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Scope Of The Standard

<

Deals with auditor’s responsibility to form an opinion

N

Also deals with form and content of the auditor’s report

N

Applies to an audit of a complete set of general purpose
financial statements.

<

Also applies to audits for which SA 800 (Special Purpose
Financial Statements) or SA 805 (Special considerations of a
single financial statement) apply.

N

This SA promotes consistency in the auditor’s report, but
recognizes the need for flexibility to accommodate particular
circumstances of individual jurisdictions.

Effective Date

This SA is effective for audits of financial statements for periods beginning on or after April

st
L i
4

Objectives

The objectives of the auditor are:

Q To form an opinion on the financial statements based on an evaluation of the
conclusions drawn from the audit evidence obtained; and

Q To express clearly tl
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Forming an Opinion On Financial Statements

v Whether the financial statements are prepared, in all material respects, in
accordance with the applicable financial reporting framework

¥ Whether the auditor has obtained reasonable assurance about that financial
statements as a whole are free from material misstatement, whether due to
fraud or error.
+ inaccordance with SA 330, whether sufficient appropriate audit
evidence has been obtained
in accordance with SA 450, whether uncorrected misstatements are
material, individually or in aggregate

' Whether there are any indicators of possible bias in management’s
judgments.

Forming an Opinion On Financial Statements

v Financial disclose the signi ing policies selected and applied;

v Accounting policies selected and applied are consistent with the applicable financial reporting
framework and are appropriate;

v ing estimates made by are

v Information presented in the financial is relevant, reliable. and
understandable;

v Adequate disclosures to enable the intended users to the effect of material
and events on the information conveyed in the financial statements;

v terminology used in the financial statements, including the title of each financial statement, is
appropriate.

Form Of Opinion

When the auditor concludes that, based on
the audit evidence obtained, the financial

When the auditor concludes that the
financial statem;
material
applicable financial reporting framework.

When the Auditor

unable (o ol
fficient appropriate audit evidence to
conclude that the financial statement a
whole are free from material misstatement
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Considerations for Fair Presentation

v' The overall presentation, structure and content of
the financial statements;

¥" Whether the financial statements, including the
related notes, represent the underlying
transactions and events in a manner that achieves
fair presentation.

s

Achieving Fair Presentation

If ﬁ“}lﬂ GUREIEN SIS I, the auditor shall discuss the matter with management
in accordance with the f* Determine how the matter is resolved depending on

requirements of a fair the requirements of the applicable financial reporting

entation framework do not REIEIAS
achieve

— - the auditor is not required to evaluate whether the
‘When the financial statements financial statements achieve fair presentation
are prepared in ordance with

a compliance framework

[ Howeve
concludes that such financial statements are misleading
auditor

1, if in extremely rare circumstances the auditor

how, to communicate it in the auditor’s report

Form Of Audit Report
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Audit Report Shall be in Writing

Auditor’s Report for Audits Conducted in Accordance with Standards on Auditing

Title

The auditor’s report shall have a title that clearly indicates that it is the report of
an independent auditor.

Addressee

The auditor’s report shall be addressed, as appropriate, based on the circumstances of the
engagement.




Auditor’s Opinion

The first section of the auditor’s report shall include the

auditor’s opinion, and shall have the heading “Opinion.”

¥/ Identify the entity whose financialstaements have beea
audited;

¥ State that the financial statements have been audited;

" Identify the title of cach statement comprising the financial
statements;

v Refer to the notes, including the summary of significant
accounting policies; and

+ Specify the date o, or period covered by, cach financal

Phrase to use if Unmodified Opinion...

In our opinion, the accompanying financial
statements present fairly, in all material
respects, [ ...] in accordance with [the
applicable financial reporting framework]

In our opinion, the accompanying
financial statements give a true and fair
view of [...] in accordance with [the
applicable financial reporting framework].

Basis For Opinion

The auditor’s report shall include a section, directly following the Opinion section, with
the heading “Basis for Opinion”, that:

States that the audit was conducted in accordance with Standards on Auditing

<

Refers to the section of the auditor’s report that describes the auditor’s
responsibilities under the SAs;

<

Includes a statement that the auditor is independent of the entity in accordance
with the relevant ethical requirements relating to the audit, and has fulfilled the
auditor’s other ethical ibilities i with these The
statement shall refer to the Code of Ethics issued by ICAI

<

States whether the auditor believes that the audit evidence the auditor has
obtained is sufficient and appropriate to provide a basis for the auditor’s opinion.

<
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Going Concern

‘Where applicable, the auditor shall report in accordance with SA 570 (Revised)

Key Audit Matters

> For audits of complete sets of general
purpose financial statements of listed
entities, the auditor shall communicate
key audit matters in the auditor’s
report in accordance with SA 701.

v

When the auditor is otherwise required
by law or regulation or decides to
communicate key audit matters in the
auditor’s report, the auditor shall do so
in accordance with SA 701.

Responsibilities for the Financial Statements

The auditor’s report shall include a section with a heading “Responsibilities of Management for the
Financial Statements.”

Managements Responsibility for:

‘Adequate internal control as management determines is nec

to enable
preparation of financial statements that are free from material misstatement, whether due
to fraud or error

ing the entity’s ability to continue as a going concern and whether the use of the
going concem basis of accounting is appropriate as well as disclosing, if applicable,
‘matters relating to going concern.
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Auditor’s Responsibilities

The auditor’s report shall include a section with the heading “Auditor’s Responsibilities for the Audit

of the Financial Statements

* Obtain reasonable assurance about whether the
State that the financial statements as a whole are free from material
objccti\ of ‘misstatement, whether due to fraud or error

the auditor are
to:

 Issue an auditor’s report that includes the auditor’s
nion

Auditors’ Responsibilities

* This Standard Provides for an option of

presenting Auditors Responsibility in an
Appendix to the auditor's report.

Also, when law, regulation or applicable auditing
standards expressly permit, reference can be
‘made to a website of an appropriate authority that
contains the description of the auditor's
responsibilities, rather than including this
material in the auditor's report,

» provided that the description on the website
addresses, and is not inconsistent with, the
description of the auditor's responsibilities
mentioned in the standard.

Other Reporting Responsibilities

If the auditor
addresses other

reporting
responsibilities in the
auditor’s report on the
financial statements
that are in addition to
the auditor's
responsibilities under
the SAs

+ These other reporting responsibilities shall be
addressed in a separate section in the auditor's
report with a heading titled “Report on Other

Legal and Regulatory Requirements”
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Signature of the Auditor

v The auditor’s report shall be signed.

v The report is signed by the auditor (i.e. the engagement partner) in his personal name.

v Where the firm is appointed as the auditor, the report is signed in the personal name of the
auditor and in the name of the audit firm.

¥ Needs to mention the membership number assigned by the Institute of Chartered
Accountants of India.

v They also include the registration number of the firm, wherever applicable, as allotted by

ICAL in the audit reports signed by them

Place of Signature The auditor’s report shall name
specific location, which is ordinarily the city where
the audit report is signed.

Date of the Auditor’s Report

The auditor’s report shall be dated no earlier than the date on

which the auditor has obtained sufficient appropriate audit

evidence on which to base the auditor’s opinion on the financial
statements, including evidence that-

v All the statements that comprise the financial

statements, including the related notes, have been

prepared; and

¥ Those with the recognized authority have rted that

they have taken responsibility for those financial

statements.

Old Revised

“Tifle” Independent Audit's Report
“Title” Independent Audit's Report

“Addres

" To the Members Of ABC Company Limited

“Addressee” To the Members Of ABC Company Limited

Report On Audit of the Financial Statements

Report On the Financial Statements o
“Opinion”

“Introductory Paragraph”

We have audited the...... We have audited the......

In our Opinion.......

“Management's Responsibility for the Financial Statements”

“Basis For Opinion”
“Auditor's Responsibility” “Key Audit Matters” (If Applicable)

“Auditor's Opinion” “Managen
Statements”

s Responsibility for the Financial

“Emphasis Of Matters”
“Auditor's Responsibility”

“Other Matters”

“Emphasis Of Matters”

“Report On Other Legal and Regulatory Requirement
’ “Other Matters

Signature . .
Date of Auditore Report Report On Other Legal and Regulatory Requirements’
Place Of Signature Signature

Date of Auditors Report
Place Of Signature




What Has Changed?

‘The new auditor's report s a significant shift from the templatized’ model under the existing standards
which leads to almost identical reports with no additional observations from the auditors. Some of the
changes in the report include:

Inclusion of key audit matters (KAMs) that are selected from matters communicated with those

charged with governance, in case of listed entities.

Reordering of the contents of the auditor's report, with the audit opinion finding its place right at
the beginning of the report.

Revised description of auditor's responsibilities, which now includes an assertion relating to
independence of the auditor.

description of management's responsibi

, which now includes a requirement to explain
sessment of going concern assumption

Reordering of the Contents

"201] el 28]

Applicability of the Enhancements

frisphin ey

' | R R

s, el o o ol

o 000
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Impact Of the Revision

betruen auditor
CHG
+ Increased oitention o
the financial |

+ Renawad focus on motter

+ Greater tranwparency

regording signifizont ares

« Better ond clear information |

Illustration on the Revised Portion Of Report
Unmodified Opinion

Opinion

We have audited the standalone financial statements of ABC Company Limited (‘the Company”)
which comprise the balance sheet as at 31* March 20XX, and the statement of Profit and Loss.
(statement of changes in equity, and statement of cash flows for the year then ended, and notes to
the financial statements, including a summary of significant accounting palicies and other explanatory
information [in which are included the Returns for the year ended on that date audited by the branch
auditors of the Company's branches located at (location of branches)]

In our opinion and to the best of our information and according to the explanations given to us, the
aforesaid standalone financial statements give the information required by the Act in the manner so
required and give a true and fair view in conformity with the accounting principles generally accepted
in India, of the state of affairs of the Company as al March 31, 20XX. and profilless, (changes in
equity)- and its cash flows for the year ended on that date.

Illustration on the Revised Portion Of Report
Unmodified Opinion

Basis for Opinion

‘We conducted our audit in accordance with the Standards on Auditing (SAs) specified under section
143(10) of the Companies Act, 2013. Our responsibilities under those Standards are further described
in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are
independent of the Company in accordance with the Code of Ethics issued by the Institute of
Chartered Accountants of India together with the ethical requirements that are relevant to our audit of
the financial statements under the provisions of the Companies Act, 2013 and the Rules theresunder,
and we have fulfilled our other ethical responsibilities in accordance with these requirements and the
Code of Ethics. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

16-05-2019
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Ilustration on the Revised Portion Of Report
Unmodified Opinion

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as a whole, and in forming our opinion therean, and we
do not provide a separate opinion on these matters.

[Description of each key audit matter in accordance with SA 701.]

Auditor’s Report Prescribed by Law or
Regulation

If the auditor is required by law or regulation applicable to the
entity to use a specific layout, or wording of the auditor’s report,

the auditor’s report shall refer to dards on Auditing only if
the auditor’s report includes at a mini of the prescribed
format.

Auditor’s Report for Audits Conducted in Accordance with Both
Standards on Auditing Issued by ICAI and International Standards
on Auditing or Auditing Standards of Any Other Jurisdiction

An auditor may be required to conduct an audit in accordance with, in addition to the Standards on Auditing issued by

ICAL the International Standards on Auditing or auditing standards of any other jurisdiction. If this is the case, the

auditor’s report may refer to dards on Auditing in addition to the i dards on Auditing or auditing

standards of such other jurisdiction, but the auditor shall do so only if:

v There is no conflict between the requirements in the ISAs

v" The auditor’s report includes, at a minimum, each of the elements prescribed under this SA

16-05-2019
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Supplementary Information Presented with
the Financial Statements

‘The auditor shall evaluate whether, in the auditor’s professional judgment, supplementary information is nevertheless an integral
part of the financial statements du to its nature or how i

When it is an integral part of the financial statements, the supplementary information shall be covered by the auditor’s opinion

1 supplementary infomation tha i nol required by the applicable inancial reporting framework is nol considered an integral
part of the audited financial statements, the auditor shall evaluate whether such supplementary information s presented in a way
that sufficiently and clearly differentiates it from the audited financial statements

Ifthis is not the case, then the auditor shall ask management to change how the unaudited supplementary information is

If management refuses to do so, the a he unaudited supplement ation and explain in the auditor’s
report that such supplementary information has not been audited.

SA 705 (Revised)-Modifications to the Opinion in the

Independent Auditor’s Report

Scope Of The Standard

v' Applicable when the auditor
concludes that a modification to the
auditor’s opinion on the financial
statements is necessary.

v' Also deals with how the form and
content of the auditor’s report is
affected when the auditor expresses a
modified opinion.

16-05-2019
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Effective Date

This SA is effective for audits of financial statements for periods beginning on or after

JhLA

Objectives

The objective of the auditor is to express clearly an appropriately
modified opinion on the financial statements that is necessary
when:

Q The auditor concludes, based on the audit evidence obtained,
that the financial statements as a whole are not free from
material misstatement; or

Q The auditor is unable to obtain sufficient appropriate audit
evidence to conclude that the financial statements as a whole
are free from material misstatement.

Types Of Modified Opinions

This SA establishes three types of modified opinions, namely,

v aqualified opinion,

v anadverse opinion, and

v adisclaimer of opinion.

The decision regarding which type of modified opinion is appropriate depends upon:

QO The nature of the matter giving rise to the modification,

Q The auditor’s judgment about the pervasiveness of the effects or possible

effects of the matter on the financial statements.

14



Audit Opinion

Opinion

Unmodified
Opinion

T
T
l Qualified ‘ Disclaimer Adverse

Modified Opinion

Circumstances When a Modification to the
Auditor’s Opinion is Required

The auditor shall modify the opinion in the auditor’s report when:

» The auditor concludes that, based on the audit evidence obtained, the financial
statements as a whole are not free from material misstatement; or

‘The auditor is unable to obtain sufficient appropriate audit evidence to conclude that
the financial statements as a whole are free from material misstatement.

Determining the Type of Modification to the
Auditor’s Opinion

Qualified Opinion
The auditor shall express a qualified opinion when:

> The auditor, having obtained sufficient appropriate audit evidence, concludes that misstatements,
individually or in the aggregate, are material, but not pervasive, to the financial statements; or

> The auditor is unable to obtain sufficient appropriate audit evidence on which to base the opinion, but the
auditor coneludes that the possible effects on the financial statements of undetected misstatements, if any,
could be material but not pervasive.

Adverse Opinion

O The auditor shall express an adverse opinion when the auditor, having obtained sufficient appropriate audit
evidence, concludes that misstatements, individually or in the aggregate, are both material and pervasive to the
financial statements.

Disclaimer of Opinion (in extremely rare circumstances involving multiple uncertainties)

Q The auditor shall disclaim an opinion when the auditor is unable to obtain sufficient appropriate audit evidence
on which to base the opinion, and the auditor concludes that the possible effects on the financial statements of
undetected misstatements, if any, could be both material and pervasive.

16-05-2019
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Determining the Type of Modification to the

Auditor’s Opinion -Summary

Auditor's Judgement Regarding
the Pervasiveness of the Matter

Nature of Matter Material but Not
Pervasive

Material and
Pervasive

Financial statements are materially | Qualified opinion
misstated

Adverse opinion

Inability to obtain sufficient Qualified opinion

appropriate evidence

Disclaimer of
opinion

understanding of the financial and, where agpiicable, nar financial information?

"o s
Auditor expresses an
- i Auditor expresses a modified opinian

Has the auditor dentified any issues during the audit that are material or pervasive and willaffect the reader’s

J

Auiditor determines the appropriate opinicn depending on how
materiol or pervrsive the iswies dentified during the audit ave to the

‘non-financia informaticn.
Urnitation in seope Misstatement
Auditor has ot obtoined Auditor conchides that there s o
sufficient appropriate audit misstatement in the financial
evidence about an issu. ‘andyor non financial information.

W W hd A
Umitationls  Limitation s Misstatement  Misstatement

pensveto  matenalto  ismoterolto s pervsiveto
thefinancial  thefinancial  the financiol  thefinandal
andjornon.  andjornon.  andforson-  andbr non
financial Sfnancial financial financial
information information. information.  information
v w W
Disclaimer of
Iified ion
Qualiisd opinion M cpiion )

Imposed Limitation after the Auditor Has

Accepted the Engagement

If the auditor is unable to obtain sufficient appropriate audit evidence, the auditor
shall determine the implications as follows:

(a) If the auditor concludes that the possible effects on the financial
statements of undetected misstatements, if any, could be material but not
pervasive, the auditor shall qualify the opinion; or
(b) If the auditor concludes that the possible effects on the financial
statements of undetected misstatements, if any, could be both material and
pervasive so that a qualification of the opinion would be inadequate to
communicate the gravity of the situation, the auditor shall:
(i) Withdraw from the audit, where practicable and possible under
applicable law or regulation; or
(ii) If withdrawal from the audit before issuing the auditor’s report is not
practicable or possible, disclaim an opinion on the financial statements

P

1f the audior withdraws, the
auditor shall communicate to
those charged with
governance any matters
regarding misstatements
identified during the audit
that would have given rise to
a modification of the

| opinion. )

/

16-05-2019
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Imposed Limitation after the Auditor Has
Accepted the Engagement

Limitation imposed by management

Request management to remove the limitati

Communicate the matter with TCWG Determine whether it s possible to perform
altemative procedures to obtain sufficient
appropriate audit evidence.

When the Report is Modified...

0 When the auditor considers it necessary to express an adverse opinion or disclaim an opinion on
the financial statements as a whole,

Q The auditor’s report shall not also include an unmodified opinion with respect to the same
financial reporting framework on a single financial statement or one or more specific elements,
accounts or items of a financial statement.

Q To include such an unmodified opinion in the same reportsin these circumstances would

contradict the auditor’s adverse opinion or disclaimer of opinion on the financial statements as a
whole.

Form and Content of the Auditor’s Report
When the Opinion is Modified

When the auditor modifies
the audit opinion, the
auditor shall use the
heading

“Qualified Opinion,”
“Adverse Opinion,” or
“Disclaimer of Opinion,”
as appropriate, for the

Opinion section.

16-05-2019
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Qualified Opinion

O When the auditor expresses a qualified opinion, the auditor shall state that, in the auditor’s opinion,
except for the effects of the matter(s) described in the Basis for Qualified Opinion section

> When reporting in witha fair framework, the financial
statements present fairly, in all material respects (or give a true and fair view of) [....] in accordance
with [the applicable financial reporting framework]; or

» When reporting in witha framework, the financial statements
have been prepared, in all material respects, in accordance with the applicable financial reporting
framework.

When the modification arises from an inability to obtain sufficient appropriate audit evidence, the auditor
shall use the corresponding phrase “except for the possible effects of the matter(s)...” for the modified
opinion.

Adverse Opinion

Q When the auditor expresses an adverse opinion, the auditor shall state that, in the auditor’s opinion,
because of the significance of the matter(s) described in the Basis for Adverse Opinion section:

> When reporting in with a fair vork, the p financial statements
do not present fairly (or give a true and fair view of) [....] in accordance with [the applicable financial
reporting framework]; or

> When reporting in accordance with a compliance framework, the accompanying financial statements have
not been prepared, in all material respects, in accordance with the applicable financial reporting
framework.

Disclaimer of Opinion

0 When the auditor disclaims an opinion due to an inability to obtain sufficient appropriate audit
evidence, the auditor shall:

> State that the auditor does ot express an opinion on the accompanying financial statements;
> State that, because of the significance of the matter(s) described in the Basis for Disclaimer of
Opinion section, the auditor has not been able to obtain sufficient appropriate audit evidence to

provide a basis for an audit opinion on the financial statements; and

> Amend the statement which indicates that the financial statements have been audited, to state
that the auditor was engaged to audit the financial statements.

16-05-2019
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Basis for Opinion

O When the auditor modifies the opinion on the financial statements, the auditor shall, in addition
to the specific elements required by SA 700 (Revised):

> Amend the heading “Basis for Opinion” required by paragraph 28 of SA 700 (Revised) to
“Basis for Qualified Opinion,” “Basis for Adverse Opinion,” or “Basis for Disclaimer of
Opinion,” as appropriate; and

> Within this section, include a description of the matter giving rise to the modification.

O When the auditor expects to modify the opinion in the auditor’s report, the auditor shall
communicate with those charged with governance the circumstances that led to the expected
modification and the wording of the modification.

SA 706 (Revised)-Emphasis of Matter Paragraphs and
Other Matter Paragraphs in the Independent Auditor’s
Report

Scope Of The Standard

* When the auditor includes a Key Audit Matters (as per SA
701) section in the auditor's report, this SA addresses the

ip between key audit matt d any additional

communication in the auditor's report in accordance with this

SA.

SA 570 (Revised) establishes requirements and provides
guidance about communication in the auditor's report

relating to going concern.

16-05-2019
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Effective Date

This SA is effective for audits of financial statements for periods beginning on or after
01st April, 2018.

Objectives

For additional communication in the auditor's report when the auditor
considers it necessary to:
¥ Draw users'attention to matters presented or disclosed in the
financial statements that are of such importance that they are
fundamental to users' understanding of the financial statements
¥ Draw users'attention to any matters other than those presented or
disclosed in the financial statements that are relevant to users'
understanding of the audit, the auditor's responsibilities or the

auditor's report.

Emphasis Of Matter

The auditor shall include an

16-05-2019

Emphasis of Matter paragraph

(i - 2 Include the paragraph within a separate section of the auditor's
or disclosed in the financial report with an appropriate heading that includes the term
statements) i the auditor's report "Emphasis of Matter"
provided:
(T - -
The auditor would not Include in the paragraph a clear reference to the matter being
be required to modify emphasized and to where relevant disclosures that fully describe the
the opinion in matter can be found in the financial statements. The paragraph shall

accordancewith A refer only to information presented or disclosed in the financial

Indicate that the auditor's opinion is not modified in respect of the
The matter has not matter emphasized.
been determined to be
a key audit matteras
per SA701

20
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Other Matter Paragraph

When the auditor includes an Other Matter
paragraph in the auditor's report, the
auditor shall include the paragraph within a

The auditor shallinclude an Emphasis of

Matter paragraph (with regard to matter

ther than those that are presented or

disclosed in the financialstatements) in
the auditor's report provider

separate section with the heading "Other
Matter," or other appropriate heading.

When 5A 701 applies, the matter has not

o be a key
to be communicated in the auditor's

equiaion.
Has the auditor although presented or di the financial
and, where applicable, non-financial ian, are of such that they
reader’s understanding of the finandial and, where applicable, non-finandal information?
NO ¥Es
No “"emphasis of matter” -
ekl ) Auditor indudes an "emphasis of matter” paragraph )

Has the auditor identified any other matter that s, in the auditor's judgement, relevant to the reader’s
understanding of the financial and, where applicable, non-financial information but not appropriately
presented or disclosed?

NO YES

No "other matter” paragraph ) Auditor includes an “other matter” paragraph )

Communication with TCWG

If the auditor expects to include an Emphasis
of Matter or an Other Matter paragraph in the
auditor's report, the auditor shall communicate
with those charged with governance regarding
this expectation and the wording of this
paragraph.

21
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SA 701-Communicating Key Audit Matters in the
Independent Auditor’s Report

Introduction

On 17 May 2016, the ICAI issued Standard on Auditing (SA) 701 Communicating key audit matters in
the Independent Auditor’s Report. The most significant change to the auditor's report on the financial
statements as a result of the issuance of SA 701 is a new requirement to describe key audit matters
(KAMs) arising from the audit of the current period’s financial statements in the auditor’s report.

KAMs are matters that, in the auditor's professional judgment, were of most significance in the
audit of the financial statements of the current period. Key audit matters are selected from
matters communicated with those charged with governance. [SA 701.8]

Background

Background

+ An audit report is a culmination of an audit process and such report presently contains a simple pass/fail
opinion of the auditor on a set of financial statements.

* Therefore there has been an urgent need to enhance the auditor report, thereby making it more useful to the
users of the financial statements.

Effective date:

« Effective for periods beginning on or after April 1, 2018. Applicable to audits of complete sets of general

purpose financial statements of listed entities and circumstances when the auditor otherwise decides to
communicate key audit matters in the auditor’s report.

+ KAM is optional for unlisted entities and can be given by auditors voluntarily to promote consistency and
comparability.

22
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Applicability Of Key Audit Matters

v'SA 701 applies to audits of complete sets of general purpose financial statements

of listed entities (with securities listed in India or outside India).

v'However, entities which are in the process of listing are not covered under SA

701. They will get covered from the financial year in which they are listed.

VIt is applicable in cir when the auditor otherwise decides to

communicate Key Audit Matters (KAMs) in the auditor’s report.

It is also applicable in case the law or regulation requires an auditor to

communicate KAM in the auditor’s report.

Key Audit Matters

Expected Benefits :

» Increased Confidence in Financial Statements.

» Enhanced communication about the audit directly from the auditor

» More informative, transparent and relevant auditor’s report. =

» Enhanced discussions between auditors and TCWG.

> Improved quality of financial reporting. o

Key Audit Matters

Challenges and Opportunities :

» Describing KAMs in a succinct and understandable manner.

> Early engagement between the auditor and those charged with governance. ‘

> Additional time likely needed to finalise the auditor’s report (depending on
complexity of matters that are KAMs).

23
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Key Audit Matters

Eactors to consider in determining matters that required significant
Auditor’s attentior

» Areas of higher risk of material misstatement or significant risks identified.

> Areas including significant auditors judgement including accounting estimates
with high estimation uncertainty.

» The effect on audit of significant events or transactions during the period

Key Audit Matters (KAMs)

Communicate each KAM in the auditor’s report:

» Each KAM should include a reference to the related disclosure(s), If any
in the financial statements and should address :

) Why the matter was considered to be one of most significance in the
audit and therefore determined to be a KAM.
b) How the matter was addressed in the audit.

> If there are no KAMs identified, include a statement to that effect.

Key Steps To Perform

—Watters communicated with
those charged with governance

24



Step 1 — Identify matters communicated
with those charged with governance

v The first step in the process of identifying KAMs is to determine the matters

with th b d with governance in connection with the audit of the

current period's financial statements

¥ Shall include those that will be most meaningful to investors and other financial
statement users.

v Shall include those communicated orally or in writing throughout the entire audit or
during reviews of interim financial information, including discussions led by
management

Step 2 — For each matter identified in Step 1,
determine matters that required significant
auditor attention

The second step in the process of identifying KAMs is to determine whether the matters identified in
Step 1 require significant auditor attention.

16-05-2019

What does significant auditor attention mean?

Areas of significant auditor attention often relats to areas of complexity and significant
management judgment in the financial statements, and therefore often invalve difficult or
complex auditor judgments, In turn, this often affects the auditor’s overall audit stratagy, the
allocation of rescurces and extent of audit effort in relation to such matters.

These effects may Include, for example, the extent of involvement of senior personnel on the
audit engagement or the involvement of an auditor's expert of individuals with expertise in a
specialised area of accounting or auditing to address these areas. [SA 701.414]

Step 3 — For each matter identified in Step 2,
determine matters that were of most

significance in the audit of the financial statements
in the current period

The concept of matters of most significance s applicable In the context of the entity and the audit
that was performed. As such, the auditor’s determination and communication of key audit
matters is intended to identify matters specific to the audit and to invalve making a judgment
about their importance relative to other matters in the audit. [SA 701.428]

The number of key audit matters to be included in the auditer’s report may be affected by the
size and complexity of the entity, the nature of its Business and environment, and the facts and
circumstances of the audit engagement. In general, the greater the number of matters initially
determined to be key audit matters, the more the auditor may need to reconsider whether each
of these matters meets the definition of a key audit matter. Lengthy lists of key audit matters
may be contrary to the nation of such matters being those of most significance In the audit.
[SA 701.A30]
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Step 4 — Document whether or not each matter
identified in Step 3 was determined to be a
KAM and the basis for such determination

Paragraph 8 of SA 230 requires the auditor to prepare audit documentation that Is sufficient to
enable an experienced auditor, having no previous connection with the audit, to understand,
amang other things, significant professional judgments.
In the context of key audit matters, these professional judgments include the determination,
m the matters communicated with those charged with governance, of the matters that

required significant auditor attention, as well as whether or not each of those matters Is a key
audit matter. [SA 701.464)

Step 5 — Communicate each KAM in the
auditor's report

The final step in the process is to communicate each KAM in the auditor's report or, if there are no KAMs
identified, include a statement in the auditor's report to that effect.

Each KAM description should include a reference to the related disclosure(s), if any, in the financial
statements and should address:

¥ Why the matter was considered to be one of most significance in the audit and therefore determined to
be a KAM:

¥ How the matter was addressed in the audit.

o e o - Audit documentation:

54 701 documentation requirements:

The auditer should inglude in the audit documentation:
attention

{b) Where applicable. the rationale for the auditor's determination
ey audit matters & v
s repart or that the sndy key auit matters 1o
te are therse matters that give rése (o a modified
8

61 Where applicable, the rationale for the auditors determination
commu i atter determined

16-05-2019

26



ustrative Example: ey s
Ky st e are. e ma

Do Note:

Communicating KAMs in auditors report is not:

+ a substitute for disclosure in financial
statements

a substitute for auditor expressing a modified
opinion when required

a substitute for reporting in accordance with

SA 570 (Revised) when a material
uncertainty exists

a substitute for EOM and Other Matters

* W 1ESIE TE ENECIVENESS O COMTON INCUng: paragraph
hose neaned o me catcn,

a separate opinion on individual matters

. e manage ments amsumptions o

e~
FAepartins i vas emvales

Presentation Of KAM

Q KAM should be presented as a separate section after the basis for opinion section of an auditor’s

report.

Q In case KAMs identified relates to a modification, a statement to this effect is to be included
under the KAM heading.

Q In case, ‘material uncertainty relating to going concern’ section is required as per revised SA 570,

then KAM section is placed after that section.

Q Based on the auditor’s judgement as to the relative significance of the information included in the
EOM paragraph, an EOM paragraph may be presented cither directly before or after the KAMs

section.

Types of KAMs not to be reported

0 Under the following circumstances, a matter determined to be a KAM is not required to be communicated in
the auditor’s report:
a. Law or regulation precludes public disclosure about the matter.
b. The auditor determines that the matter should not be communicated in the auditor’s report because the
adverse consequences of doing so would reasonably be expected to outweigh the public interest benefits of
such communication. (This will not be applicable if the entity has publicly disclosed information about the

matter.)
Q1n such a case, a written ion from and when i th harged with
governance, could be obtained as to why public disclosure about the matter is not appropriate, including
s view about the signi of the ad that may arise as a result of such
communication.

Q Apart from the above, there could be very limited situations (such as listed entity with very limited
operations) where there are no KAMs to be communicated. However, in such a case also, KAM section will
be given in the auditor’s report.

16-05-2019
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