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Practice Note
 to International Standard on Auditing 800 (revised) - Special Considerations—Audits of Special  Purpose Financial Statements and Specific Elements, Accounts or Items of a  Financial Statement
Background

This Practice Note provides supplementary guidance to ISA 800 (Revised) -  Special Considerations – Audits of  Special Purpose Financial Statements and Specific Elements, Accounts or Items of a Financial Statement. It is read together with the ISA. 
Description of the ISA 

[image: image1]
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. Audits of Special Purpose Financial Statements

c. Considerations when Determining the Acceptability of the Applicable Financial Reporting Framework

d. Forming an Opinion and Reporting Considerations
e. Description of the Applicable Financial reporting Framework 

f.     Restriction on Distribution or Use
g. Audits of Specific Elements, Accounts or Items of a Financial Statement 
Applicability of the ISA in Public Sector Auditing

3. The principles contained in ISA 800 (Revised) are applicable to the auditors of public sector entities in their role as auditors of the financial statements. 
Additional Guidance on Public Sector Issues 

Overall Considerations 

4. 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 compliance with authorities including budget, accountability and/or effectiveness of internal control. The audit mandate, or obligations on public sector entities arising from legislation, regulation, ministerial directives, government policy requirements, or resolutions of the legislature, may result in additional reporting requirements.  Engagements to report on special purpose financial statements may also include such additional objectives.
However, even in cases where there are no such additional objectives, there may be general public expectations in regard to compliance with authorities by management of the entity or to effectiveness of internal control, and the auditor's attention to such matters.  Therefore, public sector auditors keep such expectations in mind, and are alert to areas that may give rise to such non-compliance when planning and performing the audit. 
Furthermore, the audit mandate or the legislation may specify other reporting requirements besides issuing opinions on the financial statements or additional objectives described in this practice note. Public sector auditors consider  those requirements in addition to the guidance provided in this practice note, and the effect thereof on the auditor’s report on special purpose financial statements.     
Audits of Special Purpose Financial Statements

5. As stated in paragraph 5 of the ISA “Special purpose financial statements” are financial statements prepared in accordance with a financial reporting framework designed to meet the financial information needs of specific users (“special purpose framework”). Financial statements prepared in accordance with a financial reporting framework designed to meet the information need of users that are unable to demand financial information to meet their specific information needs are deemed to be ”general purpose financial statements”. Examples of such users are citizens, voters, their representatives and other members of the public. 

6. In addition to preparing general purpose financial statements, a  public sector entity may prepare financial statements for other parties (such as governing bodies, the legislature and other parties who perform an oversight function) who can demand financial statements tailored to meet their specific information needs. Such statements are referred to as special purpose financial statements.
7. Financial statements prepared in the public sector in accordance with a general purpose financial reporting framework for the legislature are normally considered as general purpose financial statements.  However, in some jurisdictions the only financial statements prepared by public sector entities are not prepared in accordance with a general purpose financial reporting framework and are intended only for the specific needs of the legislature. These financial statements will be considered as special purpose financial statements. Public sector auditors therefore carefully determine whether the financial reporting framework used is designed to meet the information need of a wide range of users or specific users. 
8. ISA 200 ”Objective and general Principles Governing an Audit of Financial Statements” contains guidance in determining the financial reporting framework.    
Considerations when Determining the Acceptability of the Applicable Financial Reporting Framework

9. Paragraph 6 of the ISA assists the auditor in determining the applicability of the financial reporting framework. In the public sector, the applicable financial reporting framework may be determined by legislation or regulation and management may therefore not have the possibility to determine the  framework. 

10. Paragraph 7 of the ISA provides examples of special purpose frameworks.  Other examples may include financial reporting provisions of a grant facility or a specific public sector program.  

Forming an Opinion and Reporting Considerations

11. In the public sector, legislation governing the audit mandate may specify the layout of, or wording to be used in the auditor's report. When public sector auditors prepare the auditor's report using the layout or wording specified in such legislation, the auditor's report can refer to the audit being conducted in accordance with  ISAs, and the legislation governing the audit mandate, only if the auditor's report includes, at a minimum, each of the elements specified in paragraph 65 (a)-(i) of ISA 700R.  As discussed in paragraph 66 of the ISA, where legislation governing the audit mandate does not conflict with ISAs, public sector auditors adopt the layout and wording used in this ISA so that users can more readily recognize the auditor's report as a report on an audit conducted in accordance with ISAs.

12. The descriptions of additional objectives (if relevant to the scope of the audit of special purpose financial statements) included in the auditor's report will need to reflect the requirements of any relevant  legislation or the audit mandate. Such descriptions may be included in a separate section of the auditor's report as outlined in ISA 700R paragraph 48 and illustrated in paragraph 60, using a separate section for “Report on Other Legal and Regulatory Requirements”, as long as this is not in conflict with legislation or the audit mandate. 

Description of the Applicable Financial Reporting Framework 

13. Paragraph 17 of the ISA provides guidance on the statement of management's responsibility for the financial statements when management has a choice of financial reporting frameworks. As discussed in paragraph 9 above, in the public sector it is unlikely that management has such a choice. In any event, public sector auditors determine whether to expand the statement of management's responsibility to include the source determining the financial reporting framework applied.

Restriction on Distribution or Use

14. Including a statement in the auditor's report on restriction of distribution as outlined in paragraph 21 of the ISA may not be an option in the public sector. Public sector auditors' reports are ordinarily public documents and therefore, it may not be possible to restrict the report to certain users.  
Audits of Specific Elements, Accounts or Items of a Financial Statement 

15. When public sector auditors are engaged to report on an element in conjunction with an audit of the entity’s financial statements, the auditors determine whether the audit mandate or regulations may prescribe different forms for the opinion than prescribed in paragraph 31 of the ISA.

16. Paragraph 34 of the ISA requires the auditor to consider whether to modify the auditor's report on an element in a similar manner as the auditor's report on the entity’s financial statements. Public sector auditors also conclude whether to modify the auditor’s report on an element based on modified opinions on additional auditing objectives in the auditor’s report on the financial statements. When the opinion on additional objectives in the auditor's report on the financial statements does not relate to the audited element, public sector auditors consider including a reference to the modified opinion in the auditor’s report on the element. When determining to include such a reference, public sector auditors take into account the audit mandate, specific provisions for the engagement as well as the risk for the information being misleading.     
ISA 800 (Revised) contains special considerations in an audit of special purpose financial statements and specific elements, accounts or items of a financial statement. ISA 200, “Objective and General Principles Governing an Audit of Financial Statements,” explains that the ISAs are written in the context of financial statements and are to be adapted as necessary in the circumstances when applied to audits of other historical financial information. This ISA also contains additional considerations in an audit of a specific element, account or item of a financial statement.


ISA 800 (Revised) is effective for audits of financial statements for periods beginning on or after December 15, 2008.











� All Practice Notes are considered together with General Considerations in the Financial Audit Guidelines.
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