
  

 

 

 

 

 

10 February 2011 

 
Technical Director  

International Auditing and Assurance Standards Board  

545 Fifth Avenue, 14th Floor  

New York, New York 10017 USA  
 

 

 

Email:  

 

Dear Sir, 

 

SAICA SUBMISSION ON COMMENTS ON IAPS 1000 

 

In response to your request for comments on IAPS 1000, 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 Advise 

 

cc:  
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GENERAL COMMENTS 

 

We found this document to be very comprehensive, and in terms of content, it covers all 

bases and considerations to the best of our knowledge with regards to considering the 

generic risks and auditing of complex financial instruments. 

 

It is worth noting that the document outlines what is considered to be best practice in a 

generic environment, which is in line with our approach to auditing treasury environments 

and providing advisory and audit services for complex financial instruments. 

 

The document makes effective use of examples to illustrate real situations, and allows the 

reader to apply the theory to practical application. It is an accurate depiction of what occurs 

in the financial institutions that we have been exposed to, and we can fully relate to the 

commentary provided in the document. 

 

It may be worth mentioning, although dealt with in specific accounting standards, this 

document does not provide much guidance relating to two controversial topics that has 

given rise to much debate lately, of which are: 

 

 Hedging, hedge accounting and hedge effectiveness. 

 Treatment of and auditing considerations of Day 1 profit. 
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SPECIFIC COMMENTS 

 Reference to IAPS Issue/Reason for comment Proposed change/(s) 

Page 

no. 

Paragraph 

1. Page 34 Paragraph 15, 

Table 1, part d 

Types of Risks to which Entities 

may be exposed through the Use 

of Complex Financial 

Instruments should include 

Reputation Risk. 

 

Engaging in complex derivative 

trading with either: specific 

counterparties, without 

appropriate knowledge, or outside 

the entity's risk parameters could 

result in damage to an entity's 

reputation. An example would be 

engaging in derivative trading 

with public interests entities (e.g. 

Embedded derivatives in 

electricity supply contracts 

between BHP Billiton and 

Eskom, whereby BHP and Eskom 

suffered reputational damage as 

the ED went deep in the money to 

BHP, i.e. Very cheap electricity 

during periods of high electricity 

tariff hikes. Perception of the 

public subsidising BHP's 

electricity costs being the result) 

Suggested recommendation: 

 

Add: Reputation Risk 

 

2. Page 34 Paragraph 15, 

Table 1, part d 

Subsections (i), (iv) and (vi) 

make reference to valuation and 

inaccurate recording of financial 

instruments.  

The latter two refer 

specifically to model 

valuation. It may be better to 

combine the two and discuss 

the core reasons for incorrect 

valuation of financial 

instruments, namely, 

difficulties associated with the 

models used to value the 

instruments, or utilising the 

incorrect assumptions and 

inputs in the models. 

3. Page 36 Paragraph 17, 

4th bullet 

point  

“Key elements of process and 

internal control relating to an 

entity’s complex financial 

instrument transactions include: 

 Segregation of duties 

between those investing in 

the complex financial 

instruments and those 

Ideally, there should be 

segregation of duties between: 

 those investing in 

financial instruments 

 those valuing such 

instruments 

 those settling such 

instruments 
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 Reference to IAPS Issue/Reason for comment Proposed change/(s) 

Page 

no. 

Paragraph 

responsible for valuing 

such instruments” 

 

The function of settling and 

recording such instruments 

should also be isolated/separated. 

 those accounting and 

recording such 

instruments 

The following key elements of 

controls should also be 

mentioned: 

 sound entity level 

controls, including 

documented policies, 

approved 

counterparties and 

appropriate oversight 

of trades by 

management (although 

this is discussed in 

detail in Table 2 a)) 

 a solid IT platform to 

support the trading 

environment 

 a robust process to 

approve, monitor and 

record deal 

amendments (although 

this is mentioned on 

page 57 of IAPS 1000) 

 

4. Page 42 Second last 

line in the last 

paragraph  

"In addition to the basic financial 

information, such as a notional 

amount, complete and accurate 

records at a minimum typically 

include.” 

 

Deal initiation records should 

include both financial and non 

financial data to clearly identify 

the nature and purpose of 

individual transactions. 

 

Additional financial data (over 

and above the notional 

amount) could include: 

 Name and details of 

the counterparty, and if 

this is an 'approved' 

counterparty 

 Length of the 

instrument (i.e. time to 

maturity) 

 Settlement details 

 any additional 

conditions attached to 

the specific transaction 

 

Deal initiation records should 

follow generic documentary 

controls, including: 

 sequentially numbered 

records 
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 Reference to IAPS Issue/Reason for comment Proposed change/(s) 

Page 

no. 

Paragraph 

 production of 

exception reports 

 necessary authorisation 

through signatures, and 

effective dates. 

It is therefore recommended 

the IAPS be updated to include 

both financial and non-

financial information as listed 

above. 

5. Page 58 Paragraph 47 The words 'remaining alert' is not 

considered to be a valid audit 

procedure. 

It is recommended that this 

should be reworded such that 

the procedure is to inspect 

minutes of meetings and 

specific invoices and 

correspondence, and stating 

that it is necessary to ensure 

that a high degree of 

professional skepticism is 

maintained by remaining alert. 

6. Page 59 Paragraph 49 There is an error in the sentence:’ 

For example, such changes made 

be recorded as profit or loss, or 

may be recorded in the statement 

of comprehensive income’.  

The sentence should read "For 

example, such changes may be 

recorded as profit or loss, or 

may be recorded in the 

statement of comprehensive 

income". 
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RESPONSES TO ―REQUEST FOR SPECIFIC COMMENTS‖ 

 

The content of the material is sufficient, appropriate, and easy to interpret and use, except 

for comments made in general comments and specific comments. 

 

The basic principles applied are sound and on the basis that this is guidance, our responses 

are as follows: 

 

1. Whether the material included in the proposed IAPS is appropriate in light of the 

proposed status and authority of new IAPSs 

 

Yes, the material was found to be appropriate in light of the proposed and authority of 

new IAPSs. 

 

2. Whether the balance of material included in the proposed IAPS is appropriate in 

light of its purpose of assisting a wide range of auditors on an international basis 

 

Yes, the balance of material is appropriate in light of its purpose of assisting a wide 

range of auditors on an international basis. 

 

3. Whether the proposed form of the IAPS, including the use of two separate sections 

and shaded tables, enhances its readability  

 

Yes, the two separate sections and shaded tables enhance its readability as they apply 

the theory, thus making it practical. 

 

4. Whether respondents believe an effective date should be established for the proposed 

IAPS and, if so, what would be an appropriate date would 

 

The effective date for the proposed IAPS should be established and it is recommended 

that the IAPS be effective immediately. 
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COMMENTS ON OTHER MATTERS 

 

1. Special Considerations in the Audit of Smaller Entities—Respondents are asked to 

comment whether, in their opinion, material addressing considerations in the 

audit of smaller entities is sufficient and appropriate in the IAPS 

No additional comments. 

 

2. Special Considerations in the Audit of Public Sector Entities—Respondents are 

asked to comment whether, in their opinion, special considerations with respect to 

public sector entities have been dealt with appropriately in the proposed IAPS 

No additional comments. 

 

3. 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 using the proposed IAPS in a developing nation environment  

No additional comments. 

 

 

4. Translations—Recognizing that many respondents may intend to translate the 

final IAPS for adoption in their own environments, the IAASB welcomes comment 

on potential translation issues noted in reviewing the proposed IAPS  

No additional comments. 
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