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ISA 240: THE AUDITOR’S 
RESPONSIBILITIES 

RELATING TO FRAUD IN 
AN AUDIT OF FINANCIAL 

STATEMENTS

ISA 240

• Effective for periods beginning on or 
after 15 December 2026
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Overview of Amendments

Source: FRC

1 Auditors’ responsibilities
Clarifying auditor’s responsibilities, align with risk 
assessment and tailoring tests in response to 
ROMM in relation to fraud.
Engagement team planning meeting discuss fraud 
factors, areas susceptible to fraud.
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Fraud lens on risk assessment
Aligns requirements with ISA 315R, providing 
guidance for fraud risk factors and the inherent
and control risk assessments.
Includes obtaining an understanding of the 
entity’s whistleblower programme.
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Professional Scepticism
Exercise professional scepticism throughout the 
audit, remaining alert for indications of fraud.
Investigate inconsistences.
Design tests - not biased towards corroborative 
evidence or excluding contradictory evidence.

4 Standback evaluation
Perform a stand-back evaluation assessing the risks 
assessment process and ensuring sufficient audit 
evidence has been obtained in response to the 
assessed risks in relation to fraud and suspected 
fraud.

ISA 240 Key Amendments
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5 Enquiries of management
Enhanced enquiries of management, individuals, 
internal audit team, TCWG, where relevant in 
relation to risk of fraud, how one could happen in 
accounting system, mitigating factors etc.
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Documentation
Enhanced documentation requirements, including 
documenting understanding of entity and how 
fraud could occur, sources of information, RA 
performed and response to risks where ROMM in 
relation to fraud or suspected fraud.
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Audit procedures
Strengthening audit procedures when a fraud or 
suspected fraud is identified, including obtaining 
an understanding, evaluate process to investigate 
or remedy it and consider impact on overall audit 
strategy.

8Key audit matters (listed entities)
KAMs in relation to fraud may be identified and
they often require significant auditor’s attention.
Strengthens requirements to communicate KAMs 
related to fraud in the audit report and to TCWG.

ISA 240 Key Amendments

Management override of controls Revenue

Risk of Fraud

Treat the risks of management override of 
controls as ROMM due to fraud at the 
financial statement level, and
Determine whether such risks affect the 
assessment of assertion level risk

Applying professional judgement in 
determining whether the fraud risk factors 
in relation to individual revenue streams 
indicate a ROMM at assertion level due to 
fraud.
If determine no ROMM due to fraud in 
revenue, document reasons for that
conclusion. 
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Response to riskControl 
risk

Fraud 
risk

Sig^ 
risk

Inherent 
risk

Inherent risk factorsAssertionFS line 
item

NNMSubjectivity – M – Contracts entered into in period
Complexity – L – no complex calculation
Fraud/Bias – M – incentive for management to 
overstate revenue for recognising revenue early
Uncertainty – M– stage of completion calculation
Change – L – consistent approach

OccurrenceRevenue
(LTC 
stream)

YY *HComplexity – L – not a complex calculation 
Subjectivity – H – management judgement in 
forecasting future costs for the contracts
Uncertainty – H – expected inflation and price 
rises to be taken into account
Fraud/Bias – H – management bias in stage of 
completion calculation using costs incurred over 
total costs to complete, incentives to recognise 
more revenue in the period 
Change – L – consistent approach 

Accuracy/ 
Valuation

NNLSubjectivity – L – PO’s recognised
Complexity – L – no complex calculation
Fraud/Bias – L – incentive for management to 
overstate revenue for recognising revenue early
Uncertainty – M– stage of completion calculation 
used
Change – L – consistent approach

Complete-
ness

NNLChange – M – new section 23 and new 
disclosures to include
L – for all other factors

Disclosures

* Document justification

ISA 570 GOING 
CONCERN
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ISA 570

• Effective for periods beginning on or 
after 15 December 2026

• Key changes:
• New definitions
• Strengthening the auditors’ work
• Explicit reporting section in auditor’s 

report

Overview of Amendments

Source: FRC
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Going Concern – Auditors Responsibilities 

Conclude on management’s 
assessment of going concern 

assumption

Whether a material uncertainty 
exists

ISA 570 New Definition

• Material Uncertainty (Related to Going Concern) (MURTGC)
• An uncertainty related to events or conditions that, individually or collectively,

may cast significant doubt on the entity’s ability to continue as a going 
concern. “May cast significant doubt” is used to refer to circumstances where 
the magnitude of the potential impact and likelihood of occurrence of the 
identified events or conditions are such that, unless management’s plans for 
the future actions mitigate their effects, the entity may be unable to realize its 
assets and discharge its liabilities in the normal course of business and 
continues its operations for the foreseeable future. (para 10) 
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Management’s Assessment

• The entity’s management must make an 
assessment of its ability to continue as a 
going concern
• If one not done – request to be performed
• If still not done – consider impact on audit and 

audit report and communicating with TCWG

• Auditor may still perform 
some audit procedures, 
considering profitability, 
liquidity and RA

• May indicate a control 
deficiency

• May be a limitation on audit 
evidence – audit report 
implications

Mandatory for all audits 

Auditor’s Requirements

• The auditor is required to evaluate 
managements assessment that covers a 
period of at least 12 months form the 
approval of the financial statements

• Must be performed regardless of
whether events of conditions are
identified

Comprehensive testing of 
management’s method, 
calculations, data, significant 
assumptions used and 
judgements used
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Risk Assessment

• Assess and consider risks relating to 
events or conditions that may cast 
significant doubt on the entity’s going 
concern assessment
• the entity and its environment, (more 

examples, cyber attacks, war)
• the FR framework, 
• the entity’s systems of internal controls 

and control deficiencies

• Consider on a gross basis before assessing 
any of managements mitigating factors

Robust risk 
assessment

• Design procedures to evaluate 
management’s assessment including 
significant judgements on which their 
going concern assessment was based 

• Design audit procedures so it is not 
biased towards corroborative evidence 
or excluding contradictory evidence

• Apply professional scepticism 
throughout audit

• Test management’s future plans

Response to risk

Management’s Future Plans

• Evaluate management’s plans for future actions
• Are outcome of plans likely to be sufficient to mitigate risk and are they 

feasible 
• Verify management’s intent and ability to carry out course of action –

professional judgement

• Apply similar principles for third party support, obtain audit 
evidence that the third party has the intent and ability to provide 
support if needed

17

18



Communication Enhancements

• Obtain written representations, where appropriate

• Where MURTGC exists consider whether a requirement to report to 
appropriate authority outside of organisation

Audit Report – All Entities

MURGC section 
(adequately disclosed note)

Auditor explicitly states:
• Audit opinion is not modified
• They have concluded managements use 

of the going concern basis of accounting 
is appropriate

• A material uncertainty exists – cross 
reference to note

• Based on evidence up to date of audit 
report signing and are not a guarantee of 
the entity’s ability to continue as a going 
concern

Going concern section 
(no MU exists)

Auditor explicitly states:
• They have concluded managements use 

of the going concern basis of accounting 
is appropriate

• Not identified a material uncertainty
• Based on evidence up to date of audit

report signing and are not a guarantee 
of the entity’s ability to continue as a 
going concern
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Audit Report – All Entities

Qualified or Adverse section
(MURGC NOT adequately disclosed)

Auditor expresses qualified audit opinion or adverse opinion, and state MU 
exists and not adequately disclosed

Draw attention to opinion section that MU exists and not adequately 
disclosed
Auditor explicitly states:
• They have concluded managements use of the going concern basis of 

accounting is appropriate
• Based on evidence up to date of audit report signing and are not a 

guarantee of the entity’s ability to continue as a going concern.

MURGC section

Audit Report – Additional Disclosure for Listed Entities 
Only

MURGC section 
(adequately disclosed note)

Disclose a description of how the auditor
evaluated management’s assessment of the
entity’s ability to continue as a going
concern, including an overview of 
procedures performed, and indication of the  
outcome of the procedures, and the 
auditor’s response which was most relevant 
to the events or conditions for the MU 

Going concern section 
(no MU exists)

When significant judgements made by 
management in concluding no MU exists, a 
description of how the auditor evaluated 
managements assessment of the entity’s 
ability to continue as a going concern and 
cross reference to the  related disclosure 
note 
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Audit report 
extracts

Director’s 
report 

extracts
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KAM extract
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Common Audit Issues

Insufficient risk assessment at planning stage

Over reliance on managements forecasts and lack of evidence of challenge of 
management’s assumptions on file

Forecasts only for 12 months from year end date

Over reliance on letters of support, with no verification of ability to provide support

No corroboration of banking arrangements

Audit procedures not updated when sign off delayed 

NARROW-SCOPE 
AMENDMENTS AND 

IAASB PROJECTS
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Narrow-Scope Amendments

Amendments to ISAs

• ISA 620 Using the Work of an 
Auditor’s Expert (effective periods 
beginning on or after December 
15 2026)
• If the auditor concludes the expert 

does not have necessary competence 
or capabilities or there are threats to 
objectivity, then that expert shall not 
be used

Ongoing IAASB projects

• Clarify the concept of sufficient appropriate audit evidence
• Consider relevance and reliability of information used as audit evidence
• Recognise the increased use of technology by auditors
• Includes a reference framework when making judgements about audit 

evidence
• Enhance professional scepticism and professional judgement exercised by 

auditors
• Effective responses to risk or material misstatement, and strengthening 

auditor’s work on internal controls
• Encourage auditors use of technology in obtaining audit evidence

Audit 
evidence 
and risk 

response
(ISA 330, 
ISA 500, 
ISA 520)
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Ongoing IAASB Projects

• Aiming to modernise ISA 501, ISA 505 and ISA 
530 to reflect current business and audit 
environments appropriately with the impact of 
the use of IT, specifically in relation to 
inventory and external confirmations 

ISA 500 series 
(information 

gathering)

LATEST AUDIT 
RELATED 

PUBLICATIONS 
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FRC Publications

ICAEW Audit Monitoring Report

Risk assessment

Fraud and error

Estimates and judgments

Experts and service organisations

Substantive analytical procedures

Sampling
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Wrap up
• An awareness of the amendments to ISA 240 and ISA 570
• An update on the latest IAASB projects including minor 

amendments to ISA 620 and the ongoing projects
• Insight into the latest audit-related publications in the UK

Any questions?
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FRS 102 – Accounting for Income: Practical Considerations – May 2026
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Thank you for listening
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