
ISSAI 1450  
Practice Note
 to [Proposed] International Standard on Auditing 450 (Redrafted) – Evaluation of Misstatements Identified during the Audit 
Background

This Practice Note provides supplementary guidance to [Proposed] ISA 450 (Redrafted) - Evaluation of Misstatements Identified during the Audit. 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. Definitions 
c. Accumulation of Identified Misstatements 
d. Considerations as the Audit Progresses 
e. Communication and Correction of Misstatements 
f. Evaluating the Effect of Uncorrected Misstatements 
g. Evaluating Whether the Financial Statements as a Whole are Free from Material Misstatement 
h. Documentation 
i. Specific Considerations  in a Court of Accounts Environment

Applicability of the ISA in Public Sector Auditing

2. The principles contained in [Proposed] ISA 450 (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. 
4. [Proposed] ISA 450 (Redrafted) contains considerations specific to public sector entities.  These are stated in paragraphs A18 and A19. Public sector auditors consider the specific guidance in those paragraphs. 

Definitions
5. Public sector audits may include audit objectives of compliance with authorities and effectiveness of internal controls depending on mandate or legislation.  For these cases, this practice note adds additional definitions:
a. Control deviation – the entity’s failure to follow a control procedure for a transaction. 

b. Compliance deviation – the entity’s failure to comply with law or regulation, including budgetary authority, for a transaction.
Accumulation of Identified Misstatements 
6. Paragraph 5 of the ISA requires the auditor to accumulate financial statement misstatements identified during the audit and to distinguish between factual, judgmental and projected misstatements. Public sector auditors also may accumulate control deviations and compliance deviations and may classify them as factual, judgmental and projected deviations. Generally, public sector auditors do not define trivial compliance or control deviations since  all such deviations are normally evaluated. 
Considerations as the Audit Progresses 
7. The requirement in paragraph 8 of the ISA to perform further audit procedures to reevaluate any correction by management in response to the auditor’s findings, applies to financial statement misstatements, not to control or compliance deviations. Even if the transaction is correctly shown in the financial statements, if the control was not followed or the transaction was unlawful, it still, by its nature, may represent non-compliance and may increase the risk of misstatements or non-compliance. 
Communication and Correction of Misstatements 
8. Paragraph 11 of the ISA requires the auditor to obtain written representation that management considers the effects of uncorrected misstatements of the financial statements to be immaterial.  Public sector auditors may also obtain representations on effectiveness of internal controls and on compliance with authorities.   In the case of non-compliance with authorities or deviations in internal controls, such management representations are modified accordingly. 
9. Many public sector auditors report all compliance deviations. Some public sector audit institutions can, according to the audit mandate, order the public sector entity to correct any non-compliance with authorities. In such cases, public sector auditors determine whether their independence will be maintained.  
Evaluating the Effect of Uncorrected Misstatements 
10. In applying paragraph 13 of the ISA public sector auditors separately evaluate financial statement misstatements, control deviations, and compliance deviations.
11. For deviations related to effectiveness of internal controls, public sector auditors determine whether they represent material weaknesses or other deficiencies. In this evaluation, public sector auditors may review compensating controls to determine whether the control objective has been met.  
Communication with Those Charged with Governance

12. Paragraphs 15 – 17 of the ISA deal with communication of uncorrected financial statement misstatements with those charged with governance. In addition, public sector auditors may communicate control deviations and compliance deviations to those charged with governance. Public sector auditors may also communicate financial statement misstatements, control deviations, and compliance deviations to additional sources such as government officials. 
13. When communicating with those charged with governance or with additional sources as described in paragraph 12 above, public sector auditors may be expected to communicate all misstatements, even those that have been corrected by the entity, and all control and compliance deviations. The public sector entity may constitute a limited part of the wider public sector control structure.  Therefore, control deviations may have implications from a broader perspective. Public sector auditors' determination to communicate control and compliance deviations may be based on:
a. The practice in the jurisdiction

b. The nature of the deviation
c. Whether similar deviations may exist in other entities for which those charged with governance have responsibility  

d. Professional judgment

When communicating with those charged with governance, public sector auditors may use other ways of reporting relevant in their jurisdiction. For example, public sector auditors may be called upon to testify before the legislature on the results of the financial statement audit.
Evaluating Whether the Financial Statements as a Whole are Free from Material Misstatement 
14. The requirement in paragraph 19 of the ISA to consider the effect on the auditor's report when the auditor concludes, or is unable to conclude whether, the financial statements as a whole are materially misstated, is relevant in the public sector regarding misstatements in the financial statements.  When public sector auditors have additional reporting objectives, each reporting objective may be evaluated separately. For example, if the auditor is required to report on compliance with authorities, the evaluation of whether the entity complied with authorities may be completed separately from the evaluation of whether the financial statements are free from a material accounting misstatement. However, these issues can also be interrelated with noncompliance potentially increasing the risk of misstatements and visa versa. For example misstatements may represent noncompliance with authorities.     
Documentation 
15. Paragraph 20 of the ISA sets out documentation requirements in regard to misstatements. Public sector auditors also document:

a. Identified control deviations  
b. Identified compliance deviations
c. Conclusions as to whether to report deviations related to compliance with authorities and effectiveness of internal controls, and the basis for those conclusions.
Specific Considerations in a Court of Accounts Environment

16. In a Court of Accounts environment, the audit report is often judged and used to determine personal legal implications of those responsible for financial acts. Therefore, public sector auditors in a Court of Accounts environment, when evaluating the misstatements or deviations identified during the audit, also identify those responsible for the financial acts.  

This [Proposed] International Standard on Auditing (ISA) 450 deals with the evaluation of misstatements identified during the audit of financial statements. [Proposed] ISA 320 (Redrafted), “Materiality in Planning and Performing an Audit” deals with the determination of materiality and its application in planning and performing an audit of financial statements. This ISA explains how materiality is applied in evaluating misstatements identified during the audit. [Proposed] ISA 450 (Redrafted) is effective for audits of financial statements for periods beginning on or after xxxxx.
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� All Practice Notes are considered together with General Considerations in the Financial Audit Guidelines.
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