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Dear Mr Billing

Proposal to revise ISA (UK) 240 (Updated January 2020) The Auditor’'s Responsibilities Relating
to Fraud in an Audit of Financial Statements

GrantThornton UKLLP (Grant Thornton) welcomes the opportunity to commenton the Financial
Reporting Council's (FRC) Proposal to revise ISA (UK) 240 (Updated January 2020), The Auditor’s
Responsibilities Relating to Fraud in an Auditof Financial Statements (ED-ISA (UK) 240).

We appreciatethe steps that the FRC are taking to address the recommendationin Sir Donald Brydon’s
Reportofthe Independent Reviewinto the Quality and Effectiveness of Audit (‘Brydon review)! to “make
clear thatit is the obligation ofan auditor to endeavour to detect material fraud in all reasonable ways”
and also more broadly the concerns that the currentapproach taken by the profession, as required by
the currentISA 240 may notalways meet the expectations of stakeholders aroundthe likelihood of
detecting fraud when performing audits of financial statements.

Overall, we are supportive of enhanced requirements in respect of engagementteam discus sions and
the addition ofarequirementfor the auditor to determine whether engagementteams require
specialised skillsor knowledge to perform specificaudit procedures or whetheritis appropriate to
involve aforensic expert. We have made a number of recommendations in our detailed response,
regarding the provision of additional guidance to clarify their applicationincluding with respectto the
practical implementation ofthose enhanced requirements. In particular, we would like to highlightthe
guidance necessary to supportauditorsin making the determination of whetheritis appropriate to
involve aforensic expertand thetype offorensic expertappropriate. Itis importantthatthe expectation
is notcreated that a forensic expertshould berequired on every auditand in every instance a
misstatement due to fraud or suspected fraud is identified . Rather, we believe that the focus should also
be on ensuring thatthe engagementteam collectively has the appropriate competence and capabilities
to performa high-quality auditand thatthe requirements of what work and approach should be taken is
clarified in ISA 240.

However, we are ofthe view that issues relating to the prevention and detection of fraud need to be
addressed in aholisticmanner, and as such our overall concerns liein the piecemeal nature in which

1 Assess, Assure and Inform, Improving Audit Quality and Effectiveness: Report of the Independent Review into the Quality and

Effectiveness of Audit, paragraph 14.1.5
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Commercial in confidence

thisissueis being approached. We are notconvinced thatthe proposed amendments fully address the
concerns highlightedin Sir Donald Brydon’s reportor achieve the goal of clarifying the responsibilities of
auditors in relation to the detection of fraud, as detailed below.

Responsibilities for the prevention and detection of fraud

Clarifying the auditors’ responsibilities and enhancing the required audit procedures for the detection of
material fraud in the auditof financial statements only forms partofwhatis required, and we believe that
itis key that an increased emphasis of enhancementand communication of the responsibilities of
management or those charged with governance is progressed simultaneously with auditreform.
Management or those charged with governance have the primary responsibilityfor the prevention and
detection of fraud, which is consistent with the conceptofreasonable assurance thatrequires a clear
framework for management to apply. To fulfil that responsibility arobust system of internal control is
required, which includes appropriately designed and effectively operating controlsthat can be subject to
appropriate procedures by the auditor. We further highlight recommendation 14.2.22 in the Brydon
review, which emphasises theimportance ofthe role of management and those charged with
governance throughrecommending thatthey reporton actions taken in respect of certain matters
related to fraud.

Absent clearly defined responsibilities for managementand those charged with governance, and for the
auditor, thereis a heightened riskofthe expectations gap increasing, whichis counter to theintentions
of therevisions proposed in ED-ISA (UK) 240.

Expectations gap

The International Auditand Assurance Standards Board (IAASB) has issued a discussion paper3that
describes the expectations gap as comprising aknowledge gap, aperformance gap and an evolution
gap. The proposalsin ED-ISA (UK) 240 are partially designed ataddressing the performance gap and
partially designed ataddressingthe evolutiongap. The FRC'’s proposals only form partofthe proposed
solution to theissues identified in relationto fraud and itis importantthatthis is appropriately
communicated and understood. Absent such communications, the general misconceptionsoftherole
and responsibilities ofthe auditor in relation to the detection of fraud could be exacerbated which is
counter to what the market requires.

We are of the view that adding new requirements or enhancing requirements inthe current auditing
standards on fraud will notreduce the expectations gap norimprove audit quality or reporting on fraud.
In fact, it may actually serve to broaden the expectations gap. We further note thatthe FRC, in its Impact
Assessment, has estimated that the enhanced requirements in relation planning and performing audit
procedures under ED-ISA (UK) 240 would take auditors an estimated additional 10 hours per audit. We
would question whether publishing such aguideline helps the debate as, in our opinion, any additional
work must be focussed to the nature and size of the audited entity. Forthe majority of audits we would
guestion whether an additional 10 hours will have the desired impact on overall auditquality. We
recommend the FRC consults with such listed companies at a minimum to assess whether the resulting
further increasein the costofaudit is warranted and will satisfy the needs or expectations of
stakeholders.

Enhancements to the requirements and application material

In general, we are of the view that the enhancements made to the requirements in ED-ISA (UK) 240
should focus on notonlyclarifying the role and responsibilities of the auditor but also how auditors obtain
sufficientappropriate audit evidence, and therefore reasonable assurance, to address identified fraud
risks. Our concernisthata number of the proposalsare moving towards alevel ofassurancethatis
higherthan reasonable assurance aboutwhether the financial statements are free of material
misstatements due to fraud [and error] as required by the ISAs (UK). This could be addressed, in part,

Assess, Assure and Inform, Improving Audit Quality and Effectiveness: Report of the Independent Review into the Quality and
Effectiveness of Audit, paragraph 14.2.2, 'l recommend therefore that directors should report on the actions they have taken to
fulfil their obligations to prevent and detect materialfraud against the background of theirfraud risk assessment.’

Fraud and Going Concern in an Audit of Financial Statements: Exploring the Differences Between Public Perceptions Aboutthe
Role of the Auditor and the Auditor’'s Responshbilities in a Financial Statement Audit
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by greater clarity in the procedures thatthe auditor is expected to performto detect fraud in an audit of
financial statements, greater clarity on establishingwhatis considered ‘material’ in relation to
misstatements arising from fraud and by establishing greater clarity on the scope of anumber ofthe
proposed requirements. We believe that itis necessary to ‘stand back’ and consider whether, if
additional requirements were in place, these requirements would resultin the detection of fraud; and if
not, howthe profession can address these issues in adifferentmanner. For example, should audit
remain largely ‘asis’ or become a more forensic based? Frauds are notgenerally being identified in new
areas of the financial statements, yetthey continue to be perpetrated, which raises the question of
whether the rootcause ofsuch frauds has really been understood. The profession and the regulator
need to fully understand why frauds are occurring before we can implement measures aimed at
preventing or detecting future frauds.

Current and ongoing Initiatives

In additionto this consultation, the outcome of the inquiry by the BEIS Committee is still anticipated and
the Government's proposed final consultation on the UK audit reformis yet to be issued. Further, the
IAASB’s consultation closes early in 2021 and will likely resultin a standard setting projectby the
IAASB. Notonly could theresponses to the BEIS inquiry, the UK auditreform and the IAASB’s
consultation help to inform a better approach to improving and clarifying the auditor’s responsibilities and
approach to fraud, itcould also resultin successive changes to ISA (UK) 240 in a shortperiod oftime.
Whilstwe appreciate that auditing is nota static profession, constantly revising the auditing standards
may ultimately have a detrimental impacton audit quality. Whilstwe understand thatin some cases
there is a benefitin moving first, be itto address key issues locally or to achieve progressin advance of
matters the IAASB are considering, we urgethe FRC to consider thisriskas itrelates to the integrity of
UK capital markets and a resilientaudit profession.

We set out in the appendixto this letter our detailed responses to the FRC’s questions in the Exposure
Draft. We would be pleased to discuss thoseresponses with you. Ifyou have any questions, please

contactme or Sara Ashton at I

Yours sincerely

Fiona Baldwin
Head of Audit
GrantThornton UKLLP
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Appendix A

Responses to the Proposed International Standard on Auditing (UK) 240
(Updated January 2020) The Auditor's Responsibilities Relating to
Fraud in an Auditof Financial Statements

Q1.

Q2.

Has ISA (UK) 240 been appropriately revised to give increased clarity as to the auditor’s
obligations relating to fraud in the audit of financial statements? If you do not consider this
to be the case, please set outwhy and how you believe those obligations should be
clarified.

We are of the viewthat the amendmentto paragraph 3to include both qualitative and quantitative
fraud, which indicates that qualitative considerations extend to a potential misstatementthatis less
than materiality determined in quantitative terms, needs further clarification ofwhether thisis
intended to encompass misstatements arising fromfraud, irrespective of the magnitude of the
misstatement and of by whom the fraud was perpetrated. We recommend thatadditional guidance,
for example, through the provision of aframework would be helpful in this respect. Clarification
would also be helpful on the auditor’s responsibilities when a misstatement due to fraud, which
was neither quantitative nor qualitative in previous years, becomes so in the period subjectto
audit.

Have appropriate enhancements been made to the requirements for the identification and
assessment of risk of material misstatement due to fraud, and the procedures to respond to
those risks, to promote a more consistent and robust approach to the auditor’s
responsibilities in relation to fraud? If you do not consider this to be the case, please set
out why and how you believe the requirements should be enhanced.

We are of the view that appropriate enhancements have been made to a number of the
requirements for the identification and assessment ofrisk of material misstatement due to fraud
and the procedures to respondto thoserisks. In someinstances, we are of the view that further
clarification ofthoserequirements is necessary. Our views are set out below followingthe orderin
which therequirementis incorporated into ED-ISA (UK) 240:

Paragraph 12-1 — We supporttheintroduction ofthe paragraph to performrisk assessment
procedures and perform further auditprocedures in an unbiased manner. Itis important to maintain
clarity ofthe auditor’s responsibilities in relationto contradictory information.

Paragraph 13- 1 — ED-ISA (UK) 240 includes arequirementfor auditors to remain alert for
conditions thatindicate arecord or document may not be authentic along with related application
material to supportthis requirement. This is inconsistentwith the previous requirementin
paragraph 13, which allows the auditor to acceptrecords and documents as genuine, unless there
are reasons to the contrary. The expected auditeffortto satisfy the requirementto ‘remain alert’
and the extentof procedures to check the authenticity of documents, however, remains unclear.
The extensive ‘checklist that has been included in the application material to paragraph 13-1only
serves to exacerbate this. If itis expected thatthe auditor applies the ‘checklist’in the application
material to each piece of auditevidence, thetime and costofthe auditwill increase significantly
withouta corresponding perceived benefit to auditquality. Further itis unclear howthe
amendments in ED-ISA (UK) 240 interact with the requirements of ISA (UK) 500 (Updated January

Chartered Accountants. Grant Thomton UK LLP is a imited liabity partnership registered in England and Wales: No.OC307742. grantthornton.co.uk
Registered office: 30 Finsbury Square, London EC2A 1AG. A list of members is available fom ourregistered office. Grant Thornion

UKLLP is authorised and regulated by the Financial Conduct Authority. Grant Thomton UK LLP is a member frm of Grant Thomton

Intemational Ltd (GTIL). GTIL and the member firms are not a worldwide partnership. Servicesare delivered by the memberfirms.

GTIL and its memberfims are notagents of, and do not obligate, one anctherand are not liable for one ancther’s acts oromissions

Please see grantthornton co.uk for further details.



Commercial in confidence

2020)4, which require the auditor to consider the relevance and reliability ofinformation to be used
as audit evidence.

We recommend thatapplication material, is provided to assistauditors in discharging the
requirementof remaining alert.’ We also recommend that either application material or guidance is
developed to explainthe extentof the audit effortrequired when it is appropriate to check the
authenticity ofthe documents, without such guidancethis could be interpreted as requiring forensic
procedures on all supportingdocumentation obtained during an audit. We are concerned that
expectations will be created that go beyond the skills ofan auditor, particularlyin relation to
expected inquiriesin so far as it relates to third party evidence and when ahigher level of
complexity exists. Further, considering the currentenvironment, guidance on confirmingthe
authenticity ofdocuments for audits that are performed remotely and where supportinginformation
is sent electronically would be particularly helpful.

Paragraph 14- 1 — Thisintroduces arequirementforthe auditor to comply with the relevant
requirements in ISA (UK) 550.% The auditor, in asserting performance of an auditin accordance
with the ISA, is already subjectto compliance with this ISA. We therefore recommend that this
requirementis either deleted or amended to indicate the specific requirements in ISA (UK) 550 to
which the FRC wishes to draw attention.

Paragraph15-4 — We supporttheintroduction of additional requirements regarding the
engagementteam’s discussion aboutfraud risk factors, specific discussions with component
auditors and determination of whether to hold additional discussions at later stages in the audit.
However, we recommend that clarity be provided on whether the fraud risks referred to include
thoseidentified atthe initial engagementteam discussion or justinclude the additional fraud risk
factors identified during the performance of auditprocedures as indicated in the application
material. In addition, we would also recommend thatthis discussion encompasses consideration of
allegations of fraud that may have come to the auditor’s attention subsequentto theinitial
discussion. We further highlightthe use of ‘engagementteam’ in this requirementand question
whether the intention was to extend the discussion to the component auditor, in line with the
revised definition of engagementteam in ISA 220 (Revised)®or be limited to discussion amongst
the group engagementteam, subjectto paragraph 15-2. If the intention is for the entire
engagementteam, including componentauditors, we are of the view that the requirement created
in paragraph A10-1for all members of the engagementteam to participatein the discussion could
cause significant practical implications for larger group audits.

Paragraph 27-1 — requires the auditor to determine whether a forensic expertis needed when a
misstatement due to fraud or suspected fraud has been identified on an auditengagement. We
agree thatitis appropriateto only require the auditor to determine whether itis appropriate to use
a forensic expertto investigate the misstatement further. However, we have a number ofconcerns
with how this requirementwould be implemented. Firstly, we question whether this requirement
should focus on ‘material’ misstatements, i.e., misstatements that are either quantitatively or
qualitatively material, rather than all misstatements. The latter may lead to a documentation
exercisethat does notadd valueto the audit orimprove the quality ofthe audit performed.
Furthermore, notall identified risks of material misstatements due to fraud would require the use of
a forensic expert. For example, in the auditof a non-complex entity, fraud may be perpetrated by
means of posting asmall number of manual journal entries at the year end to manipulate revenue.
Such a fraud does notnecessarily require collusion and is simplein nature; and therefore would
notrequire detailed forensic procedures performed by aforensic expert.

We would recommend developing aframework or identifying factorsthat could be applied by the
auditor to assistin the determination of whether aforensic expertis required, and ifso, thetype of
forensic expert, given this term could be very broad ranging. We would also recommend that an

4

5

6

ISA (UK) 500 (Updated January 2020), Audit Evidence
ISA (UK) 550, Related Parties
ISA 220 (Revised), Quality Management for an Audit of Financial Statements
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appropriate definition or description of what a forensic expert encompasses in terms of skills.
qualifications and competencies inrelation to an auditengagement is developed and whether this
definition or description results in the forensic expertbeing considered an auditor’s expertin
accordance with ISA (UK) 620 (Revised November 2019)7 to facilitate the consistentand
appropriate application of the ISAs. Further, use of forensic experts in audits would often require
audit firms to engage someone fromoutside the audit practice as audit professionalsdo not
receivetraining in forensics. For larger firms obtaining appropriate forensics expertise will become
more difficultdue to issues of associated with operation separation. For smaller firms, difficulties
may arise in obtaining appropriate third-party expertise. In the near term, there may notbe
sufficientavailability of appropriately trained and qualified experts in the marketplace to fulfil these
needs.

Paragraph 32-1 requires auditors to comply with the relevantrequirements of ISA (UK) 540
(Revised December 2018)8 regarding possible management bias in making accounting estimates.
We supporttheinclusion ofthis requirementand questionwhether examples of otherwaysin
which managementbias may manifestitself would be helpful in either the application material or
guidanceto the standard.

Have appropriate enhancements been made to the application material? If you do not
consider this to be the case, please set out why and how you believe the application
material should be enhanced.

In additionto thereferences to application material in our responses to the other questions, we
notethe following additional views on the enhancements to the application material:

Overall, we are concerned that clarity drafting conventions are notbeing adhered to, resulting in
enhancements to the application material that create a ‘hidden requirement’ within the application
material. If theintention were to create a requirement, we would recommend thatthisisincludedin
the requirements section ofthe ISA and notthe application material. This will facilitate more
consistentapplication ofthe audit procedures intended to be performed to identify therisks of
material misstatement and performance ofthe appropriate auditprocedures to address those risks.
Forexample, paragraph A7-2includes the following: “when concluding whether sufficient
appropriate auditevidence has been obtained and forming an opinion, the auditor considers all
relevantaudit evidence, regardless ofwhetheritappears to corroborate or to contradictthe
assertionsin the financial statements.” This notonly repeats the requirementfrom ISA (UK) 330
(Revised July 2017)° but also creates a requirement in the application material. We suggest this
application material is rephrased to: “when concluding whether sufficient appropriate audit
evidence has been obtained, ISA (UK) 330 (Revised July 2017) requires the auditor to consider all
relevantevidence, regardless of whetheritappears to corroborate or to contradictthe assertions in
the financial statements.”

Paragraph A10-1 — As noted above in ourresponseto question2and our additional concern
regarding drafting, this application material, creates a requirement. In larger audits, particularly
group engagements, itcould create practical difficulties for auditorsto comply with this
requirement. If theintention were to require all members ofthe engagementteam, including
componentauditors to be present at engagementteam discussion, we recommend thatthis is
firstly redrafted as a requirement, and secondly thatguidance is provided onthe ways in which this
can be practically achieved, including how to interpret ‘participate in the discussion.’

Paragraph A27-1 — We appreciate that application material providing examples of the matters the
auditor may considerin making the determination of whether specialised skills or knowledge is

7

8

9

ISA (UK) 620 (Revised November 2019), Using the work of an Auditor’s Expert
ISA (UK) 540 (Revised December 2018), Auditing Estimates and Related Disclosures

ISA (UK) 330 (Revised July 2017), The Auditor’'s Response to Assessed Risks
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required for the engagement. To assistthe auditorin applying these matters to an audit, we
recommend that practical examples oftheir applicationto avariety of scenarios is provided by way
of an appendix to the standard or through staff developed guidance.

We would also recommend that consideration is given to the inclusion of application material
providing guidance on the documentation requirements in paragraphs 45(a) and (b) when a fraud
has been alleged oridentified and on the documentation requirements in paragraph 46in relation
to communications about fraud made to regulators and others.

Do the proposals sufficiently support the appropriate exercise of professional scepticism
throughout the risk assessment procedures, the procedures torespond to those risks and
the evaluation of audit evidence obtained? If you do not consider this to be the case, please
give reasons and describe how you consider the exercise of professional scepticism could
be better supported.

Overall, we supportthe mannerin which professional scepticismis being approached in the
proposed amendments, including through requirements and application material incorporated into
risk assessmentprocedures, the procedures to respond to assessed risks and the evaluation of
audit evidence obtained. In particular we supportthe mannerin which contradictoryinformationis
incorporated into the proposed standard and the establishment ofthe auditor’s responsibilities
thereto. However, as noted in our response to question 2, we have concernswith the requirement
to remain alert for conditions thatindicate arecord or documentmay notbe authentic.

We would also recommend that consideration is given to the provision of examples in either an
appendix to the standard or in staff prepared guidance, particularly in relation to:

e Theimplicationsforthe auditif inconsistencies are identified between the responses to
inquiries ofthose charged with governance and otherswithinthe entity

e How auditors are able to demonstrate professional scepticismwhen determining if
inconsistencies in other information exist.

ISA (UK) 240 establishes arebuttable presumption that there are risks of fraud in revenue
recognition (paragraph 26). Are there other account balances, transactions or disclosures
for which such arebuttable presumption should be established? If you consider there are,
please identify them and set outwhy.

We are of the view that rather than including additional rebuttable presumptionsin the ISAs (UK),
the focus should be on providing auditorswith the necessary supportto consider therisk of
material misstatement due to fraud based on the facts and circumstances specific to each financial
statement audit. The appropriate response to fraud may notbe an increasein sample sizes, which
is often the result of classifying arisk a significant, but may be to consider testing of adifferent
nature. Requirements or guidancein thisrespectcould include the identification of account
balances, transactions or disclosures that are more susceptible to fraud based on risk factors such
as the industry in which the entity operates and how the nature of audit procedures may be varied
to address theserisk factors. For example, in public sector audits, the risk of material misstatement
relating to fraud may also be perpetrated through expenditures as well as income. Through
additional requirements or guidance, the auditor could be directed to include documentation ofthe
auditor’s consideration of why therisk of fraud is oris notpresentin expenditures.

In addition, we recommend that considerationis givento including, by way ofa thematic review,
examples of frauds perpetrated in recentyears in differentindustries and how these frauds were
perpetrated. This will assistengagementteams when consideringwhere fraud may be perpetrated
and the motivation to perpetrate the fraud. We would further recommend that such a thematic
review be completed before substantive changes are made to ISA (UK) 240.

ISA (UK) 240 specifies particular audit procedures responsive to risks related to
management override of controls (paragraphs 31-33). Are there other audit procedures
responsive to thoserisks, or any other risks of material misstatement due to fraud, that you
believe should be required for all audits? If you consider there are, please describe them
and set outwhy.

Grant Thornton UK LLP. 7
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We notethe following observations inrelation to the potential for fraud to be perpetrated through
management override of controls:

e Therequirementsin relation to managementoverride of controlsare now well known by
management and others within the entity. For example, managementwill generally expect
auditors to focus testing ofjournal entries on year end or where applicable, consolidation
adjustments made in the preparation of group financial statements. As such, if a fraud were to
be perpetrated through journalentries, this would be more likely to occur at an earlier pointin
the year.

e The means and ability to perpetrate fraud is becoming increasingly sophisticated, and difficult
to detect, especially where complex IT systems exist, or collusion is involved. For example,
fraud may be perpetrated through the manipulation of front-end systems, such as a sales
system rather than the expected financial reporting system.

e The motivations and opportunities to perpetrate afraud at listed entities are very differentfrom
those at private entities or owner-managed businesses.

We do notbelieve that additional audit procedures are necessarily required to address these
observations, butare of the view that guidance or amendments to existing requirements may
assistauditors in identifying if specific fraud risks existand in developing appropriate audit
procedures to address such fraud risks. Thismay promote more critical thinking in designing and
executing auditprocedures rather than auditors ‘going through the motions’ and checking offthe
procedures thatare required to be performed by the auditing standards.

We would also highlightthe existing requirementin paragraph 29(c) to incorporate an element of
unpredictability in the selection ofthe nature, timing and extentof audit procedures. Over time,
unpredictability is becomingincreasingly ‘predictable’ to management. We recommend that
considerationis givento the expansionofthe application material that provides examples ofhow
unpredictability can be achieved in an audit, including through variation of the nature of the audit
procedures performed.

In complying with the requirements of ISA (UK) 240 (Revised), the auditor may also need to
consider whether there has been non-compliance with laws and regulations, and therefore
that requirements in ISA (UK) 250 Sections A and B (Revised November 2019) also apply. Is
it sufficiently clear in these ISAs (UK) of the interaction between them?

We notethat ED-ISA (UK) 240 only includes two directreferences to ISA (UK) 250 Section A
(Revised November 2019) (ISA (UK) 250 Section A)X° and no directreferences to ISA (UK) 250
Section B (Revised November 2019) (ISA (UK) 250 Section B)!. The firstreferencein paragraphs
A55-1-A55-2 concerning withdrawal fromthe engagementby the auditoris largely arepetition of
the application material in ISA (UK) 250 Section A for the auditor to determine whether, suspected
or actual fraud may giveriseto non-compliance with laws and regulations.

We recommend that consideration be given to theinclusion ofadirectrequirementin ED-ISA (UK)
240 for the auditor to determine whether, suspected or actual fraud may giveriseto non-
compliance with laws and regulations with appropriate references to the requirements in ISA (UK)
250 Section A and ISA (UK) 250 Section B. Examples, by way ofan appendix, ofwhen non-
compliance oflaws and regulations may indicate fraud may also assistauditorsin this respect.

Are the requirements and application material sufficiently scalable, including the ability to
apply ISA (UK) 240 (Revised) to the audits of entities with a wide range of sizes,
complexities and circumstances? If you do not consider this to be the case, please set out
why and how you believe that could be addressed.

10

11

ISA (UK) 250 Section A (Revised November 2019), Section A Considerations of Laws and Regulations in an Audit of Financial
Statements

ISA (UK) 250 Section B (Revised November 2019), The Auditor’s Statutory Rightand Duty to Reportto Regulators of Pubiic
Interest Entities and Regulators of Other Entities in the Financial Sector
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We are of the viewthat there are scalability issues in relation to the application of ED-ISA (UK) 240
to entities of different sizes, complexities and circumstances.

In the case of audits of larger and more complex entities, as highlighted above, the proposed
requirementto include participation of all members of the engagementteam, including specialists
in engagementteam discussions would be difficult to implementif participationis interpreted as all
members of the engagementteam being presentforthe discussion.

Foraudits of smaller orless complex engagements, the mannerin which afraud is perpetrated is
differentto that in larger and more complex engagements. As such, we would recommend that
considerationis givento including guidance as to how such procedures can be usefully adapted
based on thetype ofentity orits specific circumstances.

References to ‘computer assisted audit techniques’ have been updated to ‘automated tools
and techniques’ and we have identified that these may enable more extensive testing and
assist in identifying unusual transactions or relationships (paragraphs A44, A48 and A50). Is
there other guidance in relation to the use of automated tools and techniques that you
believe could assist auditors in relation to their obligations with regard to fraud? If you
consider there is, please give and explanation of it.

We appreciate the update ofthe terminology inthe ISAs (UK) for consistency with terminology that
has been introduced intothe International Standards on Auditing. However, we are ofthe view, that
updating references to ‘computer assisted audittechniques,’ and indicating the areas in which
these automated tools and techniques can be used is notsufficientto have a significant effecton
the detection of fraud in an audit of financial statements. Frauds are often highly complex or difficult
to detect, especially when collusion is involved.

A variety of automated tools and techniques to identify risks of material misstatement are currently
available to firms. However, there is understandable caution by firms of using enhanced data
analytics given the lack ofguidance on howthe use ofthese analytics may affect the more
traditional auditprocedures performed. We are ofthe view that further guidance, either in the form
of application material or through the provision of non-authoritative staff guidance, is necessary to
indicate the automated tools and techniques that are considered to be acceptable and the
circumstances in which they would be considered acceptable from a regulator perspective.
However, such guidance needs to be balanced and should notinfer thatthe use ofsuch
techniquesis superiorto other techniques the auditor may employ and should also acknowledge
the practicalities of using automated tools and techniques across different types of entities. As
such, this will allow the auditor to use the mostappropriate and cost effective techniques to identify
risks of material misstatement arising from actual or suspected fraud.

We also recommend that considerationis givento providing guidance on the use of technological
advancements such as:

e Continuous auditing
e Enhanced auditdataanalytics

e Greater use oftechnology for analysis of classes oftransactions, accountbalances and
disclosures

e Expanded understanding of processdesign effectivenessand increasing required testing of
controls.

We further recommend thatconsiderationis givento the performance of a thematic review on the
use of technologyin an auditto understand the differenttypes of automated tools and techniques
that firms are using and to evaluate their effectiveness in different circumstances. Thefindings of
this review could then be used to provide further guidance to auditors either through additional
application material in the ISAs (UK) or through non-authoritative staff guidance. As noted above,
such guidance needs to be balanced and should notinfer thatthe use of technologyis superior to
other techniques the auditor may employ.

Grant Thornton UK LLP. 9
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Q10. Do you agree with the proposed effective date of audits of financial statements for periods
beginning on or after 14 December 2021, with early adoption permitted, which is aligned
with the effective date of ISA (UK) 315 (Revised July 2020)? If not, please give reasons and
indicate the effective date that you would consider appropriate.

We agree that the proposed effective date of audits of financial statements periodsbeginningon or
after 14" December 2021. We agree that alignmentof the proposed standard with ISA (UK) 315
(Revised July 2020)? is appropriate.

Q11. should an additional requirement be placed on auditors to have a specific discussion with
those charged with governance on the risks of material fraud in the business, including
those which are business sector specific, in order to further the risk assessment process in
respect of the risk of material error in the financial statements relating to fraud?

Brydon indicated thathis review was an attempt to ‘create a complete, holistic package that will
turn into something that’'s much moreinformative and useful’; that is, it is nota menu ofinitiatives
from which selections can be made, therefore the role ofthose charged with governance,
management and all other stakeholders needs to be addressed, along with other reforms such as
Assurance Statements and reporting oninternalcontrols. We are therefore supportive ofthe
inclusion ofan additional requirementfor auditors to have aspecific discussion with those charged
with governance on therisks of material fraud in the business, includingthose which are business
sector specific. This notonlyengages those charged with governance but will also help auditors
understand the risks facing the business fromthe viewpoint ofthose charged with governance and
help them consider whether this is likely to resultin a risk of material misstatement due to fraud.
Further, to reinforce the requirement, the FRC could issue updated guidance to audit committees
outliningwhatis expected ofthem in understanding therisks facing the business, including the
audit committee’s independent consideration of the fraud risks facing the business. This could
possibly beincludedin the UK Corporate Governance Code 2018. We further recommend that
considerationis also given to developing arequirementto include discussion oftherisks facingthe
businessin therequired reportto those charged with governance,

Detailed drafting comments in respect of the Exposure Draft of ISA (UK) 240 (Updated
January 2020)

Paragraph 22 includes the use of analytical procedures to identify unusual or unexpected
relationships. Substantive analytical procedures may also be used to identify unusual or
unexpected relationships therefore it may be useful to include a similar requirementin the
responses to risk requirements section ofthe standard.

Paragraph 39-1 includes ‘This explanation shall be specific to the circumstances ofthe audited
entity and take accountofhowthe auditor planned and performed procedures to address the
identification and assessment ofthe risks of material misstatement’. Thisis notincluded as a
requirementor in the application material of ISA (UK) 700 (Revised January 2020)2 and we
therefore recommend that itis included as aconsequential and conforming amendmentto ISA
(UK) 700 (Revised January 2020).

Footnote 11d should be changed to read ISA (UK) 700 (Revised January 2020) notISA (UK) 700
(Revised November 2019).

Paragraph A5a-2 — Currently ‘Considerations Specific to Public Sector Entities’ is included as the
last sentencein this paragraph and this should be changed to aseparate paragraph heading.

Paragraph A7-2 — This is application material to a risk assessmentrequirement, yet itis in respect
of concludingwhether sufficientappropriate audit evidence has been obtained. We recommend
that it is moved to supportparagraph 36-1.

2 |SA (UK) 315 (Revised July 2020), Identifying and Assessingthe Risks of Material Misstatement Through Understanding of the
Entity and its Envionment

¥ |SA (UK) 700 (Revised January 2020) Foming an Opinion and Reporting on Financial Statements
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Paragraph A32 — The revisions include the following: “... In identifying the controls thataddress the
risks of material misstatement due to fraud, the auditor may learn, for example, that management
has consciously chosen to accepttherisks associated with alack of segregation of duties and, if
so, the auditor takes accountofthat when identifying and assessingrisks’. Itis unclear whether
‘that’ refers to the decisionto accepttherisks, theriskitselfor both and we recommend thatthisis
clarified.

Paragraph A61 includes areferenceto paragraph A63-1. We question whether this referenceis
required therefore we recommend deletion.

Paragraph A65 references ISA (UK) 250 (Revised November 2019). We recommend addingthe
specific sectionto this paragraph, to read ISA (UK) 250 Section A (Revised November 2019) to be
consistentwith how this ISA (UK) is referred to in other parts ofthe standard.

Grant Thornton UK LLP. 11



