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l. Auditor Reporting







Why Change the Auditor’s Report Now?

* Foundation for the future of global auditor reporting
and improved auditor communications

 Essential to the continued relevance of the audit
profession globally

— Audit opinion is valued, but could be more
informative

— Users want more relevant and decision-useful
information about the entity and the financial
statement audit
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Expected Benefits of the New Auditor’s Report

* Enhanced communicative value to users

* More robust interactions and communication among
users, auditors and those charged with governance
(TCWG)

 Increased attention by management and TCWG to the
disclosures referred to in the KAM section of the
auditor’s report

* Increased professional skepticism in areas where KAM
are identified

 Increased audit quality or users’ perception of audit
quality
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New and Revised Auditor Reporting Standards
Key Features

Audit Opinion — Required to be presented first

Key Audit Matters — Required for listed entities

Going Concern — Additional focus

Other Information — New section

Responsibilities — In the audit; Independence and ethical
obligations; Engagement partner (listed entities)

Auditor Report
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New and Revised Auditor Reporting Standards

Overarching Standard for Auditor Reporting — ISA 700 (Revised)

Enhanced :
Modifications auditor New auditor

to auditor’s reporting repz:t;:? on
ini lated t i
opinions related to going oot

ISA 705 concern ISA 720

: ISA 57
(Revised) (R’Seviieg) (Revised)

New Key
Audit Matters

section
ISA 701

Revisions to ISAs 260 and 706 as a result of ISA 701, and related
conforming amendments to ISAs 210, 220, 230, 510, 540, 600, 710
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What Are KAM?

KAM are defined as those matters that, in the
auditor’s professional judgment, were of
most significance in the audit of the financial
statements of the current period

KAM are selected from matters
communicated with TCWG




BB LDFELGEIR(KAM)E(E?

ERELFOFTELEFEE(KAM) . ZSE5EZF2ED
M EHERETICAPLVTEEREADEBENEMNR
ELTOFHIMICE > THRILEETHAEHIFI =N
FEIBEEZRIND,

KAMIZ, BEE AN RAEEE(TCWG)IZS
=3 EToFEEMEIRSNS,
ﬂggégggggggggﬂﬁgmggﬁj&boﬁﬂééffméﬁ StiEDHRES

RETZEIRIC, BEEAANAZI 27— a3 VT MAEEEORRIE. EEKRELL
FEEER. BEEFZEINEAEEZARZEAEL. EERF] LEBHNTLS,

lu
L

I:\:XSB i Page 16




Which Auditor’s Reports Will Include a KAM Section?

« KAM is required to be communicated in the
auditor’'s report for audits of financial statements
of listed entities in accordance with new ISA 701
— Law or regulation may require KAM for audits of

entities other than listed entities (e.g., “public interest
entities”, or public sector entities)

— Auditors may voluntarily, or at the request of
management or TCWG, communicate KAM in the
auditor’s report for entities other than listed entities

I:\:XSB i Page 17
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Are KAM Always Communicated in the Auditor’s Report?

« Auditor is required to include each KAM unless
— Law or regulation precludes disclosure

— In extremely rare circumstances, the auditor determines
that the matter should not be communicated

= Adverse consequences of communicating the KAM
would reasonably be expected to outweigh the public
interest benefits of such communication

 KAM is prohibited for a disclaimer of opinion, but
required for a qualified or adverse opinion

* |n certain limited circumstances, there may be no
KAM to be communicated
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The Decision-Making Framework for KAM

Matters of most
significance

n e — Key Audit
I Matters

TAASB | S
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Initial Step in Determining KAM

Matters that required
significant auditor attention

The auditor will always consider

» Areas of higher assessed risks of material
misstatements or significant risks (i.e., risks requiring
special audit consideration)

 Significant auditor judgments relating to areas of
significant management judgment (e.g., complex
accounting estimates)

« Effect on the audit of significant events or transactions
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Determination of Matters of Most Significance in the

Audit - KAM

Matters of most significance
in the audit

KAM is determined by the auditor’'s consideration of the

Nature and extent of communication with TCWG

Importance to intended users’ understanding of the f/s

Nature and extent of audit effort needed to address

Nature of the underlying accounting policy, its complexity or subjectivity

Nature and materiality, quantitatively or qualitatively, of corrected and
accumulated uncorrected misstatements due to fraud or error (if any)

Severity of any control deficiencies identified relevant to the matter (if any)

Nature and severity of difficulties in applying audit procedures, evaluating
the results of those procedures, and obtaining relevant/reliable evidence
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KAM — What Is Included in the Description?

* The description always includes
— Why the matter was considered to be a KAM
— How the matter was addressed in the audit
— Reference to the related disclosure(s), if any

* The description of how the matter was addressed in
the audit may include

— Aspects of the auditor’s response or approach
— Brief overview of procedures performed
— Indication of the outcome of the auditor’s procedures

— Key observations with respect to the matter
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Considerations in Describing KAM

« KAM should be entity-specific and avoid
standardized or overly technical language

» Description of a KAM should not

— Imply that the matter has not been appropriately
resolved by the auditor in forming the opinion on the
financial statements

— Contain or imply discrete opinions on separate
elements of the financial statements (a “piecemeal
opinion”)

* Purpose of KAM is not aimed at providing original
information
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Enhanced Auditor Reporting on GC

* Changes to ISAs and the auditor's report to focus
more on GC

— Explicit description of the respective responsibilities
of management and the auditor in all auditor’'s
reports

— Separate GC section required when material
uncertainty exists, with a heading "Material
Uncertainty Related to Going Concern”

— New requirement to challenge adequacy of
disclosures for GC “close calls”
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Other Changes to the Auditor’s Report

 Auditor’s opinion required to be presented first

* Required Basis for Opinion section for unmodified
opinions

« Statement about independence and other ethical
responsibilities

« Naming of the engagement partner (listed entities only)

* Enhanced description of auditor responsibilities and key
features of the audit

* Required identification section when TCWG are
separate from management
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Il. Framework for Audit Quality
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Framework for Audit Quality (IAASB, 2014)

Key Elements
\nteractiong
* Inputs 0
cr\:::ﬁed Regulators

* Process

Quality
* Qutputs
* Interactions

Contextual Factors
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Framework for Audit Quality

Audit Quality Interactions

Primary responsibility for
performing quality audits
rests with auditors, but ...

Each stakeholder plays an
important role supporting
high-quality financial
reporting

Regulators

Audit quality is best
achieved in an environment
where there is support from
other participants in the
financial reporting supply
chain

Increased interaction is
promoted in the Framework
for Audit Quality

IAASB |

Management

External Those Charged
Auditors with Governance
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Framework for Audit Quality

“Audit quality is no longer just the responsibility of auditors.
In the past there used to be a divide between management,
internal audit, external audit and audit committees. But
there’s more recognition that all these parties contribute
towards audit quality and have to work together.”

Bernard Agulhas, CEO of IRBA

« This includes other key stakeholder groups, such as
iInvestors and regulators
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lll. IAASB Work Plan — Enhancing Audit Quality
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Enhancing Audit Quality

« Clarified ISAs and ISQC 1 serve fundamental role in underpinning
audit quality, and need to evolve in response to

— Changes in business environment
— Firm’s business models (structures; organization of audits)

— ISA Implementation Monitoring findings and other feedback on
current practices

— Audit inspection findings
— Outreach and other interactions (regulators; NSS; GPPC/FoF;

Users/Investors; TCWG)
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Priority Projects

i

Enhancing Audit Quality

with a Clear Public Interest Perspective

Page 47




BELTIOOTHM

Page 48




Development of combined ITC and discussions with Board and
CAG (including on individual projects) — July—Dec 2015

Issuance of ITC — Dec 2015; Comment period of 150 days ending
May 2016; outreach events held while ITC is out for comment and
possibly after

Comment analysis and discussion — May 2016—Sept 2016

Approval of project proposals (Quality Control and Group Audits),
and decision on IAASB way forward re: Professional Skepticism —
Sept 2016

Development of Exposure Drafts (QC and GA) — Sept 2016—mid-
2017

Financial Institutions — way forward discussed by IAASB in Sept
2015
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Enhancing Audit Quality—Areas to Be Explored (1)

* Role of the firm in audit quality, both at the engagement and
firm levels
— “Tone at the top”
— Monitoring of firm’s quality control policies and procedures

= What could be done to improve how firms remediate inspection findings?

= Other monitoring activities required in particular audits (e.g., financial
institutions, listed entities, etc.)?

— Firm governance, including perceived threats to audit quality

= Opportunities to strengthen the standards to address values, ethics and
attitudes at the firm level?

» Transparency reporting
= Reliance on a network’s policies and procedures

T*\ r\ SB i Page 51
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Enhancing Audit Quality—Areas to Be Explored (2)

* Roles and responsibilities of engagement partner as the
person taking responsibility for the overall quality of the
audit

— Knowledge, skills, experience and time
— Direction, supervision and performance of the audit engagement,
including when others are involved in the audit

« Engagement quality control reviews (EQCRs) /
engagement quality control reviewers and their role in
audit quality

— What steps may be necessary to enhance selection of reviewers,
and the nature, timing, and extent of EQCRs?

— When should EQCRs be required?

— Separate standard?
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Enhancing Audit Quality—Areas to Be Explored (3)

* Involvement of others in performing or supporting the audit
engagement, including effects on audit quality
— What enhancements may be needed to strengthen or supplement

the existing ISAs, including ISA 220 (quality control), ISA 600 (group
audits), ISA 620 (experts) and ISA 540 (estimates)?

— Planning / executing group audits

= Group auditor’s involvement in work of component auditors, including
reviewing and evaluating their work

= Communications with component auditors
= Component materiality
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Enhancing Audit Quality—Areas to Be Explored (4)

* |Involvement of others cont)

— Do ISAs sufficiently address way in which audits conducted in a
global business environment, including the various audit delivery
models used to perform audits or the need for specialists or
experts in particular areas?

« Obtaining sufficient appropriate audit evidence and
documenting conclusions to support the opinion on the

financial statements

 Financial Institutions:
— Audit implications of IFRS 9

— Other work streams: relationship between supervisors and
auditors; insurance contracts; other audit considerations relevant
to banks
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Professional Skepticism

 Qutreach conducted to date identified issues with

— The level and consistency of application of professional
skepticism and professional judgment in audits

— Documentation of the auditor’s considerations

* IAASB undertaking joint work with other SSBs to evaluate
what can be done to enhance professional skepticism

— An important component of all projects, rather than a separate
exercise

— Relationship with professional judgment and auditor’s work re:
fraud

— Manner in which requirements are drafted within the ISAs
— Recognition of the effect of culture and individual biases
— Consider actions already undertaken at the national level
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Key Public Interest Areas to Address (1)

* Audit Leadership in the Public Interest
* Transparency and Observability of the Audit
* Independent, Challenging, Skeptical

* Proactive Quality Management Approach
(resulting in new ISQC 1)

* Fit with Audit Delivery Models and Business
Environment

* Fit for Complexity (Fls, Groups)
« Communication, Interactions, Documentation
 Networks, Firms, Remediation Processes

—
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Key Public Interest Areas to Address (2)

* The ISAs need to better address increasing
complexity and new technologies in the business
and audit environment, and deliver against the
public’s heightening expectations of quality

* The profile of tomorrow’s auditor is a critical
challenge, supported by a regime focused on
public interest and quality management, and well
observable for stakeholders
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Further Preparing for the Future

* Work on other topics to commence in 2015
— Information-gathering in relation to ISA 315 (Revised)
(risk assessment)
* Research and liaison initiatives
— Going concern

— Continued liaison with IASB on disclosures and
materiality

— |IAAER and ICAS-sponsored Call for Proposals
* Innovation Working Group
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Innovation Working Group

* Monitoring of identified and emerging
developments in audit, assurance and related
services Iin order to provide recommendations to
IAASB on topics to be pursued
— Corporate governance
— Cyber security

« Two separate Working Groups established to
focus on

— Integrated Reporting
— Data Analytics/Effect of Technology on the Audit
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