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 to International Standard on Auditing 300 (Redrafted) - Planning an Audit of Financial Statements 

Background

This Practice Note provides supplementary guidance to ISA 300 (Redrafted) - Planning an Audit of Financial Statements.  It is read together with the ISA. 

Description of the ISA 
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Content of the Practice Note
1.
The practice note follows the headings of the ISA and provides additional guidance for public sector auditors related to:

a. Overall Considerations

b. Scope of the ISA 

c. Involvement of Key Engagement Team Members

d. Preliminary Engagement Activities 

e. Planning Activities

f. Considerations Specific to Smaller Entities

g. Documentation 

h. Additional Considerations in Initial Audit Engagements

i. Planning in a Court of Accounts Environment

Applicability of the ISA in Public Sector Auditing

2.
The principles contained in ISA 300 (Redrafted) are applicable to auditors of public sector entities in their role as auditors of the financial statements.  

Additional Guidance on Public Sector Issues 

Overall Considerations 

3. The objectives of a financial statement audit in the public sector are often broader than reporting whether the financial statements have been prepared, in all material respects, in accordance with the applicable financial reporting framework (i.e., the scope of the ISAs). The objectives may include additional auditing and reporting responsibilities, for example, relating to reporting whether the auditor found any noncompliance with authorities including budget and accountability and/or reporting on the effectiveness of internal control over financial reporting and compliance with authorities. The audit mandate, or obligations for public sector entities, arising from legislation, regulation, ministerial directives, government policy requirements, or resolutions of the legislature, may result in additional reporting objectives.  However, even in cases where there are no such additional reporting objectives, there may be general public expectations in regard to public sector auditors’ reporting of non-compliance with authorities or reporting on effectiveness of internal control. Therefore, public sector auditors keep such expectations in mind, and are alert to areas that may give rise to non-compliance when planning and performing the audit.   
Scope of the ISA
4. Paragraph 1 of the ISA defines the scope of the standard. The application material in paragraphs A1 to A4 provides guidance on the role and timing of planning.  In the public sector environment, additional planning considerations may include:

a. Obtaining an understanding of the legal and regulatory framework applicable to the entity due to the broader objectives of the audit. 

b. The implications for the audit of the financial statements of knowledge obtained from performance audits and other audit activities relevant to the entity, including the implications of previous recommendations.
c. The implications for the audit of the financial statements of knowledge obtained from planning activities related to the relevant department and ministry. 
d. The expectations of the legislature and other users of the auditors’ report.
Involvement of Key Engagement Team Members

5. Paragraph 4 of the ISA states that the auditor may decide to discuss elements of planning with the entity's management to facilitate the conduct and management of the audit engagement.  Laws, regulations or the audit mandate may limit what the auditor may discuss about the audit strategy and audit plan. Public sector auditors familiarize themselves with such laws, regulations or audit mandate.
Preliminary engagement activities  

6. Paragraph 5 of the ISA sets out the activities to be undertaken at the beginning of a current audit engagement. These activities include performing procedures regarding continuance of the client relationship, evaluation of compliance with ethical requirements and establishing an understanding of the terms of the engagement. Public sector auditors may not have the option to discontinue the audit engagement. If information becomes available to public sector auditors that would normally result in declining or discontinuing the engagement, public sector auditors take such information into account when performing further planning and risk assessment activities.  Public sector auditors may also have a statutory responsibility to report such issues.   

Planning activities 

7. In establishing the overall audit strategy as described in paragraph 7 of the ISA, public sector auditors consider additional characteristics of the engagement. Examples of such characteristics may encompass:

a. Additional reporting requirements for the entity established by the legislature that may influence the scope and timing of the audit, and the nature of communication. Examples of such additional requirements may include reporting on government funding, including grants.

b. Additional reporting objectives as a result of the audit mandate that may influence the scope and timing of the audit, and the nature of communication. Examples of such additional objectives may include reporting on noncompliance with authorities including budget, accountability and/or reporting on effectiveness of internal control. 

Considerations Specific to Smaller Entities

8. Paragraphs A12, A16 and A20 of the ISA deal with guidance specific to smaller entities. Audits of smaller public sector entities are normally not conducted by a sole practitioner.  Furthermore, due to the reporting structure of government entities, the concept of the owner-manager does not normally exist. In the public sector, control structures of smaller entities are usually part of the control structure of a larger government body. Therefore, the assumption of few relevant control activities as described in paragraph A20 is usually not appropriate in the public sector. Additional control aspects of the larger government body may be included in audit programs or audit completion checklists used by public sector auditors.

Documentation

9. Paragraph 11of the ISA requires the auditor to document the overall audit strategy and audit plan, as well as significant changes to those documents made during the audit. In the public sector, these documents may be subject to third party access.  As a result, public sector auditors familiarize themselves with relevant legislation and determine the implications on the nature and classification of planning documentation.  

Additional Considerations in Initial Audit Engagements

10. Paragraph 12 of the ISA, supplemented by application material in paragraph A21, requires the auditor to undertake certain activities prior to starting an initial audit. In the public sector, audit engagements are normally not initiated in the same way as in the private sector. Public sector auditors may be selected through a competitive process or may be appointed by statute. Nonetheless, the guidance contained in paragraphs 12 and A21 is relevant for public sector auditors where the circumstances described exist. 

Planning in a Court of Accounts Environment

11. In the Court of Accounts environment, the audit report is often judged and used to determine personal legal implications of those who are responsible for financial acts. Therefore, public sector auditors in the Court of Accounts environment may identify those responsible for financial acts.

12. Court of Accounts auditors may work closely with prosecutors and police when dealing with financial fraud. Therefore, public sector auditors in a Court of Accounts environment also, when appropriate, obtain information from prosecutors and police.

ISA 300 (Redrafted) deals with the auditor’s responsibility to plan an audit of financial statements. It is framed in the context of recurring audits. Additional considerations in initial audit engagements are separately identified.  The ISA is effective for audits of financial statements for periods beginning on or after December 15, 2008.
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� All Practice Notes are considered together with General Considerations in the Financial Audit Guidelines.
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