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Executive Summary

ACCA welcomes the opportunity to respond to the consultation paper Auditing
Complex Financial Instruments issued by the International Auditing and
Assurance Standards Board (IAASB) of the International Federation of
Accountants.

The consultation paper deals with the IAASB’s plans to develop guidance
relating to auditing complex financial instruments by revising extant
International Auditing Practice Statement (IAPS) 1012 Auditing Derivative
Financial Instruments. In this context, the paper includes as an appendix, and
the IAASB states that it intends to use as a starting point, Practice Note 23
(Revised) Auditing Complex Financial Instruments (PN 23), which was issued
in October 2009 as interim guidance by the UK Auditing Practices
Board (APB).

ACCA was pleased to provide input to the APB during the recent revision of
PN 23 and we are generally supportive of its content in a UK and Ireland
context. For this reason we do not raise technical comments on PN 23 other
than through our answers to the questions posed in the consultation paper in
the context of its use as a basis for an international pronouncement.

The IAASB is currently deliberating the status and authority of the IAPSs and
we draw attention to the fact that the outcome of that will have a profound
effect on how IAPS 1012 should be revised, because the level of authority of a
pronouncement is pervasive in determining its content and level of detail.

The consultation paper contains 26 questions, which we have used to structure
our detailed response.
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Matters on which Specific Questions
are Asked

In this section of our response we answer the questions posed in the
consultation paper. Some paragraphs have been repeated or cross-referenced
between answers as we anticipate that the IAASB will refer to the responses
question by question.

GENERAL

Question 1
Do you agree with the IAASB’s overall approach for revising IAPS 1012, in
particular the usefulness of the APB’s work as a starting point for the revision
of an international auditing practice statement?

Yes; as this is an economic way of revising IAPS 1012, which also informs
auditors internationally about the existence of the useful APB material.

Question 2
What are respondents’ views as to the overall structure and content of the
Practice Note? In considering this question, respondents are asked for views
about the level of detail of the APB’s Practice Note, including the length and
flow of the document, and its suitability in an international context.

The overall structure and content of the Practice Note is appropriate in the UK
and Ireland environment. Auditors in the UK and Ireland deal with a wide range
of clients in terms of size, industry and complexity and PN 23 is valuable to
audit firms whatever their size. In a similarly general international context we
believe that it will remain broadly appropriate but there may be jurisdictions
where it will be found less suitable because of the characteristics of the audit
market. We do not believe, however, that this should necessarily affect the
drafting of the document, as such matters may be better dealt with through
additional local content or through education and training.
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Question 3
If respondents think the Practice Note is insufficient, in what areas should the
IAASB consider including additional guidance in revising IAPS 1012? Specific
examples as well as the rationale for a particular suggestion would be helpful.

In revising IAPS 1012 it is important that the IAASB has regard to the status
and authority of the IAPSs and hence to the outcomes of its deliberations of
such matters that took place at its December 2009 meeting. There has, as yet,
been no public consultation on the issues raised in that meeting, which may be
summarised as a choice between continuing the existing status or increasing
that to be equivalent to Application and Other Explanatory Material of
International Standards on Auditing (ISAs).

Our response is made on the assumption that there is no change in the status
of IAPS 1012. If a change in status is contemplated it would not be appropriate
to give effect to that without also revisiting the whole content of the document.
This is because the level of authority of a pronouncement is pervasive in
determining the content and level of detail that is appropriate.

As guidance, we do not think that PN 23 is insufficient in any of the areas it
addresses. While additional guidance could be included in almost all areas to
satisfy the needs of those who desire it, the cumulative effect would be to turn
an already lengthy guidance document into a textbook dealing with the subject
matter. A balance must necessarily be struck between making available
authoritative guidance while not burdening auditors with too much material.

Question 4
Are there currently any national standards or guidance in your particular
jurisdiction that should also be considered by the IAASB in revising
IAPS 1012?

No.
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COMPLEX FINANCIAL INSTRUMENTS AND APPLICABILITY TO AUDITS OF
ENTITIES OF ALL SIZES

Question 5
Is the Practice Note clear on what is meant by the term “complex financial
instruments”? If it is not, how could the definition and illustrative examples be
improved, bearing in mind the evolving nature of these instruments?

PN 23 gives both a technical definition of financial instrument and examples of
those that are more complex, which is a convenient way to deal with the
evolving nature of financial instruments. We do not think it is sufficient to rely
only on a list of examples and, while it is difficult to provide a definition in a
document that is intended to be framework neutral, we see no barrier to making
reference, as an example, to a definition in a specific framework.
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Question 6
Is the guidance included in paragraphs 9-12 of the Practice Note helpful in
explaining its applicability to audits of entities of all sizes? If not, should such
guidance be deleted or expanded in revising IAPS 1012; if so, how?

The guidance is appropriate in the UK and Ireland context, but the approach in
an international document should depend on decisions taken for the IAPS
series. Unless a statement is specifically identified as to scope it will
automatically apply in circumstances where the subject matter is relevant. This
is similar to the way the applicability of a ISA is itself determined and there is
generally no difference between audits relating to the size of an entity that could
be relevant to the applicability of an IAPS. Having said that, there has
historically been an IAPS dealing with smaller entities. Material from it has
been subsumed into the clarified ISAs identified, where appropriate, by the use
of a subheading. A decision has to be taken as to whether material such as
referred to in this question ought to be identified by a subheading as particularly
relevant to the audit of smaller entities.

Irrespective of the above, the guidance in PN 23 makes the point that
complexity can arise in smaller entities and with apparently simple instruments.
Accordingly, reference to revised IAPS 1012 should be encouraged and its use
promoted through appropriate mechanisms. This could involve the use of
explanatory paragraphs about its applicability or extend to changing the title of
the document so that prime facie it applies to all financial instruments, not just
those initially judged to be complex.

Question 7
Throughout the Practice Note, examples of how the guidance can be applied
in a range of entities – from smaller entities to larger financial institutions –
have been included. Do respondents believe the guidance is adequately
balanced, or would a revised IAPS 1012 be more helpful if focused at a
different level?

We agree with the approach whereby examples are included that can be
applied to a range of entities. It would not be appropriate in guidance to focus
on smaller entities as there can be considerable risk in those that are larger, but
neither is it appropriate to ignore smaller entities, which are numerically much
more common.
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Question 8
Many of the considerations described in the Practice Note can also be applied
to simpler financial instruments. Would it be more appropriate in revising
IAPS 1012 for the guidance to be developed to apply to all financial
instruments rather than limiting it to complex financial instruments?

The approach adopted by the APB is the correct one. We do not believe that
further content needs to be developed for all financial instruments as auditors
do not need additional guidance on instruments that are simple.

As we said in our response to question 6, the guidance in PN 23 makes the
point that complexity can arise in smaller entities and with apparently simple
instruments. Accordingly, reference to revised IAPS 1012 should be encouraged
and its use promoted through appropriate mechanisms. This could involve the
use of explanatory paragraphs about its applicability or extend to changing the
title of the document so that prime facie it applies to all financial instruments,
not just those initially judged to be complex.

We favour the use of natural language in IAASB pronouncements and would
caution against the creation of a new category of financial instruments,
therefore, perhaps through defining a term for use only in relation to the
applicability of IAPS 1012 (for example ‘a financial instrument that is
significantly complex’).

APPLICATION OF THE AUDIT RISK STANDARDS

Question 9
Are the types of risks described in paragraph 59 of the Practice Note
understood across a number of industries and applicable in an international
context?

We agree with the way in which the risks are described as this would be
generally understood. In an international context, however, it will be important
to establish not only whether translation difficulties may arise but also whether
the same risk would be referred to using a different term. If so, it may be better
to refer to risks by their characteristics rather than naming them.
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Question 10
Is the guidance in paragraphs 64-84 (particularly related to information
systems, control activities, and monitoring of controls) helpful for auditors in
obtaining an understanding of controls for a financial statement audit? Is the
guidance helpful for audits of entities that have smaller portfolios of complex
financial instruments?

We find this guidance to be appropriate and consider that it will be useful
across a range of audited entities including those having smaller portfolios of
complex financial instruments.

Question 11
Is the guidance on substantive procedures in paragraphs 105-108 of the
Practice Note helpful to auditors? Are there other procedures that should be
considered in revising IAPS 1012?

The guidance in paragraphs 105–108 is helpful, in particular the warning
about the limitations of analytical procedures. It would be difficult to expand
upon this guidance without making the leap to the provision of suggested audit
programmes and we do not believe that there is a need for that level of detail.

Question 12
Are there additional issues or best practices relating to the auditor’s
application of the audit risk standards that have been noted that should be
included in revising IAPS 1012?

We believe that PN 23 goes into sufficient detail and that there is no need for
substantial addition material.

SUFFICIENT APPROPRIATE AUDIT EVIDENCE, INCLUDING RELEVANCE
AND RELIABILITY OF FAIR VALUE INFORMATION

Question 13
Is the additional guidance included in the Practice Note helpful for auditors in
obtaining sufficient appropriate audit evidence in relation to complex financial
instruments?

Yes.
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Question 14
Is the additional guidance relating to the valuation assertion applicable to
most complex financial instruments? Are the concepts in this section easily
understood and relevant in an international context?

The additional guidance will have application across a wide range of complex
financial instruments and we believe that it is clear and should be well
understood.

Question 15
Would it be helpful to include more generic guidance describing concepts
such as broker quotes, the different types of pricing services that may be
used, and other forms of evidence and cite examples of how this information
is typically gathered and in what particular circumstances?

We draw attention to our answer to question 3, as the level of authority of a
pronouncement is pervasive in determining the content and level of detail that
is appropriate.

Including more generic guidance could benefit some auditors but overall it
seems to us that PN 23 has achieved an appropriate balance between brevity
and utility.

It would, naturally, be open to national standard setters to provide additional
material in their jurisdiction, whereas it is difficult for a national standard setter
to issue material suggesting that guidance in an IAPS is not necessary or
contradicts guidance that they themselves feel is more appropriate.
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Question 16
Is the guidance on the use of models, from both a preparer and auditor
perspective, sufficient? If not, what further guidance could be added and why?

We draw attention to our answer to question 3, as the level of authority of a
pronouncement is pervasive in determining the content and level of detail that
is appropriate.

Including more guidance on the use of models could benefit some auditors but
overall it seems to us that PN 23 has achieved an appropriate balance between
brevity and utility.

It would, naturally, be open to national standard setters to provide additional
material in their jurisdiction whereas it is difficult for a national standard setter
to issue material suggesting that guidance in an IAPS is not necessary or
contradicts guidance that they themselves feel is more appropriate.

Question 17
Is the Practice Note sufficiently clear that the issues relating to valuation and
the types of risks involved in financial instruments apply equally to financial
assets and financial liabilities or should more guidance be added about
financial liabilities?

We find this material to be sufficient clear. In relation to the need for further
guidance on financial liabilities we draw attention to our answer to question 3,
as the level of authority of a pronouncement is pervasive in determining the
content and level of detail that is appropriate.

Including more generic guidance could benefit some auditors but overall it
seems to us that PN 23 has achieved an appropriate balance between brevity
and utility.

It would, naturally, be open to national standard setters to provide additional
material in their jurisdiction whereas it is difficult for a national standard setter
to issue material suggesting that guidance in an IAPS is not necessary or
contradicts guidance that they themselves feel is more appropriate.
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Question 18
Are there additional issues or best practices relating to the auditor’s need to
obtain sufficient appropriate audit evidence that have been noted that should
be included in revising IAPS 1012?

We draw attention to our answer to question 3, as the level of authority of a
pronouncement is pervasive in determining the content and level of detail that
is appropriate.

Including more generic guidance could benefit some auditors but overall it
seems to us that PN 23 has achieved an appropriate balance between brevity
and utility.

It would, naturally, be open to national standard setters to provide additional
material in their jurisdiction whereas it is difficult for a national standard setter
to issue material suggesting that guidance in an IAPS is not necessary or
contradicts guidance that they themselves feel is more appropriate.

DISCLOSURE AND REPORTING CONSIDERATIONS

Question 19
Is the guidance included in the Practice Note on disclosures helpful?

Yes.
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Question 20
Is more guidance needed on the audit of disclosures? For example, is more
guidance needed to address how the auditor would obtain sufficient
appropriate audit evidence when the disclosures about risks and uncertainties
are qualitative in nature or the information is derived from information
systems that are not otherwise used to generate information for inclusion in
the financial statements? How should the IAASB deal with these areas in
revising IAPS 1012, while ensuring the framework neutrality?

We consider that the level of guidance is appropriate and that PN 23 has
achieved an appropriate balance between brevity and utility. While it is difficult
to deal with these issues in a document that is intended to be framework
neutral, we see no barrier to making reference as an example to the
circumstances of a specific framework.

We draw attention to our answer to question 3, as the level of authority of a
pronouncement is pervasive in determining the content and level of detail that
is appropriate.

It would, naturally, be open to national standard setters to provide additional
material in their jurisdiction whereas it is difficult for a national standard setter
to issue material suggesting that guidance in an IAPS is not necessary or
contradicts guidance that they themselves feel is more appropriate.

Question 21
Is the guidance included on communication with those charged with
governance helpful? Is there scope for adding additional guidance on the
auditor’s communications with those charged with governance with respect to
valuation and control issues that come to the auditor’s attention?

Yes, such guidance is helpful but we see little need for additional guidance as
the ISAs already include a considerable amount of material dealing with the
auditor’s communications with those charged with governance. Nevertheless we
draw attention to the our answer to question 3, as the level of authority of a
pronouncement is pervasive in determining the content and level of detail that
is appropriate.
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Question 22
Are there best practices relating to auditor’s communications with regulators,
prudential supervisors and others, for example, where such communication or
reporting is required by law or regulation, that should be acknowledged in
revising IAPS 1012?

As explained in PN 23 (for example in paragraph 41) other APB
pronouncements include requirements and guidance on reporting to regulators.
In order to inform users of IAPS 1012 in relevant areas we believe that it is
important to include some guidance notwithstanding the difficulty that much
depends on national law or regulation.

We draw attention to our answer to question 3, as the level of authority of a
pronouncement is pervasive in determining the content and level of detail that
is appropriate.

Question 23
Would further guidance on the possible implications for the auditor’s report
when auditing complex financial instruments be helpful? For example, this
could include guidance on the use of Emphasis of Matter paragraphs, Other
Matter paragraphs and limitations on the scope of the audit.

We believe that there is sufficient material in the relevant ISAs to properly
determine the auditor’s response to matters that arise from complex financial
instruments that may affect the auditor’s report.

OTHER MATTERS

Question 24
Is the use of an Overview section helpful or is such a section duplicative?

Even though it is to an extent duplicative, the overview section is appropriate to
PN 23 as it facilitates reference particularly by those not familiar with the
subject matter. A similar section could be an attractive approach internationally
for the same reason but we draw your attention to our answer to question 3, as
the level of authority of a pronouncement is pervasive in determining the
content and level of detail that is appropriate.
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Question 25
For the areas noted above, is the level of guidance included in the Practice
Note helpful?
[The question refers to the remaining areas listed in paragraph 51 of the
consultation paper:

Professional skepticism and professional judgment
Use of experts and those with special skills and knowledge
Use of management 's expert for valuation and the auditor's consideration

thereof]

For all these areas we consider that the level of guidance is appropriate.
We draw your attention, for the last time, to our answer to question 3, as the
level of authority of a pronouncement is pervasive in determining the content
and level of detail that is appropriate.

Question 26
Are there any issues that may arise with the Practice Note from a translation
perspective?

We have no particular matters to raise here although we would refer to our
answer to question 9, which drew attention to the possibility that terms may be
used differently, irrespective of their translation.
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