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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.

*» |t provides additional
Information to users of the
financial statements to further
engage with management and
those charged with
governance.

» The standard was formall
zzslgcl)gted by ICPAK in Apri
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Definition of Terms
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Key audit matters (KAMs)- Are those matters that,
In the auditor’s professional judgment were of most
S|gn|f|cance In the audit of the financial statement.
'hey 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.




Audit Reports Affected by ISA 701

s 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 4
per the Insurance Regulatory Authority dated 26 B
August 2016.

s Applicable to all entities regulated by the
Capital Market Authority whether listed or non-
Izl%tfg as per its guideline dated 10 November

s This ISA's effective for the periods ending on \
or after 15 December 2016. AL




Matters to be Communicated with those
charged with governance

N/

s The responsibilities of the auditor.in
relgt{on to the financial statement
audit.

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

s 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.

2 Auditor independence.




Nature of Key Audit Matters

% Areas identified as significant risks specifically in the
context of the entity.

s Areas involving significant auditor judgment.

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

s 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.




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.
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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.



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
iImpression that an opinion is express on individual
matters.



Describing KAMs in the Audit Report

Why the
matter iIs Reference to

considered to fjrelated
be of the most jdisclosures
sighificance

How the
matter was
addressed In
the audit

Brief overview
of procedures
performed

Key
observation
or indication
of the
outcome of
the
procedures




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



Example 1

it
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he : Key audit matter How our audit addressed the key matter g

1. Contingencies relating to tax matters

As disclosed in Note 30 (d) to the financial statements,
has open tax assessments as it s involved in legal matters
with the Kenya Hevenue Authorty (KRA). The determinabon of
provisions and contingent kabilies ansing from the open tax

We focused on management’s assessment of the likely outcome

and quanthcation of tax exposures which invohles signihcant
judgement.

We alzo considered there t0 be a nsk that the tax disclosuras

in Notes 12 and 30 (d) to the financial statements, which are
signihicant to the understanding of the Group's tax posmion may
not be adequate.

the Group

ssessments make this a parbcular area of signiicant judgement.

Cur audit procedures included:

» Understanding the procesz of estmating, recording and
reassassing tax provisions and contingencies.

» Imolving oOur tax specalists to assist it analysing the
judgements used to determine prowvisions for tax matters
basad on ther knowledge and expenence of local regulabons
and practices.

» Inspecting the cormespondence with tax authonties.

= Inspectng reports Oon open tax assessments prepared by
the company’s tax adwsors and in-house tax manager and
where approprnate, the company's external legal adwsers,
and other appropnate documentaton considered necessary
to understand the postion and conclusions mades by the
company. We alzo obtained external confirmatons from legal
counsel on signihcant tax lmgation.

« \WWe also assessed the adequacy of the Group’s financial
statements disclosurss in respect of the tax poshions and
comtngent habibes.

” 4 ” : ” 4 ”

Source EY 2017 Bamburi Cement L|m|ted
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Example 2

7 7 2 7

2. Gnnhngenmes relating to Hlmﬂ Cement Uganda Limited - Mlnmg Lease

| Contingencies in respect of mining lease legal suit are disclosed
in Note 30 (c) to the financial statement. Hima Cement Uganda
Limred = a matenal subsidiary of the Group.

| Since the ultimate dispostion of this suit and the related claims
cannot be predicted with certainty, an adverse outcome could
have a matenal adverse effect on the financial position, results of
| operations and cash flows of the Group.

Signfcant judgement is required in assessing the likely outcome
~{ of the suit and quantihication of the obligation to be paid out, if
any, in case of an adverse outcome. Hence this was considersd
a key audit matter.

| We also considerad that the disclosures on this matter are

important in understanding the consohdated financial staternents.

Our audit procedures included understanding the Group's
processes for the recording and reassessment of contingences.

We evaluated management's assessment of this suit and its

effect, in case of adverze outcome, on the financial posdion,
sults of operations and cash flows of the Group and the need

for any prowizion and related disclozures.

Our procedures also included obtaming confirmation from Hima's

external legal counsel in order to compare their expert opinion to

management's posmion on measurement and disclosures for the

contingencies related to #his suit.

We also engaged in penodic maetings with management

and the Group's internal legal counsal as well as inspecting

correspondence between the involved parbes.

We also assessed the adequacy of the Group's disclosures in
spect of contingencies.

” : ” 4 ”

Source EY 2017 Bamburi Cement L|m|ted
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Example 3

How the matter was

Effective 12 August 2016, KCB Group PLC upgraded its
core banking system from T24 R08 to T24 R14&. Due to

the inherent risks associated with a system upgrade and
the processes around data migration, we identified IT
systems and controls over financial reporting as a Kay
audit matter. There is a risk that auvtomated accounting
procedures and related IT depandent manual controls are
mnot designed and operating effectivaly.

Our audit proceduras in this arsa included, amang others:

- Reviawing the data migration procass, testing
general IT controds around systemn access and change
managemant and testing controls over computer
agperations within specific applications which are
reguired to be operating correctly to mitigate the risk of
misstatement im the financial statemeants;

- With the support of our own |T specialists, testing thasa
controls throwgh examining whether changes made to
the systems were appropriately approved, and assessing
whether appropriate restrictions were placed om accass
o core systems through reviewing the permissions and
responsibilities of thosa given that access; and

- Where we identify the need to parform additional
procedures, place reliance on manual compansating
contrals, such as recaonciliations betwean systams amd
athier information sources or performing additional
tasting., such as extending the size of our sample sizes,
to obtain sufficient appropriate audit evidence over the
financial statement balances that were impactad.

- Source: KPMG, 2017 - KCB Group PLC
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Example 4

IAS 29 Financial Reporting in Hy perinflationary Economies

Ses accounting policy mote 3 [c) liil — Significant accounting policies; disclosure note 20 — Loss on monetary position
- and disclosure nota 51 — Hyperinflation.

he key audit matter How the matter was addressed

The Group has a significant foreign subsidiary in Owr awdit procedures im this area included, among others:
operating in South Sudan. For the fimancial year ended
31 Decambear 2014, the subsidiary™s fimancial statements
wera restated for hyparinflationary adjustmants in
accordance with inflation statistics published by the Sowth
Sudan Mational Bureau of Statistics and the consumer
- price indices stated by International Monatary Fumd
classified Sowuth Sudan which classified South Sudan
as a hyperinflationary economy for the year anded 31 - Imspeacting and validating the source of date used in
December 2016. the workings provided by the management by verifying
the Consumer Price Index ['CPI'] and inflation rates
provided against those published by the South Swdan
We have considerad yperinflationary adjustmeants Mational Bureaw of Statistics and the International
as a kay auwdit matter due to the complex calculations Monetary Fund; amnd
- and disclosures involved in re- statemant of financial
statemants to conform o the requirements of
International Accounting Standard ["L1AS7] 29, Financial
Reparting in Hypennflationary Economies. Thea
standard reguires significant judgments to be made by
Directors in determination of whether an ecomomy is
hyperinflationary.

- Assessing and testing for the indicators of hypearinflation
on the South Sudan ecanomy as well as judgmeants
and assumptions made by the Directors during the
application of the reguirements of JAS 27, This included
comparing the assumptions used to externally available
industry, fimancial and economic data;

- Assessing whether disclosureas in the consolidated
financial statemants appropriately reflact the affects of
tha applying |AS 29 reguirameants.

- Source: KPMG, 2017 - KCB Group PLC
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Questions
Answers
Comments

Thank You!




