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EXPLANATORY MEMORANDUM

Introduction

1.

This memorandum provides background to, and an explanation of, proposed International Standard
on Auditing (ISA) 810 (Revised), Engagements to Report on Summary Financial Statements. The
International Auditing and Assurance Standards Board (IAASB) approved the proposed ISA in June
2015 for exposure.

Background

2.

In finalizing its new and revised Auditor Reporting standards, the IAASB agreed that it would also
be in the public interest to develop an exposure draft (ED) to consider how such changes should
affect ISA 800, Special Considerations—Audits of Financial Statements Prepared in Accordance
with Special Purpose Frameworks,®> and ISA 805, Special Considerations—Audits of Single
Financial Statements and Specific Elements, Accounts or Items of a Financial Statement. ® The
IAASB issued the ED of proposed changes to ISA 800 and ISA 805 (ED-ISA 800/805) in January
2015, and the comment period closed April 22, 2015.

ISA 810 deals with the auditor’s responsibilities relating to an engagement to report on summary
financial statements derived from financial statements audited in accordance with ISAs by that
same auditor. The IAASB initially considered including consequential amendments to ISA 810 in
ED-ISA 800/805 to take into account the enhancements resulting from the new and revised Auditor
Reporting standards. However, recognizing that the nature and objective4 of an ISA 810
engagement was substantively different from an audit of financial statements, the IAASB
determined that further consideration of the potential changes was warranted.

In September 2014, the IAASB unanimously approved its new and revised Auditor Reporting standards and related conforming
amendments, which comprise:

. ISA 700 (Revised), Forming an Opinion and Reporting on Financial Statements

. New ISA 701, Communicating Key Audit Matters in the Independent Auditor’s Report

. ISA 705 (Revised), Modifications to the Opinion in the Independent Auditor’s Report

: ISA 706 (Revised), Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent Auditor’s Report
. ISA 570 (Revised), Going Concern

*  ISA 260 (Revised), Communication with Those Charged with Governance

. Conforming amendments to other ISAs.

These standards were released in January 2015 and will be effective for audits for periods ending on or after December 15,
2016.

ISA 800 deals with special considerations in the application of the ISAs (100-700 series) to an audit of financial statements that
are prepared in accordance with a special purpose framework. A special purpose framework is defined in the ISAs as a
financial reporting framework designed to meet the financial information needs of specific users. The financial reporting
framework may be a fair presentation framework or a compliance framework.

ISA 805 deals with special considerations in the application of the ISAs (100-700 series) to an audit of a single financial
statement or a specific element, account or item of a financial statement (referred to hereafter as “element of a financial
statement” or “element”).

The objective of an ISA 810 engagement is for the auditor to report on the derivation of the summary financial statements from
the audited financial statements, and not to express an opinion on the fairness of those summary financial statements.
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The IAASB concluded that it was necessary to first:
(a) Further understand the nature and use of extant ISA 810 on a global basis.

(b)  Undertake a technical review of extant ISA 810 for the purpose of identifying conflicts, if any,
that would make it inoperable in relation to the new and revised Auditor Reporting standards.

(c) Solicit views about whether conforming amendments to extant ISA 810 are needed and, if so,
what approach should be taken to incorporate the enhancements resulting from the new and
revised Auditor Reporting standards.

ED-ISA 800/805 therefore included an explicit question soliciting views about the IAASB’s planned
approach with respect to ISA 810. Forty-three responses to ED-ISA 800/805 were received, of
which 30 provided specific feedback with respect to ISA 810. This feedback has been considered
by the IAASB in developing the proposed limited conforming amendments to extant ISA 810
included in this ED.°

In March 2015, the IAASB discussed the results of an IAASB Staff-led technical review of extant
ISA 810. This review confirmed previous views discussed by the Board at its September 2014
meeting — namely that an information gap would result in circumstances when a material
uncertainty related to going concern or a material misstatement of other information are highlighted
in the auditor’s report on the related audited financial statements. Such matters were previously
required to be addressed in an Emphasis of Matter paragraph or an Other Matter paragraph,
respectively, and, in accordance with paragraph 17 of extant ISA 810, would always be required to
be highlighted in the ISA 810 report. ISA 570 (Revised) and ISA 720 (Revised)’ now require
separate sections in the auditor's report on the audited financial statements when such
circumstances exist (i.e., these matters are no longer addressed using an Emphasis of Matter or
Other Matter paragraph). Because extant ISA 810 does not refer to these new sections required by
ISA 570 (Revised) and ISA 720 (Revised), without amendment to extant ISA 810, these newly
required sections would not be required to be highlighted in the ISA 810 auditor’s report.

Feedback from ED-ISA 800/805

7.

Respondents to ED-ISA 800/805 expressed mixed views about the IAASB’s proposed next steps
with respect to ISA 810 as outlined in ED-ISA 800/805. Fourteen of the 30 respondents who
responded to the question were of the view that extant ISA 810 should be fully updated to align with
the new and revised Auditor Reporting standards (i.e., all enhancements to auditor reporting should
be carried over to the ISA 810 report). This included respondents from four jurisdictions — Canada,
Hong Kong, Malaysia and South Africa — where ISA 810 is currently used. Other respondents, in
particular those from Australia and Europe, noted that the conforming amendments to align the
ISAs were needed as a matter of principle to ensure consistency with the new and revised Auditor
Reporting standards.

On the other hand, eight respondents suggested that limited conforming amendments to extant ISA
810 should be made to address only auditor reporting issues relating to a material uncertainty
related to going concern or material misstatement of other information — i.e., to address the
information gap described in paragraph 7. The other eight respondents were of the view that
conforming amendments to extant ISA 810 are not needed at this time, with two of those

5

6

See Agenda Items 5, 5A and 5B of the June 2015 IAASB meeting at: http://www.iaasb.org/meetings/new-york-usa-9.
ISA 720 (Revised), The Auditor’s Responsibilities Related to Other Information

6



EXPLANATORY MEMORANDUM

respondents suggesting that the IAASB should undertake a more comprehensive revision of extant
ISA 810 to address fundamental issues before making any conforming amendments to address the
impact of the new and revised Auditor Reporting standards.

Guide for Respondents

The IAASB welcomes comments on all matters addressed in this ED, but especially those identified in the
Request for Comments section. Comments are most helpful when they refer to specific paragraphs,
include the reasons for the comments, and make specific suggestions for any proposed changes to
wording. When a respondent agrees with proposals in this ED (especially those calling for change in
current practice), it will be helpful for the IAASB to be made aware of this view as this cannot always be
inferred when not stated. It would be particularly helpful to understand respondents’ exposure to or
experiences with ISA 810 in their respective jurisdictions, whether in the context as auditors, national
auditing standard setters (NSS), regulators or others.

Significant Matters

Public Interest Issues Addressed by This Project

9.

10.

11.

12.

In proposing changes to the ISAs relevant to auditor reporting on general purpose financial
statements, the IAASB recognized the public interest benefits of greater transparency about the
audit (in particular, through the communication of key audit matters and disclosure of the name of
the engagement partner for audits of financial statements of listed entities), as well as increasing
investor attention on matters related to going concern and other information.

The IAASB considered how best to leverage this additional transparency provided in the auditor’s
report on the complete set of general purpose financial statements in circumstances where the
auditor is also engaged to report on summary financial statements, in light of the nature and
objective of the ISA 810 engagement. The IAASB sought to find an appropriate balance between
drawing attention to information in the auditor’s report on the audited financial statements and the
potential for the auditor's report on the summary financial statements (referred to hereafter as ‘the
ISA 810 report’) to inadvertently give the impression that the engagement has a broader objective
than what is intended (i.e., to report on whether the summary financial statement are consistent
with, in all material respects, [or are a fair summary of], the audited financial statements).

As explained in paragraph A5 of proposed ISA 810 (Revised), the criteria for the preparation of
summary financial statements may be established by an authorized or recognized standards setting
organization or by law or regulation. While the IAASB is not aware of any international framework or
criteria for summary financial statements, the Board recognizes that accounting standard setters,
securities regulators and others may set out requirements on a national basis for summary financial
statements in light of the intended users of this information. Where established criteria do not exist,
criteria may be developed by management based on practice in a particular industry.7

The preliminary feedback obtained by the Board and its Staff to date indicates that ISA 810 is used
as a starting point for a limited number of jurisdictions in which auditors are engaged to report on
summary financial statements. These jurisdictions have further tailored ISA 810, and in some cases

Paragraph 6 of extant ISA 810 and proposed ISA 810 (Revised) requires the auditor to determine whether the applied criteria
are acceptable before accepting an engagement to report on summary financial statements.
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supplement it with national guidance to reflect the facts and circumstances that are relevant within
the context of the national environments where these engagements are performed.

The IAASB therefore believes it is also in the public interest to allow for flexibility in relation to
auditor reporting in this area to align with those users’ needs and expectations, and envisages that
NSS may continue to consider it appropriate to add more detailed requirements in their national
equivalents of ISA 810.

Importantly, extant ISA 810 already requires reference to be made to the auditor’s report on the
complete set of financial s‘[atemen’ts,8 as well as a statement that advises readers of the ISA 810
report that reading the summary financial statements is not a substitute for reading the audited
financial statements.’ The standard also requires the auditor to obtain the agreement of
management that it acknowledges and understands its responsibility to make the audited financial
statements available to the intended users of the summary financial statements without undue
difficulty. "

The proposals explained further below therefore represent the IAASB’s view that, consistent with
the approach taken in ED-ISA 800/805, it is not necessary to substantively change the premise of
an ISA 810 engagement, but rather to make limited changes to take into account the
enhancements to auditor reporting.

Nature and Extent of the Proposed Amendments to ISA 810

16.

17.

18.

The changes being proposed to extant ISA 810 are intended to explain how the enhancements
resulting from the new and revised Auditor Reporting standards apply to an engagement to report
on summary financial statements and, accordingly, are limited and conforming in nature.

In summary, the proposed changes are intended to:

(@) Amend extant ISA 810 requirements to address the information gap related to a material
uncertainty related to going concern and a material misstatement of other information.

(b) Introduce a new requirement for ISA 810 reports to include a reference to the communication
of key audit matters in the auditor’s report on the audited financial statements (i.e., to refer
only to the existence of such communication without needing to describe, repeat or otherwise
refer to individual key audit matters).

(c) Align the layout of the ISA 810 illustrative auditor’s reports in a manner consistent with those
in ISA 700 (Revised).

The ED also incorporates the finalized conforming amendments resulting from ISA 720 (Revised),
which was released in April 2015 (see paragraphs 24 and A20 of proposed ISA 810 (Revised)).

Reference to the Auditor’s Report on the Audited Financial Statements

19.

Paragraph 17 of extant ISA 810 requires the auditor to draw attention in the ISA 810 report to
certain additional information included in the auditor's report on the audited financial statements
(i.e., a qualified opinion, an Emphasis of Matter paragraph, or an Other Matter paragraph), and
describe these matters and the effects thereof, if any, on the summary financial statements.

8

9

10

Extant ISA 810, paragraph 14 (c)(iii), now included as paragraph 14(h) of proposed ISA 810 (Revised)
Extant ISA 810, paragraph 14(c)(v), now included as paragraph 14(f) of proposed ISA 810 (Revised)
Paragraph 6(b)(ii) of extant ISA 810 and proposed ISA 810 (Revised)
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The IAASB has retained this approach and is proposing to expand paragraph 17 to also address
circumstances in which the auditor’s report on the audited financial statements includes a Material
Uncertainty Related to Going Concern section in accordance with ISA 570 (Revised) or a statement
that describes an uncorrected material misstatement of other information in accordance with ISA
720 (Revised) (see paragraphs 17(e)(i)-(ii) of proposed ISA 810 (Revised)). The IAASB agreed with
the feedback from ED-ISA 800/805 that it is in the public interest to address the information gap
that would result from changes made during the Auditor Reporting project in circumstances where a
material uncertainty related to going concern or a material misstatement of other information exists.
In such cases, the auditor will continue to be required to describe the material uncertainty related to
going concern, or the uncorrected material misstatement of the other information described in the
auditor’s report on the audited financial statements and the effect(s) thereof, if any, on the summary
financial statements.

The IAASB also believes it would be in the public interest to provide users of summary financial
statements with greater transparency in circumstances when key audit matters are communicated
in the auditor’s report on the audited financial statements. Accordingly, paragraph 17 would require
the auditor to make a statement in the ISA 810 report that the auditor’s report on the audited
financial statement includes communication of key audit matters.

The IAASB debated the merits of requiring additional language that would provide greater context
about key audit matters. For example, the IAASB considered requiring the auditor to list the
subheadings / topics of key audit matters in the auditor's report or include the descriptions of
individual key audit matters in their entirety. The IAASB decided against doing so, as detailed
reference to individual key audit matters may give the impression that the ISA 810 engagement is
something other than what is intended, would potentially lengthen the ISA 810 report, and could be
misleading if the underlying issues were not disclosed in a similar manner in the summary financial
statements. Paragraph A15 of proposed ISA 810 (Revised) has therefore been included to explicitly
note that a description of individual key audit matters in the ISA 810 report is not required.

lllustration 1 of the Appendix to proposed ISA 810 (Revised) provides an example of the statement
required by paragraph 17 of proposed ISA 810 (Revised) when the auditor’s report on the audited
financial statements includes a Material Uncertainty Related to Going Concern section and
communication of other key audit matters. Because key audit matters is a new concept, the IAASB
thought it may be useful for the illustrative auditor’s report to highlight how an auditor might include
additional contextual information about key audit matters, rather than just the required statement.
Accordingly, though not required, lllustration 1 includes an additional statement “Key audit matters
are those matters that, in our professional judgment, were of most significance in our audit of the
financial statements of the current period.”

Other Proposed Changes to Align Extant ISA 810 with ISA 700 (Revised)

24.

In contrast to ISA 800 and ISA 805, which are linked directly to ISA 700 (Revised), extant ISA 810
is a stand-alone standard. It includes requirements that address the elements that are to be
included in an auditor's report on summary financial statements (see paragraphs 14-19 of
proposed ISA 810 (Revised)). Though some of those reporting elements are similar to the elements
that are required in an auditor’s report on a complete set of general purpose financial statements
(i.e., paragraphs 21-49 of ISA 700 (Revised)), those elements are characterized in the context of
an engagement to report on summary financial statements.
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The IAASB agreed to retain a degree of symmetry between the layout of the illustrative auditor’s
reports on summary financial statements and the illustrative auditor’s reports on audited financial
statements included in proposed ISA 810 (Revised) and ISA 700 (Revised), respectively. The
IAASB also agreed to reorder certain of the elements included in paragraph 14 of proposed ISA
810 (Revised) for this purpose. The illustrative reports in the Appendix to proposed ISA 810
(Revised) therefore represent the IAASB’s preferred ordering within the report.

However, the IAASB did not believe it was necessary to go so far as to mandate the ordering of
certain elements in the ISA 810 report (i.e., the Opinion section) or require the use of specific
headings (in contrast to the approach taken in ISA 700 (Revised)). In this regard, the IAASB agreed
to delete the phrase “An introductory paragraph that:” in the requirement in paragraph 14(c) of
extant ISA 810, as this phase implied a particular order was required for the ISA 810 report.

The IAASB also did not consider it necessary to require a statement about independence and other
relevant ethical responsibilities or disclosure of the name of the engagement partner for
engagements to report on summary financial statements of listed entities in the ISA 810 report,
since such information would be available to the users of the auditors’ reports on the audited
financial statements to which reference is made in the ISA 810 report.

Alternative Considered to Emphasize the Importance of Reading the Auditor’s Report on the Audited
Financial Statements

28.

20.

30.

Paragraph 14(f) of proposed ISA 810 requires the auditor to include the following in the ISA 810
report:
A statement indicating that the summary financial statements do not contain all the
disclosures required by the financial reporting framework applied in the preparation

of the audited financial statements, and that reading the summary financial
statements is not a substitute for reading the audited financial statements.

The IAASB considered whether this statement should be expanded to state that, “...reading the
summary financial statements and the auditor’s report thereon is not a substitute for reading the
audited financial statements_and the auditor’'s report thereon,” as a means of signaling and
encouraging readers of the ISA 810 report to read the auditor’'s report on the audited financial
statements.

On balance, the IAASB concluded that requiring such a statement would not be necessary, as the
approach proposed in paragraph 17 of proposed ISA 810 (Revised) will more explicitly make
reference to specific items included in the auditor's report on the audited financial statements,
thereby achieving the same effect.

The Need for Further Actions with Respect to ISA 810

31.

32.

The IAASB considered input from NSS, the Forum of Firms, the Standards Coordination Working
Group of the International Forum for Independent Audit Regulators, and the IAASB Consultative
Advisory Group (CAG). As a whole, none of these groups raised exceptions to the IAASB’s planned
approach to making limited conforming amendments to ISA 810.

ED-ISA 800/805 noted that the IAASB could further explore at a future date, possibly as part of
developing its Work Plan for 2017-2018, whether a more holistic approach to revising extant ISA
810 may be necessary. Unless the IAASB becomes aware of significant public interest concerns
with proposed ISA 810 (Revised), the IAASB will continue with the limited amendments as

10
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proposed in this ED and does not intend to initiate a more fulsome project in relation to ISA 810 in
the future. This view was supported by representatives of the IAASB CAG. Of note, however, a few
IAASB CAG Representatives and some respondents to ED-ISA 800/805 suggested the IAASB may
need to consider ISA 810 engagements more holistically, including whether ISA 810 should be
withdrawn, given the perceived lack of international criteria for such summary financial statements
and the perception that it may not be appropriate for the standard to allow management, rather than
an authorized or recognized standards setting organization or law or regulation, to establish the
criteria for such summary financial statements. However, the ISAs, including ISA 810, are
framework-neutral: some jurisdictions have national criteria for summary financial statements.
Furthermore, not permitting management to establish the criteria for financial statements or other
subject matter information would not be in line with ISA 800 or ISAE 3000 (Revised),"" respectively.
Hence, the IAASB believed that withdrawing ISA 810 for these reasons may unduly limit currently
acceptable practices in some jurisdictions.

Request for Comments

While the IAASB welcomes comments on all matters addressed in this ED, the IAASB is specifically
seeking comments on the following matters:

33.

34.

Whether respondents agree with the manner in which paragraph 17 has been changed to address
reference to additional information that may be included in the auditor's report on the audited
financial statements, as well as the additional guidance proposed in paragraph A15 and lllustration
1 of the Appendix to proposed ISA 810 (Revised).

Whether respondents believe any further changes to ISA 810 are necessary as a result of the new
and revised Auditor Reporting standards. If so, the IAASB would like to understand respondents’
rationale as to why these further changes are needed as well as views as to when the Board should
develop and propose such changes in light of its other priorities.

In addition to the requests for specific comments above, the IAASB is also seeking comments on the
general matters set out below:

(a)

(b)

Preparers (including Small- and Medium-Sized Entities (SMEs)), and Users (including Investors
and Regulators)—The IAASB invites comments on proposed ISA 810 (Revised) from preparers
(particularly with respect to the practical impacts of the proposed amendments), and users
(particularly with respect to the manner in which reference is proposed to be made to matters
included in the auditor’s report on the audited financial statements).

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 on
proposed ISA 810 (Revised), in particular, on any foreseeable difficulties in applying it in a
developing nation environment.

Translations—Recognizing that many respondents may intend to translate the final ISA for adoption
in their own environments, the IAASB welcomes comment on potential translation issues
respondents may note in reviewing proposed ISA 810 (Revised).

"

International Standard on Assurance Engagements (ISAE) 3000 (Revised), Assurance Engagements Other than Audits or
Reviews of Historical Financial Information
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(d) Effective Date—In line with the effective date of the new and revised Auditor Reporting standards,
the effective date of the Proposed Limited Conforming Amendments to ISA 810 is for engagements
to report on summary financial statements for periods ending on or after December 15, 2016.
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