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Scope of ISA 701

 The standard deals with the 
auditor’s responsibility to 
communicate key audit matters 
in the auditor’s report.

 It provides additional 
information to users of the 
financial statements to further 
engage with management and 
those charged with 
governance.

 The standard was formally 
adopted by ICPAK in April 
2015.
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Definition of Terms

 Key audit matters (KAMs)- Are those matters that, 
in the auditor’s professional judgment were of most 
significance in the audit of the financial statement. 
They are selected from matters communicated with 
those charged with governance.

 Those charged with governance – The persons 
with responsibility for overseeing the strategic 
direction and the financial reporting process of the 
entity. May include executive members of a 
governance board and owner-manager.
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Audit Reports Affected by ISA 701

 Mandatory for audit of financial statements of 
listed companies with voluntary application 
allowed for entities other than listed entities.

 Applicable to all the deposit taking saccos as 
per the Sacco Societies Regulatory Authority 
(SASRA) guideline dated 21 November 2016.

 Applicable to all insurance regulated entities as 
per the Insurance Regulatory Authority dated 26 
August 2016.

 Applicable to all entities regulated by the 
Capital Market Authority whether listed or non-
listed as per its guideline dated 10 November 
2016.

 This ISA is effective  for the periods ending on 
or after 15 December 2016.
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Matters to be Communicated with those 
charged with governance
 The responsibilities of the auditor in 

relation to the financial statement 
audit.

 Planned audit scope including the 
significant risks identified by the 
auditor and timing of the audit

 The auditor’s view about the 
accounting policies, estimates and 
financial statement disclosures.

 Significant difficulties encountered 
in obtaining audit evidence.

 Significant deficiencies in internal 
control.

 Auditor independence.
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Nature of Key Audit Matters
 Areas identified as significant risks specifically in the 

context of the entity.

 Areas involving significant auditor judgment.

 Areas in which the auditor encountered significant 
difficulty during the audit.

 Matters that require significant hours by the 
engagement partner.

 Involve consultation/evaluation the engagement 
quality control reviewer.

 Accounting estimates with high estimation 
uncertainty.

 Significant transactions with related parties.

 Limitations on the group audit.

 Extensive unexpected effort required to obtain 
sufficient appropriate audit evidence.

 Recent economic, accounting, regulatory and other 
development.

 Matters giving rise to a modification of the auditor’s 
opinion are by their nature key audit matters.
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Determining Key Audit Matters 

All matters communicated with those charged with 

governance 

The determination of the matters that required 

significant auditor attention in performing the 

audit

The determination of which of those 

matters were most significant

Permission to carve out sensitive 

matters
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The number of KAMs in the Audit Report

The number of key audit matters to be included in the auditor’s report 
may be affected by:

 The size and complexity of the entity.

 The nature of its business and environment.

 The facts and circumstances of the audit engagement.

 ISA 701 doesn’t prescribe the number of KAMs that should be 
reported.

 KAMs are selected based on the auditor’s professional judgment.

The greater the number of key audit matters the less useful the 
auditor’s communication of key matters may be.

Law and regulation may restrict the auditor’s communication of certain 
matters with those charged with governance. In such case the auditor 
may consider obtaining legal advice.
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Communicating key audit matters

 Limiting the use of highly technical auditing terms.

 Auditor to avoid giving original information.

 Reference is made to relevant disclosures in the 
financial statements.

 The auditor describes its effect on the audit.

 Procedures performed described at a high level and 
not a detailed description of procedures.

 Address the specific outcome but avoid the 
impression that an opinion is express on individual 
matters.
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Describing KAMs in the Audit Report

Why the 

matter is 

considered to 

be of the most 

significance

Reference to 

related 

disclosures

How the 

matter was 

addressed in 

the audit

Brief overview 

of procedures 

performed

Key 

observation 

or indication 

of the 

outcome of 

the 

procedures
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Top five KAMs most reported in the 
UK

The UK Financial Reporting Council (FRC) conducted 
a post-implementation review of KAMs among150 
auditor’s reports. The Top five KAMs most reported in 
the UK were:

 Impairment of assets

 Tax 

 Goodwill impairment 

 Management override of controls and 

 Fraud in revenue recognition 
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Example 1

Source: EY, 2017 – Bamburi Cement Limited 
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Example 2

Source: EY, 2017 – Bamburi Cement Limited 
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Example 3

Source: KPMG, 2017 – KCB Group PLC
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Example 4

Source: KPMG, 2017 – KCB Group PLC
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