
��

�

 

 
 
20 May 2011 
 
Technical Director  
International Auditing and Assurance Standards Board  
545 Fifth Avenue, 14th Floor  
New York, New York 
10017 
USA  
 

Dear Sir/Madam 

SAICA SUBMISSION OF COMMENTS ON ISRE 2400 

In response to your request for comments on ISRE 2400, attached is the comment letter 
prepared by The South African Institute of Chartered Accountants (SAICA).  

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 

 

 

Ashley Vandiar 

Project Director – Assurance and Members’ Advice 
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SAICA COMMNETS ON ISRE 2400 

OVERALL COMMENTS 

We generally support the IAAB’s objective to strengthen extant ISRE 2400 and the key principle 
of enhancing users’ degree of confidence in the entity’s financial statements. However, we 
believe that the approach taken has inadvertently contributed to the blurring of the distinction 
between an audit and the review engagement. The blurring of the distinction may cause 
confusion to practitioners and users as to the scope, nature of procedures and the level of 
assurance in a review engagement. It could even result in a level of work effort that was not 
intended and/or that should not be associated with a review engagement. 

The comments provided below take cognizance of the fact that: 

• the proposed ISRE 2400 should be capable of being used on a stand-alone basis,  

• a significant driver in the demand for assurance services other than the audit of financial 
statements are the needs of SMEs and the users of their financial information, 

• practitioners performing review engagements may not necessarily have knowledge of 
audit engagements, and  

• there is a need to promote greater consistency in practice. 
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RESPONSES TO “REQUEST FOR SPECIFIC COMMENTS” 

1. Do respondents who are users or preparers of financial statements believe the proposed 
ISRE will result in an assurance engagement that is meaningful?  
 
Response: 
In South Africa, the Legislature has decided that a review engagement is required to meet the 
information needs of certain users of financial statements. With effect from 1 May 2011, 
certain classes of companies are required to have their annual financial statements 
independently reviewed in terms of the Regulations to the Companies Act. Previously, all 
companies were required to have their annual financial statements audited. We believe that 
the proposed ISRE will facilitate an assurance engagement that provides a meaningful level 
of assurance and that the financial statements will be of less value without it. 

 
2. Do respondents who are practitioners believe that proposed ISRE 2400 will result in 

engagements that can be understood and performed by practitioners in a cost-effective 
manner in a way that clearly distinguishes the engagement from an audit?  
 
Response: 
Yes, we believe that the proposed standard will result in engagements that can be understood 
and performed by practitioners in a cost-effective manner, and in a way that clearly 
distinguishes the engagement from an audit, provided that the standard: 
 

a) Clearly distinguishes the review engagement from an audit; for example, by not 
requiring the same level of understanding for a review as for an audit, not requiring 
the understanding of internal control in a review, not performing a full risk 
assessment in a review, and differentiating the further procedures that would be 
performed.  

b) Emphasizes that “this is a review engagement”; i.e. review procedures are performed 
to obtain review evidence to provide a basis for a review conclusion. These terms 
should be used throughout the standard. The work performed by the practitioner 
during the evidence-gathering process is aimed at the level of assurance required in a 
review engagement (not reasonable assurance associated with an audit engagement, 
but a meaningful level of assurance as associated with a review engagement). 

c) Acknowledges that these reviews are performed by auditors as well as practitioners 
who are not independent auditors (i.e. that may not have the benefit of knowledge of 
audit engagements), thus the level of work performed by auditors and other 
practitioners respectively may differ significantly. 

d) Expands more on what types of enquiries and analytical procedures should be made 
of management and others within the entity in terms of paragraph 44 and 45 – more 
guidance as to what to inquire about, the level of inquiry, the focus of analytical 
procedures, the depth of analysis, etc. is provided. 

Responses to questions 3, 5, 6, and 7 should also be considered. 
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3. Do respondents believe that the objectives stated in the proposed ISRE appropriately 
describe the expected outcome of the practitioner’s work in a review engagement, and the 
means by which the objectives are to be achieved? Is there any wording in the objectives 
that might have unintended consequences, or that may blur understanding of the 
difference between a review and an audit?  
 
Response: 
One of the areas where the terminology used is very similar to what is used an audit, hence 
blurring the distinction between a review and an audit, is: 
 

a) The use of the concept “sufficient appropriate evidence” 

• Conceptually we agree that evidence will be the basis of the practitioner’s 
conclusion, but the standard should not describe the evidence as “sufficient 
appropriate evidence”, and instead describe it as “review evidence”.  There 
may be arguments that to describe the evidence as “sufficient appropriate” 
implies a level of positive assurance that is not consistent with the objectives 
of a review engagement.  
 

4. Do respondents believe that the factors affecting engagement acceptance and continuance, 
and the preconditions for performing a review under the proposed ISRE, are appropriate 
and clearly communicated in the proposed ISRE?  
 
Response: 
Yes, we believe that the factors affecting engagement acceptance and continuance, and the 
preconditions for performing a review under the proposed ISRE, are appropriate and clearly 
communicated in the proposed standard. We specifically support the preconditions as we 
believe it is critical for management to take responsibility for the preparation of the financial 
statements. Furthermore, we recommend that: 
 

a) the section “acceptance and continuance of client relationships and review 
engagements” (Par. 27-39) should also include a sub-section that deals with 
instances where financial reporting standards are supplemented by law or 
regulation. 
 

b) taking cognisance of the intended stand-alone nature of the proposed standard, 
consideration could be given to providing more guidance in the A-paragraphs with 
respect to factors that may affect client acceptance and continuance decisions. 

 
5. The approach to performing a review set out in the proposed ISRE (paragraphs 43 and 44) 

requires the practitioner to identify areas in the financial statements where material 
misstatements are likely to arise, based on the practitioner’s understanding of the entity 
and its environment, and the applicable financial reporting framework, and then to focus 
the design and performance of inquiry and analytical procedures in those areas.  

(a) Do respondents believe this approach is appropriate for a review?  
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(b) Do respondents believe that the requirement and guidance in the proposed 
ISRE adequately convey this intended approach?  

(c) Do respondents believe that the requirements and guidance relating to the 
practitioner’s understanding (explained in paragraph 43), and designing and 
performing inquiry and analytical procedures (explained in paragraph 44), are 
sufficient to promote performance of reviews on a reasonably consistent basis 
with the application of the practitioner’s professional judgment and 
understanding, taking account of the circumstances in individual review 
engagements?  
 

Response: 
Overall the approach is appropriate, but it is not properly contextualised within the evidence-
gathering process. The conceptual matters must be addressed and explained more clearly. 
There are some valuable explanations with respect to the nature and scope of a review 
engagement provided in the explanatory memorandum that must not be lost. The 
“Introduction” section to the standard and/or relevant A-paragraphs could be utilised to 
accomplish more clarity. 
 
Although it is appreciated that ISRE 2400 steers clear from risk assessment and risk 
assessment procedures, the concept of assurance engagement risk exists – it is part of any 
assurance engagement. The practitioner is required to obtain sufficient understanding of the 
entity and its environment and the applicable financial reporting framework, including its 
application in the industry in which the entity operates, to enable him or her to identify areas 
in the financial statements where material misstatements are likely to arise and to be able to 
design procedures to address those areas.  In our view, a risk-based approach is required by 
the proposed standard (but in the context of a review engagement where the practitioner 
designs and performs review procedures to obtain review evidence). 
 
Yes, we believe this approach is appropriate for a review engagement. We believe the 
requirements and guidance in the proposed standard convey this approach; however, it would 
be helpful to indicate in the application material that the understanding of the practitioner is 
primarily obtained through inquiries, past experience with the entity and analytical 
procedures (i.e. initial review procedures).  
 
It would also be helpful for the proposed standard to acknowledge that the proposed standard 
is relevant to reviews that are performed by practitioners who are not the independent 
auditors of the entity (or who may not even be auditors, in general), and accordingly include 
further emphasis on the approach to the development of the understanding of the entity in 
order to identify areas in the financial statements where material misstatements are likely to 
arise. 

 
6. Do respondents agree with the requirements and guidance in the proposed ISRE 

(paragraphs 57 and 58) describing the trigger point at which additional procedures are 
required? Do respondents agree with the related requirements concerning the 
practitioner’s response when there are matters that cause the practitioner to believe the 
financial statements may be materially misstated?  
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Response: 
Yes, we believe the guidance that supports the trigger point in the proposed standard is 
appropriate. It is nothing new, since the principle is also addressed in extant ISRE 2400 (in 
par. 22). However, the manner and level at which the requirements in relation to additional 
procedures are presented are expected to cause problems in relation to the performance of 
review engagements on a reasonably consistent basis. The requirements, read together with 
the relevant A-paragraphs (A97-A99), expresses an approach (or at least, it could be 
interpreted as such) that  the focus has now shifted to detection, i.e. designing and performing 
additional procedures to detect material misstatements should they exist.  A review 
engagement does not involve the detection of misstatements, should they exist. 
 
We agree that when inquiries and analytical procedures make the practitioner aware of 
matters that cause the practitioner to believe the financial statements may be materially 
misstated, it is reasonable to expect that the practitioner must pursue those matters. This 
should be presented in the logical consequence of the evidence-gathering process (i.e. 
responding to evidence obtained, appropriate to the level of assurance involved).  The word 
“investigate” is defined in the Glossary of Terms and it means “inquire into matters arising 
from other procedures to resolve them”. Therefore, the practitioner is required to pursue 
those matters; to investigate further to enable the practitioner to conclude that the matter/s 
is/are not likely to cause the financial statements as a whole to be materially misstated, or to 
otherwise determine that a modified conclusion is required. 
 
Furthermore, we are concerned with the phrase included in the practitioner’s report that states 
that “a review also requires performance of additional procedures when the practitioner 
becomes aware of matters that cause the practitioners to believe the financial statements as a 
whole may be materially misstated”. We believe that this phrase may be misinterpreted by 
users as providing more assurance than intended and it should be deleted from the 
practitioner’s review report. 
 

7. With respect to the practitioner’s review report (as illustrated in Appendix 2 of the 
proposed ISRE):  
 

(a) Do respondents believe the report adequately communicates to users the work 
undertaken by the practitioner for the review? 

 
Response: 

• Consideration should also be given to state that a review engagement only enables 
the practitioner to obtain limited assurance with respect to the financial statements 
as a whole, as opposed to a high level of assurance / reasonable assurance that is 
possible in the case of an audit engagement. We therefore recommend that the 
concept of limited assurance be added in the Practitioner’s responsibility 
paragraph in the review report by amending the last paragraph as follows: 

 
� “This standard requires that we obtain limited assurance as to whether 

anything has come to our attention that causes us to believe that the 
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financial statements, taken as a whole, are not prepared in all material 
respects in accordance with the applicable financial reporting framework”. 

 
• Paragraph 82 deals with the elements of the practitioner’s review report. In 

particular, par. 82(f) emphasises the importance of adequately describing the 
scope of the review engagement in accordance with the requirements of par. 83. 
The requirements in paragraph 83 clearly aim to properly contextualise the review 
engagement and the level of assurance that is attainable from a review 
engagement, as well as distinguishing the review engagement from an audit 
engagement. Although paragraph 83 states “The practitioner shall include in the 
report  a description of the nature of a review of financial statements and its 
limitations, including a number of specific statements listed”, we are of the 
opinion that the illustrative reports in Appendix 2 fall short of giving effect to the 
stated requirements. 
 

• The terms review procedures and review evidence, should be emphasised 
throughout the standard, therefore the following paragraph should be amended: 
 

• “We believe that the evidence we have obtained in our review is sufficient 
and appropriate to provide a basis for our conclusion” 
 
Replace with: 
 

• “We believe that the review evidence we have obtained provides a basis 
for our conclusion.” 

 
(b) Do respondents believe that the form of the practitioner’s conclusion (that is, 

“nothing has come to the practitioner’s attention that causes the practitioner to 
believe …”) communicates adequately the assurance obtained by the 
practitioner? Is this form of wording of the practitioner’s conclusion preferable 
to other forms that have been explored by the IAASB as discussed above, 
including those that use wording perceived as being more positive? If not, 
please explain and provide alternative wording that could be used to express the 
practitioner’s conclusion.  
 
Response: The negative form of expression of the practitioner’s review 
conclusion is appropriate and should be retained. 

 
(c) Is the practitioner’s conclusion expressed in this form likely to be 

understandable and meaningful to users of the financial statements? Does this 
form of conclusion achieve the intended purpose of properly differentiating the 
conclusion reported in a review from the opinion expressed in an audit of 
financial statements?  

 
Response: Subject to comments in (a) and (b) above. 
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COMMENTS ON OTHER MATTERS 

1. Users of Financial Statements of SMEs, including Regulators—Recognizing that financial 
statements reviewed by professional accountants under proposed ISRE 2400 will likely be of 
particular interest and relevance to users in the SME environment (for example, creditors, 
lending institutions, suppliers) and, in some cases, regulators, the IAASB invites respondents 
from these constituencies to comment on the proposed ISRE, in particular on the form and 
content of the illustrative practitioners’ reports.  

Response: No comments, as we are not users and regulators. 

2. Developing Nations—Recognizing that many developing nations have adopted or are in the 
process of adopting the International Standards, the IAASB invites respondents from these 
nations to comment, in particular, on any foreseeable difficulties in applying the proposed 
ISRE in a developing nation environment.  

Response: Whilst we foresee few issues arising from the application of the proposed ISRE by 
Chartered Accountants (SA), we do anticipate difficulties in application and users’ 
understanding of the differing applications of the standard by those well-versed in audit as 
compared to those less so.  We anticipate that additional training will be required for non-
auditors. 

3. Translations—Recognizing that many respondents may intend to translate the final ISRE for 
adoption in their own environments, the IAASB welcomes comment on potential translation 
issues respondents may note in reviewing the proposed ISRE.   

Response: Not applicable. 

4. Effective Date—Recognizing that proposed ISRE 2400 is a substantive revision of extant 
ISRE 2400, and given the public interest need to harmonize practice internationally as soon 
as practicable, the IAASB believes that an appropriate effective date for the standard would 
be 18 months after approval of the final standard. Assuming the IAASB finalizes the revised 
standard in the first half of 2012, it would then likely be effective for reviews of financial 
statements for periods ending on or after December 31, 2013. The IAASB welcomes 
comment on whether this would likely provide a sufficient period to support effective 
implementation of the ISRE.    
 
Response: We believe the IAASB’s proposed effective date will provide a sufficient period to 
support effective implementation of the ISRE. 
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SPECIFIC COMMENTS TO SPECIFIC PARAGRAPHS 

 Reference to ISRE 
2400 

Issue/Reason for comment Proposed change/(s) 

 Paragraph 1 and 2 
(scope) 

The scoping of ISRE 2410 is very 
clear. ISRE 2410 is a standard that 
has been developed for a very 
specific purpose review 
engagement, namely “when the 
auditor undertakes an engagement 
to review interim financial 
information of an audit client”. 
 
It is not appropriate for ISRE 2400 
to refer to “the auditor” as this may 
just cause unnecessary confusion. 
 

We propose the following 
amendments: 
 
This International Standard on 
Review Engagements (ISRE) 
deals with: 
 
•  The practitioner’s 

responsibilities when 
engaged to perform a review 
of historical financial 
statements, when the 
practitioner is not the auditor 
of the entity’s financial 
statements; and  

•  The form and content of the 
practitioner’s report on the 
financial statements. 

•  A practitioner engaged to 
perform a review of an 
entity’s financial statements 
or interim financial 
information, who is the 
auditor of the entity financial 
statements, performs such a 
review in accordance with 
ISRE 2410.” 

 
 Definitions section 

paragraph 16 
The explanatory memorandum 
states that the proposed ISRE 2400 
should be capable of being used on 
a stand-alone basis for engagement 
performance purposes, without the 
need for practitioners to refer to 
other International Engagement 
Standards of the IAASB. 
 
Paragraph 16 of the standard states 
that The Handbook’s Glossary of 
Terms (the Glossary) includes the 
terms defined in this ISRE, and also 

Although there is a clear 
reference to “The Handbook’s 
Glossary of Terms”, we believe 
that the stand-alone status of the 
standard would be better served 
by including the relevant 
definitions in the standard such 
as: 
• Accounting estimate 
• Analytical procedures 
• Applicable financial 

reporting framework 
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 Reference to ISRE 
2400 

Issue/Reason for comment Proposed change/(s) 

includes descriptions of other terms 
found in this ISRE, to assist in 
common and consistent 
interpretation and translation. For 
example, the terms �management 
and �those charged with 
governance used throughout this 
ISRE are as defined in the Glossary.  
 
This defeats the purpose of the 
standard being used as a stand-alone 
standard. 
 

• Date of approval of the 
financial statements 

• Date of the financial 
statements 

• Date of the practitioner’s 
review report 

• Date the financial statements 
are issued 

• Emphasis of matter 
paragraph 

• Engagement letter 
• Engagement partner 
• Engagement team 
• Error 
• Financial statements 
• Fraud 
• General purpose financial 

statements 
• General purpose framework 
• Independence 
• Inquiry 
• Investigate 
• Management 
• Misstatement 
• Modified conclusion 
• Other matter paragraph 
• Pervasive 
• Practitioner 
• Related party 
• Relevant ethical requirements 
• Review engagement 
• Review evidence 
• Review procedures 
• Special purpose financial 

statements           
• Special purpose  

framework 
• Subsequent events 

 Paragraph 41 This paragraph - Materiality in a 
Review of Financial Statements –
does not emphasise that materiality 

It should be emphasised that 
materiality is required to be 
determined and considered at 
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 Reference to ISRE 
2400 

Issue/Reason for comment Proposed change/(s) 

should be determined and 
considered at various stages of the 
evidence gathering process. 

various stages of the evidence 
gathering process: 
 
• When designing review 

procedures; i.e. focusing 
inquiries and analytical 
procedures on all material 
items in the financial 
statements and on areas in 
the financial statements 
where material 
misstatements are likely 
to arise. 

• When evaluating the 
results obtained from 
review procedures; i.e. to 
determine whether 
matters have come to the 
practitioner’s attention 
that causes the 
practitioner to believe the 
financial statements may 
be materially misstated 
and to evaluate the 
materiality of unadjusted 
misstatements 

 Paragraph A 74 It is difficult to evaluate this 
paragraph in the context of ISRE 
2400 being a stand-alone standard.  
“Viewed in this context, the 
practitioner’s judgment about what 
is material in relation to the 
financial statements as a whole is 
the same regardless of the assurance 
obtained by a practitioner as the 
basis for the conclusion on the 
financial statements.” 
 
 

Without any presumed audit 
knowledge and without any 
reference to the ISAs, what does 
this mean? 

 Paragraph 67(a) The practitioner shall consider the 
impact of unadjusted misstatements 
identified during the review, and in 

Explanatory material should be 
included to at least alert the 
practitioner to the principles of 
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 Reference to ISRE 
2400 

Issue/Reason for comment Proposed change/(s) 

the previous year’s review of the 
entity’s financial statements, on the 
financial statements as a whole. 
 
No guidance at all is provided on 
how to evaluate. 
 

evaluation of whether the 
financial statements are 
materially misstated – the 
evaluation of materiality, as well 
as “material but not pervasive” 
and “material and pervasive. 

 Paragraph 67(b) The practitioner shall consider the 
impact of qualitative aspects of the 
entity’s accounting practices, 
including indicators of possible bias 
in management’s judgments.  
 
The concept of “qualitative aspects 
of the entity’s accounting practices” 
is very much addressed on an ad-
hoc basis in the proposed standard. 
These qualitative aspects 
(accounting policies, accounting 
estimates, financial statements 
disclosures and other related 
matters) should be established early 
in the standard as key matters for 
the practitioner to obtain a proper 
understanding of the entity and 
identifying areas where material 
misstatements are likely to arise. 
 

Adequate guidance and 
explanatory material should be 
provided 

 Paragraphs 90 - 93 
(documentation) 

The guidance and requirements 
provided are too limited with regard 
to documentation. 

We propose that the standard 
should include an overarching 
paragraph on documentation 
required on the work performed 
to obtain understanding of the 
business, as well as work 
performed in determining the 
materiality in the review of the 
financial statements. 
 

 Paragraph A57 This paragraph is not linked to any 
paragraph in the main body of the 
standard.  

 

It is recommended that this 
paragraph be linked to the main 
body of the standard.  
 

 Paragraph A101 Par. A101 addresses the principle It is recommended that: 
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 Reference to ISRE 
2400 

Issue/Reason for comment Proposed change/(s) 

(written 
representations) 

that written representations may be 
requested with respect to any other 
matter where the practitioner 
considers such representations to be 
important in forming a conclusion 
on the financial statements. 
 
This paragraph is not included in 
the main body of the standard that is 
under paragraph 59 – 62. 
 
 

 
This should be included as part 
of the requirements (not just an 
A-paragraph), taking into 
account that such circumstances 
would relate directly to whether 
or not the practitioner has 
obtained adequate review 
evidence with respect to the 
matter(s) concerned. 
 
Furthermore consideration must 
be given to including an 
Appendix that provides an 
illustrative representation letter 
with a view that this ISRE 2400 
is a standalone standard. 

 

 

 

 


