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SUBJECT: Issues Paper–IES 8 Interpretation Guidance 

Introduction 
2.1 The aim of this paper is to assist the IAESB in discussing issues related to the 

implementation of International Education Standard (IES) 8.  More specifically, the 
paper aims to (1) provide background information on issues raised from member 
bodies on the implementation of IES 8, (2) explain what plans are being considered 
to address the issue of improving the understanding of IES 8 requirements, and (3) 
explain what is being proposed to be included in the Interpretation guidance and 
what other forms of guidance are planned to assist in the implementation of IES 8. 
 

Background Information 
2.2 In July 2006 the IAESB published IES 8, Competence Requirements for Audit 

Professionals. IES 8 intends to ensure that professional accountants acquire and 
maintain the specific capabilities required to work as competent audit professionals.  
The Standard prescribes competence requirements for audit professionals, including 
those working in specific environments and industries. The responsibility for the 
development and assessment of the required competence is shared by IFAC member 
bodies, audit organizations, regulatory authorities, and other third parties. As a result 
IFAC member bodies need to establish policies and procedures that will allow 
members to satisfy the requirements of this IES before they take on the role of an 
audit professional. IES 8 is effective July 1, 2008 for all audit professionals. A copy 
of IES 8 can be downloaded free of charge from the IFAC Bookstore, 
http://www.ifac.org/Store/Details.tmpl?SID=12182284831134033&Cart=12188147
6597916. 
 

2.3 The IAESB has received requests over the last quarter to clarify the implementation 
of IES 8.  More specifically, the Steering Committee of the Consultative Committee 
of Accountancy Bodies on Audit Conduct and Training from the UK member bodies 
and the Standards Working Group (SWG) which includes representatives from the 
Big 6 public accounting firms of IFAC’s Forum of Firms have requested that the 
IAESB clarify the understanding of the term, significant judgment, which is used in 
the definition of an audit professional. This term is important because the Standard 
only applies to qualified professional accountants who are exercising significant 
judgments on an audit of historical financial information.  In addition the IAESB 
has received requests from SWG to (1) clarify the expectations of an "education and 
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development program” for a transnational auditor, (2) explain what is meant by 
"advanced level" with respect to professional knowledge and professional skills 
required of an audit professional, and (3) ensure consistency among various IFAC 
pronouncements (e.g., IES8, ISA 220, ISQC1 and the IFAC code of ethics) in 
defining the competence requirements of an audit professional and the engagement 
team. 
 

2.4 In supporting the implementation of the Standards the IAESB would normally 
publish guidance in the form of a practice statement, tool kit or interpretation 
guidance.  The IAESB work program currently includes a project on guidance for 
IES 8 which is expected to start at the March 2009 meeting and to be completed in 
2011. Recent examples of guidance on the Standards include the release of practice 
statements on ethics education, information technology and practical experience. 
 

Discussion 
Project Approach 
2.5 In the short-term the IAESB steering committee is proposing to develop a response 

in the form of Interpretation guidance to improve the understanding of IES 8. More 
specifically this Interpretation document is intended to address what is meant by the 
term, significant judgment, and to provide a limited set of examples of areas where 
an audit professional exercises significant judgment during an audit engagement of 
historical financial information. In the longer term the IAESB is planning to develop 
guidance in the form of a practice statement that addresses a fuller range of issues 
which member bodies may have in ensuring competence of an audit professional. 
 

2.6 Interpretation Guidance is not exposed for public comment and is not considered an 
authoritative IAESB pronouncement such as a Standard or practice statement.  The 
objectives of an Interpretation document are to 1) promote uniform application of 
standards by clarifying the meaning of requirements and 2) provide guidance on 
issues where unsatisfactory or conflicting interpretations have developed. In order to 
mitigate the consequences of conflicting interpretation, it is intended to publicize the 
Interpretation document immediately after IAESB approval.  
 
 
 
 
 
 
 
 
 

Action requested: 
1) Do you agree with the approach being proposed to develop 

guidance for the implementation of IES 8?  If not, what would 
you suggest to change the proposed approach? 

Content of Interpretation Guidance 
2.7 The term, audit professional, is currently defined in IES 8 as: 
 

Audit professional is a professional accountant who has responsibility, or 
has been delegated responsibility, for significant judgments in an audit of 
historical financial information. 
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The definition of audit professional was created for use in this Standard; it is not 
used or defined by the IAASB in its pronouncements. In addition the IAASB does 
not provide a definition for significant judgment in its pronouncements. 

 
2.8 There exists an important amount of literature on the concept of judgment as 

exercised by an auditor.  For example the Study Group of CICA’s Auditing 
Standards Board proposed the following definition: 
 

"Professional judgment in auditing is the application of relevant knowledge 
and experience, within the context provided by auditing and accounting 
standards and Rules of Professional Conduct, in reaching decisions where a 
choice must be made between alternative possible courses of action1." 
  

Recent work (February 2008) by the Advisory Committee on Improvements to 
Financial Reporting (CIFiR) of the Securities Exchange Commission defined 
professional judgment as follows: 
 

“…should be the outcome of a process in which a person or persons with the 
appropriate level of knowledge, experience, and objectivity form an opinion 
based on the relevant facts and circumstances within the context provided by 
applicable accounting standards2.” 
 

2.9 This CIFiR Progress Report (February 2008) also provided examples in which 
judgment is used in the audit process. They include: 

• Determining the nature, timing, and extent of audit procedures to be 
performed; 

• Evaluating fraud and other risk factors; 
• Performing analytical procedures in planning the audit to identify such 

things as the existence of unusual transactions and events, and amounts, 
and trends that might indicate matters that have financial statement and 
audit planning ramifications; 

• Assessing the competence and objectivity of internal auditors; 
• Determining sample sizes for tests of controls or account balances. 
• Evaluating control deficiencies to determine whether a deficiency is a 

significant deficiency or material weakness; 
• Evaluating judgments made by management in determining accounting 

estimates; and 
• Evaluating whether sufficient, competent, evidential matter has been 

obtained in order to render an audit report. 
 
2.10 The IAASB defines the term, significance, in its Glossary of Terms (December 

2007).    
Significance—The relative importance of a matter, taken in context. The 
significance of a matter is judged by the practitioner in the context in which it is 

 
1  Quoted from the Executive Summary of a report from the Study Group of CICA’s Auditing 
Standards Board entitled, “Professional Judgment and the Auditor” (1995). 
 
2  Quoted from CIFiR Progress Report  by the Advisory Committee on Improvements to Financial 
Reporting (CIFiR) of the Securities Exchange Commission (February 2008). 
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being considered. This might include, for example, the reasonable prospect of its 
changing or influencing the decisions of intended users of the practitioner’s 
report; or, as another example, where the context is a judgment about whether to 
report a matter to those charged with governance, whether the matter would be 
regarded as important by them in relation to their duties. Significance can be 
considered in the context of quantitative and qualitative factors, such as relative 
magnitude, the nature and effect on the subject matter and the expressed 
interests of intended users or recipients. 

It is evident from the definition that significance is judged by an auditor or 
practitioner in terms of context and may differ from one audit to another. 
 

2.11 The IAASB (ISA 230, Audit Documentation, paragraph 14) indicates that judging 
the significance of a matter requires an objective analysis of the facts and 
circumstances.  Matters of significance arise from previous audits and from 
procedures occurring during an audit engagement.  Examples of significant matters 
include, amongst others: 

• Matters that give rise to significant risks3 (as defined in ISA 315, 
“Understanding the Entity and its Environment and Assessing the Risks of 
Material Misstatement”). 

• Results of audit procedures indicating (a) that the financial information 
could be materially misstated, or (b) a need to revise the auditor’s previous 
assessment of the risks of material misstatement and the auditor’s responses 
to those risks. 

• Circumstances that cause the auditor significant difficulty in applying 
necessary audit, and   

• Findings that could result in a modification to the auditor’s report. 
 

2.12 In summary, an audit professional exercises significant professional judgment when 
a practitioner reaches conclusions on significant matters arising during an audit. The 
IAASB does not define significant matters in its pronouncements or Glossary, but 
does provide examples of what such matters might include (See paragraph 2.11). 
The significance of matters is dependent upon context and may differ from one 
audit to another. An understanding of what significance means, as described in the 
IAASB Glossary, enables the practitioner to identify matters of significance. 
 
 
 
 
 
 
 
 
 
 

Action requested: 
2) Do you agree that the Interpretation document should discuss, as 

described in the above paragraphs, what is meant when an audit 
professional exercises a significant judgment in the context of an 
audit engagement?   

Scope of IES 8  

                                                 
3 As part of the risk assessment, the auditor should determine which of the risks identified are, in the auditor’s 
judgment, risks that require special audit consideration (such risks are defined as “significant risks”). 
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2.13 Clearly the audit engagement partner/principal exercises judgment on matters of 

significance in an audit engagement.  The Institute of Chartered Accountants of 
Scotland (ICAS) indicates that it is likely that any member of the audit team who 
reports to the audit partner also exercises significant judgment unless they are 
performing basic tasks.  
 
 
 
 
 
 
 
 
 
 

Action requested: 
3) Do you agree that IES 8 applies only to the audit partner/ 

principal in an audit of historical financial information? If you 
disagree, identify which members of the audit team does IES 8 
apply? 

Examples of Significant Judgment 
2.14 The Institute of Chartered Accountants of Scotland (ICAS) has provided the 

following list of examples of areas in an audit engagement where significant 
judgments are likely to have been exercised: 

• At planning; 
- An initial assessment of the entity’s risks (e.g., fraud risks, assertion 

risks, significant risks); 
- Setting material levels; or 
- Determining the audit approach at the planning stage of an audit; 

• Conclusions over significant fieldwork areas, such as: 
- Accounting treatments or significant financial statement disclosures; 
- The evidence obtained over key or critical audit areas; 

• Assessing what matters are reported to the audit engagement partner; 
• Making preliminary judgments on: 

- Unadjusted/adjusted errors; 
- What is reported to those charged with governance; and/or 
- The type of audit report to be used. 

The list of areas is not exhaustive but provides some understanding of which roles 
are affected.    
 
 
 
 
 
 
 
 
 
 
 
 

Action requested: 
4) Do you agree that the Interpretation document should include a 

limited set of examples of areas where an audit professional 
would exercise significant judgment? If you agree, are there 
other examples which should included than those mentioned 
above?

Effective Date 
2.15 The Interpretation guidance would become effective upon IAESB approval of the 

proposed document.  Interpretations are not exposed for public comment although 
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the IAESB will be consulting on the content of the document with its CAG 
members at its September meeting.  The PIOB has been notified of the 
Interpretation guidance in the IAESB September report. 
 
 
 
 
 
 
 

Action requested: 
5) Do you agree with the effective date being proposed? If you 

disagree, when would propose the effective date be? Why? 

Proposed Outline of Interpretation Guidance 
2.16 In common with the other PIACs, the IAESB issues Interpretation Guidance to 1) 

promote uniform application of standards by clarifying the meaning of requirements 
and 2) provide guidance on issues where unsatisfactory or conflicting interpretations 
have developed. In the last 5 years the IAESB has not issued any Interpretation 
Guidance.  
 

2.17 Appendix 3 provides a proposed outline for the Interpretation Guidance. 
 
 
 
 
 
 
 

Action requested: 
6) Do you agree with the proposed outline for the Interpretation 

Guidance? If you disagree, what needs to be changed in the 
outline? 

Proposed Way Forward 
2.18 IAESB comments will be considered and incorporated into a draft of the 

Interpretation guidance which will be prepared for Board approval. 
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Appendix 1 

 
Proposed Outline of Interpretation Guidance  
 
Background 
 Purpose of IES 8 
 Define Audit Professional 

- Identify the components of the definition, including significant judgment 
Scope 
 Audit engagement partners/principals 
 
Issues 
 How do judgments on matters of significance come about?  
 What are examples of areas in an audit engagement where significant judgment 
occurs? 
 
Consensus 
 Explain how judgments on matters of significance come about. 
 Identify a limited set of examples of significant judgment occurs in an audit 
engagement  
 
Effective Date 
 Effective upon IAESB approval  
 
Use 
 How to use the Interpretation Guidance 
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