- 3

" X
Brains &y
Global |&ERy

D
'
3.2

19 November 2024

[ ] i 7
tC @ Premier 4~

AUDIT | TAX | ADVISORY

"Enhancing Audit
Quality: Key Updates in
ISA 315 (Revised 2019)

and Their Practical
Application”

THE UPDATES IN ISA 315 (REVISED 2019) SIGNIFICANTLY ENHANCE
THE AUDITOR'S APPROACH TO RISK ASSESSMENT, LEADING TO
IMPROVED AUDIT QUALITY. HERE'S HOW AUDITORS SHOULD
APPROACH EACH OF THE KEY UPDATES, ALONG WITH RELEVANT
ANALYTICAL PROCEDURES:
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Approach: Auditors should familiarize themselves with the five inherent risk
factors—subjectivity, complexity, uncertainty, change, and susceptibility to
misstatement due to management bias or fraud. Understanding these factors
will help auditors tailor their risk assessments to the specific context of the
entity.

Procedures:

e Subjectivity: Review areas requiring significant judgment (e.g., fair value
measurements) and analyze historical estimates versus outcomes.

e Complexity: Identify complex transactions or arrangements and assess how
they are documented and reflected in the financial statements.

e Uncertainty: Evaluate the nature of estimates and assumptions made by
management, especially in volatile environments.

e Change: Monitor changes in operations, accounting policies, and regulatory
environments that could impact financial reporting.

e Management Bias: Conduct inquiries and analyze trends in accounting
estimates and judgments to identify any indications of bias.
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Approach: Use the established risk spectrum to
categorize risks and prioritize areas for more
in-depth examination based on their assessed
levels of risk.

Procedures:

o Risk Assessment Matrix: Develop a matrix to
categorize risks as low, medium, or high and
determine the appropriate audit response
for each category.

e Trend Analysis: Perform horizontal and
vertical analyses on financial statements to
identify unusual fluctuations or trends
indicating higher risks.

Approach: Emphasize obtaining sufficient and appropriate evidence to
support risk assessments, ensuring a robust foundation for audit conclusions.

Procedures:

e Test Controls: Design tests of controls for areas identified as having
higher inherent risks to verify their operating effectiveness.

» Substantive Analytical Procedures: Perform analytical procedures, such

as ratio analysis or regression analysis, to corroborate management
assertions.
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Approach: Gain a thorough understanding of the entity's IT environment and controls,
recognizing the growing role of technology in financial reporting.

Procedures:

* IT Controls Assessment: Evaluate the effectiveness of IT general controls and
application controls through walkthroughs and control testing.

* Data Analytics: Utilize data analytics to analyze transaction data for anomalies or
patterns indicative of control weaknesses.

Approach: Review and assess the updated definition of internal control, ensuring a
holistic view of the entity's control environment.

Procedures:

e Control Environment Review: Conduct interviews and surveys to assess the
tone at the top and the culture of compliance within the organization.

o Risk Assessment Processes: Evaluate how the entity identifies and responds to
risks, including its processes for monitoring controls.

Approach: Implement the ‘stand-back® requirement by revisiting initial
assessments to ensure all significant classes of transactions and disclosures are
identified.

Procedures:

* Reassessment Sessions: Hold discussion sessions with the audit team to
review identified risks and ensure completeness of assessments.

e Comparative Analysis: Compare the identified significant classes of
transactions with prior years to ensure no areas are overlooked.
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Approach: Conduct separate assessments for inherent risk and
control risk to enhance the granularity of risk evaluations.

Procedures:

* Inherent Risk Assessment: Perform a thorough analysis of
inherent risks without considering controls, focusing on the
nature of the entity’s transactions.

o Control Risk Assessment: After assessing inherent risks, evaluate
the effectiveness of related controls to determine control risk.

Approach: Strengthen documentation
practices to ensure that professional
skepticism is evident throughout the audit
process.

Procedures:

e Audit Trail: Maintain detailed records of o,
discussions, findings, and justifications for ‘ """’f}f}-‘if[/!
risk assessments and audit conclusions. /‘ / N P ’ff.!};‘m

o Skepticism Checklists: Develop checklists .
to remind auditors to document instances '
where skepticism was applied during the /
assessment process.
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By incorporating these updates into their approach,
auditors can enhance the quality and consistency of risk
assessments, ultimately improving overall audit
effectiveness. These procedures not only address the
new requirements but also strengthen the auditor's
ability to identify and respond to risks in an evolving
business environment.
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Please note that this memo is for information purpose only and should not be construed as an advice. It does
not necessarily cover every aspect of the topics with which it deals. You should not act upon the contents of
this alert without receiving formal advice in your particular circumstances .
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