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A New Chapter in Auditor Reporting

• In response, the International Auditing and Assurance Standards Board
(IAASB) issued the suite of new and revised auditor reporting standards in
January 2015

• ISCA has adopted and issued the new and revised auditor reporting
standards in Singapore on 30 July 2015
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In this age of ever-
increasing complexity in 
and demands on financial 
reporting, isn’t it time to 
challenge the longstanding 
“boilerplate” auditor’s 
report? 

It is time for a new chapter 
in auditor reporting.

The new auditor’s report is 
designed to provide more 
informative and transparent 
reporting of the audit and 
its results.

Auditor reporting initiatives 
around the world were 
largely prompted by the 
global financial crisis.

The “pass/fail” opinion is 
valued but the auditor’s 
report should convey more, 
according to investors and 
other stakeholders.
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Effective Date
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Periods ending on or 
after 15 December 2016

Early adoption is allowed
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An Overview of the 
Changes
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Enhancements to the Auditor’s Report
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All Entities
• Opinion first, followed by Basis for 

Opinion
• Affirmative statement of 

independence and fulfillment of 
relevant ethical responsibilities

• Going concern
• Description of management and 

auditor responsibilities
• Separate dedicated section to 

material uncertainty, when exists
• Identification of TCWG within 

management responsibilities section
• Expanded description of auditor 

responsibilities, including key 
features of an audit

Listed Entities
• New section addressing KAM
• Disclosure of the name of the 

engagement partner
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Key Audit Matters (KAM)
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Most Significant Change – Public Sharing of Matters that Auditors 
Discussed with Audit Committee

Requires careful 
navigation by 
management, audit 
committees and auditors

Auditor’s report will
include entity-specific
key audit matters

Investors, analysts,
regulators and others will
be interested in the
auditor’s report
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KAM: Decision-Making Framework

KAM: 
Matters 
of most 

significance 
in the audit

Matters communicated 
with TCWG

Matters requiring 
significant auditor 

attention

Always consider:
► Higher assessed risks and 

significant risks
► Areas of significant management 

judgement and estimation 
uncertainty

► Significant transactions or events

Description of each KAM in the 
auditor’s report required to include:
► Why the matter was considered to 

be one of most significance in the 
audit

► How the matter was addressed in 
the audit

► Reference to the related 
disclosure(s)
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Illustrative KAM
Goodwill
[Why a matter was determined to be a KAM]
Under FRSs, the Group is required to annually test the amount of goodwill for impairment. This annual 
impairment test was significant to our audit because the balance of XX as of 31 December 20X6 is material 
to the financial statements. In addition, management’s assessment process is complex and highly 
judgmental and is based on assumptions, specifically [describe certain assumptions], which are affected by 
expected future market or economic conditions, particularly those in [name of country or geographic area].

[How a KAM was addressed in the audit]

Our audit procedures included, among others, using a valuation expert to assist us in evaluating the 
assumptions and methodologies used by the Group, in particular those relating to the forecasted revenue 
growth and profit margins for [name of business line]. We also focused on the adequacy of the Group’s 
disclosures about those assumptions to which the outcome of the impairment test is most sensitive, that is, 
those that have the most significant effect on the determination of the recoverable amount of goodwill.

[Refer to the related disclosures]

The Company’s disclosures about goodwill are included in Note X, which specifically explains that small 
changes in the key assumptions used could give rise to an impairment of the goodwill balance in the future.
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Illustrative KAM
Revenue Recognition

[Why a matter was determined to be a KAM]
The amount of revenue and profit recognized in the year on the sale of [name of product] and aftermarket 
services is dependent on the appropriate assessment of whether or not each long-term aftermarket 
contract for services is linked to or separate from the contract for sale of [name of product]. As the 
commercial arrangements can be complex, significant judgment is applied in selecting the accounting 
basis in each case. In our view, revenue recognition is significant to our audit as the Group might 
inappropriately account for sales of [name of product] and long-term service agreements as a single 
arrangement for accounting purposes and this would usually lead to revenue and profit being recognized 
too early because the margin in the long-term service agreement is usually higher than the margin in the 
[name of product] sale agreement.
[How a KAM was addressed in the audit]
Our audit procedures to address the risk of material misstatement relating to revenue recognition, which 
was considered to be a significant risk, included:
• Testing of controls, assisted by our own IT specialists, including, among others, those over: input of 

individual advertising campaigns’ terms and pricing; comparison of those terms and pricing data 
against the related overarching contracts with advertising agencies; and linkage to viewer data; and

• Detailed analysis of revenue and the timing of its recognition based on expectations derived from our 
industry knowledge and external market data, following up variances from our expectations.

[Refer to the related disclosures]
The Company’s disclosures on revenue recognition are included in Note X.
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Going Concern
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Additional statements describing both 
management’s and auditor’s 
responsibilities with respect to the use 
of the GC basis of accounting and the 
identification of MU

GOING 

CONCERN 

No change in the way auditor obtains 
audit evidence, evaluates and 
concludes on appropriateness of 
management’s use of the GC basis of 
accounting and the existence of MU 
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Going Concern 
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Use of GC Basis of Accounting 
Appropriate but MU Exists

Current

• Disclosures in FS are adequate

• EOM

• Inadequate/No Disclosures

• Qualified/Adverse Opinion

Enhanced

• Disclosures in FS are adequate

• Separate section 
“Material Uncertainty Related 
to Going Concern”

• Inadequate/No Disclosures

• Qualified/Adverse Opinion
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Going Concern 
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New Requirement to Evaluate Adequacy of 
Disclosures in “Close Call” Situations 

Example of close call situation

Events that cast 
significant doubt on 

entity’s ability to 
continue as a GC

Management’s 
consideration of relevant 

information, including 
feasibility and 

effectiveness of any 
planned mitigation

Conclusion

Loss of a 
major 

customer

A number of 
confirmed 

orders from 
other 

customers

Management 
concludes no MU 
exists that require 
GC disclosure under 
FRS 1

Auditor agrees no 
MU based on audit 
evidence obtained

Management’s 
judgement involved

Auditor needs to evaluate adequacy of disclosures  in FS (the judgements 
made by management in concluding that there is no MU in close call 

situations)

Presenter
Presentation Notes
SSA 570 (Revised), paragraph 20If events or conditions have been identified that may cast significant doubt on the entity’s ability to continue as a going concern but, based on the audit evidence obtained the auditor concludes that no material uncertainty exists, the auditor shall evaluate whether, in view of the requirements of the applicable financial reporting framework, the financial statements provide adequate disclosures about these events or conditionsFRS 1, Presentation of Financial Statements, Paragraph 122An entity shall disclose, in the summary of significant accounting policies or other notes, the judgements, apart from those involving estimations, that management has made in the process of applying the entity’s accounting policies and that have the most significant effect on the amounts recognised in the financial statements.Paragraph 122 of FRS 1 would apply to the judgements made by management in concluding that there is no MU related to events or conditions that may cast significant doubt upon the entity’s ability to continue as a GC.Auditor needs to evaluate adequacy of disclosures made by management in the financial statements.
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Other Jurisdictions
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An Overview of Other Jurisdictions
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• UK – new reporting regime shares similar features with the IAASB
standards, effective since Q4 2013

• Netherlands – enhanced auditor’s reports introduced for Dec 2014
year ends for audits of public interest entities

• Other countries in this region
- Australia, Malaysia, Hong Kong have adopted the IAASB

standards
- Several companies in Australia have issued the enhanced

auditor’s report

Presenter
Presentation Notes
ISA(UK and Ireland) 700, The Independent Auditor’s Report on Financial Statements issued by the UK Financial Reporting Council, which is effective for audits of financial statements for periods commencing on or after 1 October 2012, requires auditors of entities that report on application of the UK Corporate Governance Code to: - Describe the assessed risks of material misstatements 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; - Provide an explanation of how the auditor applied the concept of materiality in planning and performing the audit. Such explanation shall specify the threshold used by the auditor as being materiality for the financial statements as a whole; and - Provide an overview of the scope of the audit, including an explanation of how such scope addressed the assessed risks of material misstatement disclosed in accordance with (a) and was influenced by the auditor’s application of materiality disclosed in accordance with (b).
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The UK Experience
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• Implementation in UK successful and well-embraced by various
stakeholders

• Most valuable section is the “Area of Focus” (key audit matters)

• Shareholders are keen to hear auditor’s perspective on significant
judgements made in the entity’s critical accounting policies and estimates

• Shareholders are interested in key risks, why, and how the audit responded
to them – but they also want to hear what the auditor found

• Best descriptions are tailored to the audit and entity – ‘boilerplate’ wording
and generic descriptions are not helpful

• Common views heard

Presenter
Presentation Notes
http://www.pwc.com/sg/en/publications/assets/delivering-the-value-of-the-audit.pdf
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The UK Experience 
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UK FRC – Review of Experience in the First Year

Extracted from UK FRC Report - Analysis of Auditor’s Reports of 153 
Companies Published Between July and September 2014

Number of risks reported (range) 1 to 10

Average number of risks reported 4.2

Sectors with highest number of risks Oil & Gas (7)
Telecommunications (5.4)
Retail (4.7)

Most common risks reported Impairment of assets
Tax
Goodwill impairment
Revenue
Provisions

Presenter
Presentation Notes
UK FRC Extended auditor’s report – A review of experience in the first year (March 2015)
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Auditor’s 
Responsibilities 

Relating to Other 
Information
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Other Information (OI)
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Defined as financial or non-financial 
information included in an entity’s 
annual report

Auditors to consider material 
inconsistency between OI and:

- the financial statements
- auditor’s knowledge obtained in the 

audit

AUDITOR’S REPORT

Other Information

- Management’s responsibility  
- Identification of OI

- No assurance provided
- Auditor’s responsibilities 

- Findings (if any)
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What It Means to the Fund Management 
Industry

22

• Enhance investors’ understanding of the entities they invest in

• Enable investors to focus on specific and critical areas in the
entity’s financial statements

• Providing a framework to help investors navigate complex financial
reports

• Provide investors with more information to deepen engagement
with directors, management and auditors at shareholder meetings

Presenter
Presentation Notes
David Gerald, President & CEO, Securities Investors Association (Singapore):For example, in the case of Noble or Olam, they will probably spend a lot of time looking at the valuation of the commodities or the biological assets. Also in the Key Audit Matters, they have to tell investors how they managed to discharge that judgement by perhaps looking at management’s valuation methods, estimates and assumptions and testing them against market prices or professional valuation reports. These changes would help because shareholders will on the onset know about the existence of such a judgemental areas and how judgment had to be applied in coming up with a fair value. However, there might be a volatility in the market prices and, therefore, any fall in prices could not be predicted by the Key Audit Matter disclosure. The introduction of the Key Audit Matters would likely spur companies to be more careful in their valuation and to apply a consistent methodology of doing their valuation. But it may not change the way they do their valuation. For example, right now if the accounting standards only permit valuation at fair value for certain types of assets, they cannot start changing their valuation to reflect it at cost. They have to work within the constraints of methodologies permitted under the accounting standards and as such they cannot alter the way they do their valuations. However, where there are two permissible valuation methods, the company is less likely to switch between two methods to show better valuations, as it is likely to be a Key Audit Matter that will be discussed if the financial impact was significant.
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What It Means to the Fund Management 
Industry
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• Generate platform for robust discussions on key issues between
auditors, audit committee, directors and management

• Greater transparency improves the confidence in the audit opinion
and promotes good financial reporting and corporate governance

• Growing interest in enhanced public reporting by audit committees



© 2015 ISCA

Questions?
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fb.com/ISCA.Official
http://www.linkedin.com/company/institute-
of-singapore-chartered-accountants-isca-
@ISCA_Official
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This Presentation (the Presentation) has been prepared by ISCA for the exclusive use 
of the recipients to whom it is addressed. 

Each recipient agrees that it will not permit any third party to, copy, reproduce or 
distribute to others this Presentation, in whole or in part, at any time without the prior 
written consent of ISCA, and that it will keep confidential all information contained 
herein not already in the public domain.

The Preparers expressly disclaim any and all liability for representations or warranties, 
expressed or implied, contained in, or for omissions from, this Presentation or any other 
written or oral communication transmitted to any interested party in connection with this 
Presentation so far as is permitted by law. In particular, but without limitation, no 
representation or warranty is given as to the achievement or reasonableness of, and no 
reliance should be placed on, any projections, estimates, forecasts, analyses or forward 
looking statements contained in this Presentation which involve by their nature a 
number of risks, uncertainties or assumptions that could cause actual results or events 
to differ materially from those expressed or implied in this Presentation.

In furnishing this Presentation, the Preparers reserve the right to amend or replace this 
Presentation at any time and undertake no obligation to update any of the information 
contained in the Presentation or to correct any inaccuracies that may become apparent. 

This Presentation shall remain the property of ISCA.

Important disclaimer
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