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Attachment A 

The Institute of Internal Auditors (IIA) 

Response to International Auditing and Assurance Standards Board (IAASB)  

 RE:  Comments on Exposure Drafts – Proposed Revisions to   

ISA 315 Identifying and Assessing the Risks of Material Misstatement through 

Understanding the Entity and Its Environment, and  

ISA 610 Using the Work of Internal Auditors  

 

Request for Specific Comments 
 

The IAASB would welcome views on the following: 

 

1. Do respondents believe it is appropriate to require the external auditor to make 

inquiries of appropriate individuals within the internal audit function?  

 

Yes, it will create synergies for both external audit (EA) and internal audit (IA).  IA has a 

broad scope of responsibilities providing assurance and consulting services to evaluate and 

improve the effectiveness of governance, risk management and internal controls within its 

organization. In addition IA assesses a wide spectrum of risks (financial reporting, 

financial, operations, compliance, systems, strategic, etc.) and has unique insights, 

perspectives and a holistic view of the organization.    

 

However, we recommend that the IAASB replace the reference to appropriate individuals 

within the IA function with “the Chief Audit Executive (CAE)” (e.g. ISA 315: 6.(a), A6a. 

A6c., A102a., etc.). According to IIA Standard 2000 – Managing the Internal Audit 

Activity and Standard 2050 – Coordination, the CAE has overall responsibility for 

managing the IA function and coordinating activities with other internal and external 

assurance providers. The CAE should be the primary contact and may designate individuals 

responsible for interacting with EA.  

 

If so, do respondents agree such a requirement is appropriately placed in ISA 315? 

 

Yes.  The requirement is appropriately placed in ISA 315.   

 

 

2. Do respondents believe that appropriate factors have been proposed to be 

evaluated by the external auditor in determining: 

 

(a) Whether the work of the internal audit function can be used for purposes of the 

audit engagement; and 

 

(b) The planned use of the work of the internal audit function? 

 

Yes, but the criteria presented are broad and may not be applied consistently.   
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General  

 

 It is appropriate for EA to rely on the work of IA where the objectives of the work are 

in agreement. Cooperation between internal and external auditors is essential to ensure 

that audit coverage is coordinated, enhanced, and duplicate efforts are minimized.  

 

Assessment Framework and Key Factors  

  

 We support establishing a framework to aid EA to decide whether, and if so, to what 

extent to use IA work.  However, the draft judgment-based framework presented in ISA 

610 does not promote consistent application in evaluating the key decision factors.  The 

framework would be improved by moving the expanded discussion in ISA 610 A.6 and 

A.9 from the Application and Other Explanatory Material Section to the Requirements 

Section.   

 

 We believe EA should require conformance with internationally recognized IA 

professional standards and reference this conformance in their evaluation of IA practice. 

A set of IA standards and professional guidance such as those incorporated in The IIA‟s 

International Professional Practices Framework (IPPF) provides a clear benchmark and 

expectation of what is necessary for an IA function to practice with the highest level of 

professionalism.  The IPPF is the only set of international IA standards for all industry 

sectors and is well known around the world to EA and IA professionals alike, as well as 

to others who rely on IA services.   We have made suggestions where such references 

would be helpful in the proposed ISAs. 

 

 The IPPF includes Mandatory Guidance (Definition of Internal Auditing, Code of 

Ethics, and The Standards) and Strongly Recommended Guidance (Position Papers, 

Practice Advisories, Practice Guides) for IA professionals.  The Mandatory Guidance is 

subject to a rigorous standard setting process, including public exposure.  Stock 

exchanges, regulatory agencies, credit and governance rating agencies in various 

countries, and financial services industry regulators in particular, view compliance with 

the IPPF as the hallmark of professionalism.  When these agencies perform compliance 

reviews, their assessment criteria include IA‟s compliance with the IPPF and the results 

of IA‟s internal and external quality assurance and improvement programs.   

 

 We recognize that ISAs are laws in many countries and that the IAASB has been 

reluctant to require IA functions to comply with the IPPF.  However, there is no conflict 

in recognizing the fact that the IPPF is the global practice framework for the IA 

profession.     

 

 All the factors listed are appropriate factors for the framework.   
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Independence 

 

 Compliance with The Standards, coupled with positive results from the periodic 

external quality assessment (EQA), provide good supporting evidence for IA‟s 

independence and objectivity.  ISA 610 makes several references to the lack of 

independence of IA (e.g. paragraphs 6, 24, and A27). While it is not possible for 

internal auditors to attain full independence from the organizations they serve as 

required of EA in ISA 200, the Internal Audit Charter, the organizational status of IA, 

and compliance with The Standards provide adequate safeguards to support IA‟s 

objectivity.  We recommend that ISA 610 acknowledges that these requirements are 

appropriate safeguards.  

 

Leveraging Compliance with IIA Standards 1300 - Quality Assurance and 

Improvement Program 

 

 We believe that EA should leverage The IIA‟s IPPF and the results of an EQA where 

applicable, instead of conducting its own assessment of the IA function.  The very 

factors that impact EA‟s decision to use and the extent of using IA work (e.g. 

objectivity, organizational status, competency, etc.) are already embodied in the IPPF.  

Further, IIA Standards 1300 - Quality Assurance and Improvement Program requires an 

EQA be performed by an independent, qualified reviewer at least once every five years.  

EQA assesses compliance with the IPPF and the ways in which IA continuously 

improves to increase its effectiveness and add value to their organization. The scope is 

far broader than the requirements in ISA 610 paragraphs 13 and 15.  EQA includes 

review of compliance with Mandatory Guidance, interviews with key stakeholders such 

as those charged with governance, senior management, the CAE, audit management and 

staff, as well as a review of policies, procedures, audit methodologies, and workpapers.  

If the IA function complies with Standards 1300, has positive EQA results, and if there 

were no major changes that impact the review results, this information should be 

leveraged by the EA in determining whether and to what extent the work of IA can be 

used.   

 

 We also concur with the objective to obtain sufficient evidence about IA as a whole, 

rather than „test‟ each individual piece of work performed by the function. It is 

appropriate for EA to verify the work of IA on a sample basis.  

 

Application of the ISAs 

 

 ISA 315 addresses the understanding the EA obtains of an entity‟s internal audit 

function and inquiries that the EA makes of IA to obtain information relevant to 

external auditor‟s risk assessment. This ISA should be applicable even if the IA 

function‟s responsibilities are not directly related to the entity‟s financial reporting. 

(Also see paragraphs 22 – 24.) We believe that a strong ongoing relationship and two-

way communication between the EA and IA should exist regardless of whether the EA 

plans to use the work of IA.  

http://www.theiia.org/guidance/standards-and-guidance/ippf/standards/standards-items/?C=3093&i=8251
http://www.theiia.org/guidance/standards-and-guidance/ippf/standards/standards-items/?C=3093&i=8251
http://www.theiia.org/guidance/standards-and-guidance/ippf/standards/standards-items/?C=3093&i=8251
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3. Do respondents believe it is appropriate to require the external auditor to read 

reports produced by the internal audit function relating to the work of the internal 

audit function that is planned to be used by the external auditor? 

  

Yes. It is not only appropriate but it should be mandatory to read the reports.  This is 

appropriately placed in ISA 610 paragraph 18 of the Requirements Section.  

 

 

4. Do respondents believe that it is desirable for the scope of ISA 610 to be expanded 

to address the matter of direct assistance?  

 

 Yes, it is desirable to expand the scope of ISA 610 to address direct assistance.  

 

 We believe that direct assistance should be undertaken when there are clear benefits for 

both EA and IA. There are fundamental concerns with the practice of diverting IA 

resources from providing assurance on governance, risk management and controls to 

providing direct assistance on lower level work such as those listed in A.17 (checking 

reconciliation, observing inventory counts, or reviewing transactions at insignificant 

locations).   

 

 IA has a distinct and valuable role within the governance structure covering a broad 

spectrum of risks in an organization, not just those related to financial reporting.  

Providing direct assistance (without increasing corresponding audit resources) diverts 

resources from IA‟s core roles and reduces the level of assurance and consulting 

services provided to management and the board on the broader risks facing the 

organization; it has the potential to weaken corporate governance.  

 

 The extent to which IA may provide direct assistance to EA is a resource allocation 

decision that must be made by those charged with governance responsibilities and the 

Chief Audit Executive (CAE) and not by the EA unilaterally. (See ISA 610 20. and 

A24.)  EA should provide cost benefit information to enable the responsible parties to 

make informed decisions. 

 

If so, do respondents believe that when obtaining the direct assistance of internal 

auditors the external auditor should be required to: 

 

(a) Consider the factors that have been proposed in determining the work that may be 

assigned to individual internal auditors; and 

 

Yes, if EA were to obtain direct assistance, the proposed factors should be considered.  

Competence should also be evaluated at the individual level.  

 

 (b) Direct, supervise, and review the audit procedures performed by the internal 

auditors in a way that recognizes they are not independent of the entity? 
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 Regarding independence, it is appropriate to assess the level of organizational 

independence as well as organization/individual objectivity that IA may have rather 

than starting with the position that IA is not independent.  (Please also refer to response 

to #2, the section on Independence.)  

 

 If an IA function complies with IIA Standards 1300 – Quality Assurance and 

Improvement Program and has had positive results from an independent EQA, such 

results should be considered in EA‟s assessment. (Please refer to #2, the section on 

Leveraging Compliance with IIA Standards 1300 - Quality Assurance and Improvement 

Program.) EA should request a copy of the EQA from the CAE.      

 

 We believe that an IA function that complies with IPPF Standard 1100, and in 

particular 1110, has the acceptable level of independence for the purposes of ISA 610; 

its staff who provides Direct Assistance may not require a higher level of direction, 

supervision and/or review due to the independence issue.  This should be evaluated by 

the EA and not assume a higher level of supervision is required. 

 

 

The IAASB is also interested in comments on the following matters: 

 

5. Public Interest Concerns—Respondents are asked to address whether there are any 

public interest concerns that have not been addressed. 

 

We believe that "fraud risks" have relevance to both ISA 315 and ISA 610.  We 

recommend that these ISAs recognize the importance of fraud risks, the value of 

cooperation between EA and IA, and encourage a collaborative work plan in this significant 

area.  

 

One of the most important "expectations gap" pertaining to the EA and IA 

professions comes from how the “auditing profession" addresses "fraud 

risks".  Increasingly, regulators around the world are demanding the auditing profession 

assume greater responsibility in this area, and provide a greater degree of assurance that the 

financial statements are free of material misstatements relating to fraud and error.  

 

Despite a global environment with a history of fraudulent financial reporting, there is often 

a lack of cooperation and coordination between EA and IA in addressing fraud risk 

assessment, risk mitigation strategies, fraud detection controls and remediation activities.  If 

done well, a coordinated brainstorming and fraud risk response strategy could go a long 

way in closing this expectation gap and strengthening corporate governance.  

 

 

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

comment whether, in their opinion, guidance addressing special considerations in the 

audit of smaller entities should be provided in the proposed revised ISAs.  If so, 

http://www.theiia.org/guidance/standards-and-guidance/ippf/standards/standards-items/?C=3093&i=8251
http://www.theiia.org/guidance/standards-and-guidance/ippf/standards/standards-items/?C=3093&i=8251
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respondents are asked to explain why and to suggest the nature of any such 

considerations. 

 

While the IAASB recognizes that some small and medium sized entities (SMEs) may not 

have IA functions, it may overlook the possibility that some organizations, particularly 

SME‟s, use outsourced providers to meet IA needs.  Some are concerned about EA 

independence and that the governance structure could be weakened where EA and IA 

services are delivered by the same provider.      

 

It is desirable to give special considerations in the audit of SMEs, because risk exposure is 

directly proportional to the complexity of an entity; risk profiles, appetite, tolerance, 

controls, and audit risks could be very different from large organizations.  Also, IA staff in 

small-size organizations may have responsibilities that go beyond IA; this may impact their 

independence and objectivity.  

 

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

asked to comment whether, in their opinion, special considerations in the audit of 

public sector entities have been dealt with appropriately in the proposed revised ISAs. 

 

Yes.  

 

8. 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, in particular, on any foreseeable difficulties in applying the 

proposed revised ISAs in a developing nation environment. 

 

A foreseeable difficulty for implementation in developing nations is that IA practices may 

not be at the maturity level for EA to place reliance on its work or obtain direct assistance. 

For example:  

 

- IA may not comply with IPPF in key areas such as independence, objectivity, 

competency, application of a systematic and disciplined approach, quality controls, 

etc.  

- Conflicting regulatory requirements.  

- Scarcity of financial resources.  

- Weak compliance systems and processes. 

- Language and translation issues.  

      

9. Translations—Recognizing that many respondents intend to translate the final 

revised ISAs for adoption in their own environments, the IAASB welcomes comment 

on potential translation issues noted in reviewing the proposed revised ISAs. 
 

There are no major issues in developed countries. Potential problems in developing 

countries are:  

 

- Limited financial resources. 

- Lack of qualified translation resources for technical standards.  
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- Lack of understanding of the technical Auditing, Risk Management, and Control 

terms of the ISAs. 

- Lack of comparable terms in local languages.   

 

10. Effective Date—Respondents are asked to comment whether, in their opinion, the 

provisional effective date is appropriate for supporting effective adoption and 

implementation of the proposed revised ISAs at the national level. 

 

Yes, for developed nations but it would be more challenging for developing nations.  There 

is a need to allow sufficient time for translation and training.   

 

Request for Comments on Analysis of Impacts 

 

The IAASB is piloting the use of impact analyses. The impact analysis contained in 

this Explanatory Memorandum shows the IAASB’s consideration of the potential 

impacts of both the overall proposed revised ISA 315 and ISA 610 and the preferred 

option for each key issue addressed during the development of the proposed revised 

standards. 

 

Narrative descriptions of this analysis are included in this Explanatory Memorandum 

and presented in tabular format in the Appendix. The impact analysis in the 

Appendix identifies who will be affected by the proposed revised standards and 

preferred options, how, and to what extent they will be affected. It is important to 

note that the impact analysis is intended to communicate the impact of the 

incremental difference between extant and proposed revised ISA 315 and ISA 610, not 

between current and future practice. 

 

The IAASB would appreciate comments on the following matters: 

 

11. Is the analysis of impact presented in Section 4 of this Explanatory Memorandum 

helpful to respondents in understanding the anticipated impacts of the IAASB’s 

proposals? 

 

It is a good concept, however, it would be extremely difficult to deliver a useful impact 

analysis for the stakeholders because the extent to which entities will be affected varies 

greatly among different countries, industries, regulatory environment, governance culture, 

maturity levels of IA functions, scope of IA‟s responsibilities, sizes of the organization, 

sizes of the IA function, etc.  

  
  

12. Do respondents agree with the impact analysis as presented? Are there any other 

stakeholders, or other impacts on stakeholders, that should be considered and 

addressed by the IAASB? 

 
Entity management, Boards, and those in charge of governance are additional stakeholders 

that should be considered.  From an impact standpoint, if IA provides direct assistance, IA 

may need to increase staff size and staff mix.     
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13. Are there any changes to the narrative or tabular presentation of the impact 

analysis that would be helpful to respondents? 

 

See response to #11.   

 

14. Would respondents find such an approach useful at the national level? 

 

See response to #11.   

 

Other Suggested Wording Changes (See Bold Red Letters)   

 

ISA 315 

 

6. (a) Page 20.  

“Inquiries of management, of appropriate individuals within the internal audit function the 

Chief Audit Executive (CAE) ….and of others within the entity, such as Legal Counsel, 

Chief Regulatory Compliance Officer, Chief Ethics Compliance Officer, Head of 

Investigation, etc.‖.   
 

Add: new 6. (b.) 

Review of pertinent prior year audit reports.  

 

Change 6. (b) to 6. (c) 

 

Change 6. (c) to 6. (d) 

 

A6b. Page 21.  

Due to the broad scope of IA activities on governance, risk management and control, 

EA should be alert to the possibility that IA may identify issues relevant to financial 

reporting on audits of other areas (e.g. in audit of the control environment, Code of 

Ethics, corporate governance structure, risk assessment and monitoring processes, 

etc. ) If, based on responses to the auditor‟s inquires, it appears that there are findings that 

may be relevant to………. 

 

22. Page 20.  

……..including those related to those control activities relevant to the audit, and how the 

entity initiates remedial implements actions to remediate its control deficiencies in its 

controls.   

 

23. Page 20  

“…..the auditor shall obtain an understanding of the nature of internal audit function‟s 

responsibilities, how the function fits in the entity‟s organizational structure, whether it 

has access to senior management and those charged with governance, and the 

activities………”  
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A101. Page 22.  

We recommend that the ISA uses The IPPF‟s definition of internal auditing:   

 

Internal Auditing is an independent, objective assurance and consulting activity 

designed to add value and improve an organization’s operations.  It helps an 

organization accomplish its objectives by bringing a systematic, disciplined approach 

to evaluate and improve the effectiveness of risk management, control, and 

governance processes.  

 

A102. Page 22. 

“…….However, the responsibilities of the another audit function may be limited to focus 

on evaluating the economy, efficiency and effectiveness of operations, for example, and 

may not relate to the entity‟s financial reporting.”    

 

A103. Page 23  

“……that the entity has a well-established internal audit function (for example, one that 

conforms with The IIA’s IPPF, one that is adequately resourced and has a direct reporting 

relationship to those charged with governance).   

 

A103b. Page 23 

13. (a) becomes 13. (c) 

………..Similarly, the external auditors should also bring information to the attention 

of internal auditors that will enable internal auditors to add value to the 

organization.” 

 

ISA 610  
5. Page 25  

“The objectives of the internal audit function are determined by management and, where 

applicable those charged with governance and/or management and may include 

assurance...While the objectives of the IA function and the external auditor may be 

different, an entity‟s internal audit function may perform…”     

 

13. Page 27. Add:  

New 13. (a) Whether the internal audit function conforms with internationally 

recognized IA professional standards such as The IIA’s IPPF. If the answer is Yes, 

obtain evidence of conformance.  

 

New 13. (b) Whether the IA function is subject to a periodic external quality 

assessment (EQA) as required by The IIA’s IPPF.  If the answer is Yes, review the 

most recent EQA result.  

 

13. (a) becomes 13. (c) 

 

13. (b) becomes 13. (d) 

 

13. (c) becomes 13. (e) 
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If the answers are No, then proceed to 13 (c) – (e).  

 

17. Page 28. 

“If the external auditor plans to use the work …..  with the internal audit function CAE as 

a basis for coordinating the respective activities.  The external auditor and the CAE’s 

designate should document the agreed upon scope, the nature and extent of work, 

timing, roles and responsibilities regarding coordination and communication, and 

other specific requirements.‖  

 

A2. Page 30. 

We recommend that the ISA uses The IPPF‟s definition of internal auditing.  See comment 

for ISA 315 A101. Page 22.  

 

A3. Add a bullet 

Review of IT systems that support the business and accounting processes. 

 

A6. Page 31 and A9. Page 32   

Recommend moving these entire sections to the Requirements Section under 13. (a), 

13. (b), and 13 (c) on Page 27. 

 

Add:  

New first topic: Conformance with Professional Standards 

 

 Whether the internal audit function conforms with internationally recognized IA 

professional standards such as The IIA’s IPPF. If the answer is Yes, obtain 

evidence of conformance.  

 

 Whether the IA function is subject to a periodic external quality assessment 

(EQA) as required by The IIA’s IPPF.  If the answer is Yes, review the most 

recent EQA result. 

 

EA can use these evidences to meet the requirements in 13. (a) – (c)  

 

A.14. Page 33.  

Recommend moving to the Requirements section. 

 

A15. Page 33.  

 

Add first bullet point „EA reaches agreement with the CAE on coordination plan and 

resource commitment in advance.’  

 

 Insert as second bullet point ―EA and IA conduct joint advanced planning.‖ 

 


