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THE NEW
AUDITOR’S REPORT

Challenges are being faced
in the implementation of the
new auditor’s report. Here
are some tips gleaned from
auditors’ initial experiences

T

he most prominent change
in the auditor’s report
under the new and revised
auditor reporting standards is
the communication of key audit
matters (KAM), which provides
PRUHHQWLW\VSHFLÀFDQGDXGLW
VSHFLÀFLQIRUPDWLRQWRWKHXVHUVRI
WKHDXGLWHGÀQDQFLDOVWDWHPHQWV
about the audit that has been
SHUIRUPHG:HREWDLQHGLQSXW
from some auditors on their
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initial experiences regarding the
LGHQWLÀFDWLRQDQGFRPPXQLFDWLRQ
RI.$0
BACKGROUND TO KAM
,QWHUPVRI,6$
Communicating Key Audit Matters
in the Independent Auditor’s
Report, KAM are:
• Matters that, in the auditor’s
professional judgement, are of
PRVWVLJQLÀFDQFHLQWKHDXGLWRI
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WKHÀQDQFLDOVWDWHPHQWVRIWKH
FXUUHQWSHULRG
In determining KAM, the auditor
is required:
• From the matters that were
communicated with those
charged with governance
(TCWG), to determine
those matters that required
VLJQLÀFDQWDXGLWRUDWWHQWLRQLQ
SHUIRUPLQJWKHDXGLW
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In identifying those matters that
UHTXLUHGVLJQLÀFDQWDXGLWRUDWLRQWKH
auditor takes into account the
following:
• Areas of higher assessed risk
of material misstatement or
VLJQLÀFDQWULVN
• $UHDVWKDWLQYROYHGVLJQLÀFDQW
management judgement, and
• The effect on the audit
RIVLJQLÀFDQWHYHQWVRU
transactions that occurred
during the period
)RUHDFKLGHQWLÀHG.$0WKHDXGLWRU
is required to:
• Describe why the matter was
considered to be one of most
VLJQLÀFDQFH
• Describe how the matter was
addressed in the audit, and
• Refer to the related disclosure, if
DQ\LQWKHÀQDQFLDOVWDWHPHQWV6
or
• In certain limited circumstances,
if there are no KAM to
communicate, include a
statement to that effect7
DIFFICULTY IN
COMMUNICATING KAM
6RPHDXGLWRUVH[SHULHQFHGGLIÀFXOW\
in communicating KAM in certain
DUHDV+HUHDUHVRPHRIWKHLU
H[SHULHQFHV
Describing precisely what the
issue is
$XGLWRUVÀQGLWGLIÀFXOWWRGHVFULEH
why a particular matter was of
PRVWVLJQLÀFDQFHLQWKHDXGLW,WLV
IXUWKHUGLIÀFXOWWRGHVFULEHWKHLVVXH
to readers who have no background
information about the audit and to
write it in non-technical terms or
terms that are unambiguous and do
QRWKDYHXQLQWHQGHGPHDQLQJV
,WLVVRPHWLPHVDOVRGLIÀFXOW DQG
time consuming) to engage with
management and those charged
with governance (TCWG) in order
to reach common ground on which

54

AUGUST 2017

30 MIN CPD | ANALYSIS



PDWWHUVZHUHRIPRVWVLJQLÀFDQFH
DQGWKHUHIRUH.$0
Describing the procedures
SHUIRUPHG
The auditor is not necessarily
required to describe actual
procedures performed but rather
how the matter was addressed in
WKHDXGLW$VH[SODLQHGDERYHLWLV
GLIÀFXOWWRGHVFULEHWKLVLQDVLPSOH
and concise manner that will be
understood by the general user of the
ÀQDQFLDOVWDWHPHQWVWKDWGRHVQRW
have the background information of
WKHDXGLW
Reference to disclosures
Some matters that required
VLJQLÀFDQWDXGLWRUDWWHQWLRQZHUH
not required to be disclosed in
accordance with International
Financial Reporting Standards
(IFRS) and therefore were not
GLVFORVHGE\PDQDJHPHQW,QWKHVH
instances, the auditor requested
management to include additional
GLVFORVXUHLQWKHÀQDQFLDOVWDWHPHQWV
WRHQKDQFHWUDQVSDUHQF\
In most cases, management
LQFOXGHGWKHDGGLWLRQDOGLVFORVXUH
It is interesting to note that
although the additional disclosure
is not required in terms of IFRS
if management do not expand the
ÀQDQFLDOVWDWHPHQWVZLWKVXFK
disclosures, it could result in a basis
IRUPRGLÀHGRSLQLRQLIWKHDXGLWRU
believes that the omission represents
a material misstatement of the
ÀQDQFLDOVWDWHPHQWV
Making KAM applicable to the
current period
In preparation for the
implementation of the new and
revised auditor reporting standards,
DQXPEHURIDXGLWÀUPVXQGHUWRRN
so-called dry-run sessions where an
illustrative auditor’s report based on
the new and revised requirements
ZDVSUHSDUHGEXWQRWLVVXHG
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Auditors that were part of these dry
runs showed concern about repeating
KAM in the subsequent reporting
periods – that is how does the auditor
continue to provide transparent
information that is useful and
UHOHYDQWWRWKHXVHUVRIWKHÀQDQFLDO
statements when the same matters
DUHDJDLQLGHQWLÀHGDV.$0 ZKLFK
is likely in the context that there
PD\EHQRVLJQLÀFDQWFKDQJHVLQWKH
entity’s environment and business
IURPRQH\HDUWRWKHQH[W 
KAM in subsequent periods
will also depend on the auditor’s
SURFHGXUHVWRDGGUHVVWKHLGHQWLÀHG
PDWWHUVLQWKRVHSHULRGV7KHZRUN
effort in subsequent years could
result in a different description of
WKH.$0
These concerns and how the
auditor deals with them will become
prevalent in the second reporting
period after the effective date of the
new and revised auditor reporting
requirements when KAM are
FRQVLGHUHGIRUWKHVHFRQGWLPH,W
would be interesting to observe the
WUHQGVWKDWZLOOWKHQHPHUJH
5HSRUWLQJRI.$0LVWLPH
FRQVXPLQJ
More time is required of all parties
LQYROYHGLQWKHÀQDQFLDOUHSRUWLQJ
SURFHVVRQIXOÀOOLQJWKHUHTXLUHPHQWV
UHODWLQJWRWKHGLVFORVXUHRI.$0
+RZHYHULQJHQHUDOWKHUHLV
recognition and acceptance of the
positive behaviour and message
that are achieved through the
FRPPXQLFDWLRQRI.$0
1RLGHQWLÀHG.$0
It was initially thought that this
would be rare, but there were a
number of instances where the
auditor did not identify a KAM;
particularly for smaller listed
entities and where reporting of KAM
ZDVUHTXHVWHGE\UHJXODWRUV
An additional concern noted
relates to the inclusion of a

matter as a KAM that does not
QHFHVVDULO\PHHWWKHGHÀQLWLRQEXW
is communicated for completeness
sake; that is, communicating a
matter so that the KAM section of
the auditor’s report contains at least
RQH.$07KLVDSSURDFKKDVWKH
potential negative consequence of
highlighting a matter to the users
RIWKHÀQDQFLDOVWDWHPHQWVWKDWLV
not necessary and that is also not
aligned with their own expectations
in this regard, creating concerns
or giving rise to questions among
users when a matter is given more
prominence than necessary in the
FLUFXPVWDQFHV
Consolidated versus separate
ÀQDQFLDOVWDWHPHQWV
Questions arose around KAM that
ZHUHLGHQWLÀHGLQGLIIHUHQWHQWLWLHV
forming part of a group and how
WKHVHDIIHFWWKHVSHFLÀFHQWLW\
being reported on, or the auditor’s
UHSRUWRIWKHJURXS7KLVPDWWHU
KDVEHHQDGGUHVVHGLQWKH,$$6%
staff publication Auditor Reporting:
Frequently Asked Questions
1RYHPEHU 
To make a determination if the
KAM should be communicated in
the auditor’s report of the separate,
FRQVROLGDWHGRUERWKÀQDQFLDO
statements, the auditor should
consider:
 :KHWKHUWKHVHSDUDWHÀQDQFLDO
statements is regarded as a
complete set of general purpose
ÀQDQFLDOVWDWHPHQWVLQWHUPV
RIWKHDSSOLFDEOHÀQDQFLDO
reporting framework and, if so,
• Consider KAM in respect of the
VHSDUDWHÀQDQFLDOVWDWHPHQWV
DQGWKHFRQVROLGDWHGÀQDQFLDO
statements
KAM could be applicable to both
ÀQDQFLDOVWDWHPHQWVEXWWKH
description thereof should be
tailored to each respective audit, as
PD\EHDSSOLFDEOH

SOME PRACTICAL TIPS
When to consider
It may be advantageous to develop
a preliminary view at the planning
stage of which matters are likely
to be KAM and communicate these
to the audit committee at the
LQLWLDOSODQQLQJPHHWLQJ+RZHYHU
WKHÀQDOGHWHUPLQDWLRQRI.$0
is based on the results of the
audit and as such the assessment
of what matters are KAM may
FKDQJHWKURXJKRXWWKHDXGLW
The auditor may therefore have
further discussions about KAM
with the audit committee when
FRPPXQLFDWLQJDXGLWÀQGLQJV
7KHDXGLWRUPD\ÀQGLWXVHIXOWR
provide the audit committee with
draft KAM at the planning stage of
the audit to focus their minds from
WKHYHU\VWDUWRIWKHSURFHVV7KLV
also prepares for easier discussions
at the end of the audit when the
timing is tight, and it can also help
initiate discussions on things that
PD\KDYHFKDQJHGGXULQJWKHDXGLW
In summary, it acts as a valuable
tool to assist the audit committee’s
XQGHUVWDQGLQJ
Order of KAM
There is no requirement for a
VSHFLÀFRUGHULQJRI.$07KH\PD\
be organised in order of relative
importance, based on the auditor’s
judgement, or may correspond
to the order in which matters
DUHGLVFORVHGLQWKHÀQDQFLDO
VWDWHPHQWV
No related disclosures
7KHDXGLWRUPD\ÀQGWKDWD
matter to which a KAM relates
LVQRWGLVFORVHGLQWKHÀQDQFLDO
VWDWHPHQWV7KDWLVDFFHSWDEOH
because the description of a
KAM only needs to include a
reference to a related disclosure if
WKHUHLVRQH%\ZD\RIH[DPSOH
applicable accounting standards
may not require the disclosure
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of the implementation of a new
IT system in the notes to the
ÀQDQFLDOVWDWHPHQWV$VDJHQHUDO
rule, KAM would not provide
original information, which is
any information about the entity
that has not otherwise been made
SXEOLFO\DYDLODEOHE\WKHHQWLW\
Rather than providing original
information, management or
TCWG should be encouraged to
disclose the necessary additional
LQIRUPDWLRQLQWKHÀQDQFLDO
statements or elsewhere in the
annual report; however, it is
acknowledged that there may
be situations where this is not
SUDFWLFDEOH
CONCLUSION
The communication of KAM will
HYROYHRYHUWLPH²WKHÀUVWIHZ
reporting periods will have a
VWHHSOHDUQLQJFXUYH,IHYHU\RQH
LQYROYHGLQWKHÀQDQFLDOUHSRUWLQJ
supply chain embrace these new
requirements, we are sure to see
the realisation of the intended
objectives of the new and revised
auditor reporting requirements,
including a more informative
auditor’s report that provides
transparent information about the
audit that has been performed and
that ultimately contributes to the
continued relevance and value of
WKHH[WHUQDODXGLW
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