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International Developments

1. IAASB Seeks Public Comments on Exposure 
Draft on Agreed-Upon Procedures

 The International Auditing and Assurance 
Standards Board (IAASB) on November 15, 
2018 published for public comments, the 
Exposure Draft (ED) of proposed ISRS 4400 
(Revised) Agreed-Upon Procedures 
Engagements. 

 To ensure that the IAASB’s standard on AUP 
engagements remains relevant in the current 
business environment, the ED proposes to 
enhance key concepts in the standard, 
including:

     Comments can be submitted by March 15,
     2019. 

 The ED can be accessed at:
 

2. IAASB Modernizes Auditing of Accounting 
Estimates in Support of Audit Quality

 The IAASB has issued the International 
Standards on Auditing (ISA) 540 (Revised), a 
revised standard for the audit of accounting 
estimates and related disclosures.

 Banks, insurers and other financial services 
firms have seen revolutionary change in their 
accounting practices as they moved to new 
accounting standards that changed the way 
they deal with loan provisions and insurance 
contracts. ISA 540 (Revised) reflects this 
rapidly evolving business environment and 
ensures that the standard continues to keep 
pace with the changing market.

 This revised standard is the first to be 
completed as part of the IAASB’s broader 
program ‘Addressing the Fundamental 
Elements of an Audit’ and is an important part 
of the IAASB’s e�orts to improve audit quality 
globally. Some of the significant revisions 
include:

 ISA 540 (Revised) becomes e�ective for 
financial statement audits for periods 
beginning on or after December 15, 2019. 

 The Standard can be downloaded through the 
following link. 

1

 • The role of professional judgment in an 
AUP engagement.

 • Disclosures relating to the practitioner’s 
independence or lack thereof.

 • Guidance on appropriate or inappropriate 
terminology to describe procedures and 
findings in AUP reports.

 • The use of a practitioner’s expert in an AUP 
engagement.

 • Restrictions on the distribution and use of 
the AUP report.

 • An enhanced risk assessment that requires 
auditors to consider complexity, 
subjectivity and other inherent risk factors 
in addition to estimation uncertainty. This 
will drive auditors to think more deeply 
about the risks inherent to accounting 
estimates.

 • A closer link between the enhanced risk 
assessment and the methods, data and 
assumptions used in making accounting 
estimates, including the use of complex 
models.

 • Specific material to show how the standard 
is scalable to all types of accounting 
estimates.

 • Emphasis on the importance of applying 
appropriate professional skepticism when 
auditing accounting estimates to foster a 
more independent and challenging 
skeptical mindset in auditors.

http://www.ifac.org/system/files/publications/files/Proposed-ISRS-4400-Revised.pdf

http://www.ifac.org/system/files/publications/files/Proposed-ISRS-4400-Revised.pdf



3. Professional Skepticism Lies at the Heart of a 
Quality Audit

 Professional Skepticism Subgroup of IAASB 
has issued its first communique to provide 
updates on the IAASB’s e�orts to 
appropriately reflect professional skepticism 
into the IAASB standards as well as other 
relevant news and information on professional 
skepticism, including collaboration with other 
groups pursuing similar projects for 
International Ethics Standards Board for 
Accountants (IESBA) and International 
Accounting Education Standards Board 
(IAESB).  

 In response to a survey that will inform the 
development of a Consultation Paper on its 
strategy and work plan for 2020-2023, the 
IAASB received feedback indicating that 
stakeholders continue to believe that 
professional skepticism is important and 
further work is needed to understand what 
really drives professional skepticism. The 
Consultation Paper will be available for 
comments in early 2019 and all stakeholders 
are encouraged to respond. 

 The Communique can be accessed at:

4. 2018 Handbook of International Quality 
Control, Auditing, Review, Other Assurance, 
and Related Services Pronouncements

 IAASB has issued 2018 Handbook of 
International Quality Control, Auditing, 
Review, Other Assurance, and Related Services 
Pronouncements. The Handbook consists of 
three volumes. The latest edition of the 
handbook includes:

• ISA 250 (Revised), Consideration of Laws and 
Regulations in an Audit of Financial 
Statements and amendments to other 
International Standards in response to the new 
requirements addressing non-compliance with 
laws and regulations (NOCLAR) in the IESBA 

International Code of Ethics for Professional 
Accountants. ISA 250 (Revised) is e�ective for 
audits of financial statements (and other 
services) for periods beginning on or after 
December 15, 2017.

• ISA 540 (Revised), Auditing Accounting 
Estimates and Disclosures, which responds to 
the rapidly evolving business environment. 
The revisions ensure that the standard 
continues to keep pace with the changing 
market and fosters a more independent and 
challenging mindset in auditors.

 Volume III includes the IAASB’s Framework for 
Audit Quality: Key Elements that Create an 
Environment for Audit Quality, a topic that is a 
key focus area for the IAASB.

 2018 Handbook can be accessed and 
downloaded from:

Significant Changes in the Revised & 
Restructured Code of Ethics for 
Professional Accountants

 In April 2018, the International Ethics 
Standards Board for Accountants (IESBA) has 
finalized and published the Revised and 
Restructured Code of Ethics for Professional 
Accountants (the Restructured Code). The 
Auditing Standards and Ethics Committee 
(ASEC) of the Institute had been following the 
process of the Restructured Code very closely 
and had commented on all the proposed 
amendments in the Restructured Code. 
Significant Changes in the Restructured Code 
are as follows:

1. Restructuring of the Code

 The major change in the Restructured Code is 
how it is structured and designed. It has been 
completely rewritten to make it more user 
friendly and more accessible. It has been made 
easy to understand by using simpler and 
shorter sentences. It also increases the 
prominence of the requirement to comply with 
the fundamental principles and apply the 
conceptual framework, where applicable. 
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 The Restructured Code distinguishes the 
Requirements from application material by 
following the following pattern: 

(i) Paragraphs identified with “R” and Numbered 
in Bold are the mandatory requirements

(ii) Paragraphs identified with “A” is application 
material.

2. Safeguards

 The approach and details regarding 
safeguards in response to a threat has been 
changed. This has been done by clarifying the 
safeguards which were perceived as unclear 
safeguards and removing those safeguards 
which were perceived as inappropriate or 
ine�ective safeguards. The Restructured Code 
also reflects a better correlation between 
threats and safeguards and highlights that not 
every threat can be addressed by a safeguard.

3. Professional Skepticism and Professional 
Judgement 

 To increase the focus on professional 
skepticism and professional judgement, the 
Restructured Code describe how compliance 
with the fundamental principles supports the 
exercise of professional skepticism in the 
context of audit and other assurance 
engagements. There is also an emphasis on 
the importance of auditors obtaining a 
su�cient understanding of the facts and 
circumstances known to them when exercising 
professional judgement.

4. O�ering and Accepting of Inducements and 
Gifts

 The provisions relating to o�ering and 
accepting of inducements and gifts have been 
revised. New provisions provide enhanced 
guidance on the o�ering and accepting of 
inducements and gifts by auditors and their 
immediate or close family members.

5. Long Association of Personnel with an Audit 
or Assurance Client

 The amendments in Long Association of 
Personnel with an Audit or Assurance Client 
mainly relates to increasing the mandatory 
“Cooling O�” period requirement for the 

Engagement Partner (EP), Engagement 
Quality Control Reviewer (EQCR) and Key 
Audit Partner (KAP) of an audit client which is 
a Public Interest Entity (PIE). After serving the 
time on period of 7 years in audit of a PIE, the 
cooling o� period shall be 5 years, 3 years and 
2 years for EP, EQCR and KAP respectively.

6. Non-Compliance with Laws and Regulations

 The Non-Compliance with Laws and 
Regulations (NOCLAR) provisions in the 
Restructured Code are not new as it has been 
adopted by IESBA since July 15, 2017. 
However, in Pakistan, it is considered to be 
adopted with the Restructured Code. NOCLAR 
requirements provide a clear path for 
Professional Accountants to disclose potential 
non-compliance situations of laws and 
regulations to the public authorities. The ASEC 
has sought members’ comments on NOCLAR 
multiple times and for creating awareness 
among the members, it has also conducted 
seminars on this topic across the Country. 

 Conclusion

 The Restructured Code includes improved 
application material and revised requirements. 
These are aimed at enhancing the auditor’s 
independence and strengthening safeguards 
that address threats to the fundamental 
principles, dealing with the long association of 
personnel including partner rotation with an 
audit client and promoting the practitioner’s 
exercising professional skepticism and 
professional judgement. Adoption of 
Restructured Code will surely aid in boosting 
the confidence in the audit profession in 
Pakistan.
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Blockchain Technology & its Impact 
on Auditors
 

 Background of Blockchain Technology

 Although invented in 2008, this technology 
must sound new to a vast majority of people, 
especially in a developing country like 
Pakistan.

 
 A ‘Blockchain’ is a list of records linked 

together using cryptography. Each block 
contains a cryptographic hash of the previous 
block, in simple words, each block is linked to 
the previous one. Therefore, making this a 
chain where each group of transactions is 
referred to as a block.

 What benefits Blockchain o�ers?

 Originally developed in 2008 for 
cryptocurrency ‘bitcoin’, it has now become a 
digital sensation, as people have seen the 
widespread paybacks this technology could 
o�er. The critical success factors of this 
technology are:

1. Greater Security

 As each block is connected with the previous 
one, making a chain that is publicly shared, 
altering one unit of information or block 
means using colossal amount of computing 
power that is able to override the entire 
network. The user network has now grown 
from just under 22 million users in January 
2018 to almost 32 million users in December 
2018. Hence, not an easy job for someone to 
override it.

2. Faster Speed

 The traditional paper based processes often 
consume a lot of time and often require 
third-party mediation like attestation or 
registration of contracts. With Blockchain, 
transaction is made instantly and a common 

ledger is maintained and shared among 
participants, resulting in better trust, removing 
the need of various intermediaries and thus, 
much quicker settlements and clearance.

3. More Transparency

 Blockchain, being a distributed ledger, o�ers 
greater transparency, as all network users 
share the same document rather than having 
separate copies.

4. Complete Audit Trail

 When exchange of products is recorded on a 
Blockchain, it creates an audit trail, 
representing where an asset came from and 
every stop it made on its journey. This 
historical transaction data can help to 
corroborate the authenticity of transaction 
and thus prevent fraud.

5. Cost E�ciency

 The benefit which is cultivating with time is its 
cost e�ciency. As explained above, 
blockchain reduces the need of intermediaries 
and extensive documentation, thus reduces 
the costs of transaction.

 Blockchain, a Concern for Auditors

 The benefits of Blockchain described above 
i.e. instant data availability, enhanced 
transparency, integrity, audit trails etc. raise a 
question for the audit profession, “with so 
much control and almost absolute level of 
assurance available to the shareholders of a 
company from Blockchain, would they still 
need auditors to provide reasonable assurance 
to them?”

 While, this may appear to show gloomy 
picture for the auditors, however, this should 
be seen optimistically. As this is a technology, 
with the ever increasing rates of cybercrimes, 
at present or in near future at least, the 
shareholders would still need assurance from 
unbiased persons to look over everything on 
their behalf and ensure everything is safe and 
reliable. 

 Therefore, this in fact, would carry new 
opportunities for the audit profession. 
Auditors now would be able to conduct their 
audits with more e�ciency and e�ectiveness, 
as data gathering would become easier,   
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 without the need to follow-up client’s sta� for 
days in order to gather information and 
perform audit procedures. All information 
would be available to the auditors with real 
time access and also without the risk of any 
manipulation, hence striking out another audit 
assertion risk of data accuracy. 

 Consequently, with safe and appropriate audit 
evidence available relatively easily and 
quickly, auditors would now have more time 
for exercising professional judgement and 
drawing conclusions, rather than spending 
most of their time in gathering data, resulting 
in little time left for performing their audit 
procedures and to exercise professional 
judgement to enable them to draw 
conclusions. This, in fact, would raise the 
standard of audit and may even result in cost 
savings. However, audit profession would need 
to embrace this technology and stay ahead of 
it, rather than let this technology run them 
over.

Updates from ICAP’s Auditing 
Standards & Ethics Committee

1. Adoption of IESBA’ Restructured Code of 
Ethics for Professional Accountants and 
NOCLAR Standards

 
 The Auditing Standards & Ethics Committee 

(the ASEC) of ICAP is reviewing the adoption 
of IESBA Restructured Code of Ethics 
(Restructured Code) issued in April 2018. 
Considering the significance of the 
Restructured Code, the awareness sessions for 
the Restructured Code are planned to be held 
across the Country in March-April 2019.

2. IAASB’s Exposure Draft (E.D) on ‘ISA 315 
(Revised), Identifying and Assessing the Risks 
of Material Misstatement’ 

 The ASEC has submitted its comments to the 
International Auditing & Assurance Standards 
Board’s (IAASB) E.D on ‘ISA 315 (Revised), 
Identifying and Assessing the Risks of Material 
Misstatement’ on November 02, 2018.

3. IFAC ‘Guide to Using International Standards 
on Auditing in the Audits of Small and 
Medium-Sized Entities - Fourth Edition’

 The ASEC has decided to adopt International 
Federation of Accountants (IFAC) ‘Guide to 

Using International Standards on Auditing in 
the Audits of Small and Medium-Sized Entities 
- Fourth Edition’ (the Guide). The Guide is user 
friendly and would help the auditors to 
develop a deeper understanding of an audit of 
SMEs through explanation and illustrative 
examples. The Guide will be uploaded at the 
Institute’s website in due course.

4. Report on First Year Review of New Statutory 
Auditor’s Report Formats in Pakistan

 The Institute has taken an initiative to develop 
a report on First year review after the issuance 
of ‘new statutory auditor’s report formats in 
Pakistan’. The study will examine how auditors 
have implemented the new and revised 
auditor’s reporting standards and new 
statutory auditor’s report formats in Pakistan 
and how entity specific KAMs have been 
reported in first year. The report will be issued 
in due course.

5. Comments on Proposed ISRS 4400 (Revised) 
“Agreed-Upon Procedures Engagements.”

 On November 15, 2018, the IAASB has issued a 
proposed ISRS 4400 (Revised) “Agreed-Upon 
Procedures Engagements” for public 
comments. Comments from the Institute is 
under development and will be issued to 
IAASB in due course.

Send your valuable feedback/ 
comments to:

ICAP Technical Services 
Department 
Chartered Accountants Avenue 
Karachi, Pakistan
fasihuddin.baig@icap.org.pk

This publication is intended to 
provide a summary of developments relating to 
audit during the quarter, legal and regulatory 
matters and matters under consideration of ASEC.

This information should not form the basis of any 
decision; nor it should be relied upon as a legal 
and professional guidance regarded as a 
substitute for specific advice.

No responsibility of any person acting as a result 
of any material in this publication can be accepted 
by ICAP and the Department.
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