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Introduction 

FAR, the institute for the accountancy profession in Sweden, welcomes the Proposed International 

Standard on Auditing for Audits of Financial Statements of Less Complex Entities (ISA for LCE) and 

takes the opportunity to respond to the proposed standard.  

The continuing development of the ISAs tends to be directed more to public interest entities (PIE). 

There was obviously a need to address the application of ISAs for less complex entities.  

FAR acknowledges the extensive work by IAASB and the task force. Based on the discussion paper 

issued in 2019 and responses to the paper, IAASB decided to issue a separate standard for less complex 

entities. FAR agrees with this decision given the circumstances and time to reach the objective for 

audits of less complex entities. The intentions to serve the public by maintaining confidence in 

financial reporting of LCEs, helping auditors of LCEs undertake consistent, effective, and high-quality 

audits, being responsive to stakeholder needs and promoting a more consistent application of the 

auditing standards to audits of LCEs are reasonable objectives for the new standard.  

Not having an international standard for LCE could lead to the implementation of (additional) national 

standards. This alternative would make the audit of LCE fragmented and thus impact globalisation and 

cross border trade and financing. Issuing a new stand-alone standard is complicated and during the first 

years, flaws and inconsistences in the standard will be identified. We believe it is important that a post 

implementation review is carried out relatively short after the initial implementation.  

Response 

FAR has answered to the questions in the "optional response template: proposed ISA for LCE" 

(response template). In this cover letter we have summarised our responses on a more general level and 

also added suggestions for further development of ISA for LCE and for ISA. 
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In general, FAR is positive to the proposed ISA for LCE subject to allowing the proposed standard for 

group audits and with the suggestions and comments included below and in the separate response 

template.  

Format of the standard 

In FAR's view, the format of ISA for LCE is very good and reader friendly. Focusing on the flow 

through an audit rather than on specific subjects is more close to the workflow, specifically for LCE:s 

where the audit teams often are less extensive and the auditors are covering more audit areas at the 

same time.  

We also believe that reducing the number of Application and Other Explanatory Material and including 

the essential explanatory material (EEM) in the context of the requirements serves the purpose of the 

standard well. This will further underline the auditor's use of professional judgement and emphasize 

that ISA for LCE is a principle based standard.  

Authority 

Consistent application: 

The authority to use ISA for LCE is based on that the standard is voluntary to use and that legislators 

and regulators can allow the standard to be used and to further narrow down the applicability of the 

standards. Firms (networks) and the individual auditor can further reduce the applicability or choose 

not to use the proposed standard. We think this concept is reasonable and ask IAASB to encourage 

territories and firms to allow use of the standard and that regions (e.g. European Union) set similar 

adjustments to the authority to ensure as much consistency as possible.  

Group Audits: 

In the proposed standard the use of the standard for audit of group accounts (group audits) is 

prohibited. In our view group audits need to be allowed when using ISA for LCE. The challenge 

related to group audits is to set an Authority for group audits like the Authority part in ISA for LCE. 

There are many groups that are not complex and formed based on other reasons than extensive M&A 

activities. Group audits should be allowed for Less Complex Group (LCG). Examples are:  

- Simple structures such as having a specific asset (e.g. real estate property) in a separate entity, often 

for tax reasons. 

- A holding structure to prepare for change in ownership due to retirement or sale of the company (non-

complex transaction). These set-ups are often tax driven. 

- Subsidiaries (components) that are not material components, i.e. situations where the parent company 

has a dominate part of the group such as a smaller sales company in another country. 
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Authority to use the LCE (LCG) for group audits should primarily be based on qualitative 

characteristics. Since these groups are less complex, IAASB should use the current ISA 600 as basis 

for forming requirements for group audits according to ISA for LCE.  

Documentation 

The auditor's decision to use ISA for LCE is an important decision, especially related to the qualitative 

factors when determining whether the entity is complex or not. Since this requires a great deal of 

professional judgement FAR suggests that documentation requirements are clearly stated.  

ISA for LCE emphasize the auditor's use of professional judgement in performing an audit according 

to ISA for LCE. Extended room for professional judgement raises the question of how extensive this 

should be documented. In our view, IAASB should consider if further guidance (requirement, EEM or 

other support material) is needed in order to clarify documentation needs for engagement quality 

reviews. This is one of the areas where there are obvious efficiency gains for audits of smaller LCE.  

Opinion 

All requirements in the ISAs, applicable for LCE, are included as requirements in ISA for LCE. In our 

view this means that an opinion based on ISA for LCE should have the same level of assurance as ISA. 

We think that the auditor's report should be the same for ISA and ISA for LCE except for reference to 

the applicable ISA used (ISA or ISA for LCE). Requiring that the auditor's reports should be different 

would not be a simplification but rather introducing two parallel systems for forming opinions.  

Robust audit methodology 

We believe the proposed standard with relevant requirements from the ISAs is a good foundation for a 

robust audit methodology. One objective with the proposed standard is to emphasize the use of 

professional judgement and that the standard is principle based. FAR thinks that it is important to keep 

these objectives in ISA for LCE and that IAASB encourage firms and users, not to add extensive 

guidance related to ISA for LCE. Furthermore, IAASB should avoid addition of further EEM to the 

standard, unless these additions relate to EEM clearly omitted in the exposure draft.  

Practical usefulness and possibility to quality assurance 

Although not part of the proposed ISA for LCE standard and the objective of IAASB, we see 

challenges in implementing the standard.  

For an experienced auditor, the practical usefulness of the proposed standard should not be an issue. 

This should also be relevant for a less experienced auditor knowledgeable of an audit under ISA. For 

less experienced auditors using ISA for LCE could be more challenging. FAR thinks that the auditor 

should not use ISA for LCE unless the auditor is confident, he or she has the relevant experience.  

Assurance with reasonable assurance is an audit, regardless if performed applying ISA or ISA for LCE. 

It is important that ISA for LCE is not seen as an audit of less quality. Otherwise, we believe there is a 

risk that there will be two types of practitioners: PIE Auditors using ISA and LCE auditors using ISA 

for LCE. This will in turn imply using two different titles and educational streams.   
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Quality inspections are currently based on ISA and measured towards the full ISAs including 

Application and Other Explanatory Material. The reduced amount of Application and Other 

Explanatory Material included as EEM will require that quality inspection methodology, tools and 

documents are updated to reflect that ISA for LCE is a separate standard emphasizing the use of 

professional judgement. FAR thinks that this is an important message to those involved in quality 

inspections both within the audit firms and among regulators.  

Further development 

Future changes in the ISAs: 

As stated in paragraph 144 in the Explanatory Memorandum, recent changes to ISA are more directed 

towards PIE and complex entities. When changes are made, it is important that the changes in ISA are 

analysed and challenged based on the characteristics of LCE before added to ISA for LCE. This might 

lead to that the differences between the standards increase over the years. In FAR's view, it is not an 

issue if the standards diverge over time as long as the same level of assurance is obtained.  

ISA 501: 

The requirement to attend physical inventory counting is often discussed among auditors. Today (and 

not only for LCE) many entities use reliable perpetual inventory systems that are regularly updated to 

support existence of the inventory. In other cases, and probably more common in LCE, the inventory 

count is the only measure for management to confirm existence of inventory and to calculate cost of 

goods sold. We suggest that IAASB reconsider the requirements in ISA 501 and in part 7 of the 

proposed ISA for LCE to better correspond to how management determines existence of inventory. 

Inventory should be treated as any other balance in respect of assessing the risk and audit response to 

the assessed risk. Attending inventory count could be one important audit response both from an 

internal control review procedures perspective and substantive procedures and could form part the 

auditor’s collection of sufficient and appropriate audit evidence, or attending physical stock take 

should only be required if inventory is a significant account balance, i.e. when there is a relevant 

assertion related to existence.  

Automated Tools and Techniques ATT 

In the proposed standard the IAASB has included explanatory material related to the use of ATT. The 

use and access to ATT is developed rapidly. The requirement in terms of evaluating the sufficiency and 

appropriateness of evidence obtained is the same regardless if obtained manually or using ATT.  We 

believe that IAASB should evaluate if further guidance related to the evaluation of evidence from ATT 

should be developed.   

Yours sincerely  

  

Åsa Lundvall    Karin Apelman 

Chairman of the Board, FAR   Secretary General and CEO, FAR 


