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Overview of the AE&RR Project
and Technology Related
Enhancements



AE&RR Project

A changed landscape
for audits

Impact of technology
and new sources of

digital information

Responding to
stakeholder concerns
about the application

of certain aspects of
responses to risks

Alignment with the
auditor’s risk
identification and
assessment effort

An integrated project, informed by the IAASB’s Technology Position, addressing:

ISA 500, Audit Evidence:

A framework for audit
evidence

ISA 330, The Auditor Responses to Risks & ISA 520,
Analytical Procedures: Performance aspects of an audit
addressing gathering and evaluating audit evidence
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Nature of Audit Procedures

CLARIFYING HOW THE AUDITOR ACHIEVES THE PURPOSE OF AUDIT PROCEDURES WHEN USING TECHNOLOGICAL TOOLS

Technological tools are increasingly used to design and perform audit procedures

[ Need for the ISAs to be adaptable to evolving technologies: ]




Evolving Systems of Internal Control

ENTITIES’ INCREASED USE OF TECHNOLOGY IN SYSTEMS OF INTERNAL CONTROL

Increased automation in an entity’s information system and system of internal control may affect:

Recognition that this may influence auditors’ decisions about whether to perform tests of controls




Reinforcing the Risk-Based
Model



Extant Requirements for Material COTABDs

A REQUIREMENT INTRODUCED ON FIRST ISSUE OF ISA 330 PRE-CLARITY IN 2003

“Irrespective of the assessed risks of material misstatement, the auditor shall design
and perform substantive procedures for each material class of transactions, account
balance, and disclosure.”

What it means The Rationale (its intended purpose)

e Requirement to design and perform substantive e Establish a baseline requirement for some
procedures, related to at least one assertion of: substantive procedures to be performed on all
o Each material COTABD for which the auditor COTABDs that exceed the auditor’s determined

has determined that there are no ROMMs materiality threshold, irrespective of risk,
before consideration of controls; and recognizing that:

o Each significant COTABD for which the o Auditors may not have identified all risks of
planned response to all ROMMs at the material misstatement that may exist, and
assertion level included only tests of controls o There are inherent limitations in internal

controls

§ 'AASB
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Project to Revise ISA 315

PREVIOUS IAASB DELIBERATIONS ON PARAGRAPH 18 OF ISA 330

Required Stand-Back Evaluation Previous IAASB Views: Mixed

 The requirement is redundant as the more
The auditor is required to evaluate robust risk identification and assessment
whether the auditor’s determination requirements in ISA 315 (Revised 2019) would

for COTABDs that are material but not adequately cover all material COTABDs

significant remains appropriate  The requirement is necessary to prevent
situations where auditors might only perform
tests of controls for significant COTABDs

No changes at the time
BUT
Reconsider the matter in the future once more

Completeness of Significant COTABDs

implementation experiences with ISA 315
(Revised 2019) are available
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Perspectives on the Need for the Extant Requirement

OPERATIONALIZATION CHALLENGES AND A VARIETY OF PERSPECTIVES

Varying perspectives: issues with either consistently

applying, or enforcing, the requirement

Operational

Questions Mindset”

* How to consider * Drives a “checklist
mentality”
Conflicts with a
principle-based

materiality in the
circumstances?
Which assertions to

address? approach

What is the extent
of the necessary
substantive
procedures?

=

° 0O

(-]

“Compliance

Drives a “default to
substantive
procedures”

ot

Some Investors
o Provides comfort that important items
are substantiated

Some Regulators

o Instances of noncompliance where
insufficient or inappropriate work
performed

Some Practitioners and JSS
Inconsistency with the risk-based audit
model
Question the need for it given the risk
assessment procedures performed
Additional audit cost

Q“? IAASB [ Strong support for a risk-based audit from all stakeholder groups ]
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A Key Decision for Public Consultation

REINFORCING THE PRINCIPLES OF A RISK-BASED AUDIT MODEL

ALTERNATIVES
CONSIDERED
Option 1: Remove the extant Option 1: The extant requirement
requirement and replace it Wlt!’\ « Remove paragraph 18 of ISA 330 undermines the risk assessment
enhancements to ISA 315 (Revised process and auditors’
2019) ) ?;;i?fggg%ig;jbeyﬁhance ISA 315 professional judgments
Option 2: Retain the extant ' or “ : T
rep uirement. with necessar o Introducing a new requirement to Avoiding a checklist mentality
]S! ' licat y oo | document the basis for and focusing work effort on
refinement to application materia determining that material aspects where risk is identified
Option 3: Revise the extant COTABD:s have no identified and assessed
requirement to be conditioned on ROMMs
the auditor’s determination and o New application material to
provide guidance to support its support consistent auditor

judgements when performing the

implementation
\ / K “stand-back” evaluations j K j
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Reinforcing the Risk-Based Model

A MORE ROBUST, LOGICAL AUDIT, FROM RISK ASSESSMENT TO RISK RESPONSE

Perform robust risk assessment
procedures supported by a holistic
evaluation of audit evidence obtained and

of professional judgments made on the
basis of that evidence

ISA 315 (Revised 2019)

Reinforces a risk-based model | Enhances coherence, implementability, and scalability of the ISAs |
Recognizes the importance of robust professional judgments | Acknowledges opportunities of a modern
and evolving technological landscape | Aligns with concepts and principles of ISA 315 (Revised 2019)
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Substantive Procedures in
Response to Assessed Risks



Definitions related to Substantive Procedures

BROADENING THE DEFINITION FOR SUBSTANTIVE PROCEDURES AND CLARIFYING THEIR PURPOSE

Substantive Procedures

Audit procedures designed for the purpose of detecting material misstatements at the
assertion level. They include, but are not limited to:

Substantive Analytical

¢?e” Tests of Details (of COTABDs*) p\ procedures

NEW Definition of Tests of Details NEW Definition of Substantive Analytical
specifying that they include the application of Procedures distinguishing them from analytical

audit procedures to obtain evidence for each procedures used more broadly on other aspects
item selected for testing of an audit

* Classes of transactions, account balances or disclosures

15
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When Are Substantive Procedures Required?

CLARIFYING REQUIREMENTS TO DESIGN AND PERFORM SUBSTANTIVE PROCEDURES

|IAASB’s Decision

* It is important to reaffirm the * New explicit requirement to design and perform
fundamental contribution of substantive procedures, tests of controls, or a
substantive procedures in combination of both
obtaining audit evidence when .

New baseline requirement for designing and performing

responding to ROMMs at the substantive procedures in responding to assessed ROMM

assertion level ] _ ,
e Retained the requirement to perform substantive

procedures in responding to significant risks; including to
require tests of details when such responses only include

\ / \substa ntive procedures /

’ International Auditing and Assurance Standards Board 16
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Strengthening Substantive Analytical Procedures

ENHANCING THE EFFECTIVENESS OF SUBSTANTIVE ANALYTICAL PROCEDURES TO DETECT MATERIAL MISSTATEMENTS

Level of Precision of the

Auditor’s Expectation

\.

Establish the auditor’s
expectation on plausible and
predictable relationships

Use information that is
relevant and reliable

The expectation is required
to be sufficiently precise to
detect a material
misstatement

J

’ International Auditing and Assurance Standards Board
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* The threshold for differences
acceptable without
investigation cannot exceed
performance materiality

\.

 Differences exceeding the
threshold must be
investigated as an integral
part of the substantive
analytical procedure

* Inquiry alone is not sufficient

J
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Tests of Controls



Definition of Tests of Controls

BROADENING THE USE OF TESTS OF CONTROLS

Tests of Controls

Audit procedures performed for the purpose of obtaining audit evidence about the
operating effectiveness of controls. May be used:

- -

i As a further audit procedure in As an audit procedure when
—| responding to assessed risks of O evaluating the reliability of
-0Ol material misstatement at the information intended to be used as

assertion level audit evidence

The controls tested may be “Direct” controls or “Indirect” controls or a combination of both.

The principles remain unchanged!

W International Auditing and Assurance Standards Board
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Responding to Risks through Tests of Controls Alone

IMPORTANCE OF ROBUST CONTROLS IN DESIGNING EFFECTIVE RESPONSES TO ASSESSED ROMMS

Extant ISAs: Test of controls-only approach is not prohibited

7~ With increased use of technology, increased 7~ Audit evidence that confirms that robustly\
potential for entities to have designed, designed and implemented controls
implemented, and operated, robust operated effectively may be more
automated controls to prevent, or detect and persuasive than that which may be obtained

substantively
MORE PERSUASIVE AUDIT EVIDENCE
FROM TESTS OF CONTROLS?
e / N >/
< )

IAASB DECISION
Make explicit an existing principle:

Tests of controls may provide sufficient appropriate audit evidence related to assessed ROMMs at the
assertion level

() sufficient appropriate audit evidence == Audit risk is at an acceptably low level
AASE

International Aue \ssurance Standards Board

correct, material misstatements




Criteria for a Test of Controls Alone Approach

CHARACTERISTICS OF IDENTIFIED ROMM FOR WHICH THE APPROACH MAY BE APPROPRIATE

. Assessment of Inherent Risk is not at the higher end of the spectrum.
Risk-based Criteria 1
criteria Risks were not determined to be significant risks.
Higher end of spectrum,
Assessment Lower end of the spectrum... SPECTRUM OF INHERENT RISK BEIiNE significant Risks

of Inherent
Risk h [ } | L | | [ } | L | | [ } | L | | [ } | L | | [ } | L | | [ } | ’ x

Two criteria
required to be Criteria 2 Control Risk assessed at a level such that the combination of Inherent Risk and Control
met for the Risk results in an assessment of ROMM at the assertion level that is acceptably low.
approach to be
applied Higher end of spectrum,

Assessment Lower end of the spectrum... SPECTRUM OF INHERENT RISK
of Control

RiSk & h [ } | L | | [ } | L | | [ } | L | | [ } | L | | [ } | L | | [ } | ’
Effect on
Combined .
\ ) Assessment ROMM Effect of Control Risk Assessment

including Significant Risks

21



Conditions for a Test of Controls Alone Approach

MEETING THE CRITERIA RELATED TO CONTROL RISK

Control Risk assessment
remains a professional
judgment made in

accordance with
ISA 315 (Revised 2019)

In forming a
professional
. judgment
'Q‘ about whether
<~ thecriteria 2 is
met, auditors
may ask
themselves:




The Baseline Requirement on Tests of Controls

INCREASING ALIGNMENT OF THE BASELINE REQUIREMENT WITH ISA 315 (REVISED 2019)

What does ISA 315 (Revised 2019) require?

e|ldentify risks of material
misstatement at the
assertion level (before
controls) (i.e., identify
inherent risks)

o

J

J

CFor identified risks of
material misstatement at
the assertion level (i.e.,
identified inherent
risks)....

esAssess Inherent Risk at
the Assertion Level

-

N

IDENTIFY

ASSESS

(Is it possible and practicable to respond to\
the assessed risks (before controls) through
substantive procedures alone?

*|f not: Tests of controls are required
to be planned so as to obtain
sufficient appropriate audit evidence

o|f so: Tests of controls may be planned

J N\

(by choice)
_/

An Auditor Judgment and
Decision Point

THE BASELINE REQUIREMENT IN ED-330

Tests of controls are required to be designed and performed when tests of controls have been
planned for one of these two reasons (necessity or choice)

W International Auditing and Assurance Standards Board
AN IFEA BOARD
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Removed the redundant

requirement to determine
whether it is necessary to test
indirect controls

Clarified the relationship
between direct and indirect
controls and how ineffective
indirect controls affect the
evaluation of direct controls.

J

AASE

International Au and Assurance Standards Board

Using Audit Evidence

from a Previous Audit

Extant principles retained,
and aligned with terms and
concepts in ISA 315 (Revised
2019)

Clarified a three-year
baseline for retesting a
control

Emphasized auditor’s decision
about which controls should
be tested each year is
professional judgment

J

K judgments

Clarifications for Tests of Controls

Effectiveness of Controls

and Results of Tests of
Controls

Extant principles retained but
clarified to explicitly require
work when the auditor does
not obtain sufficient
appropriate evidence about the
operating effectiveness of
controls tested

Clarified how the identification
of deviations in the operation
of controls affects auditors’

y,
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Analytical Procedures



An Overall Framework for Analytical Procedures

BROADENING THE SCOPE OF ISA 520

Analytical Procedures

A type of audit procedure that involves an evaluation of financial information through
analysis of plausible relationships among financial information, non-financial
information, or both

: Analytical
Results of Analytical .
y_ Substantive Procedures that
Procedures as Risk . .
A EL L] Assist When
Assessment .
Procedures Forming an Overall
Procedures

Conclusion

26



Definition of Substantive Analytical Procedures

DIFFERENTIATING ANALYTICAL PROCEDURES AND SUBSTANTIVE ANALYTICAL PROCEDURES

Substantive Analytical Procedures

A substantive procedure that involves a comparison of a sufficiently precise

expectation developed by the auditor, based on one or more plausible and predictable

@

relationships, to recorded amounts to detect a material misstatement

Purpose: A

substantive Plausible and Auditor’s
procedure to detect predictable expectations:

a material relationships Sufficiently precise

misstatement

. International Auditing and Assurance Standards Board 2 7
AN IFEA BOARD



Investigation of Differences in SAPs

STRENGTHENING THE THRESHOLD AND INVESTIGATION REQUIREMENTS

Threshold for Further Investigation

The threshold cannot exceed performance materiality

£ Compare the auditor’s expectation Investigate differences that exceeds
‘G‘ with the recorded amount the threshold

Obtain audit evidence relevant to management’s responses




Non-SAP Analytical Procedures

CLARIFYING THEIR ROLE IN OBTAINING AUDIT EVIDENCE ACROSS PROPOSED ISA 330, ISA 500 AND ISA 520

Recognizing analytical procedures performed as further audit procedures that are not SAPs contribute to

audit evidence

Proposed ISA 330 Proposed ISA 500 Proposed ISA 520
* When designing and * Analytical procedures « Analytical procedures that
performing further audit that are not substantive are not SAPs provide audit
procedures, the auditor analytical procedures, evidence
may design and perform when performed alone,
analytical procedures that do not provide sufficient
are not SAPs, in appropriate audit
combination with tests of evidence of the absence

controls or tests of details of a material

W International Auditing and Assurance Standards Board
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Holistic Evaluation of Audit
Evidence



Holistic Evaluation of Audit Evidence

WHERE SHOULD HOLISTIC EVALUATION REQUIREMENTS BE IN THE ISAS?

Criteria for Holistic Evaluation Requirements

Criteria 1:

Sets an explicit expectation for the auditor to
reevaluate a judgment previously made (or
matter previously determined) during the
audit

Criteria 2:

“Checkpoint” for the auditor to conclude or
evaluate whether they have sufficient and
appropriate audit evidence to move forward
in the audit

New holistic evaluation
requirement for the audit
evidence obtained from
further audit procedures
(Para. 31 of ED-330)

Reposition the overall
conclusion on sufficiency
and appropriateness of
audit evidence obtained
in ISA 700 (Revised)

31
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Public Consultation Now Open



Public Consultation Now Open!

Consultation Open until December 15, 2026

ED for Proposed ISA 330
(Revised) (ED-330)

Exposure Draft

(ED) for the ED for Proposed ISA 500
AE&RR Project (Revised) (ED-500 (2026)) @

Overall
(ED—AE&RR)

ED for Proposed ISA 520 iaash.org/consultations-
(Revised) (ED-520) projects

34



Consultation Approach & Stakeholder

Engagement

Proactive
Communication
and Robust
Engagement
Throughout
Consultation
Period

% International Auditing and Assurance Standards Board
AN IFEA BOARD

Social & Digital

Campaign

Webinar Series

/

User Survey

Multi Channel
Engagement Ongoing
Video Series with Engagement

Stakeholders with
Stakeholders

Liaison with

Targeted |IAASB-1ESBA
Outreach ' Representative
Groups



Way Forward



Anticipated Timeline to Final Approval

June December March—-September December
2026 2026 2027 2027

()
7/

IAASB Approval Consultation IAASB Deliberation of Targeted Approval of
of EDs Period Closes Feedback Final Standards

Ongoing Stakeholder Outreach and Coordination Activities

. International Auditing and Assurance Standards Board 37
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Follow IAASB:

X @IAASB News

m @ International Auditing and
Assurance Standards Board

° @ International Auditing &

Assurance Standards Board
' AASB

AAAAAAAAAAA
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Register and subscribe
for updates @
www.|AASB.org

For permission to reproduce or translate the international standards or
for information about intellectual property matters, please
visit Permissions or email Permissions@IFAC.org.



https://www.ifac.org/who-we-are/operations

Thank you!
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