generally Accepted Auditing Standards. 
fn 17 See section 265, Communicating Internal Control Related Matters Identified in an Audit, for further guidance. 
[Footnote added, effective for audits of financial statements for periods ending on or after December 15, 2022, by 
SAS No. 142.] 
fn 18 See paragraph .07 of section 500, Audit Evidence. [Footnote added, effective for audits of financial 
statements for periods ending on or after December 15, 2023, by SAS No. 144.] 
fn 19 Paragraph .07 of section 620, Using the Work of an Auditor’s Specialist. [Footnote added, effective for audits 
of financial statements for periods ending on or after December 15, 2022, by SAS No. 142. Footnote renumbered 
by the issuance of SAS No. 144, June 2021.] 
fn 20 Paragraph .21 of section 540, Auditing Accounting Estimates and Related Disclosures. [Footnote added, 
effective for audits of financial statements for periods ending on or after December 15, 2023, by SAS No. 144.] 
fn * Statement on Auditing Standards No. 12 section 337C, Exhibit II — American Bar Association Statement of 
Policy Regarding Lawyers' Responses to Auditors' Requests for Information, has been superseded by this section. 
fn † In July 2009, the Financial Accounting Standards Board (FASB) issued FASB Accounting Standards Codification 
(ASC) as authoritative. FASB ASC is now the source of authoritative U.S. accounting and reporting standards for 
nongovernmental entities, in addition to guidance promulgated by the Securities and Exchange Commission (SEC). 
As of July 1, 2009, all other nongrandfathered, non-SEC accounting literature not included in FASB ASC became 
nonauthoritative. FASB Statement No. 5, Accounting for Contingencies, has been codified as FASB ASC 450, 
Contingencies. 
fn ‡ As contemplated by Paragraph 8 of this Statement of Policy, this sentence is intended to be the subject of 
incorporation by reference as therein provided. 
fn || Under FAS 5, when there has been no manifestation by a potential claimant of an awareness of a possible 
claim or assessment, disclosure of an unasserted possible claim is required only if the enterprise concludes that (i) 
it is probable that a claim will be asserted, (ii) there is a reasonable possibility, if the claim is in fact asserted, that 
the outcome will be unfavorable, and (iii) the liability resulting from such unfavorable outcome would be material 
to its financial condition. 
fn # Citations are to paragraph numbers of FAS 5. 
fn ** Statement on Auditing Standards No. 12 section 337B, Exhibit I — Excerpts From Financial Accounting 
Standards Board Accounting Standards Codification 450, Contingencies, has been withdrawn by this section. 
fn †† Note: See Paragraph 3 of the Statement of Policy and the accompanying Commentary for guidance where the 
response is limited to material items. 
fn ‡‡ It may be appropriate in some cases for the response to be given by inside counsel other than inside general 
counsel, in which event this letter should be appropriately modified. 
fn 1 Excerpted from "Statement of Policy Regarding Lawyers’ Responses to Auditors’ Requests for Information," The 
Business Lawyer 31, no. 3 (1976). Reprinted by permission of the American Bar Association. 
fn * ©2015. Published in The Business Lawyer, Vol. 70, Spring 2015, by the American Bar Association. Reproduced 
with permission. All rights reserved. This information or any portion thereof may not be copied or disseminated in 
any form or by any means or stored in an electronic database or retrieval system without the express written 
consent of the American Bar Association or the copyright holder. 
fn 1 American Bar Association Statement of Policy Regarding Lawyers’ Responses to Auditors’ Requests for 
Information, 31 BUS. LAW. 1709 (1976) [hereinafter ABA Statement of Policy], reprinted in ABA BUS. LAW 
SECTION AUDIT RESPONSES COMM., AUDITOR’S LETTER HANDBOOK 1 (2d ed. 2013). 
fn 2 Id. at 2–3 (¶ 1). 
fn 3 Id. at 3 (¶ 2) (“It is also appropriate for the lawyer to indicate the date as of which information is furnished and 
to disclaim any undertaking to advise the auditor of changes which may thereafter be brought to the lawyer’s 
attention.”). 
fn 4 Id. Although a law firm’s or law department’s internal review procedure may include canvassing lawyers who 
performed services for a client from the beginning of the fiscal period under audit, many firms or departments limit 
their response to matters existing at the end of that period or arising after the end of the period. This approach is 
based upon the statement in the typical request letter to the effect that the response should include matters that 
existed at the end of the fiscal period under audit and during the period from that date to the date as of which the 
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response is given. See INTERIM AUDITING STANDARDS, AU § 337A (Pub. Co. Accounting Oversight Bd. 2003) 
(illustrative audit inquiry letter); CODIFICATION OF STATEMENTS ON AUDITING STANDARDS, Statement on 
Auditing Standards No. 122, AU-C § 501.A69 (Am. Inst. of Certified Pub. Accountants 2011) (illustrative audit 
inquiry letter). Thus, under this approach, matters resolved during the fiscal period, which no longer comprise “loss 
contingencies” at or after the fiscal period end date, are not reported. 
fn 5 See SUBSEQUENT EVENTS, Accounting Standards Codification, Topic 855 (Fin. Accounting Standards Bd. 2010) 
[hereinafter ASC 855]. ASC 855 codifies a prior accounting standard on subsequent events. See SUBSEQUENT 
EVENTS, Statement of Fin. Accounting Standards, No. 165 (Fin. Accounting Standards Bd. 2009) [hereinafter SFAS 
165]. Notably, SFAS 165 amended the accounting standard governing contingencies. See ACCOUNTING FOR 
CONTINGENCIES, Statement of Fin. Accounting Standards No. 5 (Fin. Accounting Standards Bd. 1975), amended 
by SFAS 165, ¶ B3 (codified as CONTINGENCIES, Accounting Standards Codification, Topic 450 (Fin. Accounting 
Standards Bd. 2009)) [hereinafter ASC 450]. As amended, ASC 450 provides that, in assessing the accounting for 
a loss contingency, the reporting entity must consider information available through the date the financial 
statements were issued or available to be issued. See id. 450-20-25. Under ASC 855, for SEC filers, financial 
statements are “issued” on the date they are filed with the SEC; for non-SEC filers, they are “available to be 
issued” when they are complete and all internal approvals for issuance have occurred. ASC 855-10-25. ASC 855 
also requires that entities disclose in the financial statements the date through which they evaluated subsequent 
events. See id. 855-10-50. 
fn 6 In connection with its adoption of Auditing Standard No. 5 in 2007, the Public Company Accounting Oversight 
Board amended Interim Auditing Standard AU 530 to provide that “the auditor should date the audit report no 
earlier than the date on which the auditor has obtained sufficient appropriate evidence to support the auditor’s 
opinion.” INTERIM AUDITING STANDARDS, AU § 530.01 (Pub. Co. Accounting Oversight Bd. 2007). Previously, AU 
530 had provided that generally the date of completion of the field work should be used as the date of the report. 
See Proposed Auditing Standard — An Audit of Internal Control over Financial Reporting that Is Integrated with an 
Audit of Financial Statements and Related Other Proposals, PCAOB Release No. 2006-007, at 34 (Dec. 19, 2006), 
available at http://pcaobus.org/Rules/Documents/2006-12-19_Release_No._2006-007.pdf. The PCAOB also 
amended its Interim Auditing Standards to provide that “the latest date of the period covered by the lawyer’s 
response (the ‘effective date’) should be as close to the date of the auditor’s report as is practicable in the 
circumstances.” INTERIM AUDITING STANDARDS, AU § 9337.05 (Pub. Co. Accounting Oversight Bd. 2007). 
Previously, the standard had said that the effective date should be “as close to the completion of field work” as 
practicable in the circumstances. INTERIM AUDITING STANDARDS, AU § 9337.05 (Pub. Co. Accounting Oversight 
Bd. 2003). 
fn 7 Regulation S-X, Rule 10-01(d), 17 C.F.R. § 210.10-01(d) (2014). 
fn 8 See INTERIM AUDITING STANDARDS, AU § 722.20 (Pub. Co. Accounting Oversight Bd. 2003); CODIFICATION 
OF AUDITING STANDARDS AND PROCEDURES, Statement on Auditing Standards No. 100, AU § 722.20 (Am. Inst. 
of Certified Pub. Accountants 2002), superseded by CODIFICATION OF STATEMENTS ON AUDITING STANDARDS, 
Statement on Auditing Standards No. 122, AU-C § 930.15 (Am. Inst. of Certified Pub. Accountants 2011). 
fn 9 See INTERIM AUDITING STANDARDS, AU § 711 (Pub. Co. Accounting Oversight Bd. 2003); CODIFICATION OF 
STATEMENTS ON AUDITING STANDARDS, Statement on Auditing Standards No. 122, AU-C § 925 (Am. Inst. of 
Certified Pub. Accountants 2011). 
fn 10 See ABA Statement of Policy, supra note 1, at 9–10 (commentary ¶ 2) (“The internal procedures to be 
followed by a law firm or law department may vary based on factors such as the scope of the lawyer’s engagement 
and the complexity and magnitude of the client’s affairs. Such procedures could, but need not, include use of a 
docket system to record litigation, consultation with lawyers in the firm or department having principal 
responsibility for the client’s affairs or other procedures which, in light of the cost to the client, are not 
disproportionate to the anticipated benefit to be derived. Although these procedures may not necessarily identify all 
matters relevant to the response, the evolution and application of the lawyer’s customary procedures should 
constitute a reasonable basis for the lawyer’s response.”). 
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ASB PIE Task Force

• Andrew Prather (ASB member and Chair)

• Jennifer Clayton (AICPA PEEC Staff)

• Renee Rampulla (ASB member)

• Tania Sergott (ASB member)

• Heather Funsch (TIC liaison)

• Staffed by Brian Wilson, assisted by Jordyn 
Joseph
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Discussion Focus

3

IAASB Track 1 Comment Letter

PEEC PIE Update

• Current IAASB Differential Requirements for PIEs
• Directional input to IAASB

IAASB Track 2

• Questions for ASB

ASB Matters



Key Takeaways: Track 1 Comment Letter

Upon further analysis 
by the TF, the ASB’s 
comment letter 
evolved from the 
direction expected in 
July 2022. Notably:

• Auditor reporting 
transparency 
conditioned on 
accessibility

• Excluding review 
engagement reports

• The need for more 
robust AM and 
implementation 
guidance concurrent 
with the final 
revisions to ISA 700 
(Revised)

•Our support for the proposed auditor reporting approach is 
conditional on accessibility of the auditor’s report (and 
financial statements) for the stakeholders the IAASB and 
IESBA intend to serve 

Transparency in the Auditor's 
Report

•We did not support extending the proposed reporting 
approach for PIEs in a review engagementReview Engagements

•We identified several application issues that we believe 
must be addressed in the proposed revised standards

•We also offered observations and recommendations in the 
development of IAASB implementation material

Matters to be address with the final 
revisions to ISA 700 (Revised) and 

ISA 260 (Revised)

•We asked the IAASB to issue stakeholder educational 
resources that explains the changes to ISA 700 (Revised) 
and ISA 260 (Revised). We provided several observations 
and recommendations to support that effort

Stakeholder Education

•We urged the IAASB to develop a comprehensive pro 
forma illustration of the auditor’s report reflecting the 
continuing revisions to the auditor’s report from all active 
projects likely to amend the auditor’s report

Pro Forma Auditor's Report

4



PEEC PIE Update

• How to refine and add mandatory PIE categories
• How to approach evaluation of whether an entity is a PIE
• To require practitioner transparency

PEEC is considering whether:

• PEEC will provide input on a draft revised PIE definition 
during its November 10, 2022 meeting

• Targeted exposure timeline should be clearer after the 
November 2022 PEEC meeting

Looking ahead:

5



IAASB Track 2 Objectives

6

Converge revised definitions and key concepts in the 
IESBA Code to the ISQMs and ISAs regarding listed 
entities and PIEs

1

Establish guidelines to support the IAASB’s differential 
requirements for PIEs (see next slide)2

Amend current differential requirements for listed entities in 
the ISQMs and ISAs as needed to enhance audit 
performance and improve stakeholder confidence for 
certain entities

3



IAASB Track 2 Objectives: Establishing 
Guidelines

Through July 2022 
the ASB has raised 
some concern 
financial statement 
users may interpret 
that non-PIEs have 
lesser quality of 
assurance

7

Develop need for a 
differential requirement 
(DR)

Adopt IESBA’s 
overarching objective on 
establishing DRs

Develop a tailored 
objective to explain 
purpose

Determine how the 
objective should be 
addressed in ISAs & 
ISQMs

Determine appropriate 
form and location of 
objective guidelines



Current IAASB Differential Requirements for Listed Entities

8

Communicating with TCWG about the system of quality management and establishing policies or 
procedures that address the selection of engagements for engagement quality review in accordance 
with ISQM 1

Communicating

Communicating with TCWG about auditor independence in accordance with ISA 260 (Revised), 
Communication with Those Charged with GovernanceCommunicating

Reporting on specific matters for audits of financial statements of listed entities in accordance with ISA 
700 (Revised), Forming an Opinion and Reporting on Financial StatementsReporting

Communicating key audit matters in the auditor’s report in accordance with ISA 701, Communicating 
Key Audit Matters in the Independent Auditor’s ReportCommunicating

Reporting specific matters regarding other information for audits of financial statements of listed entities 
in accordance with ISA 720 (Revised), The Auditor’s Responsibilities Relating to Other InformationReporting



Current ASB Task Force Views on Extending 
Extant IAASB DRs to PIEs

The ASB’s PIE TF 
has begun initial 
discussions about 
whether extant IAASB 
DRs could be applied 
to non-issuer PIEs in 
the U.S.

9

• Undecided – will this requirement add value for PIEs?

Communicate with TCWG about QM systems

• Appropriate to extend to PIEs as as it aligns with Track 1

Communicate with TCWG about independence

• Do not extend KAMs and audit partner name requirements to PIEs

Report other information in accordance with ISA 700

• Do not extend KAMs requirement to PIEs

Report KAMs in accordance with ISA 701

• Undecided – what is nature and extend of other information of PIEs?

Report other information in accordance with ISA 720



Questions for ASB

• What’s our driver moving forward?
o Refer to the Appendix illustrating the PEEC/ASB 

Decision Tree from July 2022

o Do we wait to react to PEEC’s actions, or should we 
be proactive?

10



Upcoming 
ASB Task 
Force 
Activities

• Monitor the IAASB’s response to suggestions from the Track 1 
comment letters

• Continue to provide feedback to the IAASB on Track 2 through 
IASTF/ASB meetings

• Continue to monitor the PEEC PIE project and react
• ASB PIE TF meetings scheduled for the remainder of 2022:

• November 29 (discuss December IAASB materials) 
• Other TF meetings:

• Pacing IAASB PIE timeline and plenary meetings
• ASB focused meetings – pending ASB input

Next Steps

11

What to 
Expect in 
2023

• The IAASB plans to vote Track 1 final in Q2 2023
• The ASB will write a comment letter to the IAASB after issuance of 

the Track 2 exposure draft expected circa September 2023
• ASB focus – pending discussion of what the core driver is moving 

forward



Appendix
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1. Will PEEC change 
AICPA’s definition of PIE?

2. Will PEEC develop a 
transparency 
requirement?

4. ASB action to 
converge with IAASB 
change in auditor’s 

report is possible but 
unlikely

3. ASB action to 
address transparency 

is necessary

No
Or delayedYes

Yes
No

Or delayed

IESBA’s PIE Definition: A firm shall treat an 
entity as a public interest entity when it falls 
within any of the following categories:
a) A publicly traded entity;
b) An entity one of whose main functions is to 
take deposits from the public;
c) An entity one of whose main functions is to 
provide insurance to the public; or
d) An entity specified as such by law, regulation 
or professional standards to meet the purpose 
described in 400.10.
IESBA Transparency Requirements: 
Audit firms must explicitly disclose whether the 
firm has applied the applicable independence 
requirement under the relevant ethical 
framework
IAASB Requirements: TBD

AICPA PIE Definition: All of the following:
a) All listed entities, including entities that are 
outside the United States whose shares, stock, 
or debt are quoted or listed on a recognized 
stock exchange or marketed under the 
regulations of a recognized stock exchange or 
other equivalent body.
b) Any entity for which an audit is required by 
regulation or legislation to be conducted in 
compliance with the same independence 
requirements that apply to an audit of listed 
entities (for example, requirements of the SEC, 
the PCAOB, or other similar regulators or 
standard setters).

AICPA Transparency Requirements: 
Ethics Code: TBD
AU-C Section 700 para .28c and A39 state:

• The report is required to include a 
statement that the auditor is required to 
be independent of the entity and to meet 
the auditor’s other ethical responsibilities, 
in accordance with the relevant ethical 
requirements relating to the audit. 

• When independence and other relevant 
requirements are contained in a limited 
number of sources, the auditor may 
choose to name the relevant sources.

Key Decisions Needed by PEEC and ASB

Key:
Blue box = PEEC Action

Maroon box = ASB Action
Red box = Urgent

Yellow box = Caution
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ASB’s Technology Working Group (TWG)

• Chaired by ASB member Samantha Bowling

• Includes other ASB members Kathy Healy, Chris Rogers, and Bob 
Harris

• Other members: Dan Balla, Margaret Christ, Sara Watson, Erin 
Mackler, and former ASB member Brad Ames

• Staffed by Brian Wilson 

• Note: TWG represents firms of various sizes, preparers, academics, and 
internal audit

2



Recent Activities
• Significant TWG effort expended on advancing the technology-related risk assessment 

resource (refer to subsequent slides)

• Developed a survey directed to small and medium size practitioners on impediments to 
using technology in the audit (release for 2nd half of October 2022)

• Promoting technology adoption for small to medium size firms

– JoA interviews: Technology in the Audit (Samantha Bowling)

– AICPA Purpose in Action Podcast: Continuous Auditing – Improving Business Results 
in Real Time (Samantha Bowling)

• Ongoing liaison meetings with others (e.g., the CAQ)

• Monitoring and reacting to the work of other standard-setters:

– Technology discussion at the September 2022 IAASB meeting

– As announced in October 2022, PCAOB staff is is analyzing relevant information and 
developing a proposal that will consider how PCAOB standards should be revised to 
address certain aspects of designing and performing audit procedures using 
technology-assisted data analysis

3



Technology-Related Risk Assessment 
Resource Update



Storyboard

5

Components Description

Overall
Introduction
and Part 1

Explanation of the nature and purpose of the overall resource and a general overview of 
how management’s technology and data-related internal controls over financial reporting 
environment can impact the external auditor’s SAS 145 risk assessment 

Part 1 includes four often observed audit situations where declining auditor reliability of the 
company’s business processes, including ICFR, affect the auditor’s risk assessment

Part 2 Management’s Technology and ICFR Maturity Model: Illustration of where investment in 
technology driven ICFR and attributes pertaining to systems and data mature to a point 
that results of greater reporting quality and audit value

Part 3 Auditor’s risk assessment staircase: Illustration of where the auditor (audit firm’s) 
investment in technology and audit data analytics mature enhance audit quality

Part 4 Capstone Example: Supply Chain and Product Repricing Affecting Revenue Recognition 
and Profitability

A comprehensive example that brings together the key elements of Parts 1 through 3 into 
a dynamic, iterative examples that applies technology and audit data analytics to perform 
the SAS 145 risk assessment



Content Strategy

Overall Approach

• Start awareness and interest during Q4 2022 through Q1 
2023 then release all 4 parts together during Q2 2023

• Deploy the resource timely to assist practitioners with their 
adoption and implementation of SAS 145 (effective 
December 15, 2023)

• Deployment of the resource to be done in conjunction with 
other SAS 145 resources from the AICPA (e.g., LCE 
guide, articles)

• Deployment to support public interest through an 
integrated content journey in 2023+

6

DRAFT: pending ASB discussion 



Resource Drafting Timeline

7

Part 4

Part 3

Part 2

Part 1

Drafting by TWG Technical and Content Reviews Finalize and Release

Sep 22 Oct 22 Nov 22 Dec 22 Jan 23 Feb 23 Mar 23 Q2 2023



Technology-Related Relationship 
Matrix
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Technology-Related Relationship Matrix v1.0

AICPA (e.g., ASB, 
ASEC, CPA.com, 
CPA Evolution, Peer 
Review)

Standard-Setters 
(e.g., PCAOB, SEC, 
IAASB, FASB)

Auditor and 
management-
preparer technology 
industry and 
professional 
organizations

Technology 
providers (e.g., 
MindBridge, Wolters 
Kluwer, Microsoft)

ASB Questions:

1. How does the ASB 
see it’s role among 
technology-related 
stakeholders 
impacting the audit?

2. Who are stakeholders 
to the ASB when it 
comes to 
technology?

3. How could a 
relationship matrix 
inform the ASB’s 
annual agenda?

• Purpose: Relationship matrix 
to capture important 
organizations impacting 
technology and the 
audit (enablers and 
disrupters). Understand 
the work being done but also 
where no work or education is 
occurring

• Intended Use: Monitor the 
financial statement audit 
ecosystem of technology 
advancement and disruption 
and plan longer-term TWG 
projects

• Status: 1st draft in-process

DRAFT: pending ASB discussion 



The Road Ahead



Upcoming 
ASB Task 
Force 
Activities

• Progress the technology resource per the prior timeline (meetings 
scheduled accordingly for each part)

• Review and understanding SMP technology impediment survey results
• Recruiting additional TWG members
• Planning Future ASB Technology Training
• Other TWG meetings to be scheduled according to ASB and IAASB 

meeting timelines through 1st half of 2023

The Road Ahead

11

What to 
Expect in 
2023

• Finalize and publish the technology-related risk assessment resource
• Take action to develop non-authoritative guidance topics identified in July 

2022
• Monitor and react to the work of other standard-setters
• Advance the development of the Technology-Related Relationship Matrix
• Formalize TWG Membership Terms and Guidelines



Reporting on Sustainability/ESG Information: 
ASB Meeting
October 2022

Diane Hardesty, ASB ESG Task Force Chair
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Discussion 
Objectives

To consider ASB action in response to the IAASB 
Sustainability/ESG project

Discussion 
Items

Executive Summary

1. Summary of IAASB direction
2. Considerations specific to the USA
3. Questions for the ASB

2



ESG Task Force

Objective
• Monitor the IAASB’s sustainability project, gather input from the ASB, and influence the 

direction of the IAASB project through ASB IAASB representative.
• Based on the IAASB project, assess whether changes may be needed to the ASB’s 

attestation standards and the direction such changes might take (i.e., should the ASB have 
a separate set of sustainability standards, or is the current structure of the attestation 
standards effective)

Members of the ESG Task Force
Diane L. Hardesty, Chair, Ernst & Young LLP, assisted by Kristen Quattlebaum
Antonia Chong, Deloitte, assisted by Christina Baker 
Richard A. Davisson, RSM US LLP, assisted by Lauren Hornoff
Catherine Ide, PwC LLP
Renee Rampulla, Rampulla Advisory Services LLC
Dyan K Rohol, KPMG LLP, assisted by Susan Jones
Soma Sinha, Mazars LLP
Staffed by Judith Sherinsky and Ahava Goldman



Summary of September IAASB 
Meeting: Assurance on 
Sustainability Reporting



Focus of the IAASB Discussion
Obtain the Board’s input on the following:

– The draft Project Proposal for the Development of an Overarching 
Standard for Assurance on Sustainability Reporting

– The overall structure for an overarching standard for assurance on 
sustainability reporting

– The Sustainability Assurance Working Group’s (SACG) initial 
proposals regarding the defined terms for the overarching standard 

– The SAWG’s approach to developing the requirements for the 
overarching standard

IAASB meeting observations:
The SAWG made significant 
progress moving the standard 
along,
It‘s clear that the IAASB is 
dedicating a significant 
amount of time and resources 
to this project.

The Project Proposal was 
unanimously approved at the 
meeting.



New suite of standards: ISSAs

IAASB meeting observations:  
Questions were raised, but 
not much was said yet about 
the overall structure of the 
IAASB standards and how 
this new suite of standards 
would fit into that framework.

Note that the 1000-4000 
numbering sequence is 
already used in ISAEs, so 
they choose to start with 
5000 to avoid confusion.



Project Proposal: Objectives
IAASB meeting observations: 
There was also discussion 
about being careful to not 
use language in the Project 
Proposal that implies that 
ISAE 3000 is not fit for 
purpose (as practitioners are 
using this now to complete 
sustainability assurance 
engagements).



Project Proposal: Scope of Standard

IAASB meeting observations: 
There was significant 
discussion about what to say 
about the “future suite of 
standards” related to 
sustainability. The project 
proposal was revised to 
indicate that further 
standards will likely be 
developed to supplement this 
initial overarching standard.



Project Proposal: Scope of Standard

Practitioner not expected to 
apply ISAE 3000. The new 
standard will apply.



Project Proposal: Priority Areas

IAASB meeting observations: 
The task force noted that 
other suggestions for priority 
areas have been raised, but 
do to timing and capacity 
issues, they would need to 
remove one of these 
priorities to add others.



Project Proposal: Approach to drafting

IAASB meeting observations: 
IAASB was supportive of this 
approach to drafting the new 
standard.



Project Proposal: Approach to drafting



Project Proposal - Timeline

IAASB meeting observations: 
IAASB was supportive of the 
timeline in the Project 
Proposal, but acknowledged 
it was a very accelerated 
timeline.  



ISSA 5000 Structure

IAASB meeting observations: 
Board was supportive of the 
structure of the new standard 
to be organized like ISA for 
LCEs (to address all aspects 
of an engagement, from 
acceptance to reporting).



ISSA 5000 Definitions

IAASB meeting observations: 
Board was generally 
supportive of revisions to 
defined terms to make them 
more specific to sustainability 
engagements but cautioned 
the SAWG not to create 
unnecessary differences (or 
perceived differences) to the 
definitions already in ISAE 
3410 and ISAE 3000.



ISSA 5000 Criteria for considering ISAs
IAASB meeting observations: 
There were a lot of differing 
views from the Board 
regarding:

- The extent of ISA 
requirements that should 
be included in the new 
standard 

- Whether the 
requirements from the 
ISAs are brought over as 
is, or the wording 
modified to be more 
suitable to sustainability 
engagements

No clear consensus on these 
points.



ISSA 5000 Next Steps for the IAASB



Considerations Specific to the USA



IAASB ASB
• International Standard on Assurance Engagements (ISAE) 3000 

(Revised), Assurance Engagements Other Than Audits or Reviews of 
Historical Financial Information

• International Standards on Related Services 4400 (Revised)

• Statements on Standards for Attestation Engagements (SSAEs or 
attestation standards)

• AT-C 105 - Concepts Common to All Attestation Engagements
• AT-C 205 - Assertion-Based Examination Engagements
• AT-C 206 - Direct Examination Engagements
• AT-C 210 - Review Engagements

• AT-C 215 - Agreed-Upon Procedures Engagements

ISAE 3410, Assurance Engagements on Greenhouse Gas Statements AT-C Section 300 Subject Matter Sections
No current subject matter section related to sustainability

AICPA Audit Guide: Attestation Engagements on Sustainability 
Information (Including Greenhouse Gas Emissions Information) (as of 
June 2017) [This is an authoritative interpretive publication]

• Non-Authoritative Guidance on Applying ISAE 3000 (Revised) to 
Sustainability and Other Extended External Reporting Assurance 
Engagements;

• Non-Authoritative Support Material: Extended-Credibility and Trust 
Model relating to Sustainability and other Extended External 
Reporting (EER);

• Non-Authoritative Support Material: Illustrative Examples of Selected 
Aspects of Sustainability and Other Extended External Reporting 
(EER) Assurance Engagements

AICPA nonauthoritative guidance Materiality Considerations for 
Attestation Engagements Involving Aspects of Subject Matters That 
Cannot be Quantitatively Measured

Audit-Related Guidance
Staff Audit Practice Alert, The Consideration of Climate-Related Risks in 
an Audit of Financial Statements (October 2020)

AICPA Practice Aid Consideration of ESG-Related Matters in an Audit of 
Financial Statements (December 2021)

Existing IAASB and AICPA Standards and Guidance Applicable to Reporting on ESG 

https://www.ifac.org/system/files/publications/files/IAASB-Guidance-Extended-External-Reporting.pdf
https://www.ifac.org/system/files/publications/files/IAASB-Support-Material-Credibility-Trust-Extended-External-Reporting.pdf
https://www.ifac.org/system/files/publications/files/IAASB-Support-Material-Examples-Extended-External-Reporting.pdf
https://us.aicpa.org/content/dam/aicpa/interestareas/frc/assuranceadvisoryservices/downloadabledocuments/auditdatastandards/materiality-considerations-for-attestation-engagements.pdf
https://www.iaasb.org/publications/consideration-climate-related-risks-audit-financial-statement
https://www.aicpa.org/resources/download/considerations-of-esg-related-matters-in-an-audit-of-financial-statements


Considerations on a new set of "sustainability 
assurance" standards in the USA
• The ASB is only authorized to issue auditing, attestation and quality 

control standards, so issuing “assurance standards” technically is not be 
allowed. [ET Appendix A]

• In fact, an “assurance engagement” is not defined in the Code of 
Professional Conduct. Engagements under ASB standards are either 
attest or nonattest engagements
o Attest engagement: an engagement that requires independence, as 

set forth in the SASs, SSARS, and SSAEs (ET sec. 0.400.04)
o Engagements that don’t require independence are referred to as non-

attest services (e.g., compilations and agreed-upon procedures 
engagements)

• Therefore, if the ASB were to issue a new suite of standards, the 
“A” would have to be for “Attestation”: Statements on Standards 
for Sustainability Attestation (SSSAs)



Considerations on a new set of "sustainability 
attestation" standards in the USA
• AICPA Council Resolutions would need to be revised, to incorporate the 

new set of standards. This would require AICPA Council action.
• The Uniform Accountancy Act (UAA) would have to be amended to include 

SSSAs, as it specifically references the SASs, SSARSs, and SSAEs. This 
would require action by the Joint UAA Committee, a committee comprised 
of AICPA and NASBA members; and ratification of the revised UAA by all 
jurisdictions subject to it (all US states and territories).

• The AICPA Code of Professional Conduct would need to be revised, to 
include SSSAs when the other standards are specifically referenced. This 
would require conforming amendments by PEEC.

The ASB is asked to 
consider the 
viability of issuing a 
new set of 
standards, 
considering actions 
needed to be 
performed by others 
if it does so



AICPA Market Research on Sustainability 
Assurance Practice
• Survey of 27 firms of varying sizes 

– 11 have current practices; 7 are likely or very likely to start these 
engagements in the future

– 2 have dedicated teams; rest have variety of firm expertise

– 82% expect significant increase in demand in the next 3 years

– Biggest concern is competing with non-CPA prices

– Biggest challenge is immature reporting system



Considerations for ASB



Possible Directions for the ASB

1. Develop a new stand-alone sustainability standard (e.g., AT-C 4XX) 
that mirrors the IAASB standard and is not predicated on AT-C 
sections 105, 205 and 210

2. Develop a new subject-matter specific standard for all sustainability 
engagements (e.g., AT-C 3XX), predicated on AT-C sections 105, 205 
and 210

3. Update the AICPA Attestation Guide “Attestation Engagements on 
Sustainability Information (Including Greenhouse Gas Emissions)

• Continue to monitor PCAOB request for information and comment on 
application and use of PCAOB’s interim attestation standards

• ion and use of PCAOB’s interim attestation standards

• Has the ASB 
already resolved 
what the IAASB is 
trying to address by 
issuing a revised 
Sustainability 
Guide? 

• Are there other 
possible directions 
the ASB ESG Task 
Force should be 
considering?

• What else should 
the Task Force be 
doing at this time?



2022 Sustainability Guide 
Update - Overview

Samantha Mueller, Senior Manager – Sustainability Reporting & Assurance
Ami Beers, Senior Director – Assurance & Advisory Innovation – Public Accounting
Beth Schneider, Lead Author



Conforming Changes
• Attestation standards issued since last publication

• SSAE No. 19, Agreed-upon procedures: This guide does not address 
agreed-upon procedures engagements over sustainability information.

• SSAE No. 20, Amendments to the description of the concept of materiality

• SSAE No. 21, Direct examination engagements: The examination 
discussed in this guide is an assertion-based examination. This guide 
does not address direct examinations over sustainability information.

• SSAE No. 22, Review engagements

• Project to address “should” statements not tied to attestation 
standards



Enhancive Changes
• Updates to existing chapters– to address concepts that the task force 

identified that were broadly applicable to other forms of sustainability 
information

• New chapter 6 - address climate-related financial disclosures presented in a 
separate report or included in other documents (e.g., sustainability report or 
regulatory filing)

• New terms defined in glossary 



Enhancive Updates to Existing Chapters
• Add introduction to climate-related disclosure in Chapter 1 and application of the guide to different 

presentations of sustainability information

 Climate-related disclosures versus climate-related financial disclosures (nature of the subject 
matter)

• Guidance on inherent uncertainty expanded to encompass the concept of occurrence uncertainty in 
forward-looking information, providing further guidance on:

 Assessing appropriateness of the subject matter and suitability of criteria

 Use of practitioner’s specialist 

 Procedures to address forward-looking statements, including metric disclosures with significant 
inherent uncertainty

 Emphasis paragraph

• Assessing appropriateness of subject matter regarding types of presentation

 Use of an index by the entity to reference location of the disclosures

 Additional information

For a list of enhancive 
updates by chapter, 
refer to Appendix at the 
end of this presentation



Enhancive Changes - New Chapter 6
• Background information - generic to permit flexibility to application of eventual issuance 

of new standards* and regulations on climate-related disclosures
• Appropriateness of the subject matter (including types of disclosures, forward-looking 

information and scenarios)
• Suitability of the criteria (may include a combination of frameworks, standards, 

measurement criteria)
• Use of scenario analyses and forward-looking disclosures
 Ability of the practitioner to obtain sufficient appropriate evidence
 Types of procedures to be performed
 Form of opinion or conclusion

• Example paragraphs for certain reporting matters
 Management responsibilities
 Significant inherent limitations
 Emphasis paragraphs
 Restricted use 

* The ISSB issued a 
request for consultation 
(comment period now 
closed) on two new 
draft sustainability 
standards and is 
expected to develop 
standards on additional 
sustainability topics



Review Process
• ASB members that are also AITF members
 Provide positive clearance of the Guide

o Record determination as to whether the guide is consistent with applicable 
ASB statements via the voting link in OnBoard

o Provide any and all comments, including areas of potential inconsistency to 
Samantha Mueller at samantha.mueller@aicpa-cima.com

• ASB members that are not AITF members
 Provide negative clearance of the Guide

o Provide any and all comments, including areas of potential inconsistency to 
Samantha Mueller at samantha.mueller@aicpa-cima.com

• Review period
 August 24, 2022 through September 12, 2022

mailto:samantha.mueller@aicpa-cima.com
mailto:samantha.mueller@aicpa-cima.com


Appendix



Chapter Topics
1 (Introduction) • Introduction to climate-related disclosures (new 1.03)

• Table of applicability of chapters to the different types of presentations of sustainability 
information, including climate-related financial disclosures (new 1.04)

• Addition of climate-related financial disclosures to existing paragraphs 1.03-.04 (now 1.05-.06)
• Inherent uncertainty in forward-looking information (new 1.24-1.25)
• Types of review engagements not permitted (new 1.31)
• Use of an index by the entity to reference location of the disclosures (new 1.33)
• Appropriateness of subject matter considerations (new 1.35)
• Addition to paragraph 1.52 on independence of a statement that the financial statement auditor 

can be the practitioner for engagement to examine or review sustainability information
• Expanded considering the use of a practitioner’s specialist (new 1.58)

2 (Planning) • Added sentence regarding use of the F/S audit work to paragraph 2.07, and split 2.07 into 3 
paragraphs

• Added text to existing paragraph 2.24 re: internal audit to highlight requirements resulting from 
update to AT-C 205 and 210

• Revised text in existing paragraph 2.27 to add cross-reference to chapter 6 and to improve the 
readability of the last sentence

Appendix: Enhancive Updates to Existing Chapters



Chapter Topics
3 (Performing 
procedures)

• Forward-looking information with significant Inherent uncertainty (new 3.41E-3.41R)
• Addition of two bullet points to end of existing paragraph 3.46

4 (Reporting) • Significant inherent uncertainty in forward-looking information (new 4.10)
• Use of defined terms and references to management’s disclosures (new paragraphs 4.14-4.15)
• Emphasis paragraph regarding the nature of the engagement with respect to forward-looking 

disclosures (new bulleted item to paragraph 4.38)
5 (GHG) • Addition to paragraph 5.02 of a reference to chapter 6

• Addition of four bulleted items to the end of paragraph 5.40
• Correction to paragraph 5.44 
• Changed the subtitle of paragraph 5.47 from  “Corroboration” to “Additional Review Procedures and 

revised the text to be consistent with paragraph .22 of AT-C section 210
Appendix D To conform Example 5 with Appendix E re: additional language about management’s responsibilities

Glossary The following terms are to be added:
• Climate-related financial disclosures (introduced in new paragraph 1.03)
• Occurrence uncertainty (introduced in new paragraph 1.24)
• Index (introduced in new paragraph 1.33)

Appendix: Enhancive Updates to Existing Chapters (Cont.)



Attestation Standards

Presented by Halie Creps, Attestation Standards Task Force Chair

October ASB 2022 Meeting

Agenda Item 6



Key 
Takeaways 
from July 
ASB 
Meeting

• Board directed the Task Force to revise and clarify the 
proposed Interpretation of AT-C section 315 regarding 
the applicability of the section.

• Suggested that the Task Force obtain information from 
peer review and the Technical Issues Committee to 
identify areas where practitioners are having issues.

Attestation Standards
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Actions 
Since July 
ASB 
Meeting

• A revised draft of the proposed Interpretation No. 1 of AT-C section 315 
was presented to the AITF in September; reviewed by the ASB members 
in October; and to be issued in late October.

• Obtained list of peer review comments related to attestation 
engagements from 2021 and 2022 peer reviews.

• Task Force to consider in determining if additional guidance is 
needed as part of continued consideration of “parking lot” issues.

• Illustrative engagement letters for agreed-upon procedures 
engagements to be incorporated as an exhibit to AT-C section 315 after 
ASB approval (due October 21 – anticipated that exhibit will be in issued 
in November)

• Commenced project to draft authoritative guidance (standard, guide, or 
interpretation) for attestation engagements over internal control that are 
not integrated with a financial statement audit or service organization 
controls (generic internal control engagements). 

• Plan to compare AT-C section 205 to AT section 101 to determine 
what elements of an engagement to examine generic internal control 
did not carry over to clarified standards

• Task Force met October 21
• Plan to bring a draft to the ASB in January 2023 

Attestation Standards
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Upcoming 
Task Force 
Activities

• Continue project to develop authoritative guidance on generic internal 
control engagements

• Liaise with other task forces to avoid duplication of effort and maximize 
efficiency

• Continue to dialogue with ASEC staff/members regarding emerging 
issues and the potential need for guidance

Attestation Standards
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What to 
Expect in 
2023

• In 2023, the ASB will be asked to consider draft guidance on generic 
internal control engagements

• If a proposed standard, potential exposure after May 2023 ASB 
meeting

• Potential guidance on “parking lot” issues – plan to present to AITF as 
appropriate



Audits of Less Complex Entities

Presented by Horace Emery, Audits of Less Complex Entities Task Force Chair

October ASB 2022 Meeting

Agenda Item 8



Key 
Takeaway 
from July 
ASB 
Meeting

• Board supports the Task Force taking action to address U.S. practitioner 
needs, including working with Peer Review and TIC

• Task force to continue to monitor IAASB activities, provide feedback, and 
identify potential actions for the ASB

Actions 
Since July 
ASB 
Meeting

• Formed a “Benchmarking Working Group” consisting of Task Force plus 
4/5 of the ARSC members that are not currently on the Task Force 

• Strong Peer Review representation including past Peer Review 
Committee members and former TIC members

• Using 8 proposed German Standards for Audits of Less Complex Entities 
(exposed for public comment in January 2022) as a base, prepared 
mapping documents to compare to Nordic Federation proposal and 
French Statutory Audit standard and US GAAS to identify potential 
scaling opportunities.

• Aim is to present findings to the ASB in January 2023.

Audits of Less Complex Entities
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Upcoming 
Task Force 
Activities

• Continue benchmark analysis
• Continue to provide feedback to the IAASB

• Task Force member Mike Manspeaker invited to join the IAASB’s 
LCE Reference Group – which provides input to the IAASB Task 
Force on targeted matters

• IAASB is planning to issue their final standard in Q4 of 2023
• Continue to liaise with other national standard setters to share information 

regarding LCE activities/views
• Work with AICPA staff to monitor reactions and feedback to SAS 145, 

Understanding the Entity and Its Environment and Assessing the 
Risks of Material Misstatement and publication of new Risk Assessment 
Guide

Audits of Less Complex Entities
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What to 
Expect in 
2023

• In 2023, the ASB will be asked to consider, given actions taken on risk 
assessment (and based on benchmark analysis of other standards), 
whether additional scalability guidance or changes to GAAS may need to 
be considered



Auditor Transparency Research 
and Peer Review Survey Outreach

Greg Jenkins, ASB Member

Agenda Item 9



Research Team Members

Fraud and Going Concern

• Joe Brazel, NC State University
• Tina Carpenter, University of Georgia
• Christine Gimbar, DePaul University
• Keith Jones, University of Kansas

Peer Review

• Eric Negangard, University of Virginia
• Mark Sheldon, John Carroll University



Research Update

• Completed surveys - Completed
• Survey of financial statement users and preparers
• Survey of peer reviewers

• Interviews - Ongoing
• Financial statement users and preparers

• Synthesis of academic literature - Completed

Three-pronged 
Approach



Survey of Peer Reviewers

• Survey sought peer reviewers’ perspectives on
• Fraud-related audit procedures
• Scalability of U.S. GAAS
• Auditor’s use of IT

• Respondents
• 139 responses
• Average public accounting experience – 33 years
• Average peer review experience – 16 years
• On average, respondents completed 15 peer reviews in the past 3 

years

Overview and 
Demographics



Fraud-related Procedures
• Required discussion and fraud brainstorming session

• Discussion among engagement team was sufficiently documented – 95%
• Important matters were communicated to those who did not attend – 94%
• Engagement team considered management’s fraud risk assessment – 93%

• Documentation on the use of information technology (IT) in the consideration of 
fraud is limited

• 42% of engagements include documentation on use of IT

• Journal entry testing and general ledger analysis were most common



Journal Entry Testing

Performed Documented

Yes No Yes No
Obtain an understanding of the entity’s financial reporting 
process and controls over journal entries and other adjustments 
and the suitability of design and implementation of such controls

95% 5% 91% 9%

Obtain an understanding of the entity’s controls surrounding 
journal entries, including nonstandard journal entries used to 
record nonrecurring, unusual transactions, or adjustments

89% 11% 86% 14%

Make inquiries of individuals involved in the financial reporting 
process about inappropriate or unusual activity relating to the 
processing of journal entries and other adjustments

91% 9% 90% 10%

Consider fraud risk indicators, the nature and complexity of 
accounts and unusual entries processed 95% 5% 91% 9%
Select journal entries and other adjustments made at the end of 
a reporting period 89% 11% 87% 13%
Consider the need to test journal entries and other adjustments 
throughout the period 86% 14% 86% 14%



Fraud-related Challenges


		

		Average

Rank



		Using data analytics to identify fraud risks

		3.22



		Using technology to conduct testing of journal entries

		3.81



		Possessing the necessary specialized skills (e.g., skills related to information technology, forensic training, etc.) to identify and assess fraud risks

		

3.99



		Identifying fraud risks

		4.14



		Conducting an effective fraud brainstorming

		4.43



		Assessing fraud risks

		4.65



		Developing audit responses to identified fraud risks

		4.68



		Communicating with management and/or those charged with governance regarding fraud-related matters

		

7.08
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Scalability of U.S. GAAS

• In their capacity as auditors, respondents slightly agree with the 
statement that “U.S. GAAS is scalable”

• Respondents generally agree that auditors are reluctant to 
exercise professional judgment in scaling U.S. GAAS because of 
concerns that they will be second-guessed by a peer reviewer

• More experienced peer reviewers and those who recently 
reviewed smaller firms (i.e., firms with 10 or fewer professionals) 
perceive auditors to be more reluctant to scale U.S. GAAS



Which standards do engagement teams have 
difficulty scaling?

% Who
Selected

AU-C 315, Understanding the Entity and its Environment and Assessing the Risks of 
Material Misstatement 45%
AU-C 530, Audit Sampling 45%
AU-C 330, Performing Audit Procedures in Response to Assessed Risks and Evaluating 
the Audit Evidence Obtained 41%
AU-C 230, Audit Documentation 35%
AU-C 300, Planning an Audit 27%
AU-C 240, Consideration of Fraud in a Financial Statement Audit 19%
AU-C 540A, Auditing Accounting Estimates, Including Fair Value Accounting Estimates, 
and Related Disclosures 17%
AU-C 265, Communicating Internal Control Related Matters Identified in an Audit 9%
AU-C 260, The Auditor’s Communication with Those Charged with Governance 6%
AU-C 505, External Confirmations 2%



Auditors’ Use of IT

• Respondents generally believe IT is not used efficiently or effectively

• Explanations for inefficiency 
• Lack of training, understanding, and trust in IT
• Inadequate understanding of client’s system
• Over-reliance on substantive testing when entire populations could be tested using IT

• Explanations for ineffectiveness
• Lack of training
• Reluctance to change audit approach to employ IT
• Relative cost of IT

• 45% believe auditors are reluctant to use IT in the audit because of 
concerns related to a peer reviewer second-guessing their judgment



Areas of Observed IT Use

% Who
Selected

Substantive analytical procedures 37%

Journal entry testing 36%

Tests of details 32%

Confirmations 29%

Risk assessment 27%

Planning 24%

Wrap-up analytical procedures 23%

Client acceptance/continuance 9%



Effects of U.S. GAAS on Use of IT
• 76% believe U.S. GAAS neither encourages nor discourages use of IT

• U.S. GAAS currently encourages use of IT by

• Allowing for judgment

• Discussing electronic evidence and how to rely on it

• Calling for sufficient audit evidence combined with the idea that IT can provide more reliable 
evidence

• U.S. GAAS could better encourage use of IT by

• Including more clarity and guidance around the implementation and use of IT

• Including examples of how IT might be used to meet certain requirements

• Having a requirement to specifically consider and document how IT was used on the audit



Update on Interviews
• 13 interviews have been completed

• Former regulators

• Valuation specialists

• Forensic specialists

• Corporate management

• Auditors

• Observations based on completed interviews

• Additional interviews are targeted for Q4



Synthesis of Academic Literature

• Synthesis of fraud-related academic studies 
between 2017-2022

• The focus of the synthesis was to learn about the 
latest findings on the

• identification

• assessment 

• response to fraud risks



Fraud Risk Identification – Key Takeaways

• Audit teams whose partners emphasize brainstorming as a training 
opportunity and share personal experiences on engagements involving 
fraud identify and discuss an increased number of fraud risk factors 
during fraud brainstorming sessions.

• Audit staff and seniors are more apt to share relevant fraud risk factors 
when an engagement partner establishes a supportive, non-threatening 
group dynamic that encourages idea sharing.

• High trait skepticism of the audit partner can drive fraud brainstorming 
quality (e.g., greater contribution of specialists, more extensive 
discussion, and more time spent preparing for the meeting).

• Unless supervisors consistently reward appropriate skepticism with 
positive performance evaluations (regardless of whether a misstatement 
is ultimately identified), auditors are unlikely to pursue fraud red flags.

Partner Influence



Fraud Risk Identification – Key Takeaways
• Structured technology can inhibit both the number and quality of ideas generated during a 

brainstorming session (i.e., reduce creative thinking).
• Fraud interviews

• Performing fraud interviews with two auditors can induce deceptive clients to talk more and 
enhances feelings of nervousness, making them more likely to “leak” fraud-related information.

• Individuals are more likely to report fraudulent activities when they are reminded about 
statutory whistleblower protections and the interview occurs in the afternoon, when auditees’ 
self-regulation is depleted, making them less likely to resist impulses to keep fraud information 
to themselves.



Fraud Risk Assessment – Key Takeaways

• Generating more explanations for account fluctuations can be 
counterproductive because doing so increases the perceived difficulty of 
the audit task and can lead to anchoring on client explanations.

• Planning analytics based on industry data, nonfinancial measures and 
cash flows data are more effective in assessing fraud risks than those 
based on prior year balances and relations within the client’s financial 
data.

Analytical Procedures



Fraud Risk Assessment – Key Takeaways

• Auditors make more appropriate fraud risk assessments when they 
consult with forensic specialists with a greater understanding of the client's 
business and engagement objectives.

• Auditors who take a forensic specialist’s perspective assess fraud risk 
higher in higher and lower fraud risk environments. These auditors also 
propose more audit plan changes in a high fraud risk environment than 
auditors who do not take a forensic specialist’s perspective. The proposed 
changes are largely consistent with recommended responses from a panel 
of audit and forensic experts.

Forensic Specialists



Fraud Risk Assessment – Key Takeaways

• Auditors who decompose fraud risk assessments into separate 
assessments of the likelihood and magnitude of risk develop lower fraud 
risk assessments when fraud risk is high than auditors who take a holistic 
approach.

• Auditors judge misstatements as less likely to be intentional and are less 
likely to follow up when a a misstatement results from omission rather than 
commission. This is important because some managers are more likely to 
commit fraud by omitting a transaction than falsifying a transaction.

Arriving at a Risk 
Assessment



Fraud Risk Assessment – Key Takeaways

• Auditors interpret verbal and nonverbal expressions of high CFO 
narcissism as indicative of increased fraud risk. Although, verbal cues of 
narcissism have a greater influence on auditors than nonverbal cues.

• Morally disengaged auditors (i.e., disassociating the risk of fraud from its 
moral and ethical implications) assess fraud risk as lower for clients with 
narcissistic CFOs. This suggests that moral disengagement reduces 
professional skepticism.

• More narcissistic auditors generally underestimated fraud risk relative to 
less narcissistic auditors.

Effects of Narcissism 



Fraud Risk Response – Key Takeaways

• Auditors who informally advise other team members engage in more deliberative thinking and 
identify more effective responses to fraud.

• Forensic specialist involvement often results in incremental audit findings (e.g., identification of 
material misstatements, financial reporting fraud, misappropriation of assets, and internal 
control deficiencies).

• An auditor’s evaluation of whether evidence is indicative of fraud is most effective when the 
auditor thinks openly and reflectively about the evidence.

• Higher trait skepticism leads auditors to perform additional inquiries and other audit procedures 
in response to fraud risks.



Fraud Risk Response – Key Takeaways

• Empowering auditors (i.e., feeling as though they can overcome constraints and are supported 
to navigate their own work) improves the development of effective responses to evidence 
indicative of fraud without making auditors inefficient when fraud is not present.

• While auditors receiving audit firm communication that resembles practice fail to detect a 
seeded fraud, when innovative communication that contains game-like elements is provided, 
auditors’ responses are effective at addressing heightened fraud risk.



Thank you



 

   
 

 
 
 
 
September 15, 2022 
  
Mr. Willie Botha  
Technical Director  
International Auditing and Assurance Standards Board  
529 Fifth Avenue  
New York, NY 10017  
 
Re: Sharing Survey Results Regarding Transparency in the Auditor’s Report with Respect 
to Fraud and Going Concern 
 
Dear Mr. Botha:  

The American Institute of Certified Public Accountants (AICPA) Auditing Standards Board (ASB) 
commends the International Auditing and Assurance Standards Board (IAASB) for undertaking 
projects related to possible revisions of ISA 240, The Auditor’s Responsibilities Relating to Fraud 
in an Audit of Financial Statements, and ISA 570 (Revised), Going Concern. We appreciate the 
outreach efforts of the IAASB’s Fraud Task Force to obtain the views of users related to 
transparency in the auditor’s report at a critical juncture in that project’s timeline.  Notwithstanding 
the important feedback gathered prior to the IAASB’s approval of its fraud project proposal, 
collecting user feedback during the project is prudent given the public interest significance and the 
potential ramifications for financial statement users and preparers, those charged with governance, 
and auditors. 

As described in more detail below, the ASB is in the process of conducting outreach relevant to 
these projects. The preliminary results of our outreach are not entirely consistent with the results 
of the IAASB’s user outreach on auditor reporting related to fraud. Accordingly, we believe that 
it is in the public interest for the IAASB to conduct further outreach (e.g., understanding the impact 
of the fraud-related disclosures that have already been implemented in the United Kingdom and 
Netherlands) ahead of issuing the exposure drafts.  

The ASB began conducting outreach efforts related to fraud and going concern, including 
transparency in the auditor’s report in March 2022.  Because the IAASB has an active project on 
going concern, which among other targeted changes, aims to enhance transparency with respect to 
the auditor’s responsibilities and work related to going concern, including through communication 
and reporting requirements, the ASB determined it was also important to consider going concern 
during our outreach.  In addition, we are aware that the U.S. Public Company Accounting 
Oversight Board (PCAOB) is taking up a project on going concern1. 

 
1 Refer to the PCAOB’s standard-setting and research Going Concern project page.  

https://pcaobus.org/oversight/standards/standard-setting-research-projects/goingconcern
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The focus of the ASB’s outreach is on whether potentially enhanced disclosure about fraud and 
going concern in the auditor’s report would influence users of the auditor’s report. The ASB is 
using a multi-pronged approach to obtaining perspectives and insights related to revisions to both 
fraud and going concern standards.  Our approach consists first of a survey of U.S.-based financial 
statement users and preparers, followed by interviews of U.S.-based2 financial statement users and 
preparers, and a synthesis of relevant academic literature3. We are performing this outreach and 
synthesizing the academic literature to  
 

• Provide additional data-driven insights to the IAASB to inform these two standard-setting 
projects,  

• Inform the ASB’s views regarding these IAASB projects, and  
• Provide data-driven insights to the ASB for use in its standard-setting activities.  

 
We surveyed a broad set of users of financial information (including those charged with 
governance and financial statement preparers) to obtain their views about transparency in the 
auditor’s report. Our approach was intended to challenge any preconceived notions that the ASB 
might have regarding auditor reporting transparency and disclosure. We developed and structured 
our survey questions and interview protocol in ways to avoid potential demand effects4.   
 
As noted above, the results from our preliminary outreach are not entirely consistent with the 
results of the IAASB’s user outreach on auditor reporting related to fraud. For example, although 
we find that a majority of respondents prefer some type of additional fraud-related transparency in 
the auditor’s report, there is no agreement regarding the nature of that additional transparency. In 
addition, we find that only a minority of respondents believe the benefits of providing additional 
fraud-related transparency would exceed the costs of that additional information. Our fraud-related 
survey findings do not provide a clear indication on the appropriate way forward.   
 
With respect to going concern, the overwhelming majority of survey respondents believe that 
information related to going concern should be provided by management while approximately half 
of the respondents believe going concern information should be provided by auditors as well. We 
also find that a slight majority of survey respondents support the addition of a “new” going concern 
disclosure in the auditor’s report regarding the auditor’s conclusion that management’s use of 
going concern is appropriate and that no material uncertainties were identified.  
 

 
2 The focus of obtaining U.S.-based stakeholder input is consistent with the mission of the ASB’s need to assess unique 
environmental or jurisdictional circumstances affecting the ASB’s promulgation of auditing standards for the audits 
of financial statements of a nonissuer in the U.S. 
  
3  A research synthesis concisely summarizes the academic literature on a topic of interest and offers potential insights 
and recommendations that are based on research. For purposes of our work, “synthesizing academic literature” related 
to fraud refers to identifying and combining into a comprehensive report the academic literature that examines the 
auditor’s identification, assessment, and response to fraud risks. 
 
4  In research, a demand effect occurs when an individual infers a preferred response and behaves or responds in a 
manner that aligns with the researcher’s expectations. 
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It is important to note that we did not find statistically significant differences in the views of 
financial statement users and preparers who responded to our survey. Nor did we find that 
respondents' views were dependent on an entity’s status as an issuer or nonissuer.  
 
Although our survey is complete and preliminary analysis has concluded, our research efforts are 
ongoing. We are conducting interviews and preparing a synthesis of the academic literature related 
to the auditor’s identification, assessment, and response to fraud risks. We anticipate completing 
that work and reporting our findings before the end of the fourth quarter of the calendar year 2022.  
 
We are pleased to share the preliminary results of our outreach received to date with the IAASB 
because we have a common objective in serving the public interest and advancing audit quality. 
We know the IAASB welcomes feedback and will carefully consider data-driven insights and 
recommendations.  
 
If you have any questions regarding the comments in this letter or of the attached appendix, please 
feel free to contact the Chair of the ASB, Sara Lord, at sara.lord@rsmus.com or the AICPA’s Chief 
Auditor, Jennifer Burns, at jennifer.burns@aicpa-cima.com.  
 
Respectfully submitted on behalf of the ASB,  
 

   
 
Sara Lord     Jennifer Burns, CPA 
Chair, Auditing Standards Board   Chief Auditor  
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Appendix  
Summary of Preliminary Findings 

Survey on the Auditor’s Report, Going Concern, and Fraud 
 

Overview 
 
In the summer of 2022, the Auditing Standards Board (ASB) surveyed financial statement users 
and preparers to obtain their perspectives on three issues: the content of the auditor’s report, 
transparency in the auditor’s report related to going concern, and transparency in the auditor’s 
responsibility related to fraud. The survey was distributed to multiple groups and 134 complete 
responses were collected. 
 
Respondent Demographics 
 
Twenty-one percent of respondents are employed at a non-profit organization, while 18% work in 
financial services, 11% work in professional services, and the balance representing a variety of 
other industries. Forty-eight percent of respondents are either Controllers or CFOs at their 
company, while 4% are CEOs. On average, respondents have 30 years of professional experience, 
with about half having over thirty years of experience: 
 

  
 
Respondents reported working for relatively smaller companies, with half reporting that their 
company’s total assets are less than $50 million. Further, most work for companies that primarily 
operate domestically and report less than 10% of revenues, on average, being generated from 
international operations.  
 
Most respondents (78%) report using the financial statements related to their own company as 
opposed to others, by either producing financial statement information (43%), or using that 
information to make operational, investment, or financial decisions on behalf of their company 
(35%). Meanwhile, 7% of respondents report primarily using another company’s financial 
statements to make such decisions, while 5% report that they primarily produce information that 
is used in the preparation and audit of another company’s financial statements. The remaining 10% 
of respondents reported that their role requires them to use financial statements in other ways, such 
as through education or compliance roles. In summary, the sample is comprised of 48% financial 
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statement preparers and 52% financial statement users. 
 
The Auditor’s Report 
 
Most respondents report engaging with the audit report, with 60% (81) either agreeing or strongly 
agreeing with the statement, “Whenever I evaluate an entity’s financial statements, I carefully read 
the auditor’s report.” Most of these participants (75%) believe no changes are needed to the current 
version of the auditor’s report. Of the 11% of respondents who do not read the report carefully, 
some referenced rationale of “boiler-plate jargon”, “standard language” or not knowing of any 
companies without a clean opinion.  
 
Most respondents (62%) strongly agree, agree, or somewhat agree with the statement that, “the 
content and length of the current version of the auditor’s report is appropriate and no additional 
information is necessary.” A not insignificant proportion, 17 %, do not believe additions to the 
report are needed because the current report is “too long.” 
 

  
 
 
Going Concern Transparency 
 
Survey respondents were also asked to report their views related to going concern matters. Most 
believe that the current version of the auditor’s report contains information that is relevant in 
assessing the possibility that an entity will not continue, with 33% “somewhat agreeing” and 27% 
agreeing or strongly agreeing.  
 
Respondents were also asked whether they believe that the current version of the auditor’s report 
contains timely information that is useful in assessing the possibility that an entity will not 
continue. There was no consensus on the matter of timeliness. Forty-three percent agreed that the 
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report is timely, 23% “neither agreed nor disagreed” and 34% disagreed. Of those who disagreed, 
61% provided commentary suggesting that this was due to the time lag between year end and the 
issuance of the auditor’s report. As one respondent stated, “by its nature, such information in an 
audit report will not be timely.” 
 
Respondents were asked whose responsibility it is to present information about an entity’s ability 
to continue as a going concern. Overwhelmingly, 83% of respondents believe this information 
should at least come from the company’s management. Almost half (46%) of those believe that 
the information should come from the independent auditor as well. Only 11% of respondents 
believe that going concern information should come solely from the auditor.5 
 

 
 
Respondents were presented with the following suggested new disclosure and asked whether it 
should be included in the auditor’s report. More than half of respondents (54%) either agree or 
strongly agree that the following statement should be included: 
 

“The auditor has obtained evidence to conclude that management’s use of the going concern basis of accounting 
is appropriate, and the auditor has not identified any material uncertainties related to events or conditions that 
may cast doubt on the entity’s ability to continue as a going concern.” 

 
The survey asked about “close calls,” defined as situations in which the auditor initially has doubt 
about the entity’s ability to continue as a going concern, but that concern is alleviated after 
speaking with management and evaluating their plans. When asked whether they want to receive 
information about close calls, about 34% agreed while 40% disagreed. The remaining 26% neither 
agreed nor disagreed.  
 
Of the respondents who would like information about close calls, 48% prefer the information to 

 
5 Two percent of respondents not represented in the graph selected “Other” and provided suggestions that the 
information come from the Board of Directors or lenders.  
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be presented in both the auditor’s report and management disclosures, while 36% believed this 
information should be solely in management disclosures. Sixteen percent (7 respondents) stated 
this information should come solely from the auditor.   
 
Respondents were asked whether requiring auditors to include information about close calls in the 
auditor’s report would encourage management to develop more effective plans to address the 
events or conditions that cast doubt on the entity’s ability to continue as a going concern. About 
12% neither agreed nor disagreed with this sentiment, and the remaining sample was split between 
“agree” and “disagree”, with no clear consensus.  
 
Fraud Transparency 
 
Respondents were asked to consider the disclosure of additional information related to the 
auditor’s consideration of risks of material misstatement due to fraud. Six options were presented, 
five of which suggested the addition of information to the auditor’s report, and respondents were 
asked to rank the options from most to least preferred.  
 
The belief that “No additional disclosure is needed” was polarizing, with 32% ranking it as their 
most preferred option, and 53% ranking it as their second to least or least preferred option. The 
remaining 15% ranked this option somewhere in the middle. 
 
The order of preference for the remaining five options is (Note: Results excluding respondents 
who indicated that “no additional disclosure is needed” are shown in bold font.): 
 

1. In the auditor’s report, describe identified material weaknesses in internal control that are 
relevant to the prevention and detection of fraud. (17%, 26%) 

2. In the auditor’s report, describe the identified and assessed fraud risks, and the auditor’s 
response to the assessed fraud risks. (16%, 24%) 

3. In the auditor’s report, describe the identified and assessed fraud risks, the auditor’s 
response to the assessed fraud risks, and the auditor’s findings/observations when 
responding to the assessed fraud risks. (13%, 19%) 

4. In the auditor’s report, describe the auditor’s approach to fraud risks. (12%, 18%) 
5. In the auditor's report, require the reporting of a fraud risk as a Key Audit Matter. (9%, 

13%) 
 
When asked whether the benefits of additional fraud disclosures in the auditor’s report would 
exceed the costs of the additional information, 40% agreed, 31% neither agreed nor disagreed, and 
29% disagreed. 
 
Respondents were given the following two statements and asked which most accurately captures 
their definition of fraud. Most (87%) reported that both statements capture their definition of fraud, 
while 9% selected either the first or second statement. The remaining 4% offered another 
explanation, about half of which specified the importance of materiality.  
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 Fraud is the theft of an entity’s assets.   
 Fraud is deliberately inaccurate financial reporting.  

 
Finally, respondents were asked about their views related to the auditor’s responsibility related to 
fraud. The graph below shows what type of fraud should be identified and reported: 

 

 
 
 
 



Summary of Academic Research on 
Identification, Assessment, and Response to Fraud Risks 

 
J.F. Brazel, T.D. Carpenter, C. Gimbar, J.G. Jenkins, and K.L. Jones 

 
 
 This report summarizes findings from academic research related to auditors’ 

identification, assessment, and response to fraud risks. Research findings along with key 

takeaways are presented for each of these areas. The report is based on a review of research 

published in highly regarded academic journals between 2017 and August 2022, as well as 

unpublished working papers available on the Social Science Research Network (SSRN).1 

Identification of Fraud Risks 
 

Several recent studies have investigated the ways in which auditors identify fraud risk 

factors for the purpose of subsequently assessing fraud risk. Given the important role fraud 

brainstorming plays in the identification of fraud risks, many of these studies examine auditor 

performance during brainstorming sessions. Dennis and Johnstone (2018) gained access to actual 

fraud brainstorming sessions and demonstrate how prompting audit partner leadership can lead to 

new fraud risks being identified. The prompt instructed partners to convey both general prompts 

(e.g., emphasize fraud brainstorming as a training opportunity) and targeted prompts (e.g., 

discuss any relevant personal experience on engagements involving fraud) during the 

brainstorming session. The study also finds that the leadership prompts increase the total number 

of fraud risks discussed by the audit engagement team and that audit seniors’ risk assessments 

are more likely to be enhanced by the partner prompts than more experienced audit managers. 

 
1 This report is based on research published in the following journals: Accounting Horizons, Accounting, 
Organizations & Society, Auditing: A Journal of Practice & Theory, Behavioral Research in Accounting, 
Contemporary Accounting Research, Journal of Accounting and Economics, Journal of Accounting and Public 
Policy, Journal of Accounting Research, Journal of Accounting, Auditing & Finance, Journal of Finance, Journal of 
Financial Economics, Review of Accounting Studies, Review of Financial Studies, and The Accounting Review. Our 
review of the academic literature also included a search of SSRN (www.ssrn.com) for relevant research because the 
website is frequently used to disseminate unpublished working papers. 

http://www.ssrn.com/
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Janssen, Hardies, Vanstraelen, and Zehms (2020) use data from actual audit engagements to 

demonstrate that the professional skepticism of the audit partner can drive fraud brainstorming 

quality. In particular, the research team observed a higher attendance rate and contribution of 

specialists, more extensive discussion, longer preparation, and longer brainstorming sessions for 

engagements led by partners with high trait skepticism and high moral courage. The study does 

not find a significant relationship between partners with a high presumptive doubt trait and 

brainstorming quality.2 

Other studies related to fraud brainstorming involve controlled laboratory experiments 

where the participants are practicing auditors who complete case studies by providing their 

fraud-related judgments and actions for a hypothetical audit client. Harding and Trotman (2017) 

examine how partner communication of the likelihood of fraud during brainstorming sessions 

can impact the extent to which their audit managers and seniors consider potential fraud risk 

factors. Specifically, the study illustrates that auditors are more apt to consider fraud risk factors 

as potential risks when the partner expresses management’s view that there is a low likelihood of 

fraud (vs. the partner expressing their own view that fraud risk is low or alternatively offering no 

view at all). Chen, Trotman, and Zhang (2022) focus on the technology used during 

brainstorming sessions. The researchers employ two different forms of an electronic 

brainstorming platform: a structured brainstorming platform and a non-structured brainstorming 

platform. In the non-structured brainstorming platform condition, inputs of all audit team 

 
2 The authors use various scale measurements to assess trait skepticism, moral courage, and presumptive doubt. 
First, participants’ trait skepticism is determined using the Hurtt Professional Skepticism Scale (Hurtt 2010), which 
includes measures of a questioning mindset, suspension of judgment, the likelihood of searching for knowledge, 
interpersonal understanding, autonomy, and self-esteem. Moral courage, meanwhile, is measured using the 
Professional Moral Courage Scale (Sekerka, Bagozzi and, Charnigo 2009), which includes assessments of 
participants’ moral agency, moral goals and endurance of threats, with an overall objective of determining 
participants’ willingness to take skeptical action. Finally, presumptive doubt is measured using Rotter’s 
Interpersonal Trust Scale (Rotter 1967), which measures one’s expectation that written or verbal representations 
made by others are reliable.    
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members are shown chronologically on a computer screen. In the structured brainstorming 

platform condition, idea inputs are shown by categories/topics rather than in chronological 

sequence. While the psychology literature suggests potential benefits from the structured 

brainstorming platform, the study observes that a structured brainstorming platform does not 

improve auditor performance (either the quantity or quality of fraud hypotheses generated). In 

particular, the structured technology inhibited the performance of audit managers (vs. seniors). 

In another study related to audit partner leadership during brainstorming sessions, Gissel 

and Johnstone (2017) have audit seniors and staff view videos of simulated brainstorming 

sessions where the partner’s leadership is manipulated. The researchers subsequently measure 

the extent to which the seniors and staff share privately known, fraud-relevant information. The 

two versions of partner leadership are intended to invoke different levels of psychological safety 

in subordinates who can be intimidated by the prospects of actively participating in a 

brainstorming session. The researchers illustrate that, when the partner engenders a more 

supportive, non-threatening group dynamic along with a style that encourages idea sharing 

(versus an unsupportive, threatening environment that discourages idea sharing), seniors and 

staff are more apt to share relevant fraud risk factors with the engagement team. Using an 

experiment with graduate-level accounting students who formed audit teams, McAllister, 

Kadous, and Blay (2021) study the effects of trait professional skepticism on fraud brainstorming 

performance. The researchers find that groups with a minority of high trait skeptics identify more 

fraud risk factors than control groups with a majority of high trait skeptics (or groups with no 

high trait skeptics as well). The study illustrates that a minority of auditors who are more 

skeptical can effectively influence a less skeptical majority during a conversion process that may 

occur as part of a fraud brainstorming session. This conversion process can be more influential to 
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group member skepticism than having a majority of high trait skeptics. Still, skepticism has been 

shown to come at a cost to auditors, especially when it does not identify a misstatement (Brazel, 

Jackson, Schaefer and Stewart 2016). Brazel, Leiby, and Schaefer (2022) perform several 

experiments in an attempt to identify cost-reduction mechanisms that may enhance auditors’ 

skepticism and enhance fraud identification. However, findings show that, unless supervisors 

consistently reward appropriate skepticism with positive performance evaluations (regardless of 

whether a misstatement is ultimately identified), auditors are unlikely to pursue fraud red flags. 

Outside the realm of fraud brainstorming, Majors and Bonner (2019) examine auditors’ 

fraud risk identification during end-of-audit analytical procedures. Specifically, the study 

demonstrates that working under a completion goal (“just get it done”) leads to poorer 

performance when identifying fraud risk factors versus a “refuse to accept” goal that fraud risks 

will go unidentified. The positive effect of “refuse to accept” (i.e., identification of fraud risk 

factors) is found to be stronger for auditors that identify more with the audit profession. Still, 

these auditors are less likely to raise a fraud risk concern to their superiors, as doing so would 

threaten their self-concept that their previously performed risk procedures were adequate. 

Research also investigates auditor proficiency at detecting deception in client 

communications. Hobson, Mayew, Peecher, and Venkatachalam  (2017) test whether instructing 

experienced auditors to attend to cognitive dissonance cues in CEO narratives enhances 

deception detection abilities.3 Findings indicate that the instruction is effective, in that auditors 

who received the instruction provided more extensive descriptions of fraud red flags and were 

 
3 Consistent with the conventional understanding of cognitive dissonance as having conflicting beliefs, the authors 
define cognitive dissonance as “the negative, uncomfortable emotion a person feels when they are saying something 
that they know is not true. Those experiencing cognitive dissonance feel uncomfortable, uneasy, and bothered” 
(Hobson et al. 2017, 1144).  
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more likely to identify parts of CEO conference call speeches exhibiting negative, 

uncomfortable, or inconsistent responses to analyst questions.  Fraud interview techniques have 

also been studied as a mechanism through which auditors might improve fraud identification. For 

example, Lauck, Perreault, Rakestraw, and Wainberg (2020) find that reminding auditees during 

fraud interviews about statutory whistleblower protections enhances the likelihood that auditees 

will report fraudulent activities. The authors also find that fraud reporting is more likely to occur 

in the afternoon, when auditees’ self-regulation is depleted, making them less likely to resist 

impulses to keep fraud information to themselves. Further, results from Holderness (2018) 

suggest that conducting fraud interviews with two auditors might be better for fraud detection 

than using the traditional single auditor. Specifically, the presence of two auditors, as opposed to 

just one, prompts more deceptive clients to talk more and enhances feelings of nervousness, 

making them more likely to “leak” fraud-related information. In addition to multiple auditors, the 

presence of a continuing auditor can enhance fraud identification: Patterson, Smith, and Tiras 

(2019) find in a multi-period game setting that continuing auditors are able allocate effort more 

efficiently across periods and are therefore more likely to detect fraud and decrease audit risk. 

This suggests that audit firm tenure may influence the likelihood fraud identification. 

Archival research identifies characteristics of fraud firms that auditors might consider 

when identifying fraud risks. For example, Cao, Luo, and Zhang (2020) find that lower-than-

normal investments in a firm’s labor pool are associated with higher likelihood of subsequent 

restatements, accounting irregularities, and fraud-related lawsuits.4 The authors suggest that 

auditors should consider abnormal labor employment changes as red flags and take them into 

 
4 The authors establish an expected investment in labor using year-over-year percentage changes in employee 
headcount. They then identify deviations from the expected levels of labor investments, and label them as “higher” 
or “lower” than normal labor pool investments. 



 6 

account when assessing fraud risks. Additionally, Davidson (2022) finds that executives who are 

implicated in financial reporting frauds are significantly more likely to have equity incentives 

than their peers who do not commit fraud, suggesting that auditors might consider such 

compensation when determining fraud risk. 

Lastly, fraud identification can be aided by recent developments in machine learning. For 

example, Bao, Ke, Li, Yu, and Zhang (2020) develop a fraud prediction model using raw 

accounting data, which purports to predict accounting fraud more effectively than the previously 

established financial ratio models. Additionally, Brown, Crowley, and Elliott (2020) execute a 

thematic, contextual analysis of 10-K disclosures that the authors believe is better able to predict 

financial misreporting than existing models. These results suggest that auditors may inform their 

fraud identification by studying disclosures and themes in annual report filings. 

Key Takeaways: 
 

• The expression of audit partner leadership, professional skepticism, and viewpoints (i.e., 
tone from the top) can impact the sharing of information and the identification of fraud 
risk factors during fraud brainstorming sessions.  

• Before introducing technology into the fraud brainstorming sessions, there should be a 
careful consideration of any unintended effects (e.g., a reduction in creative thinking). 

• The trait skepticism of individual auditors, including their self-esteem, autonomy, or 
likelihood of questioning inconsistencies, as well as the overall prevalence of high or low 
levels of skepticism on an audit team, can influence the team’s dynamics and the 
identification of fraud risk factors. 

• When performing analytical procedures at the end of an audit, it is important that the 
auditor is motivated to identify any remaining unidentified fraud risk factors and not 
complete the procedures with a “check the box” mentality. 

• Fraud identification in client communications might be enhanced using several 
mechanisms, including cognitive dissonance cue training, reminding auditees of 
whistleblower protections, and performing fraud interviews with two auditors. 

• Reduced labor investments and heightened equity incentives for executives may indicate 
a heightened risk for fraud. 
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• Innovative machine learning tools, such as applying archivally-developed fraud 
prediction and applying 10-K linguistic analyses, may aid auditors in fraud identification. 

Fraud Risk Assessment 

Recent fraud studies have investigated auditors’ use of analytical procedures. When 

assessing fraud risk, auditors use the results of preliminary analytical procedures to identify 

unusual or inconsistent patterns between expectations and recorded balances. Rose, Rose, Suh, 

and Thibodeau (2020) consider whether generating more or fewer explanations for unusual 

fluctuations improves audit quality. The authors conduct an experiment with 92 senior auditors 

and find that the generation of more explanations for account fluctuations can be 

counterproductive because a greater number of plausible explanations increases the perceived 

difficulty of the task, which leads to anchoring on client explanations. Brazel, Jones, and Lian 

(2022) consider which benchmarks for identifying unusual fluctuations are most effective when 

assessing fraud risk. The authors find that industry data, nonfinancial measures, and cash flows, 

which are less susceptible to management manipulation outperform both prior year balances and 

relations within the client’s financial data when assessing fraud risk. Of all the benchmarks 

suggested by auditing standards, fluctuations away from industry averages have historically been 

the best indicator of fraud. 

Recent research has also considered audit committee characteristics and fraud risk. 

Wilbanks, Hermanson and Sharma (2017) examine audit committee oversight of fraudulent 

financial reporting and management integrity. The authors survey 134 audit committee members 

and find that audit committee members with personal connections to the CEO are less vigilant 

when assessing fraud risk and management integrity. Socially connected audit committees are 

reluctant to engage in observable monitoring actions that could jeopardize social ties to the CEO. 

However, audit committee members with professional ties to other independent directors, audit 
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committee members with experience as controllers, and audit committees with female 

participants are more vigilant monitors. Brazel and Schmidt (2017) consider whether auditor and 

audit committee chairs constrain fraudulent reporting through monitoring the relation between 

nonfinancial and financial measures. Prior research has found that a large discrepancy between 

growth in nonfinancial measures (e.g., number of stores, product sold) and growth in financial 

measures (e.g., revenue) is a fraud red flag. The authors find that auditors with greater industry 

expertise and tenure and audit committee chairs with greater tenure are less likely to be 

associated with companies that exhibit large inconsistencies between their reported revenue 

growth and related nonfinancial measures (lower fraud risk).  

Recent fraud research has examined whether consulting with forensic specialists or 

taking a forensic perspective can improve fraud risk assessments. Asare and Wright (2018) 

survey of 57 experienced auditors and find that when auditors consult with forensic specialists 

with a greater understanding of the client's business and engagement objectives, they make better 

risk assessments. Chui, Curtis and Pike (2022) consider whether priming auditors with a forensic 

perspective improves their fraud risk assessment and their subsequent audit plan. In an 

experiment with 113 experienced senior-level auditors, some participants were primed when they 

were asked to read a list of key forensic attributes and then asked to “think like a forensic 

specialist” when completing the audit task. Other participants were not similarly primed. The 

authors find that primed auditors assessed fraud risk higher than unprimed auditors in both high 

fraud-risk and low fraud-risk environments. Regarding risk response, the primed auditors 

proposed more audit-plan modifications as compared to the unprimed auditors in a high fraud-

risk environment. The authors found the proposed modifications by the primed auditors were 

largely consistent with recommended responses from a panel of audit and forensic experts. In the 
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low fraud-risk environment, audit-plan modifications are similar between groups, which 

demonstrates that primed auditors are still efficient in low-risk environments. 

Recent studies have also evaluated the act of assessing fraud risk. Simon, Smith and 

Zimbelman (2018) consider whether decomposing fraud risk assessments into separate 

assessments of the likelihood and magnitude of risk leads to more effective risk assessments. In 

an experiment with 101 experienced auditors, the authors had some participants decompose their 

fraud risk assessment into likelihood and magnitude while the other participants took a holistic 

approach. The authors find that auditors that decomposed their fraud risk assessments assessed 

significantly lower fraud risk when fraud risk was high than auditors who took a holistic 

approach. In other words, auditors who decomposed their fraud risk assessments appeared to be 

less concerned when fraud risk was high than auditors who took a holistic approach. Hamilton 

and Smith (2021) examine auditors’ perceptions of misstatements resulting from omission (e.g., 

failing to record an expense) rather than commission (e.g., recording a fictitious sale). In two 

experiments using 58 corporate managers and 215 auditors, the authors find that given the 

choice, managers choose to commit fraud by omitting a transaction as opposed to falsifying a 

transaction. This is important because auditors judge a misstatement as less likely to be 

intentional and are less likely to follow up (e.g., gather additional evidence) when a manager 

commits a misstatement of omission versus a misstatement of commission. 

Two other recent articles on fraud risk assessment address CFO and auditor narcissism 

and cultural differences in auditors’ compliance with firm policy on fraud risk assessment 

procedures. Johnson, Lowe and Reckers (2021) conduct a quasi-experiment with 118 auditors 

and find that auditors interpret verbal and nonverbal expressions of high CFO narcissism as 

indicative of increased fraud risk. Although, verbal cues of narcissism had greater influence on 
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auditors than nonverbal cues. With respect to auditor narcissism, more narcissistic auditors 

generally underestimated client risk relative to less narcissistic auditors. In addition, morally 

disengaged auditors (i.e., auditors who tended to disassociate the risk of fraud from its moral and 

ethical implications) assessed lower fraud risk for clients with narcissistic CFOs, which suggests 

an auditor’s propensity to morally disengage reduces professional skepticism. Bik and 

Hooghiemstra (2018) use proprietary data from a Big 4 firm’s internal quality reviews involving 

1,152 audit engagement from 29 countries to assess the impact of cross-national cultural 

differences on auditors’ compliance with firm policy related to fraud risk assessment procedures. 

The authors find that auditors’ compliance with firm methodology is associated with three cross-

national cultural differences – specifically, collectivism, religiosity, and societal trust. 

Collectivism is defined as the extent to which individuals express pride and loyalty toward the 

group they are a part of, and are socially expected to give preference to the group rather than to 

themselves. Religiosity is defined as the degree to which individuals in a society adhere to 

religious values, beliefs, and practices. Societal trust is defined as the degree to which there is a 

willingness to rely on another party. The authors suggest that audit firms should develop 

country-specific guidance rather than having one, international fraud methodology. 

Key Takeaways: 

• When performing preliminary analytical procedures related to fraud risk assessment, 
generating more explanations for unusual fluctuations can be counterproductive.  

• Of all the benchmarks suggested by auditing standards, fluctuations away from industry 
averages have historically been the best indicator of fraud. 

• Audit committee members with personal connections to the CEO are less vigilant when 
assessing fraud risk and management integrity while audit committee members with 
professional ties to other independent directors, audit committee members with 
experience as controllers, and audit committees with female members are more vigilant 
monitors. 
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• Auditors with greater industry expertise and tenure and audit committee chairs with 
greater tenure are less likely to be associated with companies that exhibit large 
inconsistencies between their reported revenue growth and related nonfinancial measures 
(i.e., lower fraud risk). 

• When auditors consult with forensic specialists' that possess a greater understanding of 
the client's business and engagement objectives, the audit team makes better risk 
assessments. 

• Involving forensic specialists early in an audit engagement leads to improved teamwork 
and risk responsiveness. 

• Decomposing fraud risk assessments into separate assessments of the likelihood and 
magnitude of risk leads to less effective risk assessments than taking a holistic approach. 

• Given the choice, managers choose to commit fraud by omitting a transaction as opposed 
to falsifying a transaction, which is important because auditors judge a misstatement as 
less likely to be intentional and are less likely to follow up (e.g., gather additional 
evidence) when a manager omits a transaction versus falsifying a transaction. 

• Auditors interpret verbal and nonverbal expressions of high CFO narcissism as indicative 
of increased fraud risk. Although, verbal cues of narcissism have greater influence on 
auditors than nonverbal cues. 

• More narcissistic auditors generally underestimated fraud risk relative to less narcissistic 
auditors. 

Response to Fraud Risk 

Interactions with Client Management, Audit Teammates and Forensic Specialists 

There is recent evidence that auditors’ response to fraud can be improved by capitalizing 

on the audit team structure and the roles that auditors play in these teams (Holderness 2018, 

Bauer, Hillison, Peecher and Pomeroy (2020), as well as their consultation with forensic 

specialists (Asare and Wright 2018; Jenkins, Negangard and Oler 2018). Holderness (2018) 

examines the influence of client management deception on the skeptical judgments of individual 

auditors and two auditors working together and finds that the presence of two auditors, compared 

to a single auditor, induces management to exhibit more deceptive behavioral cues (i.e., conceal 

less) as management gets nervous in the presence of two auditors. Further, two auditors are more 
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likely to successfully incorporate behavioral cues into subsequent judgments, suggesting the 

benefit of audit teammates when conducting client interviews, especially with a heightened risk 

of fraud.   

Bauer et al. (2020) suggest that there is a benefit of auditors stepping out of their normal 

auditor role and into the role of providing informal advice to an audit teammate thus shifting 

their mindset to that of an advisor on the team. The results of their experiment suggest that the 

reason individual auditors fail to respond effectively to fraud risk is that they naturally apply an 

implemental mindset where they fail to recognize underlying fraud risk in a seeded fraud case. In 

contrast, those auditors who are primed to advise audit teammates use more deliberative 

mindsets and identify fraud audit procedures that are strongly linked to their own fraud risk 

assessments and that better align with experts' recommended fraud audit procedures for 

effectively addressing the seeded fraud cues.  

Asare and Wright (2018) conduct a field survey that links auditors’ consultation with 

forensic specialists to the quality of the audit work and audit team interactions. They find a 

positive association between forensic auditors’ understanding of the clients’ business and audit 

engagement objectives and effective teamwork and risk assessments. They also find a positive 

association between risk assessment and risk responsiveness. They document auditors’ 

willingness to consult with forensic specialists because auditors believe they help to efficiently 

focus their work, which outweighs these specialists’ cost. Based on a survey of auditors and 

forensic specialists, Jenkins et al. (2018) find that forensic specialists provide both guidance and 

direct assistance to audit teams across the audit in areas including fraud brainstorming, design of 

procedures to test for fraud, and review of results of fraud-related testing. In addition, forensic 

specialist involvement often resulted in incremental identification of material misstatements, 
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financial reporting fraud, misappropriation of assets, and internal control deficiencies. The 

study’s findings also suggest that auditors take comfort from forensic specialist involvement 

even when the specialist does not identify incremental audit findings. 

Improving Auditors’ Fraud Responses during Evidence Evaluation - Innovative Solutions 

Several recent studies examine innovative solutions that auditors might employ in 

practice to more effectively respond to fraud risk (Brasel, Hatfield, Nickell and Parsons 2019; 

Brewster, Johann, Peecher, and Solomon 2021; Austin and Carpenter 2022; and Austin, 

Carpenter, Christ and Nielson 2022). Brewster et al. (2021) predict and find in an experiment 

that auditors can evaluate whether evidence is more or less indicative of fraud, but only when 

they possess stronger wise-thinking dispositions, a construct they define as a tendency of 

individuals to naturally engage in the balanced revision of doubts and beliefs by thinking openly 

and reflectively about evidence. Similarly, Brasel et al. (2019) document the benefits of trait 

skepticism, as they find that auditors were more likely to evaluate evidence more skeptically, 

resulting in a greater overall increase in skeptical judgments and actions (i.e., perform additional 

inquiries and other audit procedures), but only if they also exhibited higher levels of trait 

skepticism.  

Austin et al. (2022) build on empowerment theory that suggests that employees who feel 

autonomy over their work can produce higher quality work. They investigate the efficacy of two-

theory driven interventions that are designed to instill feelings of empowerment in auditors by 

providing supervisor support and autonomy for executing unplanned audit procedures. They 

predict and find that empowering auditors, where auditors feel like they can overcome 

constraints and feel supported to navigate their own work, can enhance their skepticism leading 

to more effective audit responses to unanticipated evidence suggestive of fraud, but they are not 
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inefficient in the absence of such evidence. They provide experimental support for their 

theorized model finding auditors who feel more empowered in a case where fraud was seeded 

assess fraud risk higher, perform more audit work to search for fraud and, ultimately are 

successful in recommending more effective fraud audit procedures aimed at detecting the seeded 

fraud. Austin and Carpenter (2022) also provide experimental evidence of an innovative theory-

driven intervention that incorporates game-like elements that improves auditors’ response to 

fraud risk. They point out that audit firms recognize the challenges auditors face in detecting 

fraud, and currently communicate to auditors the importance of remaining alert for fraud and 

skeptical. However, they also suggest that regulators have suggested these communications from 

audit firms are insufficient. They predict and find that auditors receiving communication that 

simulates current practice, modeled after practice communication and a PCAOB speech, fail to 

effectively respond to fraud risk; however, auditors who are provided with communication that 

includes game-like elements, based on psychology theory that suggests that game-like elements 

pique curiosity associated with the task, as well as increase the challenge and enjoyment 

resulting in deeper cognitive processing, design effective fraud detection procedures. These 

studies provide promise for the future if auditors and audit teams can incorporate some of these 

innovative strategies.  

Key Takeaways:                                             

• Advising other auditors on the team, and engaging forensic specialists on the team, 
improves auditors’ response to the risk of fraud and capitalizing on the use of teammates 
(i.e., using two auditors instead of just one in client inquiries about fraud) reduces clients’ 
propensity to be deceptive. 

• Wise-thinking disposition (i.e., a balanced view of evidence) and trait skepticism both 
contribute to auditors’ effective linking of fraud risk and audit responses. 

• Empowering auditors, where auditors feel like they can overcome constraints and feel 
supported to navigate their own work, helps improve auditors’ effective response to 
evidence indicative of fraud without making them inefficient when fraud is not present. 
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• While auditors receiving audit firm communication that resembles practice fail to detect a 
seeded fraud, when innovative communication that contains game-like elements is 
provided, auditors’ responses are effective at addressing heightened fraud risk.    
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IAASB Fraud Project Timeline

Dec 2021:
Approved 

Project 
Proposal

Apr/Jun/Jul 
2021:

Discussed 
comments 

and proposals

Jan 2021:
Comments 

due on 
Discussion 

Paper

Aug 2020:
Issued 

Discussion 
Paper

Mar 2025:
Issue final 
standard

Feb 2024:
Comments 

due on 
exposure 

draft

Sep 2023:
Issue 

exposure 
draft

March 2022 IAASB Mtg:
• Risk identification and assessment
• Communication with TCWG
• Transparency in the auditor’s report
• Non-authoritative guidance

June 2022 IAASB Mtg:
• Intro – auditor responsibility vs. inherent limitations
• Specialized / forensic skills
• Risk assessment – 315R integration
• Understanding the entity & its environment
• Presumed fraud risk – revenue recognition
• Journal entries
• Communication with TCWG

Items in Project Proposal not yet DiscussedMtg:
- Definition of fraud 
- Written representations
- Technology
- Analytical procedures
- Audit procedures for identified or suspected fraud
- Unpredictability of audit procedures 
- Third-party fraud
- Audit documentation
- External confirmation
- Professional skepticism
- Stand-back requirement  

ASB will need to consider how best to move forward with an 
ASB project on fraud – to be considered after the Dec 2022 
IAASB meeting materials become available

Details  of 
Sept  2022 
meeting on 
next slides

September 2022 IAASB Mtg:
• Feedback from outreach on 

Transparency in the Auditor’s Report
• Risk assessment – ISA 315R integration 

(revised from June version)
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Topic Overview of Key Changes Key Takeaways from Sept 2022 IAASB Mtg

Section I 

Transparency in the 
Auditor’s Report on Fraud  

• IAASB conducted 24 interviews and shared the results 
with the Board (par. 45 of IAASB agenda item 6)

Takeaways from the IAASB outreach is that users of the 
financial statements:  

• Value more transparency
• Recognize prevention and detection of fraud is 

primarily the responsibility of management and TCWG
• View insights about the system of I/C to prevent and 

detect fraud as an indicator of “what can go wrong” 
• Noted that info in the report may assist in the 

assessment of the entity, including integrity of 
management and TCWG 

• Trust and value the auditor’s independent perspectives
• Reiterate that the auditor “works” for the users
• Highlighted the importance of clarity in messaging 
• Indicated the importance of, and benefits from, 

educational material 

• ASB shared results of our survey through a 
letter sent to the IAASB

• The preliminary results of our research are 
not entirely consistent with the results of 
the IAASB’s user outreach on auditor 
reporting relating to fraud
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Topic Overview of Key Changes Key Takeaways from Sept 2022 IAASB Meeting 

Section I

Transparency in the 
Auditor’s Report on 
Fraud  

Summary of IAASB proposals (par 65 of agenda 
item 6):

• Enhance transparency in the auditor’s report 
by including a separate section on fraud that 
encompasses a description of:
(a) The auditor’s responsibilities as it relates to 

fraud in the audit of the financial 
statements;

(b)The identified and assessed fraud risks and 
the auditor’s response to the assessed risks; 
and

(c) Identified significant deficiencies in internal 
control that are relevant to the prevention 
and detection of fraud in the financial 
statements.

• Task force did not recommend disclosure of 
the auditor’s findings/observations

• Overall IAASB was supportive of transparency in the auditor’s 
report relating to fraud – however there was disagreement on 
what additional information should be included (needs to be 
relevant) 

• Some support for a separate section on fraud, however 
concerns were raised about highlighting fraud in reports when 
KAMs are not communicated (undue emphasis on fraud and 
not other issues) 

• Some members expressed support for using the KAM 
framework for further communication about fraud – thereby 
limiting to listed entities 

• Many members expressed concerns with (c) because the audit 
is not designed to identified deficiencies in internal control, 
thus the user may place undue reliance on the completeness of 
deficiencies identified

• Concerns were raised about the auditor being the original 
source of information instead of management

• Questions were raised about whether private entities would 
have the same need for more information in the auditor’s 
report 

• Because there was a clear steer that users want more in the 
auditor’s report about fraud – the IAASB was asked to think 
about how practical difficulties can be overcome to deliver 
more in the auditor’s report  

• TF will continue to work with developing reporting 
requirements for the December 2022 draft document 

TF views:

• Similar to views as those 
expressed at the IAASB meeting

• Concerns with including original 
information

• Recommend further outreach to 
find out results in other 
jurisdictions – often additional 
communications become 
boilerplate over time 

• Additional information may 
increase the expectation gap

• Concerns about proposal to 
include SDs in the auditor’s report 
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ASB TF views:

• Improvement from June 2022 
version 

• Supportive of fewer repetitive 
requirements 

• Recommend lead-in be changed 
to better reflect these are in 
applying ISA 315 (R 2019)

• Highlight that the new 
requirements and application 
material need further focus and 
review as they were 
overshadowed by the structure 
changes 

• Strongly recommend the Dec 
2022 version be marked from 
extant ISA 240

Topic Overview of Key Changes Key Takeaways from Sept 2022 IAASB Meeting 

Section II

Identifying and Assessing 
the Risks of Material 
Misstatement Due to Fraud 
(Connection to ISA 315) 

• The IAASB worked on better aligning ISA 240 with ISA 
315 based upon feedback received at the June 2022 
IAASB meeting
o June 2022 IAASB meeting - IAASB supported 

revisions to include recent changes in ISA 315 
(R2019), however there were mixed views on 
how to accomplish this. The IAASB emphasized 
that the risk assessment procedures relating to 
fraud are intended to expand upon, and should 
not duplicate, what is already in ISA 315 (R2019) 
and cautioned against implying that there were 
two separate risk assessments.

• IAASB used the phrase “In applying ISA 315 (Revised) 
2019)” when the auditor is required to do something 
in addition to the requirements in ISA 315

• At the September 2022 IAASB meeting the 
IAASB felt that this section was much 
improved from June

• Wendy requested that the Dec 2022 materials 
show the changes from extant to capture fully 
what the proposed changes will be

NEXT STEPS • December 2022 IAASB Meeting – Expected to bring a near full draft of the proposed revised ISA 240. TF 
will continue to discuss topics brought in March and June, and will advance its thinking on the remaining 
topics outlined in the project proposal (primarily focused on proposed actions to address specific fraud-
related audit procedures)

• Expected September 2023 approval of ED



Upcoming 
ASB Task 
Force 
Activities

• Continue to provide feedback to the IAASB through IASTF/ASB meetings, 
and develop project proposal for possible ASB related project

• Continue to work with Greg Jenkins on Fraud outreach, and to understand 
the outcomes, to help inform both the IAASB and the ASB projects

• ASB Fraud TF meetings scheduled for the remainder of 2022:
• November 28 (discuss Dec IAASB materials) 
• December 15 (prepare materials for Jan 2023 ASB meeting;  

discuss project proposal)

Fraud

6

What to 
Expect in 
2023

• In 2023, the ASB will be asked to consider the scope and timing of a 
possible ASB fraud project to determine whether changes to GAAS are 
needed. If approved, the ASB will move toward voting an exposure draft 
for a revised AU-C section 240 shortly after the IAASB ED is finalized. 

• TF meetings to be scheduled for beginning of January 2023 (TBD) to 
prepare for January ASB meeting. Additional TF meetings to be scheduled 
throughout 2023.  
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Going Concern Discussion Memorandum 

 

I. Objective of Agenda Item 

The ASB’s Going Concern Task Force (the Task Force) seeks to obtain direction from the ASB 
regarding whether or when to undertake a project to update AU-C 570, The Auditor’s Consideration of 
an Entity’s Ability to Continue as a Going Concern (AU-C 570) considering the International Auditing 
and Assurance Standards Board (IAASB) active project to make targeted performance and reporting 
changes to ISA 570 (Revised), Going Concern (ISA 570) and the PCAOB’s planned standard-setting 
activity regarding Going Concern. The ASB’s Task Force also desires to obtain feedback from the 
ASB on specific tentative decisions reached by the IAASB thus far. 

 

II. Going Concern Task Force 

• Clay Huffman, Co-chair 
• Laura Schuetze, Co-chair 
• Patricia Bottomly 
• Marie Brilmyer 
• Greg Jenkins 
• Andrew Prather 
• Jeff Rapaglia 
• Tania Sergott  

Wendy Stevens serves as a member of the IAASB’s Going Concern Task Force. Brian Wilson, with 
the assistance of Jordyn Joseph, serves as AICPA staff on the Task Force.  

 

III. Relevant Background 

Refer to Appendix A for a background discussion of relevant auditing standard activities pertaining to 
Going Concern.  

To inform the ASB’s discussion in October 2022, the Task Force has prepared a comparison of the 
current tentative sectional changes to ISA 570 (as presented in the agenda materials for the 
September 2022 IAASB meeting) with the current wording in AU-C 570.  Refer to Appendix B of this 
Issues Paper.  

As expressed in the ASB’s Operating Policies1, the ASB has a strategic objective to converge its 
standards with those of the IAASB.  The ASB also considers the standard-setting activities of others 
such as the U.S. Public Company Accounting Oversight Board (PCAOB). Further, the ASB has 
established Convergence Drafting Guidelines2 reflecting the ASB’s commitment to be an “ISA Base” 
standard-setter.   

Specific to Going Concern, the Task Force believes the ASB can also be informed by other factors as 
to whether to undertake a project to converge AU-C 570 with the IAASB’s current going concern 
project direction and tentative decisions reached. The Task Force has identified the following factors 
that may be useful and relevant to a potential ASB going concern project:  

1. The differences in the accounting and reporting of going concern for financial statement 
preparers under U.S. GAAP (which the vast majority of nonissuers use as their financial 
reporting framework) compared to other financial reporting frameworks such as IFRS,  

 
1 Refer to ASB Operating Policies as of December 2021. 
2 Refer to Appendix B in the ASB’s Operating Policies. 

https://us.aicpa.org/content/dam/aicpa/research/standards/auditattest/asb/downloadabledocuments/asb-operating-policies.pdf
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2. AU-C 5703 is relatively new, as well as the auditor’s reporting4 model, which includes 
responsibilities related to going concern,  

3. Cost/benefit considerations weighing convergence with the U.S. public interest and the needs 
of U.S. practitioners to offer high-quality, objective audit services to nonissuers in an effective 
and efficient manner, 

4. The inconsistency of some results obtained from the ASB’s 2022 going concern transparency 
survey5 and other outreach conducted compared to the outreach conducted by the IAASB 
prior to the approval of its March 2022 going concern project proposal; and 

5. Limited inspection-related findings associated with practitioners auditing non-issuers 
regarding going concern (refer to Appendix A below). 
 

 
IV. Analysis 

If the ASB were to undertake a project to update AU-C 570 for the changes currently or expected to 
be proposed by the IAASB (based on the March 2022 Project Proposal and September IAASB 
meeting agenda materials6), the resulting changes to AU-C 570 could potentially include the following: 

• Incorporating language from AU-C 315 (Revised), Identifying and Assessing the Risks of 
Material Misstatement Through Understanding the Entity and its Environment and AU-C 540, 
Auditing Accounting Estimates and Related Disclosures. 

• Potentially shift the focus from requirements in the applicable Financial Reporting Framework 
(FRF), when applicable, to an auditing standards framework. For example, 

o The auditing standards would specifically require a set timeframe over which 
management makes its assessment (such as one year after the date of financial 
statement approval), even if the applicable FRF addresses the requirements for 
management’s assessment. 

o Updating definitions/terminology (e.g., material uncertainty and substantial doubt). 

• Mandating additional elements for the auditor’s report, including a separate, explicit 
conclusion on the entity’s use of the going concern basis of accounting. 

o ASB will need to consider incremental auditor report disclosures to be required by the 
IAASB for listed entities (for example, auditor reporting related to “close calls”), similar 
to how Key Audit Matters were considered/incorporated into U.S. GAAS. 

• Reorganizing the overall design of AU-C 570. 

• Significantly expanding application material. 

The above list represents current potential changes should the ASB choose to fully converge with the 
tentative decisions made by the IAASB thus far. The ASB also could create a project that is narrower 
in scope than the IAASB’s project. 

 

V. Strategic Options 

Currently, the Task Force believes the ASB has three options when considering whether and, if so, 
how, and when to undertake a project to update AU-C 570 based on the proposed changes identified 
to date that may be included in the IAASB’s exposure draft expected in March 2023 (with final 
approval expected in June 2024). The Task Force does not have consensus at this time on these 
options but would like directional input from the ASB. These options are as follows: 

 
3 Effective for periods ending on or after December 15, 2017. 
4 Effective for periods ending on or after December 15, 2021. 
5 Refer to the October 2022 Agenda Item 9 materials. 
6 IAASB Going Concern Project Proposal and September 2022 Issues Discussion. Note: The IAASB will be deliberating elements within their 
project proposal, not yet discussed, through their March 2023 plenary discussion and anticipated exposure draft vote.   

https://us.aicpa.org/research/standards/auditattest/asb/202210-asb-meeting-agenda-materials.html
https://www.ifac.org/system/files/uploads/IAASB/Project-Proposal-Revision-570-Revised.pdf
https://www.ifac.org/system/files/meetings/files/20220912-IAASB-Agenda-Item-7-Going-Concern-Issues-final.pdf
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Option 1 – defer undertaking a project to align with ISA 570.  Reevaluate when PCAOB issues their 
proposed standard (per the PCAOB’s Standard Setting Agenda, proposal anticipated in 2023). 

Option 2 – undertake a project immediately, issue an exposure draft in May 2023 (1st ASB meeting 
following the IAASB’s anticipated ED issuance at its March 2023 meeting).  To achieve this timing 
would require accelerated development of project proposal and review of draft documents at the 
December 2022 and January 2023 meetings.  Depending on PCAOB timing, may not allow for 
consideration of PCAOB direction prior to issuing ED. 

Option 3 – Wait until IAASB’s project is voted as final to undertake a project (IAASB anticipates final 
issuance in June 2024).  Enables consideration of PCAOB direction via their proposal. 

Note: these options may have varied amounts of initial-to-ongoing time and effort required of the Task 
Force and the ASB to achieve outcomes with each option. 

  

Questions for the Board  

1. In considering the background and discussion, including Appendices A and B, what is the 
Board’s directional approach (refer to three options above) about a project to update AU-C 
570? 

Assuming the ASB chooses to undertake a project in the short or longer term: 

2. How does the ASB’s outreach thus far regarding going concern affect the project direction and 
timeline? 

3. What are the ASB’s views regarding post-implementation review of extant AU-C 570 or other 
outreach initiatives that the ASB believe would inform the scope of the project? 

Although not expected to be discussed in detail during the October 2022 ASB meeting, the 
following are the type of matters the Task Force expects to raise for more detailed discussion and 
specific ASB input, potentially as early as January 2023. The Task Force may present these and 
other questions to the ASB in the form of survey questions and/or discussion memorandum items. 

4. The ASB is asked to provide directional feedback on the following topics to assist the Task 
Force in identifying areas to evaluate for purposes of a project proposal: 

a. Does the ASB believe it would be beneficial to include more risk assessment 
procedures/concepts from SAS 145 into AU-C 570? 

b. Does the ASB believe it would be more appropriate to shift the focus from requirements 
(e.g., time period for assessment and definitions) in the FRF to requirements in the auditing 
standard? 

c. Does the ASB agree with mandating additional elements for the auditor’s report, including 
a separate, explicit conclusion of the entity’s use of the going concern basis of accounting? 

d. Does the ASB agree with requiring auditor reporting when there is a “close call” where 
management’s plans alleviate the substantial doubt about the entity’s ability to continue as 
a going concern for a reasonable period of time? 
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Appendix A 
Background 

ASB activity 

In 2015, the ASB undertook a comprehensive project to amend AU-C 570 and align it with the 
accounting7 and various auditing standards. In February 2017, the ASB issued SAS No. 132, The 
Auditor’s Consideration of an Entity’s Ability to Continue as a Going Concern. The resulting SAS 1328 
became effective for audits of financial statements for periods ending on or after December 15, 2017.  

SAS 132 was organized in a manner that discussed the auditor’s responsibilities when management 
is required to make a specific evaluation under the applicable financial reporting framework (FRF) and 
when management is not required to make such an evaluation. The current objectives of AU-C 570 
are: 

a.    To obtain sufficient appropriate audit evidence regarding, and to conclude on, the 
appropriateness of management's use of the going concern basis of accounting, when relevant, 
in the preparation of the financial statements 

b.    To conclude, based on the audit evidence obtained, whether substantial doubt about an 
entity's ability to continue as a going concern for a reasonable period of time exists 

c.    To evaluate the possible financial statement effects, including the adequacy of disclosure 
regarding the entity's ability to continue as a going concern for a reasonable period of time 

d.    To report in accordance with this section. 

The resulting framework of AU-C 570 begins with the applicable FRF, and the auditor considers 
management’s conclusion in the context of the FRF. If the FRF does not address going concern 
specifically, AU-C 570 provides certain requirements for the auditor to make their own conclusion 
regarding the entity’s ability to continue as a going concern.  

Recent ASB and AICPA staff activity 

The ASB conducted outreach regarding users’ views on going concern and the auditor’s responsibility 
therefor, as well as views on transparency. Refer to October 2022 ASB Agenda Item 9 items for 
specific discussion. In addition, AICPA staff performed a preliminary analysis of data received from 
Peer Review, primarily between 2020 and 2021, regarding matters associated with going concern. 
That analysis revealed limited inspection findings with going concern; however, of the findings 
identified the two primary matters were (a) the auditor’s failure to consider going concern or (b) a lack 
of documentation to support the auditor’s conclusion of going concern. No matters were identified 
related to auditor’s reporting of going concern.  

The ASB has not conducted a post-implementation review of AU-C 570 to evaluate the outcomes of 
the revised requirements.  

PCAOB activity 

At the time the FASB standard became effective, PCAOB issued Staff Audit Practice Alert (SPA) No. 
13, “Matters Related to the Auditor’s Consideration of a Company’s Ability to Continue as a Going 
Concern” in September 2014. Currently, the topic of going concern is on the PCAOB’s standard-
setting schedule with a proposal expected sometime in 2023. 

IAASB project  

This is not the first time the IAASB has addressed going concern in its standards over the years. 
Historically, the challenge was (and continues to be) the framework under which they establish 
standards. While the ISAs are generally framework neutral, the IAASB often looks to IFRS as adopted 
by the IASB, and IFRS is not, in the view of the Task Force, as robust regarding management’s 
accounting, reporting, and disclosure for going concern as U.S. GAAP. Going concern is not currently 

 
7 FASB Accounting Standards Update (ASU) No. 2014-15, Presentation of Financial Statements—Going Concern (Subtopic 205-40): Disclosure 
of Uncertainties about an Entity’s Ability to Continue as a Going Concern and GASB Statement No. 56, Codification of Accounting and Financial 
Reporting Guidance Contained in the AICPA Statements on Auditing Standards (GASB No. 56).   
8 AU-C section 570 was subsequently amended by SAS No. 134 and No. 136. 

https://pcaobus.org/Standards/QandA/09222014_SAPA_13.pdf
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on the IASB’s standard-setting schedule despite the IAASB strongly urging the IASB to take up such 
a project and the IASB’s own feedback received that going concern was among the higher priority 
projects the IASB should take up.  

The GC task force has been following the IAASB’s project and updating the IASTF and ASB 
accordingly. The IAASB is expected to approve an exposure draft in March 2023. As a result, the 
Task Force is prepared to obtain specific direction from the ASB regarding whether, and if so, how, 
and when, the ASB should take up a project to update AU-C 570.  
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Appendix B 
Comparison of major sections of extant AU-C 570 and proposed ISA 570 (based on September 
IAASB agenda materials) 

 

Risk assessment procedures 

U.S. GAAS IAASB September agenda materials 

.12 When performing risk assessment 
procedures as required by section 315A, 
Understanding the Entity and Its 
Environment and Assessing the Risks of 
Material Misstatement, the auditor should 
consider whether there are conditions or 
events, considered in the aggregate, that 
raise substantial doubt about an entity's 
ability to continue as a going concern for a 
reasonable period of time. In doing so, the 
auditor should determine whether 
management has performed a preliminary 
evaluation of whether such conditions or 
events exist: 

a.    If such an evaluation has been 
performed, the auditor should discuss the 
evaluation with management and determine 
whether management has identified 
conditions or events that raise substantial 
doubt about an entity's ability to continue as 
a going concern for a reasonable period of 
time and, if so, understand management's 
plans to address them. 

b.    If such an evaluation has not yet been 
performed, the auditor should discuss with 
management the basis for the intended use 
of the going concern basis of accounting 
and inquire of management whether 
conditions or events exist that raise 
substantial doubt about an entity's ability to 
continue as a going concern for a 
reasonable period of time. 

Remaining Alert Throughout the Audit for 
Audit Evidence About Conditions or Events 

.13 The auditor should remain alert 
throughout the audit for audit evidence of 
conditions or events that raise substantial 
doubt about an entity's ability to continue as 
a going concern for a reasonable period of 
time. 

10. In applying ISA 315 (Revised 2019), 
Identifying and Assessing the Risks of Material 
Misstatement, the auditor shall design and 
perform risk assessment procedures to obtain 
audit evidence that provides an appropriate 
basis for the identification of events or 
conditions that, individually or collectively, may 
cast significant doubt on the entity’s ability to 
continue as a going concern. 

Obtaining an Understanding of the Entity 
and Its Environment, the Applicable 
Financial Reporting Framework and the 
Entity’s System of Internal Control9 

10A.  In applying ISA 315 (Revised 2019), the 
auditor shall perform risk assessment 
procedures to obtain an understanding of:  

The Entity and Its Environment  

(a) The entity's business model, objectives, 
strategies and related business risks relevant to 
identifying events or conditions that, individually 
or collectively, may cast significant doubt on the 
entity’s ability to continue as a going concern.  

(b) Industry conditions, including the 
competitive environment, technological 
developments, and other external factors 
affecting the entity’s financing.  

(c) The measures used, internally and 
externally, to assess the entity's financial 
performance, including forecasts, future cash 
flows, and management's budgeting processes. 
(Ref: Para. A6B) 

The Applicable Financial Reporting 
Framework 

(d) The requirements of the applicable 
financial reporting framework relating to the 
going concern basis of accounting, and the 
related disclosures that are required to be 
included in the entity's financial statements.  

(e) The basis for management’s intended 
use of the going concern basis of accounting.  

 
9 Paragraphs 10A, 11A, and 11B are repetitive to ISA 315(R) with slight tweaks to be specifically related to going concern – a 
drafting convention recently adopted by the IAASB for other projects, such as estimates and group audits. 
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The Entity’s System of Internal Control 

(f) Unless all of those charged with 
governance are involved in managing the entity, 
how those charged with governance exercise 
oversight over management’s assessment of 
the entity's ability to continue as a going 
concern.  

(g) The entity's risk assessment process to 
identify, assess and address business risks 
relating to events or conditions that, individually 
or collectively, may cast significant doubt on the 
entity's ability to continue as a going concern.  

(h) How events or conditions that may cast 
significant doubt on the entity’s ability to 
continue as a going concern are captured, 
processed and reflected in the entity’s 
information system. 

Remaining Alert Throughout the Audit for 
New Information about Events or Conditions 

11. The auditor shall remain alert 
throughout the audit for new information of 
events or conditions that may cast significant 
doubt on the entity’s ability to continue as a 
going concern. 

Identification and Assessment of the Risks 
of Material Misstatement Associated with 
Going Concern 

11A.    In applying ISA 315 (Revised 2019), the 
auditor shall determine whether the audit 
evidence obtained from risk assessment 
procedures and related activities indicates the 
existence of events or conditions that may cast 
significant doubt on the entity’s ability to 
continue as a going concern that management 
has not previously identified or disclosed to the 
auditor. (Ref: Para. A7A–A7B) 

Control Deficiencies Within the Entity’s 
System of Internal Control 

11B. In applying ISA 315 (Revised 2019), 
based on the auditor’s evaluation of each of the 
components of the entity’s system of internal 
control, the auditor shall determine whether one 
or more control deficiencies in respect of 
management’s assessment of going concern 
have been identified. 
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.14 The auditor's evaluation should 

a.    address management's evaluation 
of whether there are conditions or 
events, considered in the aggregate, 
that raise substantial doubt about an 
entity's ability to continue as a going 
concern for a reasonable period of 
time.  

b.    cover the same period as that used 
by management in its evaluation as 
required by the applicable financial 
reporting framework. 

c.    include consideration of whether 
management's evaluation includes all 
relevant information of which the 
auditor is aware as a result of the audit. 

12. The auditor shall design and perform audit 
procedures to evaluate management’s assessment of 
the entity’s ability to continue as a going concern, to 
obtain sufficient appropriate audit evidence:  

(a) To conclude on the appropriateness of 
management’s use of the going concern basis of 
accounting in the preparation of the financial 
statements; and  

(b) To determine whether or not a material 
uncertainty exists related to events or conditions that 
may cast significant doubt on the entity’s ability to 
continue as a going concern.  

12A.  The auditor shall design and perform audit 
procedures to evaluate management’s assessment of 
the entity’s ability to continue as a going concern in a 
manner that is not biased towards obtaining audit 
evidence that may be corroborative or towards 
excluding audit evidence that may be contradictory.  

Requesting Management to Make Its Assessment  

12B.  Where management has not yet performed 
an assessment of the entity’s ability to continue as a 
going concern, the auditor shall request management 
to make its assessment.   

Period of Management’s Assessment 

13A. The auditor shall evaluate whether the period 
used by management to make its assessment is 
reasonable, based on the nature and circumstances 
of the entity.  

13B. The auditor shall request management to 
extend its assessment period to at least twelve 
months from the date of approval of the financial 
statements as defined in ISA 560, Summary 
Subsequent Events if:  

(a) Management’s assessment of the entity’s 
ability to continue as a going concern covers less 
than twelve months from that date, or 

(b) The applicable financial reporting framework 
does not specify the period to be covered by 
management’s assessment of the entity’s ability to 
continue as a going concern. 
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.15 The auditor should inquire of 
management regarding its knowledge of 
conditions or events beyond the period of 
management's evaluation that may have an 
effect on the entity's ability to continue as a 
going concern. 

Management Unwilling to Perform or Extend 
Its Evaluation 

.27 If management is unwilling to perform or 
extend its evaluation to meet the period of 
time required by the applicable financial 
reporting framework when requested to do 
so by the auditor, the auditor should 
consider the implications for the auditor's 
report. 

13C.  The auditor shall inquire of management 
as to its knowledge of events or conditions 
beyond the period of management’s 
assessment that may cast significant doubt on 
the entity’s ability to continue as a going 
concern.  

Management Unwilling to Make or Extend Its 
Assessment  

14A. If management is unwilling to make or 
extend its assessment when requested to do so 
by the auditor, the auditor shall:  

(a) Discuss the matter with management, 
and if appropriate, with those charged with 
governance.  

(b) Determine the implications for the audit 
or the auditor’s opinion in accordance with ISA 
705 (Revised), Modifications to the Opinion in 
the Auditor’s Report.   

 

Communications with TCWG and other parties 

U.S. GAAS IAASB September agenda materials 

.28 Unless all those charged with governance 
are involved in managing the entity, 7 the 
auditor should communicate with those 
charged with governance regarding conditions 
and events, considered in the aggregate, that 
raise substantial doubt about an entity's ability 
to continue as a going concern for a 
reasonable period of time. Such 
communication with those charged with 
governance should include the following: 

a.    Whether the conditions or events, 
considered in the aggregate, that raise 
substantial doubt about an entity's ability to 
continue as a going concern for a reasonable 
period of time constitute substantial doubt 

b.    The auditor's consideration of 
management's plans 

c.    Whether management's use of the going 
concern basis of accounting, when relevant, is 
appropriate in the preparation of the financial 
statements 

d.    The adequacy of related disclosures in the 
financial statements 

e.    The implications for the auditor's report 

25. Unless all those charged with 
governance are involved in managing the 
entity, the auditor shall communicate with 
those charged with governance events or 
conditions identified that may cast significant 
doubt on the entity’s ability to continue as a 
going concern. Such communication with 
those charged with governance shall include 
the following: (Ref: Para. A36A–A36C) 

(a) Whether the events or conditions 
constitute a material uncertainty; 

(b) Whether management’s use of the 
going concern basis of accounting is 
appropriate in the preparation of the financial 
statements; 

(c) An overview of the audit procedures 
performed and the basis for the auditor’s 
conclusions, including the consideration of 
management’s plans for future actions; 

(d) The adequacy of related disclosures 
in the financial statements, including 
disclosures that describe the significant 
judgments made by management and the 
adequacy of the mitigating factors in 
management’s plans that are of significance 
to overcoming the adverse effects of the 
events or conditions;  
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(e) When applicable, management’s 
unwillingness to make or extend its 
assessment of the entity’s ability to continue 
as a going concern when requested; and 

(f) When applicable, the implications for 
the audit or the auditor’s report. 

25A. When the auditor considers it 
necessary to include a “Material Uncertainty 
Related to Going Concern” paragraph in the 
auditor’s report, or issue a modified opinion in 
respect of matters related to going concern, 
the auditor shall determine whether law, 
regulation or relevant ethical requirements: 
(Ref: Para. A37A–A37D) 

(a) Require the auditor to report to an 
appropriate authority outside the entity. 

(b) Establish responsibilities under which 
reporting to an appropriate authority outside 
the entity may be appropriate in the 
circumstances. 

 
Auditor reporting / implications on audit report 

Circumstance(s) U.S. GAAS September IAASB materials 

Use of GC basis is inappropriate Adverse opinion Adverse opinion 

Use of GC basis appropriate – no 
events/conditions identified 

No specific required 
report element 
regarding the auditor’s 
conclusion 

Separate report section called 
“Going Concern” that explicitly 
gives conclusion that GC basis of 
accounting is appropriate, and no 
material uncertainties were 
identified 

Use of GC basis appropriate – 
conditions/events identified and 
substantial doubt alleviated by 
management’s plans (“close call”) 

No required report 
element regarding the 
auditor’s conclusion 
(EOM paragraph could 
be added at auditor’s 
discretion) 

For audits of listed entities: 
separate section called “Going 
Concern” that refers to footnote 
and describes how 
events/conditions cast significant 
doubt 

For audits of nonlisted entities: 
No incremental required report 
element 

Use of GC basis appropriate – 
conditions/events (material 
uncertainty) identified; substantial 
doubt not alleviated 

Adequate disclosure: 
separate section 
entitled “Substantial 
Doubt About the 
Entity’s Ability to 
Continue as a Going 
Concern”  

Disclosure not 
adequate: qualified or 
adverse opinion; basis 

Adequate disclosure: separate 
section called “Material 
Uncertainty Related to Going 
Concern.” For listed entities, 
describe how events/conditions 
were addressed in the audit 

Disclosure not adequate: 
qualified or adverse opinion; 
basis section states material 
uncertainty exists 
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IAASB September Meeting

• Voted to issue exposure draft of proposed ISA 500 
(Revised)

• Issuance expected in October 2022 with 
comments due April 2023

• Very few changes 

- From June draft to draft presented in September

- Made to September draft at the meeting

• Generally consistent with SAS 142 but areas of 
concern

• Continuing concerns:
o Possible incremental 

requirement in 
proposed ISA 
paragraph 11 (see 
slide 5)

o Expectations around 
documentation 

o Implications of 
differences in wording 
compared to SAS 142 

o Non-authoritative 
guidance to be 
developed



Audit Evidence Task Force Next Steps
• Analyze “Appendix B” differences between requirements of SAS No. 

142 and proposed ISA 500 (Revised) – first report back today

• Prepare comment letter on ISA 500 (Revised) – due April 2023

• Continue to monitor and discuss IAASB progress on ISA 500 
(Revised)

• In due course, recommend whether to make further changes to ASB 
standards in light of 

- Final ISA 500 (Revised) – expected June 2024

- Ongoing work of the ASB’s Technology Working Group

- PCAOB standard-setting proposals related to AS 1105 and other 
standards – expected 2023 

10



Substance differences between ISAs and GAAS analyzed in 5 
areas

Requirements 
in ISAs not in 

GAAS

Requirements 
in GAAS not 

in ISAs

Differences 
between 

requirements

Differences in 
wording of 

requirements

Placement of 
requirements 

in GAAS

Note: The Task Force’s preliminary analysis has been provided as an Appendix to this slide deck, we will focus 
on the matters highlighted in yellow for purposes of the discussion, which are highlighted on the next 2 slides. 



Possible Incremental Requirement in Proposed ISA 500 (Revised)  
Proposed ISA 500, par. 11 AU-C sec. 501, par. 27

If information intended to be used as audit evidence has 
been prepared by a management’s expert, as part of the 
auditor’s evaluation in accordance with paragraph 9, the 
auditor shall:
• Evaluate the competence, capabilities and objectivity of 

that expert;
• Obtain an understanding of the work performed by that 

expert; and
• Obtain an understanding about how the information 

prepared by that expert has been used by 
management in the preparation of the financial 
statements, including:

• How management has considered the 
appropriateness of the information prepared 
by that expert; and 

• Modifications made by management to the 
information prepared by that expert, and the 
reasons for such modifications

If information to be used as audit evidence has been 
prepared using the work of a management’s specialist, the 
auditor should, to the extent necessary, taking into account 
the significance of that specialist’s work for the auditor’s 
purposes
• Evaluate the competence, capabilities, and objectivity of 

that specialist;
• Obtain an understanding of the work of that specialist; 

and 
• Evaluate the appropriateness of that specialist’s 

work as audit evidence for the relevant assertion

• The ISA is more focused and specific on evaluating how management used and considered the 
work of the specialist, whereas GAAS requires a more principles-based evaluation of the 
specialist’s work as audit evidence.



For Consideration – Differences between requirements
Proposed ISA 500 Paragraph 9 SAS 142

The auditor shall evaluate the relevance and reliability of 
information intended to be used as audit evidence. In making 
this evaluation, the auditor shall consider:
• The source of the information; and
• The attributes of relevance and reliability that are 

applicable in the circumstances, given the intended 
purpose of the audit procedures.

The auditor should evaluate information to be used as audit 
evidence by taking into account
• the relevance and reliability of the information, including 

its source, and 
• whether such information corroborates or contradicts 

assertions in the financial statements

• The ISA explicitly requires the auditor to consider attributes of relevance and reliability that are 
applicable in the circumstances, while this consideration is implicit in SAS 142.

• In addition, the ISA is worded as a requirement to evaluate the relevance and reliability as 
opposed to the SAS’ focus on more broadly evaluating the information.

• We do not believe this results in a fundamental difference in how the auditor would apply the 
requirements. 

• However, there could be differences in interpretation (especially by regulators) in terms of what 
is expected to be documented to evidence compliance with this requirement (e.g., for each 
piece of information to be used as audit evidence to show which attributes were “applicable”).  



Comparison of tentative ISA 500 (Revised)1 wording to SAS No. 142 
 

 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

 Objective 
6 • The objectives of the auditor 

are to: 
o Design and perform audit 

procedures that are 
appropriate in the 
circumstances for the 
purpose of obtaining 
sufficient appropriate audit 
evidence to be able to 
draw reasonable 
conclusions on which to 
base the auditor’s opinion, 
and 

o Evaluate information 
intended to be used as 
audit evidence, and the 
audit evidence obtained, 
to provide a basis for the 
auditor to conclude 
whether sufficient 
appropriate audit evidence 
has been obtained. 

 

• The objective of the auditor 
is to evaluate information to 
be used as audit evidence, 
including the results of audit 
procedures, to inform the 
auditor’s overall conclusion 
about whether sufficient 
appropriate audit evidence 
has been obtained. 

 

• Two-part objective in 
the ISAs whereas SAS 
142 only has 1 
objective 

• Evaluate information 
intended to be used   
 

Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS. 
The IAASB is using 
“intended” to reiterate 
that the information 
cannot be used until 
audit procedures are 
applied to it, which is 
consistent with the 
intent of SAS 142.   
 

N/A N/A N/A The equivalent of the first 
part of the ISA objective 
is accomplished through 
the objectives described 
in other AU-C sections, 
in particular AU-C 
section 330. 
 
Effect:  
This does not result in a 
difference.  

 Definitions 
 

7 Appropriateness (of audit 
evidence) 

Appropriateness (of audit 
evidence) 

• “that form the basis for 
the auditor’s opinion 

N/A 
 

• “that is, its relevance 
and reliability” 

N/A N/A 

 
1 Source: Final draft of proposed ISA 500 (Revised) approved at the September 2022 IAASB meeting  
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 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

 
• The measure of the quality 

of audit evidence in 
providing support for the 
conclusions that form the 
basis for the auditor’s 
opinion. 

 

 
• The measure of the quality 

of audit evidence, that is, its 
relevance and reliability in 
providing support for the 
conclusions on which the 
auditor’s opinion is based.  

 

and report” vs. “on 
which the auditor’s 
opinion is based” 
 

Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS. 
 

 
Effect: 
This concept is 
addressed in application 
material in ISA 500 (par. 
A13) and does not 
represent a true 
difference in the 
definitions. 

7 Audit evidence 
 
• Information, to which audit 

procedures have been 
applied, that the auditor 
uses to draw conclusions 
that form the basis for the 
auditor’s opinion and report. 

 

Audit evidence 
 
• Information used by the 

auditor in arriving at the 
conclusions on which the 
auditor’s opinion is based. 
Audit evidence is 
information to which audit 
procedures have been 
applied and consists of 
information that 
corroborates or contradicts 
assertions in the financial 
statements. 

 

• SAS 142: Information 
“used by the auditor in 
arriving at the 
conclusions on which 
the auditor’s opinion is 
based.” 

• ISA 500: Information… 
“that the auditor uses 
to draw conclusions 
that form the basis for 
the auditor’s opinion 
and report.” 
 

Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS. 
Reference to “and report 
in the ISA” is solely to 
link to ISA 200.A30 and 
does not change the 
intent.  

N/A • Audit evidence 
“consists of information 
that corroborates or 
contradicts assertions 
in the financial 
statements.” 
 

Effect: 
This concept is 
addressed in application 
material in ISA 500 (par. 
A1) and does not 
represent a true 
difference in the 
definitions.   

 

N/A N/A 

7 Management’s expert 
 

Management’s specialist 
 

• ISA: Management’s 
expert  

N/A N/A N/A • The definition of 
management’s 
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 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

• An individual or organization 
possessing expertise in a 
field other than accounting 
or auditing, whose work in 
that field is used by the 
entity to assist the entity in 
preparing the financial 
statements. 

 

• An individual or organization 
possessing expertise in a 
field other than accounting 
or auditing, whose work in 
that field is used by the 
entity to assist the entity in 
preparing the financial 
statements.  

 

• SAS: Management’s 
specialist 
 

Effect: 
This is a known 
difference between the 
ISAs and GAAS that 
does not affect 
application. 

 

 

specialist is included in 
section “Audit 
Evidence – Specific 
Considerations for 
Selected Items” of SAS 
142 and will be 
included in AU-C 
section 501 rather than 
AU-C section 500. 
 

Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS. 

 
7 Sufficiency (of audit 

evidence) 
 
• The measure of the quantity 

of audit evidence in 
providing support for the 
conclusions that form the 
basis for the auditor’s 
opinion. 

 

Sufficiency (of audit 
evidence) 

 
• The measure of the quantity 

of audit evidence. The 
quantity of audit evidence 
necessary is affected by the 
auditor’s assessment of the 
risks of material 
misstatement and the 
quality of the audit evidence 
obtained (that is, its 
appropriateness).  

 

• “…in providing support 
for the conclusions that 
form the basis for the 
auditor’s opinion and 
report.” 
 

Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS. 
 
 

N/A • “The quantity of audit 
evidence necessary is 
affected by the 
auditor’s assessment 
of the risks of material 
misstatement and the 
quality of the audit 
evidence obtained (that 
is, its 
appropriateness).” 
 

Effect: 
This concept is 
addressed in application 
material in ISA 500 (par. 
A14) and does not 
represent a true 

N/A N/A 
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 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

difference in the 
definitions.   

7 External information source 
 
• An “external information 

source” is not explicitly 
defined in the ISA. 

• Paragraph A47 provides: 
“An external individual or 
organization that provides 
information suitable for use 
by a broad range of users, 
which the entity uses in 
preparing the financial 
statements, or the auditor 
intends to use as audit 
evidence. Such sources are 
referred to as an “external 
information source” in this 
ISA. 

• Paragraph A42 provides: “In 
some cases, information 
prepared by an external 
individual or organization 
that is used by management 
in preparing the financial 
statements is an external 
information source because 
it is suitable for use by a 
broad range of users. In 
other cases, it is information 
prepared by a 
management’s expert. An 
external individual or 
organization cannot, in 
respect of any particular set 

External information source 
 
• An external individual or 

organization that provides 
information that is used by 
the entity in preparing the 
financial statements or that 
has been obtained by the 
auditor as audit evidence, 
when such information is 
suitable for use by a broad 
range of users. When 
information has been 
provided by an individual or 
organization acting in the 
capacity of management’s 
specialist, service 
organization, or auditor’s 
specialist, the individual or 
organization is not 
considered an external 
information source with 
respect to that particular 
information. 

 

• “that is used by the 
entity in preparing the 
financial statements” 
vs. “which the entity 
uses in preparing the 
financial statements” 

Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS. 

 
• “that has been 

obtained by the auditor 
as audit evidence” vs. 
“the auditor intends to 
use as audit evidence.” 

 
Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS. 
 

 
 

 

N/A • When information has 
been provided by an 
individual or 
organization acting in 
the capacity of 
management’s 
specialist, service 
organization, or 
auditor’s specialist, the 
individual or 
organization is not 
considered an external 
information source with 
respect to that 
particular information. 

 
Effect:  
GAAS specifically 
excludes service 
organizations and 
auditor’s specialists from 
the definition of external 
information source, 
whereas ISA does not. 
However, this concept is 
addressed in application 
material in ISA 500 (par. 
A48) and does not 
represent a true 
difference in the 
definitions.   

N/A • SAS 142 explicitly 
defines an “external 
information source” in 
paragraph 6, along 
with other definitions 

• The ISA does not 
explicitly define an 
external information 
source, but indirectly 
defines it in two 
separate application 
paragraphs (A41 and 
A42) 

 
Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS. 



Comparison of tentative ISA 500 (Revised) wording and SAS No. 142 
 

Page 5 of 13 
 

 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

of information, be both an 
external information source 
and a management’s 
expert.  

 
 Requirements 
8 For the purpose of obtaining 

sufficient appropriate audit 
evidence, the auditor shall 
design and perform audit 
procedures: 

a) In a manner that is 
not biased towards 
obtaining audit evidence 
that may be corroborative, 
or towards excluding audit 
evidence that may be 
contradictory; and 

b) The nature, timing 
and extent of which are 
appropriate in the 
circumstances to provide 
audit evidence to meet 
the intended purpose of 
those audit procedures. 

 

The auditor should design 
and perform further audit 
procedures whose nature, 
timing, and extent are 
based on, and are 
responsive to, the assessed 
risks of material 
misstatement at the 
assertion level and in a 
manner that is not biased 
towards obtaining audit 
evidence that may be 
corroborative or towards 
excluding audit evidence 
that may be contradictory. 
When evaluating audit 
evidence with respect to the 
assessed risks of material 
misstatement, the auditor 
maintains professional 
skepticism, including when 
considering information that 
may be used as audit 
evidence and what 
procedures would be 
appropriate in the 
circumstances.  

 

• ISA: “… nature, timing 
and extent of which 
are appropriate in the 
circumstances to 
provide audit evidence 
to meet the intended 
purpose of those audit 
procedures.”  

• SAS: “… whose 
nature, timing, and 
extent are based on, 
and are responsive to, 
the assessed risks of 
material misstatement 
at the assertion 
level…” 
 

Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS. 
The IAASB has 
indicated that the use of 
the phrase “intended 
purpose of the audit 
procedures” is meant to 
relate to meeting a 
particular audit 

N/A • “When evaluating 
audit evidence with 
respect to the 
assessed risks of 
material 
misstatement, the 
auditor maintains 
professional 
skepticism, including 
when considering 
information that may 
be used as audit 
evidence and what 
procedures would be 
appropriate in the 
circumstances.” 
 

Effect: 
This concept is 
addressed elsewhere in 
ISA 500 (par. 4 and 
A16) and does not 
represent a true 
difference in 
requirements, as the 
overarching requirement 
to maintain professional 
skepticism is in ISA 200.  

N/A The GAAS requirements 
are in paragraph 13 of 
SAS 145, 
Understanding the 
Entity and Its 
Environment and 
Assessing the Risks of 
Material Misstatement, 
and  paragraph 6 of AU-
C section 330, 
Performing Audit 
Procedures in 
Response to Assessed 
Risks and Evaluating 
the Audit Evidence 
Obtained . 

 
Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS. 
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 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

objectives (e.g., a risk 
assessment procedure 
or a further audit 
procedure to respond to 
an assessed risk of 
material misstatement). 
This is similarly the 
intent of both AU-C 
section 330 and AU-C 
section 315 (as revised 
in SAS 145). 
 
For comment letter 
consideration: The ASB 
discussion has 
previously indicated that 
the phase “intended 
purpose of the audit 
procedures” may need 
to be better defined – 
and considered in the 
context of the ADA 
discussion where a 
procedure may be 
performed for more than 
one purpose. We will 
also explore the 
implications of how 
“audit procedures” has 
been presented in the 
standard given the 
increased use of ADAs. 
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 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

9 • The auditor shall evaluate 
the relevance and reliability 
of information intended to 
be used as audit evidence. 
In making this evaluation, 
the auditor shall consider: 
o The source of the 

information; and 
o The attributes of relevance 

and reliability that are 
applicable in the 
circumstances, given the 
intended purpose of the 
audit procedures. 

 

• The auditor should evaluate 
information to be used as 
audit evidence by taking 
into account 
o the relevance and 

reliability of the 
information, including its 
source, and  

o whether such information 
corroborates or 
contradicts assertions in 
the financial statements 

, 

• ISA: “the auditor shall 
consider” vs. SAS: “… 
by taking into account” 

 
Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS 
 

• “The attributes of 
relevance and 
reliability that are 
applicable in the 
circumstances, given 
the intended purpose 
of the audit 
procedures” 
 

Effect: 
The consideration of 
the attributes is implicit 
in SAS 142 as part of 
taking into account 
relevance and 
reliability, vs in the ISA 
where there is a 
consideration of which 
attributes are 
applicable (which also 
then drives other 
requirements). This 
could be perceived as a 
difference in application 
- however, we do not 
believe this would 
result in a fundamental 
difference in how the 
auditor would apply the 
requirements. 
However, there could 
be differences in 
interpretation 
(especially by 
regulators) in terms of 
what is expected to be 

• “whether such 
information corroborates 
or contradicts assertions 
in the financial 
statements” 
 
Effect: 
Paragraph 13 of 
proposed ISA 500 
includes a requirement 
to “Consider all audit 
evidence obtained, 
including audit evidence 
that is consistent or 
inconsistent with other 
audit evidence, and 
regardless of whether it 
appears to corroborate 
or contradict the 
assertions in the 
financial statements”. 
The ISA requirement is 
at the “audit evidence” 
level vs the “information 
intended to be used”. 
However, it is unlikely to 
result in a difference in 
application of the ISAs 
and GAAS, as both 
requirements reinforce 
the concept of not 
excluding audit evidence 
that may be 
contradictory. If applied 

Evaluate the relevance 
and reliability of 
information vs evaluate 
the information, taking 
into account relevance 
and reliability 
 
Effect: 
This could be perceived 
as a difference in 
application. The ISA 
requires an evaluation 
of relevance and 
reliability, whereas SAS 
142 requires an 
evaluation of the 
information. These are 
two different concepts 
as the subject of the 
evaluation is different. It 
may also impact what is 
expected to be 
documented to 
evidence the 
evaluation. 

For comment letter 
consideration: We may 
want to clarify how this is 
intended to be 
documented – the ASB 
had previously 
discussed that it would 
not be necessary to 
document an evaluation 

N/A 
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 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

documented to 
evidence compliance 
with this requirement 
(e.g., for each piece of 
information to be used 
as audit evidence). It 
may also impact what 
is expected to be 
documented to 
evidence the auditor’s 
judgment about 
whether certain 
attributes were or were 
not applicable in the 
circumstances.  

at the "information” level, 
the requirements in SAS 
142 would result in the 
auditor deciding to 
obtain additional 
information to be used 
as audit evidence.  

of each piece of 
information, and had 
concerns if there was an 
expectation that the 
auditor had to document 
the judgment of which 
attributes were 
applicable in the 
circumstances as well as 
the intended purpose of 
the procedures. 

10 • If the auditor considers   
that the accuracy and 
completeness attributes are 
applicable in accordance 
with paragraph 9(b), the 
auditor shall obtain audit 
evidence about the 
accuracy and completeness 
of the information 
 

• The auditor’s evaluation of 
the information to be used 
as audit evidence in 
accordance with paragraph 
7 should include 

o evaluating whether the 
information is sufficiently 
precise and detailed for the 
auditor’s purpose and 

o obtaining audit evidence 
about the accuracy and 
completeness of the 
information, as necessary 
 

• ISA: “If the auditor 
considers that the 
accuracy and 
completeness 
attributes are 
applicable” 

• SAS: “… evaluation of 
information to be used 
as audit evidence … 
should include… as 
necessary” 
 

Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS. 
In both requirements, 
the auditor will exercise 
judgment as to whether 
to obtain audit evidence 

N/A o “evaluating whether the 
information is 
sufficiently precise and 
detailed for the 
auditor’s purpose” 

 
Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS. 
While the ISA no longer 
refers to the concept of 
“sufficiently precise and 
detailed”, the level of 
detail needed is 
discussed in the 
application material (par. 
A55) as a factor that 
may affect the relevance 
of the information. There 

N/A N/A 
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 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

about the accuracy and 
completeness of the 
information.  
 

is also a linkage to the 
requirement in par. 8 of 
the ISA to the concept of 
“intended purpose”.  

11 • If information intended to be 
used as audit evidence has 
been prepared by a 
management’s expert, as 
part of the auditor’s 
evaluation in accordance 
with paragraph 9, the 
auditor shall: 
o Evaluate the competence, 

capabilities and objectivity 
of that expert; 

o Obtain an understanding 
of the work performed by 
that expert; and 

o Obtain an understanding 
about how the information 
prepared by that expert 
has been used by 
management in the 
preparation of the financial 
statements, including: 
 How management has 

considered the 
appropriateness of the 

• [AU-C sec. 501, par. 27] If 
information to be used as 
audit evidence has been 
prepared using the work of 
a management’s specialist, 
the auditor should, to the 
extent necessary, taking 
into account the significance 
of that specialist’s work for 
the auditor’s purposes 
o Evaluate the competence, 

capabilities, and objectivity 
of that specialist; 

o Obtain an understanding 
of the work of that 
specialist; and  

o Evaluate the 
appropriateness of that 
specialist’s work as audit 
evidence for the relevant 
assertion 

 

N/A  ISA: “obtain an 
understanding 
about how the 
information 
prepared by that 
expert has been 
used by 
management in the 
preparation of the 
financial 
statements, 
including  
 How management 

has considered the 
appropriateness of 
the information 
prepared by that 
expert; and  
 Modifications made 

by management to 
the information 
prepared by that 
expert, and the 
reasons for such 
modifications 

• “to the extent 
necessary, taking into 
account the 
significance of that 
specialist’s work for the 
auditor’s purposes” 
 

Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS.  
 
For comment letter 
consideration: The 
IAASB believes this 
requirement is scalable 
because of the linkage 
to paragraph 9(b) and 
the concept of intended 
purpose. We previously 
expressed a preference 
for being more explicit in 
the requirement to align 
with SAS 142. We can 
consider whether this is 

N/A • paragraph 27 in AU-C 
section 501, Audit 
Evidence – Specific 
Considerations for 
Selected Items 
 

Effect: 
Placement does not 
result in a difference in 
application of the ISAs 
and GAAS 
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 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

information prepared by 
that expert; and  
 Modifications made by 

management to the 
information prepared by 
that expert, and the 
reasons for such 
modifications 

 

• SAS: “evaluate the 
appropriateness of 
that specialist’s work 
as audit evidence for 
the relevant 
assertion” 

 
Effect: 

  This is a difference in 
application / 
incremental 
requirement in the ISA. 
The ISA is more 
focused and specific 
on evaluating how 
management used and 
considered the work of 
the specialist, whereas 
GAAS requires a more 
principles-based 
evaluation of the 
specialist’s work as 
audit evidence. 
However, the Task 
Force notes that these 
actions would also 
likely be contemplated 
in applying SAS 143, 
Auditing Accounting 
Estimates and Related 
Disclosures (e.g., in 
understanding internal 
control as well as 
testing how 

sufficiently clear in the 
application material or 
whether we would like to 
draw this out more (e.g., 
by potentially suggesting 
to include the concept of 
“to the extent 
necessary”).   
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 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

management made the 
accounting estimate).  

12 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

14 

• If the auditor has doubts 
about the relevance or 
reliability of information 
intended to be used as audit 
evidence, the auditor shall: 
o Determine whether 

modifications or additions 
to audit procedures are 
necessary to resolve the 
doubts; and 

o If the doubts cannot be 
resolved,  
 consider the effect, if 

any, on other aspects of 
the audit, including 
whether such doubts 
indicate a risk of material 
misstatement due to 
fraud. 

If the auditor obtains audit 
evidence that is inconsistent 
with other audit evidence, 
the auditor shall: 

o Determine what 
modifications or additions 
to audit procedures are 
necessary to understand 
and address the 
inconsistency; and 

• The auditor should 
determine whether 
modifications or additions to 
audit procedures are 
necessary to resolve 
inconsistencies in, or doubts 
about the reliability of, audit 
evidence, including when 
o Audit evidence obtained 

from one source is 
inconsistent with that 
obtained from another 
source 

o The results of an audit 
procedure are inconsistent 
with the results of another 
audit procedure 

 

• SAS title for paragraph 
is “Inconsistencies in, 
or Doubts About the 
Reliability of, Audit 
Evidence” vs. what is 
listed above for the ISA 

• ISA requirement in par. 
12 is at the 
“information” level 
whereas SAS 142 is at 
the “audit evidence” 
level.  
 

Effect: 
This does not result in a 
difference in application 
of the ISAs and GAAS, 
because SAS 142 also 
draws reference to the 
results of one procedure 
being inconsistent with 
another procedure 
(which is at the 
“information” level).  
 

 

 

• “consider the effect of 
the matter, if any, on 
other aspects of the 
audit, including 
whether the matter 
indicates a risk of 
material misstatement 
due to fraud” 
 

Effect: 
This could be perceived 
as a difference as it is a 
more specific 
consideration of fraud 
than what is required by 
SAS 142. However, this 
concept is implicit in 
GAAS - for example, 
par. A25 of AU-C 
section 250 notes that 
“In cases of doubt about 
the reliability of 
information or 
indications of possible 
fraud (for example, if 
conditions identified 
during the audit cause 
the auditor to believe 
that a document may not 
be authentic or that 
terms in a document 
may have been 

• “inconsistencies in” 
• “The results of an audit 

procedure are 
inconsistent with the 
results of another audit 
procedure” 
 

Effect: 
Although incremental, 
this does not result in a 
difference in application 
of the ISAs and GAAS, 
because it aligns with 
the ISA focus on 
“information intended to 
be used as audit 
evidence.”    
 

 

 

N/A N/A 
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 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

o Consider the effect, if any, 
on other aspects of the 
audit. 

falsified), GAAS require 
that the auditor 
investigate further and 
determine what 
modifications or 
additions to audit 
procedures are 
necessary to resolve the 
matter.” 

13  • As a basis for concluding 
whether sufficient 
appropriate audit evidence 
has been obtained in 
accordance with ISA 330, 
the auditor shall: 
o Evaluate whether the audit 

evidence obtained meets 
the intended purpose of 
the audit procedures; and 

o Consider all audit 
evidence obtained, 
including audit evidence 
that is consistent or 
inconsistent with other 
audit evidence, and 
regardless of whether it 
appears to corroborate or 
contradict the assertions 
in the financial statements. 

 

 

• Par. 9: In evaluating 
information to be used as 
audit evidence, the auditor 
should consider whether the 
results of audit procedures 
provide a basis for 
concluding on the 
sufficiency and 
appropriateness of audit 
evidence obtained. 

• Par. 8a: The auditor’s 
evaluation of the information 
to be used as audit 
evidence in accordance with 
paragraph 7 should include 
o evaluating whether the 

information is sufficiently 
precise and detailed for 
the auditor’s purposes and 

• Par. 7b: The auditor should 
evaluate information to be 
used as audit evidence by 
taking into account  
o Whether such information 

corroborates or 

• ISA: “Evaluate whether 
the audit evidence 
obtained meets the 
intended purpose of 
the audit procedures 

• SAS: “consider 
whether the results of 
audit procedures 
provide a basis for 
concluding on the 
sufficiency and 
appropriateness of 
audit evidence 
obtained” 

 
 

 

• ISA: “… regardless of 
whether it appears to 
corroborate or 
contradict the 
assertions in the 
financial statements.” 

N/A N/A N/A N/A 
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 Tentative ISA wording SAS 142 wording 
Differences in wording 

or terms 
ISA requirement not in 

GAAS 
GAAS requirement not 

in ISA 
Differences in 
requirement 

Placement of 
requirements in 
GAAS 

contradicts assertions in 
the financial statements 

 

 

• SAS: “Whether such 
information 
corroborates or 
contradicts assertions 
in the financial 
statements.” 

 
Effect: 
When the various 
requirements are taken 
together, they do not 
result in a difference in 
application of the ISAs 
and GAAS.  
 
For comment letter 
consideration: This is an 
area where additional 
guidance on how the 
“intended purpose” is 
meant to be interpreted 
may be helpful.  
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2022-2023 ASB Workplan as Published and Status
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ASB Workplan as Published Status/Notes

1. Current Projects Q2 Q3 Q4 Q1
a. Standard Setting Projects 

AU-C 935 Amendments Final

Group Audits CL DD DD Final On-track

Quality Management Standards Final

b. Active Projects Under Consideration

Attestation Standards, including third-party assessments Info Info • Interpretation of AT-C 315 issued 
• Exhibit to AT-C 215 developed with 

example AUP engagement letters 
• Task force is considering next project 

on internal control and potential 
timeline

Leveraging Technology Info TBD • Task force is focused on developing 
examples of how to leverage 
technology to be published no later 
than Q2 of 2023
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ASB Workplan as Published in April 2022 DRAFT Potential Activities
2022 2023 2024/2025

2. IAASB Monitoring Q2 Q3 Q4 Q1 Q2 Q3 Q4
Audit Evidence

IAASB Expected Timing
Info Info

ED
DI DI DI DI DI

Final Q1 2024

Audits of Less Complex Entities
IAASB Expected Timing

Info Info DI TBD TBD
Final

Complexity, Understandability, Scalability
IAASB Expected Timing

Info
Final

Info TBD

Definition of Listed Entity and PIE
Track 1 – Transparency

IAASB Expected Timing
Track 2 – Definitions and Differential Guidelines

IAASB Expected Timing

Info

Info

Info
ED
Info
ED

DI

Info

TBD

Info

TBD

Info
Final
Info Info

Final Q3 2024

ESG/Sustainability
IAASB Expected Timing

Info Info TBD Info Info
ED

Info
Final Q4 2024/ 
Q1 2025

Fraud
IAASB Expected Timing

Info Info DI TBD DI DD
ED

DD Potential ED
Final Q1 2025

Going Concern
IAASB Expected Timing

Info Info Info DI
ED

DI TBD
Final Q2 2024

Blue Font = Potential ASB Actions 



Additional Activities (ASB Workplan as published)
ASB Workplan as Published in April 2022

1. Guidance and Tools to Support the Implementation of Standards Planned 
Timing

Quality Management Practice Aid (in process) May
Risk Assessment Guide (in process) Dec/Jan

2.    Technical Support of Interpretive Publications (Ongoing)
Enhancive updates to industry and topical accounting and auditing guides, for example:

• Attestation Engagements on Sustainability Information Guide (Including 
Greenhouse Gas Emissions Information) (aka Sustainabilty Guide)

• Reporting on an Examination of Controls at a Service Organization Relevant to 
User Entities' Internal Control Over Financial Reporting (SOC 1 guide)

Dec/Jan

Dec

Proposed Criteria for a Description of the Content of Quality Control Materials and 
Content of Quality Control Materials (ASEC ED)

Nov

3.   Technical Support of Certain Non-Authoritative Publications (Ongoing)
Practice Aid– Accounting for and Auditing of Digital Assets Ongoing



ASB Standard Setting Activities – Expected Upcoming Key Dates
December January

Interpretations, Practice Aids

Guides (New and Enhancive Updates)

Standards
SAS 142 Effective date 

March May

Interpretation of AT-C 315

October

New Risk Assessment Guide 

ASB Vote: Group Audits 

Key Decisions -- Going Concern, Fraud, Audit Evidence, LCE, Attestation, Sustainability and Technology

Updated Sustainability Guide 

Updated SOC 2 Guide 

Updated SOC 1 Guide  

Publish Technology Examples  (TBD – No later than Q2 2023)
QM Implementation Practice Aid – May 1   

Updates to Digital Assets Practice Aid (updates planned for 2022, 2023)  

Dec 2023

SAS 143-145 
Effective 

dates 

Enhancive Updates Planned in 2023– HC Guide, EBP Guide, Insurance Guide, SAS 143-145 updates to AAGs



Additional details and other items in process
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Expected Timing
Digital Assets Practice Aid:

• SOC chapter: Consideration of an Entity’s Use of a Service 
Organization

• SAB 121 Q&As
• Existence, Rights, Obligations Q&As
• Valuation Q&As
• Crypto-lending/borrowing Q&As

• 2022-2023

• TQAs RE: Controls Over Cryptographic Key Generation • Q4 2022
• TQAs RE: AU-C 805 on Program-Specific Audits • Q1 2023
• TQAs RE: AU-C 720 on Other Information • Q1 2023
• Interpretation to AU-C 402, “Considerations Related to the Use of 

a SOC 2® Report in an Audit of a User Entity’s Financial 
Statements“

• Q4 2022

• Relevant Plan Provisions in an ERISA Audit: Clarification of 
Paragraph .20 of SAS No. 136, as Amended (AU-C section 703)

• Q&A to be developed Q4 
2022 – Q1 2023

• Revise enhancive guidance in 
EBP guide for 2023 Guide
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Appendix 1 



QM Implementation Efforts -- Presentations and Roundtables

Date Title Format Attendance
6/8/2022 New Quality Management Standards Conference (ENGAGE) 142

6/27/2022 New Quality Management Standards (for State Societies) Webinar (Live) 45

8/9/2022 New Quality Management Standards Conference (Peer Review) ~400

10/14/22 New Quality Management Standards Roundtable Webinar (Live) 117

11/14/22 Peer Reviewer Forum – New Quality Management Standards Webinar (Live) TBD

6/7/2023 New Quality Management Standards Conference (ENGAGE) TBD



QM Implementation Efforts -- Webcasts
Date Title Format Attendance
6/21/2022

New Quality Management Standards: All You Need to Know About the 
Firm’s Risk Assessment Process Webcast (Live) 163

6/28/2022
New Quality Management Standards: Resources — Expectations for 
Firms and Engagement Partners Webcast (Live) 147

7/14/2022
New Quality Management Standards: What’s New for Firms’ Monitoring 
and Remediation Processes Webcast (Live) 171

7/18/2022
New Quality Management Standards: Bringing It All Together — Exploring 
All Components of a Quality Management System Webcast (Live) 170

10/3/2022
New Quality Management Standards: All You Need to Know About the 
Firm’s Risk Assessment Process Webcast (Rebroadcast) 228

10/4/2022
New Quality Management Standards: Resources — Expectations for 
Firms and Engagement Partners Webcast (Rebroadcast) 111

10/6/2022
New Quality Management Standards: What’s New for Firms’ Monitoring 
and Remediation Processes Webcast (Rebroadcast) 85

10/7/2022
New Quality Management Standards: Bringing It All Together — Exploring 
All Components of a Quality Management System Webcast (Rebroadcast) 83

12/6/2022
New Quality Management Standards: All You Need to Know About the 
Firm’s Risk Assessment Process Webcast (Rebroadcast) TBD

12/8/2022
New Quality Management Standards: Resources — Expectations for 
Firms and Engagement Partners Webcast (Rebroadcast) TBD

12/13/2022
New Quality Management Standards: What’s New for Firms’ Monitoring 
and Remediation Processes Webcast (Rebroadcast) TBD

12/15/2022
New Quality Management Standards: Bringing It All Together — Exploring 
All Components of a Quality Management System Webcast (Rebroadcast) TBD



SAS 145 Implementation Efforts – Presentations and Webcasts 

Date Title Format Attendance
6/8/21 Deep Dive: Issues in Risk Assessment ENGAGE session 137

11/16/2021 Preparing for the New Risk Assessment Standard Webinar (Live) 705

6/6/2022 The New Risk Assessment Standard and Audit Guide -
Implementation at Smaller Firms

ENGAGE session 422

9/27/2022 Risk Assessment Under SAS 145 Webcast (Rebroadcast) 192

10/25/2022 Risk Assessment Under SAS 145 Webcast (Rebroadcast) TBD

11/16/2022 Risk Assessment Under SAS 145 Webcast (Rebroadcast) TBD

12/14/2022 Risk Assessment Under SAS 145 Webcast (Rebroadcast) TBD

1/13/2023 Risk Assessment Under SAS 145 Webcast (Rebroadcast) TBD

2/10/2023
3/10/2023
3/31/2023
4/28/2023

Risk Assessment Under SAS 145 – Additional Planned Dates Webcast (Rebroadcast) TBD

6/8/2023 Risk Assessment - Introduction and Deeper Dive Conference (ENGAGE) TBD
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