
  

 

 

 
 
 
 
11 September 2014 
 
Kathleen Healy 
Technical Director  
International Auditing and Assurance Standards Board  
545 Fifth Avenue, 14th Floor  
New York, New York 10017 USA  
 
Dear Ms Healy 

 
SAICA SUBMISSION ON THE EXPOSURE DRAFT ON THE PROPOSED 
CHANGES TO THE INTERNATIONAL STANDARDS ON AUDITING (ISAs) – 
ADDRESSING DISCLOSURES IN THE AUDIT OF FINANCIAL STATEMENTS 
 
In response to your request for comments on exposure draft on Proposed 
Changes to the International Standards on Auditing (ISAs) – Addressing 
disclosures in the audit of financial statements, attached is the comment letter 
prepared by the Assurance Guidance Committee (AGC) of the South African 
Institute of Chartered Accountants (SAICA).  
 
Our comments are divided into the following sections: 

• Appendix A - Responses to the “request for comments on specific matters  

• Appendix B - Comments on the general matters  

• Appendix C – Overall Comments 

• Appendix D – Comments relating to specific paragraphs  
 
We thank you for the opportunity to provide comments on this document. 
 
Please do not hesitate to contact us should you wish to discuss any of our 
comments. 
 
Yours sincerely, 
 
 
 
 
Tshegofaco Rametsi 
Project Director – Assurance  
 
CC: Muneer Hassan SAICA Senior Executive: Standards 
 Edwin Selbst Chairman: SAICA AGC 
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APPENDIX A 
 

RESPONSES TO THE “REQUEST FOR COMMENTS ON SPECIFIC MATTERS” 
 
1. Whether, in your view, the proposed changes to the ISAs are appropriate and 

sufficient for purposes of enhancing the focus of the auditor on disclosures 
and, thereby, will further support the proper application of current 
requirements in the ISAs?  

 
 Response:  
 
 Subject to our specific comment below, we believe that the proposed 

changes to the ISAs are appropriate and sufficient for purposes of enhancing 
the focus of the auditor on disclosures, and, thereby, will further support the 
proper application of current requirements in the ISAs. 

 
2. Are there any specific areas where, in your view, additional enhancement to 

either the requirements or guidance of the ISAs would be necessary for 
purposes of effective auditing of disclosures as part of a financial statement 
audit?  

 
 Response:  
 
 Note our specific comment below. However, we believe in particular that 

certain terms used should be defined, which will enhance the guidance in the 
ISAs. 

 
3. Whether, in your view, the proposed changes to the assertions will help 

appropriately integrate the work on disclosures with the audit work on the 
underlying amounts, thereby promoting an earlier and more effective audit of 
disclosures?  

 
 Response:  
 
 We do not believe that the proposed changes to the assertions will 

necessarily help appropriately integrate the work on disclosures. 
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APPENDIX B 
 
COMMENTS ON THE GENERAL MATTERS 
 
a) Preparers (including Small- and Medium-Sized Entities (SMEs)) and Other 

Users —The IAASB invites comments on the proposed changes to the ISAs 
particularly with respect to the practical impacts, if any, of the proposed 
changes to the ISAs.  

 
 Response:  
 
 The consideration of materiality for qualitative / non-quantitative disclosures is 

a practical problem for auditors and also preparers. 
 
b) Developing Nations—Recognizing that many developing nations have 

adopted or are in the process of adopting the ISAs, the IAASB invites 
respondents from these nations to comment on the proposed changes to the 
ISAs, in particular, on any foreseeable difficulties in applying these in a 
developing nation environment.  

 
 Response:  
 
 ISAs are fully adopted in South Africa, so we do not have any particular 

comment. 
 
c) Translations—Recognizing that many respondents may intend to translate 

the final changes to the ISAs for adoption in their own environments, the 
IAASB welcomes comments on potential translation issues respondents may 
note in reviewing the proposed changes to the ISAs. 

 
 Response:  
 
 We believe that the ISAs are sufficient in English and we have no specific 

request for translation at this stage. 
 
d) Effective Date—Recognizing that the proposed changes to the ISAs affect 

some of the same ISAs as other IAASB projects currently being finalized, the 
IAASB believes that to the extent possible, the effective date should be 
aligned with these other projects, namely the IAASB’s Auditor Reporting 
project and the project to revise ISA 720. Accordingly, the IAASB believes 
that an appropriate effective date for the standard would be 12–15 months 
after issuance of the final standards, but may be longer or shorter to align 
with the effective date of the revisions arising from the auditor reporting and 
ISA 720 projects. Earlier application would be permitted. The IAASB 
welcomes comment on whether this would provide a sufficient period to 
support effective implementation of the changes to the ISAs.  

 
  

  



SAICA Submission on the ED on the Proposed Changes to the ISAs –  
Addressing Disclosures in the Audit of Financial Statements 

 4

 
 Response:  
 
 We believe that these amendments are urgent, have significant impact and 

should be fast-tracked.  
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APPENDIX C 
 
OVERALL COMMENTS 
 
The most important in our opinion is to focus on the definition of “financial 
statements” on disclosures (clarified as to include all disclosures subject to audit). 
However, to reiterate “disclosures” every time the words, “financial statements and 
disclosures” are used (in various ISAs) is redundant. 
 
We generally propose shortening ISAs for auditors by means of having clear 
definitions, and elaborating in understandable language within examples, e.g. 
engagement letters and representation letters, especially those that are going to be 
read by management or preparers / non-auditors. 
 
Thus, when referring to the financial statements in ISAs for auditors, the wording, 
“including disclosures” should be avoided, as it is in the definition to “financial 
statements” already. However, we encourage additional guidance that deals 
specifically with disclosures.  
 
Referring to definitions by means of footnotes is encouraged. 
 
Additional guidance or wording on disclosures is encouraged in example / 
specimen engagement letters and representation letters that are going to be used / 
read by management / non-auditors. 
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APPENDIX D 
 
COMMENTS RELATING TO SPECIFIC PARAGRAPHS 
 

Proposed Changes to ISA 200, Overall Objectives of the Independent Auditor 
and the Conduct of an Audit in Accordance with International Standards on 
Auditing 
 
Paragraph 13. (f) 
 
It is common cause that financial statements without any notes or disclosures will 
not be understandable and not a suitable criteria. A definition of financial 
statements is often included in applicable financial reporting frameworks. However, 
we support in principle the clarification of the definition of “financial statements” 
within ISAs. We also support the specific reference or inclusion of disclosures. 
However, the proposed wording that refers to “disclosures” is limited, and does not 
actually clarify that financial statements include all disclosures subject to audit. 
 
For instance, the definition of financial statements does not mention accounting 
policies specifically as part of disclosures. It may be inferred that accounting 
policies are excluded from disclosures, or auditors may not pay sufficient attention 
to accounting policies as part of disclosures to the financial statements. We are not 
aware of any applicable reporting (accounting) framework, which has sufficient 
qualitative characteristics to be a suitable criteria, which does not require 
accounting policies. The reference to disclosures as proposed is therefore 
insufficient or limited. 
 
Auditors may in future fail to sufficiently focus on certain disclosures which are not 
highlighted in the definition of financial statements. We recommend not limiting the 
ambit of what constitutes disclosures. 
 
For instance, International Accounting Standard 1 (IAS 1) Presentation of Financial 
Statements state that financial statements comprise of: 

• A statement of financial position as at the end of the period 

• A statement of comprehensive income for the period 

• A statement of changes in equity for the period 

• A statement of cash flows for the period 

• Notes, comprising a summary of significant accounting policies and other 
explanatory information, and 

• Comparative information, etc. 
 

Notes are explained inter alia as information that is not presented elsewhere in the 
financial statements, but is relevant to an understanding of them. IAS 1 also 
explains what accounting policies are and their role. 
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Financial statements are therefore an expression of the economic reality of an 
entity’s finances, and include all disclosures required by an applicable reporting 
framework to help users understand the economic reality of an entity’s finances. 
Disclosures may also be required by legislation and not the applicable reporting 
framework, and it is then noted as such in the basis of preparation or presentation. 
We believe that the focus on disclosures should underscore that the financial 
statements are inclusive of all that is required by the applicable reporting 
framework (and legislation) and is noted as such in the financial statements and 
the auditor’s report. It is the entire subject of the audit. We also are unsure whether 
the wording “incorporated by cross-reference” is necessary. It is inferred by the 
inclusion of “structured” representation in the definition of financial statements. 
 
We also recommend a separate definition to “disclosures” in order to highlight the 
issue. Following is an example of such a definition: 
 
Financial statements — A structured representation of historical financial 
information in accordance with an applicable financial reporting framework, 
including disclosures, intended to communicate an entity’s economic reality, which 
is ordinarily: 

• A statement of financial position as at the end of the period 

• A statement of comprehensive income for the period 

• A statement of changes in equity for the period 

• A statement of cash flows for the period, and 

• Disclosures,  
 
Or may also refer to a single financial statement. 
 
Disclosures — Explanatory or descriptive qualitative and quantitative information, 
as required by an applicable reporting framework, which aids the users to a better 
understanding of the financial statements. Disclosures may comprise of 
information on the face of the financial statements, comparative information, 
explanatory information in the (related) notes, (significant) accounting policies, and 
other information, usually incorporated by cross-reference, when required or 
permitted by the applicable financial reporting framework, or required by 
legislation. 
 
Proposed Changes to ISA 210, Agreeing the Terms of Audit Engagements 
Paragraph 6(a) 
 
The wording, “financial statements” should be cross-referenced by footnote to the 
definition in IAS 200, or wherever in ISA 210 the term is first used. 
 
Paragraph A11 
 
We are of the opinion that this list (“systems or processes that are not part of the 
general ledger system”) is not exhaustive, as certain items, i.e. subsidiary ledgers 
and cash books are not mentioned. In certain jurisdictions the term, “nominal 
ledger” is used instead of “general ledger”. We recommend using the term, 
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“underlying subject matter” or a similar term, and defining it in context of ISAs, 
which is the underlying accounting records, related documentation, systems and 
processes.  
 
Such “underlying accounting records, related documentation, systems and 
processes” is the underlying subject matter that is measured or evaluated by 
applying the applicable reporting framework (i.e. suitable criteria). The financial 
statements is the outcome of the measurement or evaluation of the “underlying 
accounting records, related documentation, systems and processes” (underlying 
subject matter) against the applicable reporting framework (criteria), and the 
financial statements are the subject of the audit. 
 
We recommend that both the underlying subject matter and subject matter 
information (financial statements) as in ISAE 3000 be defined in context of ISAs 
(possibly also in ISA 200) and we propose the conforming amendments in 
paragraph A11 to the definition of underlying accounting records, processes, etc. 
(underlying subject matter), and refer to the ISAs definition in paragraph A11 by 
means of a footnote. 
 
Paragraph A23 
 
We recommend making both paragraphs A11 and A23 shorter by making use of 
the definitions (underlying accounting records, financial statements, and 
disclosures), as explained above, and referring to the underlying accounting 
records or underlying subject matter and also the financial statements or subject 
matter information which is the subject of the audit. The definition of financial 
statements should particularly make reference to disclosures included in the 
financial statements. 
 
Reference may also be made to management submitting the information 
timeously. 
 
Appendix 1 – Example of an Audit Engagement Letter 
 
While in ISAs one can refer by footnote to the definition of financial statements and 
the definition of disclosures, one cannot in a representation letter or engagement 
letter simply make such a footnote reference. This is because management should 
sufficiently understand the implications of submitting all underlying information 
needed for the audit in plain language. The readers of the engagement letter are 
different to the readers of ISAs.  
 
Therefore, in the example engagement letter (bottom page 19) where reference to 
“other explanatory information” is deleted, the responsible party (management) 
may be misled. While we understand that “other explanatory information” in terms 
of conforming amendments to ISA 720 is deleted in other ISAs, we advise that 
“other explanatory information” is not deleted from example engagement letters 
and representation letters signed by management, and we recommend that the 
wording rather remains. 
Also, under sub-paragraph (c) of the example engagement letter (on page 21), we 
note that the detail of the information provided by management is kept so that 
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management is fully aware of what information is required from them that makes 
up the underlying subject matter necessary to prepare the financial statements 
(including disclosures). One can also define financial statements and disclosures 
again for management in the example engagement letter, or point out to 
management in the engagement letter that the financial statements include 
disclosures, and that disclosures include relevant notes including accounting 
policies, notes, etc. Management can be made aware that the information needed 
to conduct the audit includes records, documentation, access to systems, 
processes, ledgers and other matters. 
 
The principle we propose is to shorten the wording in ISAs for auditors (by means 
of definitions) and to elaborate in example engagement letters and representation 
letters for management (in plain understandable language). 
 

Proposed Changes to ISA 240, The Auditor’s Responsibilities Relating to 
Fraud in an Audit of Financial Statements 
 
Paragraph A11 
 
We do not support the inclusion of the wording “including disclosures” every time 
reference is made to the financial statements (refer in this instance to the first 
bullet and third last bullet). The repetition is superfluous, and reference can be 
made to the ISA 200 definition of financial statements by means of footnote. 
  
We note that specific reference is made to disclosures in the third bullet. We have 
proposed a reference to “disclosures” in the definition to “financial statements” in 
ISA 200 with a separate definition of “disclosures”. The specific reference to 
“disclosures” in the third bullet may be highlighted by means of a footnote 
reference to the definition of disclosures in ISA 200. Throughout ISAs, the first time 
in a statement that reference to “disclosures” is specifically made, reference can be 
made via footnote to the definition of disclosures in ISA 200. Alternatively, 
whenever it is appropriate to specifically highlight the definition of disclosures, it 
may be cross-reference by means of footnote to the ISA 200 definition. 
 
We note that a footnote reference to the definition of “financial statements” or 
“disclosures” later on in an ISA in the application guidance may be inconsistent to 
the style the use of footnote references the first time a term is used in a Standard, 
but we feel that it may be appropriate here to highlight the definitions. 
 
Proposed Changes to ISA 260 (Revised), Communication with Those 
Charged with Governance 
 
Paragraph A12 
 
We support the changes in general. We propose that the wording “including 
disclosures” be deleted, as it is part of the definition of financial statements. We 
also propose that the wording be changed so that the auditor firstly considers the 
effect on the financial statements (as defined, which highlights disclosures), and 
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secondly then the possible effect or consequence on the audit approach and 
auditor’s report.  
 
Moreover, the aim of these proposed amendments are “to encourage auditors to 
discuss matters relating to disclosures and the financial statements early in the 
audit process”. The added bullet/text which should specifically deal with 
disclosures should therefore read: “The effect of significant changes to the 
applicable financial reporting framework or the entity’s environment, financial 
condition or activities on the audit and disclosures to the financial statements, 
including disclosures and its possible effect on the audit and auditor’s report” in 
order to fully support the aim, otherwise the added text is mostly a repetition of the 
second bullet: “Assessed risks of material misstatement other than identified 
significant risks that are anticipated to have the greatest effect on the overall audit 
strategy or on the audit plan, including on the efforts of the engagement team.” 
 
In principle therefore, when referring to the financial statements, no wording of 
“including disclosures” should be used. When providing additional guidance that 
refers only to disclosures, then the word “disclosures” should be used. In both 
cases, reference can be made to the two proposed definitions. 
 
We support the rest of the proposed changes on page 26. 
 
Paragraph A13 (page 27) 
 
We propose changing the wording, “relevance, reliability, comparability and 
understandability” to “qualitative characteristics” and providing a definition of 
qualitative characteristics. 
 
Proposed Changes to ISA 300, Planning an Audit of Financial Statements 
 
Paragraph A12a 
 
We propose a footnote reference to the definition of “disclosures” in the first bullet. 
 
Paragraph A12b 
 
We note that in the first sub bullet, the term “subsidiary” is used while in paragraph 
A21a (on page 36) the term “business combination” is used. We propose that 
when the same example is used in different ISAs, that consistent wording also be 
used. The same goes for the example in paragraph A10 (page 45). 
 
Appendix – Significant Factors, Preliminary Engagement Activities, and Knowledge 
Gained on Other Engagements 
 
In the bulleted text on page 31, “Changes to the applicable financial reporting 
framework, such as changes in accounting standards, which may involve 
significant new or revised disclosures”, we recommend deleting the second 
comma. The comma may imply a different meaning.  

 



SAICA Submission on the ED on the Proposed Changes to the ISAs –  
Addressing Disclosures in the Audit of Financial Statements 

 11

In the bulleted text, “The process(es) management uses to identify and prepare the 
disclosures required by the applicable financial reporting framework, including 
disclosures containing information from systems or processes that are not part of 
the general ledger system,” we note that the idea is to highlight all information 
outside the accounting system to be taken into account and to remind the auditor 
that underlying evidence should be obtained to confirm all disclosures, both 
qualitative and quantitative information over and above accounting information 
from the normal accounting records.  
 
However, the “general ledger system” and “accounting records” are not defined in 
ISAs.  Sub-ledgers are not mentioned. Not all jurisdictions use the same terms 
(e.g. “nominal ledger” instead of “general ledger”). A fixed asset register may be 
construed as part of the “accounting system” but not part of the “general ledger”, or 
may be deemed part of the entity’s internal controls. 
 
We propose that the wording be changed to: “The process(es) management uses 
to identify and prepare the disclosures required by the applicable financial 
reporting framework, including disclosures containing information from systems or 
processes that are not part of the general ledger system an outcome of / a result of 
the accounting records.” 
 
Alternatively, the definition of “disclosures” can be expanded, or a separate set of 
guidance paragraphs may be added on what disclosures constitute and the 
implications for the auditor. We also want to make note that there is information 
contained in the accounting system, accounting records or general ledger which is 
not reported in the financial statements (e.g. batch totals, dates and account 
numbers). What is reported is the results or outcomes of the accounting system or 
accounting records and other information outside the financial system, which 
collectively comprises the underlying subject matter which outcome is the financial 
statements (including disclosures), which is the subject of the audit. 
 
In general, we recommend defining terms and if terms cannot be defined, using 
colloquial terms by means of examples rather. 
 

Proposed Changes to ISA 315 (Revised), Identifying and Assessing the Risks 
of Material Misstatement through Understanding the Entity and Its 
Environment 

Paragraph A1 

We propose deleting “and related disclosures”. 

Paragraph A19 

We support the proposed amendments. 

Paragraph A21a 

We support the proposed amendments but propose that the terms in the example 
be changed for consistency. 

Paragraph A26  
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We support the proposed amendments. 

Paragraph A30 

We support the proposed amendments on the first bullet. We propose that the 
wording, “in accordance with the framework” at the end of the second last 
sentence be changed to “related party disclosure requirements in accordance with 
the applicable financial reporting framework”. 

Paragraph A31 

We support the proposed amendments. 

Paragraph A80 

We suggest deleting “including disclosures”. 

Paragraph A89a 

As recommended above, we recommend defining terms such as “accounting 
system” instead of “general ledger system” and if terms cannot be defined, using 
colloquial terms by means of examples rather. The terms are also used 
interchangeably, and we recommend consistent use of terminology. 

It appears as if this paragraph itself is a definition, and the content maybe used to 
define the accounting system which results in, and information outside the 
accounting system used for, disclosures included in the financial statements. 

Paragraph A99a 

We support the proposed amendments. 

Paragraph A119 

We suggest deleting “including disclosures”. 

Paragraph A123 

We support the proposed amendments. 

Paragraph A124 

We support the proposed amendments. 

Paragraph A124(a) & (b) 

We support the proposed amendments by specifically making reference to 
disclosures as well. 

Paragraph A124(a)(i) – (vi) & (b)(i) – (v) 

We are of the view that presentation and disclosure should be an assertion on its 
own as in the past. It would highlight disclosure better than the proposed 
amendments. 

We also note that it is proposed that the wording, “the various elements of financial 
statements and related disclosures” should be deleted from paragraph A123, 
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thereby not “connecting” disclosure with the elements of financial statements only, 
but rather making disclosure wider. Yet, in the assertions the proposed 
amendments connects disclosure each time to an assertion on the elements. 

In paragraph 124a the inconsistency between A123 and A124 is somewhat 
addressed by the wording, “misstatements that may occur in disclosures not 
directly related to recorded classes of transactions, events, or account balances.” 
However, we recommend that the amendments to A123, A124 and A124a be 
consistent. 

Paragraph A128a, A128b and A128c 

The current use of the different terms may be confusing. We note the use of the 
term “non-quantitative disclosures”, as in ISA 320, ISA 450 and ISA 700. We 
propose using the terms “quantitative disclosures” and “qualitative disclosures”, 
and defining the terms. The content of paragraph A128c is useful for purposes of 
definition. 

Appendix 2 

We propose deleting the wording, “including disclosures” in the first paragraph on 
page 42. 

We question why only one incentive is dealt with in the wording (on page 43), 
“Incentives for management and employees to engage in fraudulent financial 
reporting.” Opportunity, pressure and rationalisation may also be considered (see 
ISA 240). 

We suggest deleting the Oxford comma in the third last bullet, “Events or 
transactions that involve significant measurement uncertainty, including accounting 
estimates, and related disclosures.” 

We also propose deleting both commas in the second last bullet, “Omission, or 
obscuring, of significant information in disclosures.” 
 

Proposed Changes to ISA 320, Materiality in Planning and Performing an 
Audit 

We support all the proposed amendments in principle, taking into consideration 
defining the term “non-quantitative disclosures” or “qualitative disclosures” (par. 6) 
and making consistent use of the term “subsidiary” or “business combination” (par. 
A10). 
 

Proposed Changes to ISA 330, The Auditor’s Responses to Assessed Risks 

Paragraph 20 

We support all the proposed amendments in principle, taking into consideration 
defining the term “accounting system” or “accounting records” and not making use 
of the term “general ledger”. 
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Paragraph 30 

We suggest deleting “including disclosures”. 

Paragraph A14 

We support the proposed amendments by including specific reference to 
disclosures. However, the term, “balance sheet” and “income statement” is not 
defined. Some financial reporting frameworks use the term, “statement of financial 
position” and “statement of profit and loss and other comprehensive income” or 
“statement of comprehensive income” or “statement of financial performance”. 
Where framework-specific terms are used which is not defined in ISAs, reference 
should be made by means of example only. 

Paragraph A52 

Do not support the proposed amendment as it may create confusion. 

Paragraph 59 

We suggest deleting “including disclosures”. We support the rest of the proposed 
amendments. 
 

Proposed Changes to ISA 450, Evaluation of Misstatements Identified during 
the Audit 

Paragraph 4 

We support the proposed amendments. 

Paragraph A1 

We support all the proposed amendments in principle, taking into consideration 
defining the term “non-quantitative disclosures” or “qualitative disclosures”. 

Paragraph A2a 

We support all the proposed amendments in principle, taking into consideration 
defining the term “non-quantitative disclosures” or “qualitative disclosures”. 

Paragraph A3 

We are of the view that accounting policies are part of disclosures. We suggest 
deleting “including disclosures”.  

We support the rest of the proposed amendments. 
 

Proposed Changes to ISA 700, Forming an Opinion and Reporting on 
Financial Statements 

We support the proposed amendments. 

 

oOo 


