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DESTACARTE is an INCP project aimed at highlighting relevant and/or professional public accounting events that have had a significant influence in the profession.

Audits of Less Complex Entities
By Alexandra Peñuela Cuesto, INCP Technical Director

Language and approach to standards

The complexity of language results in difficulty in understanding

• Some standards are rather focused on how to take certain steps than based 
on the requirements of the principle of the standard

• The standard compliance approach rather than the use of professional 
judgment in determining what procedure is the most appropriate

• Difficulty in navigating the standard

OSeptember 12, 2019 was the deadline for comments to the Discussion Paper, Audits of Less Complex Entities (LCEs). 
This new IAASB project results from the global need to address issues of complexity, length, understandability, 
scalability, and proportionality related to using the International Standards on Auditing (ISAs). Furthermore, it is aimed 

at exploring and understanding the challenges of the use of ISAs in this kind of entities and how this can be addressed by 
a number of possible actions.  

Because ISAs are applied in 129 jurisdictions, the importance 
of considering and maintaining quality and scalability for 
their application in entities of all sizes and transactional 
complexities is reiterated. It is in the public interest that 
audits of both small and medium-sized entities and less 
complex entities are conducted according to standards 
ensuring the appropriate quality and application of such 
standards.

With small- and medium-sized entities making a significant 
contribution to the world economy and audit firms doing their 
job related to them, the IAASB has prioritized this initiative 
consolidated in 2017 during the Small- and Medium-Sized 
Practices (SMP) Conference held in Paris.

Now, the DP is focused on two aspects set out below:

 - Challenges identified to date
 - Possible actions to be taken in order to address these 

challenges

Desafíos

The main challenges in applying ISAs to the audit of LCEs 
are:

What is a less complex entity?

The DP refers to the transactional complexity and not to the 
size of entities because there might be small or medium-
sized entities whose transactions are very complex, or 
conversely, small or big less complex entities.

Qualitative characteristics (which are neither 
comprehensive nor existing in all cases) set forth in the 
DP about less complex entities include:

a. Capital and management powers held by a reduced 
number of partners

b. One or more of the following:

i. Simple transactions

ii. Simple records

iii. A limited number of products in lines of business

iv. Few internal control arrangements

v. Few employees performing many duties
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Length of standards

• The standards are long, hindering the vision 
that must be concentrated, and the interest in 
reading all its content is lost

• Continuous update of standards, including 
application guides

Documentation

• Documentation requirements are long and 
expensive

• What must be really documented is not often 
understood

Inadequate application guides

• Not all of them are provided with an application 
guide for small entities

• Scalability and proportionality of standards are 
not understood when applied to small entities

Opaqueness of what needs to be done and why

• The standards are not clear on the nature and 
length of the work required

Possible actions

Below are the possible actions considered by the IAASB in order to carry out this initiative on Audits of Less Complex Entities 
(LCEs):

1. 1. Review of the existing ISAs

2. 2. Development of a new standard for LCEs

3. 3. Development of a guide for auditors of LCEs or other related actions

Discussion Paper Feedback

The amount of comments received to this initiative was 93 on a global basis.

Region Number

Europe 28

Others 18

Asia-Pacific 16

Middle East and Africa 13

South America 10

North America 8

Región

South America
10;11% Asia-Pacific

16;17%

Europe
28;30%

Middle East and Africa
13;14%

North America
8;9%

Others
18;19%
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On another hand, the most relevant topics added and still 
being analyzed by the IAASB on DP include:

i. Definition and scope of LCEs

 o The types of entities that must be considered as 
LCEs by especially focusing on a clear definition 
thereof and not applying it to listed companies 
such as those regulated and those issuing debt 
instruments. Furthermore, the consideration to 
public interest entities (PIEs) included in the 
IESBA Code of Ethics.

 o Procedures to be followed by the audit group on 
those LCEs that are part of a set and, therefore, 
part of consolidated financial statements.

 o Ownership and management duties concentrated.

 o No direct interrelationship for all companies when 
few controls, few products, and simple records 
are specified in features.

 o The degree of complexity must be assessed from 
both the auditor’s point of view and the entity’s 
point of view.

 o Not to consider the definition as one based on a 
checklist, but on the auditor’s understanding of 
the entity.

ii. Challenges in applying the existing ISAs

 o Extension and volume of ISAs when applied 
altogether

 o Complexity of language 

 o More focused sometimes on how and not under a 
principle-based approach

 o Opaqueness of the scalability of the standards

 o Too much attention to findings in PIEs

 o Lack of standard application guides

 o Limited resources for auditors of LCEs

iii. Challenges in regulations

 o Complexity in the application of new accounting 
standards and the preparation of financial 
statement for LCEs

iv. A high degree of difficulty in the application of ISAs to 
LCE

 o ISA 315 (Revised)

 o ISA 240 (Revised)

 o ISA 540 (Revised)

 o ISA 230

v. Possible actions

 o Review of the existing ISAs

 - A forward-looking timely solution

 - Use of only one set of standards, considering 
the scalability for LCEs

 - Understanding of what and why something 
must be made

 - It might be a long-term project for the IAASB, 
which does not meet the immediate needs for 
the audit of LCEs

Type of stakeholder Number

Members and other 
professional associations

34

Accounting practices 25

National auditing standard 
regulators

14

Individuals and others 11

Audit oversight authorities 
and regulators

5

Public sector organizations 2

Monitoring group 1

Academia 1

M
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 o Development of a new standard for LCEs

 - Possibility of implementing short-term 
standards focused on the challenges related 
to the audits of LCEs

 - Approach to what needs to be and must be 
done and focus on the use of professional 
judgment

 - Causing the perception that these are less 
rigorous standards regarding quality, which 
might impair the reputation of the profession

 - It may lead users to get confused with the 
information on the standard of security of the 
audit expressed in financial statements

 - Topics on transition from a standard to another 
one must be considered

vi. Development of guidance for auditors of LCE

 o An option supplementing other

 o A solution that could develop in the short run.

 o The guides are nonenforcement supplementary 
material and the consistency of their application 
could not be secured

Below are the percentages from the DP results:

Review 
of the 
ISAs

Development of 
a new standard 

for LCEs

Development 
of guidance for 
auditors of LCE

Other

15 % 46 % 37 % 2 %

IFAC survey on audits of less complex entities (LCE)

Additionally, IFAC issued a survey in order to get feedback 
from different stakeholders, including those who would not 
send a response on the DP to the IAASB. The survey was 
focused on nine questions (six main questions on ISAs and 
their application to LCEs and three questions on demogra-
phic facts).

Region Number

Europe 542

Middle East and Africa 509

Asia-Pacific 315

South America 273

North America 67

Type of stake-
holder

Total number Colombia

Accounting 
practices

 947 15

Preparers 
of financial 
statements

327 23

Academia 98 13

Public sector 86 1

Audit oversight 
authorities and 

regulators

64 1

IFAC Member 
Organizations

57 2

Individuals and 
others

45 5

Corporate 
governance

32 0

Investors / Ana-
lysts

27 1

National auditing 
standard 
regulators

23 2

Total 1706 63
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3

1927

33

49

37

66

68
Fee pressure

Audit technology tools are 
not available or, if any, are 
inappropriate, too expensive, and 
not easily scalable

Low visibility of other financial 
reporting services (review 
engagements, compilation, 
AUP)

National legislation requiring 
audits of less complex entities 
or small entities

Inappropriate training in the 
application of ISAs

Consistent change in financial 
reporting standards requiring 
further interpretation and 
professional judgment

Difficulty in recruiting new 
generation talent

Users do not value audit as a 
service

70
A gap between what is required by 
an auditor and what is expected by 
some stakeholders

Grade out of 100 Item Grade out of 100 Item

Results related to Colombia

Results from the questions asked in the survey are set out below:

What are the most significant matters impacting the audit of LCEs?
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Component Grade

There is a lack of separate implementation support / guidance in respect of the application of the 
ISAs to the audit of LCEs 71

Requirements result in certain procedures being performed solely to comply with ISA require-
ments with no additional assurance or measurable increase in audit quality 67

There is a lack of clarity and different interpretations as to what, and how, certain matters 
are documented 50

Documentation requirements are long and expensive 47

The standards are not clear about the nature and extent of work required 31

ISAs are long and voluminous 29

It is difficult to identify the relevant requirements for an LCE audit 25

There is insufficient application material or inappropriate application material in the ISAs addressing 
scalability and proportionality considerations 23

The language is complex and difficult to understand 9

What are the most significant issues that makes the ISAs a challenge to apply to audits of less complex 
entities (LCEs)?

What are the most significant matters impacting the audit of LCEs?

Component Grade

An expectation gap between what is required of an auditor and what is expected by some stakeholders. 70

Audit pressure 68

Users do not value audit as a service 66

Audit technology/software tools not available, too expensive, inappropriate or not easily scalable 49

Inappropriate amount of education and training in the application of the ISAs 37

Low awareness or perceived value of other financial reporting services (e.g. review, compilation and Agreed-
Upon Procedures (AUP) engagements)

33

Financial reporting standards continue to evolve and require more interpretation and judgment. 27

National legislation requires audits for small (less complex) entities 19

Difficulties in recruiting next generation talent 3

Comparison of comments on the overview of IFAC world survey

Source: IAASB. Translated by the INCP

Top three most significant 
issues that make the ISAs 
challenging to apply to audits 
of LCEs

Requirements result in certain procedures 
being performed solely to comply with ISA 
requirements with no additional assurance or 
measurable increase in audit quality

Documentation requirements are extensive and 
onerous

There is a lack of separate implementation 
support/guidance in respect of the application 
of the ISAs to the audit of LCEs

23 %

22 %

12 %

18 %

16 %

13 %

12 %

12 %

13 %

No. 1 most significant

No. 2

No. 3

C
ol

om
b

ia
G

lo
b

al



Destacarte

El Contador Público 204

10

Which action should be pursued by the IAASB as a priority?

IFAC Survey: Respondents Views on which Actions should be Pursued as a Priority?

Other results related to Colombia

Which approach should be explored?

Other
Revising the ISAs to make the 
auditor’s work effort clearer

Developing guidance for 
auditors of less complex 
entities or other related actions

• 45% Buildings Blocks

• 35% Greater Focus on what 
the Auditor needs to do

• 60% Based on ISAs

• 38% Based on a Different 
Framework

• 44% Comprehensive ISA 
Guide

• 20% International Auditing 
Practice Note (IAPN)

Revising the ISAs Developing a Separate 
Standard

Orientación Other

Developing a separate auditing standard 
for audits of less complex entities

41.3 %

9.5 %1.6 %

Setting out the basic requirements for all 
audits then expanding as needed to address 
more complex circumstances (building-blocks 
approach)

Greater focus on more clearly setting 
out what the auditor needs to do

Featuring more scalability and 
proportionality considerations in the 
application material

Including considerations specific to audits of 
less complex entities in a separate section 
within each ISA

50.0 %

16.7%
16.7 %

16.7 %

47.6 %

15 % 46 % 40 % 2 %

Source: IAASB. Translated by the INCP
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Which approach should be explored?

Which option should be explored?

Other

73.1 % 26.9 %
A separate standard based on the 
existing ISAs

Developing a standard based on 
a different framework (e.g. not 
risk-based)

Focused “implementation packs” for new and 
revised ISAs specifically for audits of LCEs

An International Auditing 
Practice Note (IAPN) for 
Audits of Less Complex 

Entities

Guidance for the application of specific areas within 
the ISAs or specific ISAs

An enhanced comprehensive guide on applying 
ISAs for audits of less complex entities

3.3 % 16.7 % 16.7 % 20.0 % 43.3 %

What percentage of your audit clients would be considered as 
less complex entities (LCE)?

Más del 91 %

81 - 90 %

Menos de 50 %

61 - 70 %

51 - 60 %

71 - 80 %

Not applicable

30
.6

 %

17
.7

 %

16
.1

 %

14
.5

 %

9.
7 

%

8.
1 

%

3.
2 

%



Destacarte

El Contador Público 204

12

Even though ISAs application guides for less complex entities have been developed in some jurisdictions, there is still 
a need to find a global solution to address the challenges faced by auditors when performing their duties in small and 
medium-sized entities and less complex entities.

There are currently two IFAC guides:

Guide to Using International Standards on Auditing in the Audits of Small- and Medium-Sized Entities

The fourth edition of this guide has been published and helps to understand more thoroughly the compliance with ISAs 
by explanations and examples. Furthermore, it provides accounting practices and independent auditors with support to 
conduct high-quality, cost-effective audits for the benefit of the entity and in the public interest.

Guide to Quality Control for Small and Medium-Sized Practices

The third edition of this guide has been published and helps to apply the ISQC 1 by implementing discussion material, as 
well as a case study that may be used for training and education purposes.

Read more detailed information in the IAASB website, in the 
Publications section, under title Discussion Paper, Audits of 
Less Complex Entities. * 
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Which stakeholder constituency are you responding from?

Alexandra PEÑUELA CUESTO
INCP Technical Director

Head of BSO Finance at BDO Colombia
alexandra.penuela@incp.org.co

36.5 %
23.8 %

20.6 %

7.9 %

3.2 % 3.2 %

1.6 % 1.6 % 1.6 %
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IFAC Member 
Organization

Preparer 
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Public Practice Other Investor or analyst


