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KAMs
Introduction and UK background

Enhanced audit reports are now standard practice in the UK - applied
since September 2013 year ends

UK introduced early but the key requirements are similar to ISA 701

Required to report: those assessed risks of material misstatement that
were identified by the auditor and which had the greatest effect on: the
overall audit strategy; the allocation of resources in the audit; and
directing the efforts of the engagement team

Matching requirement in the Code for audit committees to report in the
annual report on the “significant issues that the committee considered in
relation to the financial statements, and how these issues were addressed”
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KAMs
Drafting

Need to involve
partners, other senior
members of the
engagement team and
specialists in drafting

Consider interaction
with audit committee
disclosures and critical
judgements disclosed in
the financial statements

No need to include all
significant risks - eg
management override
of controls, revenue
recognition

Make risks more
granular - could the
entity / sector be
identified if didn't know
the name?

Can combine significant
risks together

Responses to risks need
to be compelling - do
they indicate enough
challenge of the key

judgements?

Typically 3, 4 or 5 KAMs in the audit report.
Carrying value of goodwill/intangibles and revenue most common KAMs
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Company transition
Early engagement is critical

Need to educate companies about the new requirements — will be a significant
change for them

Audit committees need to consider how they will respond to auditors reporting
on key audit matters

They also need to consider whether changes are needed in the financial
statements - eg in the critical judgements/accounting estimates note

Recommend to share a draft report with them based on the prior year audit so
they can understand the types of matters which might be included in the
report
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Inclusion of findings
UK practice

All of the 4 largest firms typically include findings in audit reports

Level of detail in the findings varies

EU regulation will require for periods commencing on or after 17 June 2016
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Engaging stakeholders
Other observations

Explaining changes in KAMs from one period to another

Discuss why the auditor raised a risk that was not in the audit committee report
and vice versa

Show innovation that goes further than the minimum requirements in auditing
standards in order to provide insight and relevance to users

Include narrative that is innovative in communicating detail to investors

Include KAMs in the company’s preliminary announcement

-
g

FEBRE &L D*IEE
ZTofth, BESNTNSFEE

KAM®DEITHA A 5 DE L % 5REA

EEZRSOHESICEB S TOVEVSNEERESICRESATLE YRS, RIZ
EEREECRBESATOVEVAEEZRESOBEEICREHMSATLEIIRV(DOLVTD
SR

FRAEICHT HFEE BRESIEORED O,
EEEREDERFRZBAM/ R— 3 VIOV TEHA

RERICHLTHMIZOI 2 =7—2a VETS5RIC, EFNLGHRAVRRASEND,

SR DRFEERIZHT HSKAMDBEFTI S,




Quality control
Delivering high quality, consistent reporting

Deloitte UK introduced a panel to review all enhanced auditor reports

Panel also shared best practices and kept teams updated on
developments

UK regulators consider as part of their external reviews, which
identified:

Need to take care with the precision of the response - eg specifically
describing
areas of specialist involvement, being clear about whether work done at all

components

Need to check that the audit report agrees to other audit documentation,
eg the audit file, the report to those charged with governance
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