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=  Changes to the auditor’s report

= Changes to ISAs and how they affect reporting
= Description of Key Audit Matters (KAM)

= Going Concern (GC)



I Summary of changes

New and revised ISAs

Description of changes

ISA 700 (Revised) Forming an Revisions to establish new required reporting elements, and to

Opinion and Reporting on
Financial Statements

ISA 701 (New)
Communicating Key Audit
Matters in the Independent
Auditor's Report

ISA 260 (Revised)
Communications with Those
Charged with Governance

illustrate these new elements in example auditor’s reports.

New standard to establish requirements and guidance for the
auditor’s determination and communication of key audit
matters. Key audit matters, which are selected from matters
communicated to those charged with governance, are
required to be communicated in auditor’s reports for audits of

financial statements of listed entities.

Required auditor communications with those charged with
governance will now include the significant risks identified by
the auditor and circumstances that required significant
modification of the auditors planned approach to the audit.



I Summary of changes

New and revised ISAs

ISA 570 (Revised) Going
Concern

ISA 705 (Revised)
Modifications to the Opinion
in the Independent Auditors
Report

ISA 706 (Revised) Emphasis
of Matter Paragraphs and
Other Matter Paragraphs in
the Independent Auditors
Report

ISA 720 (Revised) Other
information

Description of changes

Amendments to auditor reporting requirements relating to
going concern, and new requirements to

evaluate the adequacy of disclosure if events or conditions
cast doubt on going concern.

Clarification of how the new reporting elements are affected
when expressing a modified opinion.

Clarification of the relationship between the ‘emphasis of
matter’ and ‘other matter’ paragraphs and the key audit
matter section of the auditors report.

Clarification of the auditor’s responsibilities with respect to
other information, including a requirement to

include a statement about work performed over other
information.



I New and revised ISAs and their interactions

Other
Information (ISA
720)

ISA 700

Going
Concern (ISA
570)



m I Why change the auditor’s report?

« The auditor’s report is the auditor’s key
deliverable addressing the output of the audit
process

« Users of financial statements indicated that the
auditor’s opinion on the financial statements is
valued, but many called for the auditor’s report to
be more informative and relevant

« Enhanced auditor reporting is viewed as critical
to the perceived value of the financial statement
audit

« The new and revised auditor reporting standards
lay the foundation for the future of global auditor
reporting and improved auditor communications

« The International Auditing and Assurance
Standards (IAASB)’s deliberations were informed
by international research, public consultation and
stakeholder outreach




Timeline of the development of the
new and revised International
Standards on Auditing

‘ December 2016
15 January 2015 reporting periods
‘ 25 July 2013 |
IAASB publishes final Ne(\j/\_/tand rGVIts(-:‘d ISA
ISA auditor reporting auditor reporting
‘ May 2011 “Reporting on efective
IAASB issues a Audited Financial
consultation paper Statements:
titted “Enhancing the ~ Proposed New
Value of Auditor and Revised
Reporting: Exploring  [nternational
@ December 2009 Options for Change”  Standards on
Auditing”

IAASB considers key
messages concerning
user perceptions about
the standard auditor’s
report



m When do the new and revised
auditing standards become effective?
financial

‘ Therefore,
effective for

the first time
statements for on the audit of
periods ending [insert name of
on or after 15 client]’s [insert
December date] financial
2016 statements

Effective for
audits of




I Which audit reports are affected?

All International Standards on Auditing (ISA) audit reports, not
just those for listed entities, will look different compared to
current audit reports, for example:

= Opinion first; = Material going concern

= Affirmative statement about the uncertainty reported in a separate
auditor’s independence and section in the audit report; and
fulfillment of relevant ethical = Revised reporting requirements
responsibilities; relating to “other information”

= Enhanced description of the included in an entity’s annual
responsibilities of the auditor and report

key features of an audit;

= Enhanced description of the
respective responsibilities of
management and the auditor
regarding going concern;




m I “Listed entity” definition in IAASB glossary

“An entity whose shares, stock or debt are quoted or listed
on a recognised stock exchange, or are marketed under the
regulations of a recognised stock exchange or other
equivalent body”

= Entities with equities or debt instruments listed on the NSE = in
scope of ISA 701 Communicating Key Audit Matters in the
Independent Auditor’s Report
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What are key audit matters (KAMs)?

Those matters that, in the
auditor’s professional
judgment, were of most
significance in the audit of
the financial statements for
the current period.
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I Self Review of Key Audit Matters (KAM)

Describing the KAM How you addressed the KAM
Tell the audit story Make it about Be consistent from Include only the most
this year’s audit - KAM; to relevant procedures
- procedures.

Get to the heart of it Be client specific Reflect your Self review
WHY this is a KAM? referring to independence and - Jargon
products, % scepticism - Tense

- Prohibited terms

12



How are KAMs determined?

Starting population: all matters communicated

with those charged with governance

The determination of matters that required significant K
auditor attention in performing the audit

> Key audit matters

The determination of which of those matters were of the most
significance (the population of “key audit matters”)

J

Permission to carve out : _
Carve out in extremely rare circumstances

“sensitive matters”

Key audit matters to be
described in the auditor’s report

13



m The determination of those matters
that required significant auditor
attention

First KAM
“filter”

= Areas of higher assessed risk of material misstatement, or
significant risks identified in accordance with the auditing
standards

= Significant auditor judgments relating to areas in the
financial statements that involved significant management
judgment, including accounting estimates that have been
identified as having high estimation uncertainty

= The effect on the audit of significant events or
transactions that occurred during the period.
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Does the auditor have an option not to include
Identified KAMs in the audit report?

« There are some situations (for “sensitive matters”) in which
the auditor would not be required to disclose a matter:

- if law or regulation precludes it, or,

- In extremely rare circumstances, where the adverse
consequences of public communication of a matter would
reasonably be expected to outweigh the public interest
benefits

 The IAASB has been very clear that the provisions should not
be abused to avoid disclosing matters that do not firmly fit
these circumstances

15



m Describing KAMs in the audit report

The description of a KAM in the audit report is required to include

[“1 bl

Reference to related disclosures, if
any, in the financial statements
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In the report

o

Relate the
matter
directly to
the specific
circumstanc
es of the
entity, while
avoiding
generic or
standardized
language

o

Take into
account how
the matter is
addressed in

the related
disclosure(s)
in the
financial
statements,
if any

N

Imply that
the matter
has not been
appropriately
resolved by
the auditor in
forming the
opinion

Describing KAMs in the audit report
Guiding principles on the language used

S

Contain or
imply
discrete
opinions on
separate
elements of
the financial
statements

17



Tell the audit
story

Write the KAM from the
perspective of the audit
challenge

What audit conditions
made this challenging or
complex to audit?

Don’t write from the
client risk perspective

Don’t rewrite the client’s
accounting policy note

Make it about
this year’s audit

What did you focus on
most in the current year

Describe any significant
event or market
condition that occurred
during this period giving
rise to your attention?

Even if it is prior to the
year end, draft this
section using past tense

Describing the KAM

Get to
WHY thisi |s a
KAM?

Focus on what led to us
expending audit effort
on this matter

Was it due to:

Size? Volume of
activity? Risk (but
why?)?

Specific prevalent or
expected economic/
market specific
conditions?

Unique versus
homogenous
characteristics?
Specialist or complex
auditor judgement (to
challenge management
judgements)?

Be client specific,
referring to
products, % etc

Being specific to THIS
client’s audit makes it
less likely that our audit
reports will be seen as
boilerplate

Ask how your KAM
would be any different to
another client in the
industry — it needs to
read to be specific to
THIS audit

Show the value of
insights from
within the audit

The whole purpose is to
provide transparency
about what mattered in
the audit

We reference if we
include specialists or
had particular
knowledge, skills,
experience within the
team (we may
alternatively or
additionally refer to this
in the How we
addressed it part of the
report)

Be concise

The more specific you
can be about what the
KAM was, the clearer it
will be to a reader

Edit ruthlessly
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m How far will auditors go in describing
findings in the auditor’s report?

While readers of the audit
report might find KAM
descriptions incomplete
without the auditor’s findings
or outcome, there are
guestions around how this
can be done meaningfully.

The auditing
standards do not
require the auditor
to include findings
on KAMs in the
auditor’s report.

This will continue
to be an area for
discussion as
experience with
the new reports
evolve.

For example, might
the auditor’s view
end up supplanting
management or the
directors’
judgement?
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I How you addressed the KAM

Be consistent
from

- KAM; to

- procedures

If your KAM is about
valuation, include
procedures that related
to valuation — not
existence or
completeness

Use consistent term for

the client

- Client name
“Group”

Use consistent phrases
and ordering of items in
a list

- Growth rate

- Sales growth

Include only the
most relevant
procedures

Don’tinclude a
shopping list!

Eg if determining CGUs
is not an issue, don’t
include the procedure

Eg if it wasn't hard to
check the mathematical
accuracy of a valuation,
then don’t refer to it

Eliminate jargon
Use past tense

Stand back and read it!
Avoid client jargon

Avoid audit jargon —
“completeness and

accuracy; material,

ensure”

Don’t use banned words
— “verify, certify”

Don’t use misleading
words — “supporting,
expected, targeted”
versus “underlying,
estimated”

Reflect your
independence
and scepticism

Refer to external
independent sources

Use the phrases

“We challenged/
questioned/ evaluated/
tested/ assessed/
analysed”

“Our view”

Don’t use “confirmed” or
“agreed” or “discussed”
or other phrases that
sound like we are
merely seeking to agree
with the client via a chat

0000

Refer to
specialists

It's good to show how
we used our expertise

When you refer to
specialists ensure it

sounds as though they

are part of the team

It's OK to refer to “our
tax specialists”,
“corporate finance”,
“KPMG valuation

"«

specialists”, “actuarial”

etc

Explain what you
did and check you
actually
performed
that work

Explain what you did eg
not just “we analysed”
/assessed /challenged
but “We analysed/
assessed/challenged X
by ...(describe what you
did) “

Cross reference back to
the file

If you tested a sample
or specific items, make
sure you don’t imply you
tested all items

If you tested specific

items consider including
how you selected them
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KPMVIG How many KAMs will be reported in
the audit report?

* The auditing standards neither prescribe the number of
KAMSs that should be reported nor provide a suggested
range of number of KAMs

» KAMs are selected based on the auditor’s professional
judgment

* The standards state that the greater the number of KAMs
that are initially determined, the more auditor should
reconsider which of those matters were of most
significance to the audit

21



KPMG What happens if the auditor does
not identify any KAMs?

* The relevant auditing standard envisages that this will
be rare: The determination of KAMs involves making a
judgment about the relative importance of matters that
required significant auditor attention

* The audit report must still contain a “Key audit matters”
section which must state that the auditor has
determined that there are no key audit matters

= Audit documentation must include the rationale for the
auditor’s determination that there are no key audit
matters to communicate in the auditor’s report

22



What is the effect of the new
standards on the financial reporting
process?

It remains management’s responsibility,
with the oversight of those charged with
governance, to communicate relevant
information to users about the entity and its
financial performance, including providing
adequate disclosures in accordance with
the applicable financial reporting
framework.

Auditor’s report should not be the original
source of information about the entity




m What is the effect of the new
standards on the audit process?

The changes to the auditing
reporting standards do not

change the underlying work
effort required in an ISA audit,
but rather focus on increased
transparency about the audit
that was performed
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What is it?

Foreseeable

future (going
concern)

Long term sustainability
of the business

25
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Audit evidence

Auditor’s
report

Prepared by the

Plans & directors

disclosure

Audit
evidence

Judgement
on GC
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I Audit evidence

Cash flow forecasts:
reasonable and
supportable
assumptions

Three
significant
contracts came
to an end after
year end

Undrawn banking
facilities but breach
in loan covenant at

year end

One of the
divisions will be
closed
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222N (/sclosUres n e finenciel Statements

IFRS- The financial statements need to fairly
present the financial position, performance
and cash flows — they need to tell the story
of the business. Usually need additional
disclosures, especially if technically or
factually insolvent.

|AS 1:

*FS preparers are required to make an
assessment of going concern

*Additional disclosures required where
there is a material uncertainty

*Disclosure of significant estimates and
judgements — going concern often
forgotten even though a key judgement

ISA 570 (Revised) -Material uncertainty —
adequate disclosures mean (para 19):

*Facts and circumstances that gave rise to the
material uncertainty

*Management’s plans (audit
evidence?)

State clearly that there is material
uncertainty and potential impact

Close call — no material uncertainty but:

*Do the financial statements provide
adequate disclosure about these events and
conditiong, (para 20)

*Especiaif a key audit matter
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m What has changed regarding the
auditor’s consideration of going
concern?

= Stakeholders have requested earlier warning of potential going
concern issues
* The auditor’s work effort on going concern has been enhanced:

v" New guidance was added to support the auditor’s evaluation of disclosures
when a material uncertainty exists;

v" A new requirement has been added for the auditor to evaluate the
adequacy of disclosures in “close-call” situations

= All auditor’s reports will include descriptions of the
responsibilities of the auditor and management in relation to
going concern to provide an additional focus on going concern
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