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WK Update for Auditors and Audit Committees 

A brief round-up of the proposed changes to auditor reporting 

Sweeping changes to the auditor’s report, already published internationally, are expected to be 

issued in Australia later this year. 

In January 2015, the International Auditing and Assurance Standards Board (IAASB) issued a series of 

standards, operative from 1 January 2016, which will have a dramatic effect on how audit reporting 

is done around the world.  Auditors, audit committees and other users of audit reports need to be 

across these changes to understand why their auditors may be handling communications with 

stakeholders differently and to be able to take advantage of the additional information being 

reported. 

In April 2015, the AUASB issued the following exposure drafts, with a view to having standards in 

place in Australia that are operative from 1 January 2016, like those of the IAASB: 

 A new ASA 701 Communicating Key Audit Matters in the Independent Auditor’s Report 

 Revised standards: 

o ASA 700 Forming an Opinion and Reporting on a Report 

o ASA 705 Modifications to the Opinion in the Independent Auditor’s Report 

o ASA 706 Emphasis of Matter Paragraphs and Other Matter Paragraphs in the 

Independent Auditor’s Report 

o ASA 570 Going Concern 

o ASA 260 Communicating with Those Charged with Governance 

 Consequent amendments to ASAs 210, 220, 510, 540, 580, 600 and 710. 

Comments are requested by 30 June 2015, but no significant changes from the IAASB’s standards are 

anticipated.  The Board has taken the opportunity to remove Aus paragraphs where possible so that 

the Australian text will mirror that of the IAASB more closely. 

ASA 700 Forming an Opinion and Reporting on a Financial Report 

The biggest change to audit reporting is found in the revised ASA 700 Forming an Opinion and 

Reporting on a Financial Report, which is being amended to require a new long form audit report, 

designed to enhance communication between the auditor and users of the report.  This ED is the 

result of a long period of international consultation and aims to strike the right balance between the 

need for consistency and comparability in audit reporting around the world and the need to improve 

the value of the report by making its contents more specific to the entity and so more relevant to 

users. 

The audit report has effectively been turned inside out.  The audit Opinion is now placed 

prominently at the beginning of the audit report for all entities and is followed by a section headed 

Basis for Opinion. The descriptions of responsibilities now appear later in the report.  This reordering 

will enable the reader to see at a glance whether the audit report is modified.  Audit reports of listed 

entities will include a summary of key audit matters, explained below under ASA 701. 

http://www.auasb.gov.au/News/AUASB-invites-comments-on-Exposure-Draft-01-15---enhancements-to-auditor-reporting
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A standard audit report will now flow as follows: 

1. The Opinion - in the first paragraph, the auditor states that he/she has audited the financial 

report of the entity as he/she does in the first paragraph of the current audit report.  The 

auditor then goes on to give the Opinion. 

2. The Basis for Opinion – this section refers to compliance with Australian Auditing Standards 

and ethical requirements and states that the auditor believes the audit evidence is sufficient 

and appropriate to underpin the opinion. 

3. Going Concern where applicable – under the revisions to ASA 570, the modification of an 

audit report for significant uncertainty regarding the entity’s ability to continue as a going 

concern is highlighted in its own section. 

4. Key Audit Matters – for listed entities, key audit matters are disclosed as described below in 

the summary of the new ASA 701. 

5. Management’s Responsibility for the Financial Report – the disclosure of management’s 

responsibilities has been expanded to include a section on their responsibility to assess the 

entity’s ability to continue as a going concern and also to identify those with oversight of the 

financial reporting process. 

6. Auditor’s Responsibilities for the Audit of the Financial Report – this section has been 

significantly expanded, but the length can be managed by moving some of the material to an 

appendix or referring to a description on a respected website such as that of the AUASB.  

The section now starts by giving: 

 the objectives of the auditor – to obtain reasonable assurance about whether the 

financial report as a whole is free from material misstatement and to issue an opinion; 

 an explanation that reasonable assurance is a high level of assurance, but not a 

guarantee; 

 an explanation that misstatements can arise from fraud or error and of materiality in the 

context of misstatements 

 a statement that an audit involves professional judgement and the auditor maintains 

scepticism throughout the audit. 

It then goes on to deal with the auditor’s responsibilities in more detail.  As well as covering 

the assessment of risk, design and performance of appropriate tests, gaining an 

understanding of internal control, the section now requires, if applicable: 

 a description of the auditor’s responsibilities in a group audit engagement, where ASA 

600 Special Considerations – Audits of a Group Financial Report (Including the Work of 

Component Auditors) applies; 

 a statement that the auditor communicates with those charged with governance and 

the sorts of matters covered, including, for listed entities, audit independence and key 

audit matters; 

 if any of the description of the auditor’s responsibilities is in an Appendix or on a 

website, the audit report must refer to the location of the full description. 

7. Other Reporting Responsibilities – headed “Report on Other Legal and Regulatory 

Requirements” and used as at present for other reporting duties such as the Report on the 

Remuneration Report. 
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8. The Signature Section - as at present, the auditor’s signature, firm, address and date.   

All of the proposed standards contain appendices with specimen audit reports to demonstrate how 

the revisions will look in practice. 

Under these proposals, the requirement to date the audit report will change to a date “no earlier 

than the date on which the auditor has obtained sufficient appropriate audit evidence on which to 

base the auditor’s opinion”, including evidence that all the statements making up the financial 

report have been prepared and those with recognized authority have asserted that they have taken 

responsibility for them. 

The old Australian requirement to specifically opine on compliance with IFRS will be removed. 

The changes in ASA 700 are supported by changes to the other standards dealing with audit 

reporting, including ASA 705 on modifications to the auditor’s opinion and ASA 706 on Emphasis of 

Matter and Other Matter paragraphs. 

ASA 701 Communicating Key Audit Matters in the Independent Auditor’s Report  

The second part of this wave of change to the audit report is the requirement set out in the 

proposed new ASA 701 Communicating Key Audit Matters in the Independent Auditor’s Report for 

auditors of listed entities to communicate “Key Audit Matters” (“KAM”) to enhance communication 

between the auditor and investors.  The increase in information provided in the audit report should 

also focus management’s attention on the quality of disclosures in the financial report and enhance 

skepticism on the part of the auditor.  The matters to be disclosed inevitably flow from the risk-

based approach adopted in an audit performed under the ISA/ASAs.  The increase in reporting does 

not change the underlying work required to perform the audit, but it will increase the transparency 

around what was done. 

KAMs are defined as “those matters that, in the auditor’s professional judgment, were of most 

significance in the audit of the financial report of the current period.  KAMs are selected from 

matters communicated with those charged with governance.”  KAMs are NOT a substitute for any of 

the following: 

 disclosures that should have been made by management,  

 modifications to the audit report under ASA 705, 

 reporting a material uncertainty relating to going concern under ASA 570, 

 any other Emphasis of Matter or Other Matter paragraph under ASA 706. 

Duplication should be avoided, however: once the circumstances giving rise to a modification of the 

audit report have been described, there is unlikely to be a need to disclose a KAM relating to the 

same issue. 

Under ASA 260 Communication with Those Charged with Governance, the auditor has a duty to 

communicate significant findings from the audit. These by nature include the sorts of issues that are 

likely to warrant disclosure as KAMs, such as: 
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 significant risks or areas assessed as having a high risk of misstatement under ASA 315 

Identifying and Assessing the Risks of Material Misstatement through Understanding the 

Entity and Its Environment; 

 significant auditor judgements relating to areas of management judgement such as 

accounting estimates; 

 the effect on the audit of significant transactions or events that occurred during the period, 

for example a major acquisition or an economic event. 

The audit report contains an introductory statement explaining what KAMs are, that they were 

addressed in the context of the audit as a whole and are not the subject of a separate opinion.  The 

auditor must state why a matter was considered to be of such significance to be a KAM and how the 

matter was addressed in the audit.  He/she refers to the relevant disclosures in the financial report. 

The purpose of this reporting is to inform investors.  Consequently, the items included as significant 

risks should be risks pertinent to the business of the company and not part of a package of generic 

risks.  For example, whilst there have been recent examples of overstated revenue in the financial 

press and ASA 240 on fraud expresses a presumption that there are risks of fraud in revenue 

recognition1, the determination of revenue may not be a key risk in all businesses.  The purpose of 

the extended reporting is to help investors make investment decisions and boilerplate reports will 

not enhance that process. 

In very rare circumstances an auditor can decide not to include a matter in KAMs on the grounds 

that the adverse consequences of including it would outweigh any public benefit.  Such a decision 

would be documented in the audit working papers. 

Note that the requirement only applies to an audit report on a complete set of general purpose 

financial reports for a listed entity. 

ASA 705 Modifications to the Opinion in the Independent Auditor’s Report 

The changes to ASA 705 Modifications to the Opinion in the Independent Auditor’s Report are 

minor as most of the guidance on writing an audit report is found in ASA 700.  ASA 705 does 

however now state that where the auditor disclaims an opinion on the financial report the audit 

report should not contain a Key Audit Matters section, as they will naturally have been dealt with in 

the explanation for the disclaimer of opinion. 

ASA 706 Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent 

Auditor’s Report  

ASA 706 Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent 

Auditor’s Report is being changed to address the relationship between KAM and emphasis of matter 

(“EOM”) and other matter (“OM”) paragraphs and differentiating between them.  To avoid 

confusion between the two types of disclosure, ASA 706 prohibits the use of EOM or OM where a 

matter has been disclosed as KAM.  In effect this prohibition forces the auditor to focus on how 

significant the matter is: does it warrant specific emphasis in the audit report (EOM) or is it one of a 

                                                           
1
 ASA 240 paragraph 26 
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number of key issues that were satisfactorily resolved and contributed to the formulation of an 

unmodified opinion (KAM)? 

Again in the interests of clarity, an EOM paragraph is now headed “Emphasis of Matter … 

(appropriate description of the subject matter)” and an OM paragraph is headed “Other Matter”.  

The EOM paragraph is placed before the KAM paragraph in the audit report. 

ASA 570 Going Concern  

The changes to ASA 570 Going Concern reinforce the auditor’s responsibilities in response to 

demands from investors and others for earlier warning of issues that may affect an entity’s ability to 

continue as a going concern.  Although disclosure of going concern issues is the responsibility of 

management, the auditor has a role in assessing the adequacy of those disclosures, including where 

there is no material uncertainty, but there are nevertheless events or conditions that may cast doubt 

on the entity’s ability to continue as a going concern (close call situations). The new standard 

includes guidance for the auditor in evaluating all types of going concern disclosures.   

Where there is a material uncertainty as to whether the entity can continue as a going concern and 

it is adequately disclosed, it is dealt with by emphasis of matter as at present.  However, the 

emphasis of matter is now specifically headed “Material Uncertainty Related to Going Concern”. 

Because the auditor communicates with those charged with governance about going concern, even 

where there is no need for a qualification or emphasis of matter, going concern related issues are by 

nature KAMs for listed entities under ASA 701. 

ASA 260 Communication with Those Charged with Governance  

Because KAM are drawn from matters communicated with those charged with governance, ASA 260 

Communication with Those Charged with Governance is also being updated.  Although only 

auditors of listed entities have to disclose KAM in the audit report, auditors of all entities have to 

communicate.   

The auditor now has to communicate “Circumstances that affect the form and content of the 

auditor’s report, if any”.  Where the auditor intends to include additional information in the audit 

report, for example a modification under ASA 705, an EOM or OM paragraph under ASA 706, a 

material uncertainty regarding going concern under ASA 570 or KAM under ASA 701, he or she may 

consider it useful to provide those charged with governance with a draft audit report to aid 

discussion of how the matters will be addressed in the final report. 

The UK experience 

The UK brought in similar reforms in 2013, but as well as the auditor reporting KAM in the audit 

report, there the audit committee is also required to report publicly on areas of judgement in the 

financial statements.  Feedback on the reforms from the UK has been positive.  The range of matters 

addressed has been wide and the lack of consistency in disclosures between years and between 

entities, while unnerving for the auditing profession who are used to reporting in a standard format, 

is seen as a positive step that has provided more meaningful information for readers. 
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Further phases of the auditor reporting project 

The second ED in the Australian auditor reporting project will propose amending ASA 720 The 

Auditor’s Responsibilities Relating to Other Information and make further consequential 

amendments to other standards.  The IAASB have updated ISA 720 in response to the increased use 

of narrative and qualitative information elsewhere in the Annual Report and the growing reliance of 

users on it.  The revisions to ASA 720 will clarify the auditor’s role in ensuring that other information 

included in entities’ annual reports does not undermine the credibility of the audited financial 

statements. 

The proposed standard will limit the auditor’s responsibilities to other information in the annual 

report and require him or her to consider whether there are material inconsistencies between the 

financial report and the other information and also whether the other information is consistent with 

what the auditor has learned during the audit.  

The auditor’s report will contain a paragraph entitled “Other Information” that clarifies that 

management are responsible for the other information, identifies it within the report, and states 

that the auditor does not give an opinion on it.  The auditor describes his/her responsibilities under 

ASA 720 and either has nothing to report or describes any uncorrected material misstatement in the 

Other Information. 

The third phase of the project will make amendments relating to auditing disclosures.  In April, the 

IAASB issued an exposure draft clarifying the role of the auditor in auditing financial statement 

disclosures.  In the words of the IAASB’s media release, “Public confidence in financial reporting can 

be damaged when there are poor quality disclosures, including excessive or immaterial disclosures 

that may obscure understanding of important matters.” 

In 2016 the AUASB anticipates making similar amendments to the ASA 800 series of standards that 

deals with audits of financial reports other than general-purpose financial reports.  The IAASB has 

just issued its proposals for these standards as an exposure draft. 

 

http://www.ifac.org/news-events/2014-05/iaasb-proposes-enhancements-auditing-standards-focused-financial-statement-discl

