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Why can’t Auditing Standards for SMEs exist if
there are Accounting Standards for SMEs
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Proposed International Standard on Auditing for Audits of Financial =
Statements of Less Complex Entities (ISA for LCE)

Auditing and accounting standards are frequently compared:

— why can't auditing standards for SMEs exist if there are accounting standards
for SMEs [In Malaysia: MPERS] ?
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Proposed International Standard on Auditing for Audits of Financial @
Statements of Less Complex Entities (ISA for LCE)
* The important role of small and medium enterprises (SMEs) in Malaysia's economic

growth is undeniable as SMEs account for 98.5% of business organizations and
contribute 38.9% to Gross Domestic Product (GDP) in 2019.

* Overall, 907,065 business organizations are defined as SMEs in Malaysia.
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Proposed International Standard on Auditing for Audits of Financial
Statements of Less Complex Entities (ISA for LCE)

Around 130 jurisdictions have adopted or partially adopted the International
Standards on Auditing at this time (ISAs).
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* The ISAs are intended to be applied to a wide range of entities with varying
circumstances and sizes, ranging from those with simpler and more straightforward -
natures and circumstances (i.e., LCEs, Less Complex Entities ) to those with more
complex natures and circumstances (for example, entities with more complex =
structures, more complex information systems or controls, or more complex
transactions). =
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* Audit inspection results [in Malaysia: Practice Review] and those high-profile
corporate failures have put a spotlight on audit quality, therefore, the IAASB has
long been concerned of the requirement for ISAs to be scalable so that they may be
used for audits of any size or complexity.
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* The operational and reporting environment, on the other hand, is getting
increasingly complicated and changing.
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* Audits are carried out for a number of reasons. Some jurisdictions have laws or -
regulations that make audits mandatory (i.e., statutory audits) and also limit which
entities are subject to statutory audit requirements by establishing audit exemption b
thresholds (usually based on size). However, despite the fact that audits are not
mandated by law, many SMEs are compelled to undertake them for management =
or other unique reasons.
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* However, concerns regarding the length, complexity, and understandability of these |
standards, as well as their applicability to LCE audits, have also gradually grown.
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* As aresult, several stakeholders have questioned whether the ISAs are still relevant
to LCE and can be applied to all audits in a cost-effective manner.
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* In 2005—-2009 (the 'Clarity Project,') the ISAs were clarified and updated in order to
be applicable to audits of businesses of all sizes and complexity. As part of the
Clarity Project's completion, the IAASB committed to conduct a post-
implementation assessment to evaluate if its goals in updating the ISAs were met.
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* The IAASB noted that the volume and complexity of the standards may provide
challenges for audits of less complex companies when assessing the results of the ||
post-implementation review. As a result, the IAASB acknowledged in its 2015-2019
Strategy that in order to achieve successful worldwide implementation, its =
standards must be proportionate and scalable for audits of all sizes and complexity.
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* In January 2017, the IAASB, in collaboration with the Compagnie Nationale des
Commissaires aux Comptes (CNCC) and the Conseil Supérieur de I'Ordre des ||
Experts-Comptables (CSOEC), held a two-day working conference in Paris to better
understand the needs of SMPs when applying audit and non-audit IAASB standards -
to SMEs.
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* 2017 June, in response to stakeholder perspectives made at both the Paris
conference and the annual National Standards Setters (NSS) meeting, the IAASB
formed an informal working group to explore the problems highlighted with the
goal of advising the Board on a suitable course of action. September 2018, the
IAASB discussed an initial draft of a proposal for the activities of the LCE Working
Group in developing a discussion paper (DP) for IAASB discussion.
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At the IAASB meeting in March 2019, the DP was authorised for release. The DP
was the result of the IAASB's efforts to comprehend the numerous difficulties and
obstacles that LCE audits encounter. The DP recommended numerous steps that
the IAASB may take in addition to examining the identified difficulties and obstacles
in auditing LCEs.
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* Several measures were proposed, including:

— revising the ISAs to address scalability more explicitly and clarifying the
auditors' work =

— Develop a different auditing standard for LCE audits that meets the same level
of assurance as ISA audits (i.e., reasonable assurance)

— Develop guidelines for LCE auditors or take other related steps to explain how
the ISA standards apply to LCEs. §
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Ninety-three written responses were received to the DP. Many of the concerns and
obstacles encountered in LCE audits were not just specifically to LCEs, and could be
applied more widely to other audits, according to the replies to the DP. The
complexity, understandability, scalability, and proportionality of all audits were
identified as problems in adopting the ISAs. As a result, in June 2020, the IAASB
agreed to two workstreams to balance the demands of all its stakeholders, as well =
as the time needed to create adjustments to address concerns and difficulties
within the larger suite of ISAs. =
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*  Workstream 1: An 'ISA Focused Workstream' addressing complexity,
understandability, scalability, and proportionality (CUSP) issues in relation to the
ISAs more broadly, in order to address challenges that have been identified in
applying the ISAs for audits of all types of entities, including audits of LCEs;
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Proposed International Standard on Auditing for Audits of Financial
Statements of Less Complex Entities (ISA for LCE)

Workstream 2: A 'Separate Standard Workstream' is looking into establishing a
different standard that focuses on LCE audits.
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When you apply the content in our videos and publications as a reference, you need to:
check the information contained therein whether it’s up-to-date, accurate and complete, and

seek your own independent professional advice, this is because the scope and extent involved
in each individual case is different.
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