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Outline of session

» Introduction by IFIAR Chair
B Investor perspective
B Audit Committee perspective
> Q&A
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Introduction by IFIAR Chair

» Importance ot Investor and Audit Commitiee
communications

» Investor and Other Stakeholder Working Group
» IFIAR paper on Audit Committees

p» Later break out session on Audit Committee
Communications
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Qutline

B Overview of the investment decision making
process

» The importance of accurate financial information
and financial statements

b Investor perspective on the role of the auditor
and the audit opinion

B Investor awareness about audit regulators
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Investment decision making
process

P The investor space can be broadly split into two
main categories:
b Retail
» Institutional

b The above two categories have very different
approaches when it comes to making investment
decisions and will have different expectations
with regards to the annual reports, financial
statements and the role of the auditor
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Investment decision making

process
.
Basic financial
analysis

[ A proper audit is absolutely crucial to help retail investors ]
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Investment decision making
process

b Retail investors lack skills and resources for in-
depth analysis

B A qualified audit opinion is far more useful in such
an environment

» It becomes a far more important shield for an
investor

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018
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Investment decision making
process

b Institutional investors will have their own
proprietary investment decision making
processes

» These can be based on fundamental analysis or
quantitative(Quant)/technical strategies

p Ultimately most fundamental and Quant
investment strategies will make use of the
information in the financial statements
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Usefulness of information provided
in financial statements

» Investors look at financial statements to predict
the expected future performance of a company

B Investors require an understanding of the status
quo only to the extent that it helps them
understand the future
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Usefulness of information provided
in financial statements

b INn addition 1o accurate and compliant tinancial
statements, investors also require sufficient
disclosures on the following:

» Revenues & margins
p» Cashflows and

p Asset base

IFIAR INSPECTION WORKSHOF 20-22 FEBRUARY 2018 1

Usefulness of information provided
in financial statements

» Consolidated line items are not useful in a
company with multiple business lines and or
subsidiaries / associates

» Different business lines have different drivers and
face different risks

P Investors require sufficient information about the
segments and the subsidiaries to project the
future performance
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Usefulness of information provided
in financial statements

» The intrinsic value of a business is based on its
ability to generate cash

» Accounting profit and valuation on accounting
profit is done on the assumption that changes to
accounting profit reflect in changes to cash
generating ability

p Financial statements need to have disclosures to
justify the above

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 13

Usefulness of information provided
in financial statements

» Profitability is not absolute profit or margins alone

» Profitability has a price

p Asset base reflects the investment the investor
has done

B An investor will prefer a company with a smaller
absolute profit and margins if the profit / asset
base is better than other companies

JFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 14
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Investor perspective on the role of the
auditor and the audit opinion

PNa A i e
= -

of the accounting scandals?
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P Who's interest are the auditors serving?

» Is it audit committee truly independent?
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Investor awareness about the
audit regulator

P> Most of investors may not be aware that audit
regulators exist

» An awareness program to be conducted (perhaps
in conjunction with the capital market regulatory
bodies) to inform and educate the investor
community of the role of the audit regulators
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Investor awareness about the
audit regulator

B Explore the possibility of filing the audit regulators
reports in a manner similar to how the company’s
financials are filed

p Remedial actions taken by the company based
on the audit regulators report also to be
highlighted “somewhere”
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Investor awareness about the
audit regulator

» Investors cannot have confidence in the audit
regulators or your processes unless they are
aware of what you have done!
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Outline

» Audit Committee Chair

» Key concerns in an Audit

» Communications with Auditors
» Extended Audit Report

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Audit Committes Parspective of Audit 20

10



Audit Committee Chairs

Appointed by
Shareholders

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Audit Committes Perspsctive of Audit

Communication & Sharing
Responsibility

Audit : Holding
i3 Comrr_ﬁttee omg

[ voice concel
meetings

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Audit Committee Pers pective of Audit
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Communications with Audit
Regulator

¥ VWeicome iniiiatives of SLAASMB 10 keep Audit
Committee Members informed

» Annual Report with names of companies
reviewed with no issues, those where concerns
were raised and those that have not submitted
financial statements

» Recommend communications from SLAASMB to
be also copied to the Audit Committee Chair and
Chairman through independent means

Audit Committee Perspective of Audit
IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018

Key Concerns in an Audit

» Value of Audit

» Scope of Audit

P Audit Quality

» Communications with Board

» Communications with Audit Regulator

Audit Committee Perspective of Audit
IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 iq
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Financial Statemments

Value of Audit

In my opinion. because of fhe significance of the matters described in paragraph 2.2 of this
report, the&mmdshlmm!sdonugntlmmdh\wofﬂuﬂmculpmnmnf&e
I T as at 31 December 2014 and ots financial performance and cash
ﬁmsf«hywthmm&dmncaﬂmw&&lmhmmngsm

23 Adverse Opinion

[F)
ia

Comnents on Financia) Statements

5
i
st

Sri Lanka Accounting Standards

(a) Sri Lanka Accounting Standard No.l.

6] Since the vehicles owned by the Board are wtilized for seles and distribution
sctivities, 2 portion ont of the expenditure of Rs.37,514.257 meant for the utilization
should be sbsorbed into the marketing and distnbution expenditure on 2 fair basis.
Nevertheless, contrary to that, the total expenditure had been shown under the
establishment and sdministrative expenditure. Further. an expendsture amouating to
Rs.44,014,105 for the communication, printing. and stationenies should have been
ukguiudandsbnnwnmu,mmmﬁmww
establishment and sdministrative expenditure on fair basis sccording to the objective
of the utilization whereas the total expenditure had been shown nnder sales
marketing and distribution expenditure. -

() Asn sdequate disclosure had not been made with dmlhelmmmhglo
Rs.325,000,000 obtained by the Board from otnd during the
year under review that had been shown in the statement n equity.

Value of Audit

> New Audit Report will
enhance the value as it will
highlight key audit matters

B Scope for increased use of
non-financial information in
audit which will strengthen
companies

» Management letter to address
material issues

> Presentation of
communications

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Audit Committee Perspective of Audit
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Scope of Audit

> Digitisation will bring in new

CHANGIIYUS

P Auditors get access to 100%
records of companies,
allowing them to conduct
comprehensive analytics not Technology being used is
on samples but on entire appropriate
population i

Ensure areas foraudit attention
coverAudit Committee concerns

) . . Review time iplans to ensure there |
b Role of Audit Committee in 1sitime forreview and feedback

determining the scope

Review teamsand expertise
allocated s

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Audit Committee Perspactive of Audit 27

Expectations of Auditor

. Opinion on‘financial statements that is consistent with audit findings

. Effectivenessiof internalicontrols

ofiprofe naliskepticism

Potential areas of‘concermincluding emerging threats, inisk of fraud

. #dvice regardine future changes ‘enabling iclient to prepare well ahead of timed

Communication of dssues in a timely manner

(i
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Audit Committes Perspective of Audit
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Disclaimer

» The views expressed are those of the speakers
and do not necessarily reflect the views of the
audit regulator, its members, or staff

Breakout session 3b - Specific Topics Related to the
IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 2017 IFIAR Survey
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Introduction

» Objective of this session is to allow participants to |
share experiences, observations, and learnings
about:

» certain areas of audit with high numbers of audit deficiencies,
according to the IFIAR Survey results

> differences in findings rates in regions and/or inspection
program size

» Opportunity for questions and discussion

Breakout session 3b — Specific Topics Related to the |
IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 2017 IFIAR Survey 3|

What Did IFIAR Survey?
— And Who Participated

Breakout session 3b - Specific Topics Related to the

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 2017 IFIAR Survey




Information Collected
— Quality Control Inspection Findings

— Findings from inspections of listed Public
Interest Entities (PIEs) 1
— Findings from inspections of systemically-
important financial institutions (SIFls)

— Supplemental information on nature of
findings for key recurring areas of finding

— Observations on Root Cause Analysis

IFIAR INSPECTION WORKSHOP 2022 FEBRUARY 2018 Dreakout session 3b - Specific Topics Related to the
2017 IFIAR Survey

Definition of a Finding* |

Significant, observed |
— audit deficiencies ‘
— accounting deficiencies and/or |
— quality control deficiencies

that were communicated in writing to an
inspected firm in a formal inspection report. #4

*IFIAR Survey of Inspection Results for Audit Firms (IFIAR Survey)

IFIAR INSPECTION WORKSHOP 2022 FEBRUARY 2018 i cakout session 3b - Specific Topics Related to th
2017 IFIAR Survey
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Definition of a Finding* (cont’d)

For audit engagement findings related to a financial

statement balance or disclosure: '
- The firm did not obtain sufficient audit evidence to support its
opinion or ‘
- The firm did not identify or address a material, or likely potential
material, error in the application of an accounting principle. |

With respect to all other themes:

- Adeparture from auditing standards or requirements,
- including standards on quality control and ethics and independence

requirements,

- that may or did have an effect on audit quality, either due to the |

significance or systemic nature of the departure.

*IFIAR Survey of Inspection Results for Audit Firms (IFIAR Survey)

Breakout session 3b — Specific Topics Related to the
2017 IFIAR Survey

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018

Participation Statistics

Firms Inspected for Quatity Control

2017 2016 2015 2014 2013 2012
SFIAR Members Submitling Findings 32 33 33 30 £y 23
Audit Firms inspected 111 127 101 123 13 103

Listed PIE Audit Inspections

2017 2016 2018 2614 2613 2012 |
FAR Mambers Submitng Findings 33 34 29 29 30
At Fams nspected 120 121 a8 122 TE3
iLsiod PIE Audits nspected 958 854 82 G482 ]
inspeciod Listed PE Agdds wilh al Least One Findng 366 363 376 449
Fiequency of Bspeciions with al Leasi Dne Fndng | a0%]  420] 4351 477 ]

Breakout session 3b - Specific Topics Related to the

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 2017 IFIAR Survey
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What Did the Survey Data Show?
Quality Control

IFIAR INSPECTION WORKSHOP 20.22 FEBRUARY 2018 5o 2"eus sosion So = Specific Topics Related to the

Quality Control

Percentage of inspected Audit Firms with Quality
Control Finding(s)

60% s fpigagemment Serformance
50% /’_‘~\/ Insdependience and {thical

Requirements.

4% s HHYRN RESOUICRS.
0% e MORItOFing
20% e (it Risk Assessmmont,
Acceptance, ik Continuar e
0% Leadership Hesponsibilities for
Quaality within the FHem
0%

2013 014 2015 2016 2017

Breakout session 3b - Specific Topics Related to the
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07/05/2018



07/05/2018

What Did the Survey Data Show?
Listed PIE Audits

IFIAR INSPEGTION WORKSHOP 20.22 FEBRUARY 2018 50¢2K01% esslon 3b = Specific Topics Related o the

What was Inspected

Listed PIE Audits Inspected by All Size of Listed PIE Audits !
Members Reporting |

Small Cap
39%

Mid Cap
33% 10% -

o BN EERER | R <,
Americas Asia Pacific  Europiiddle East and Africa

Breakout session 3b ~ Specific Topics Related to the
IFIAR INSPECTION WORKSHOP 2022 FEBRUARY 2018 5032\ RS0 1




What was Inspected

FYE of Listed PIE Audits Inspected Listed PIE Audits Inspected by Indulstry
Financial
Retail and Services

Manufacturing
0%

2016
2015
2014
2013 ar earker
Agriculture
1%

Energy /
Mining /
Extractive
53% 13% Information Technologies /
Telecommunications
14%

IFIAR INSPECTION WORKSHOP 20.22 FEBRUARY 2018 gﬁ;ﬁ‘;ﬁ;’;‘fxg;b' SpecificToplcs Relstad to the

1%

Survey Messages

» Deficiencies cited in a high but decreasing
percentage of audit engagements.

» Of concern to IFIAR, the global audit firm
networks' progress in reducing the rate of
findings is not observed consistently across
jurisdictions.

Breakout session 3b — Specific Topics Related to the
IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 2017 IFIAR Survey
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Inconsistency in Findings Rates:
% of Listed PIE Audits Inspected with findings (GAQ WG
vs. non-GAQ WG)

w«  Compared to overall rates of 40% in 2017
- and 43% in 2015
50%
0%
30%
0%
10% : .
i :
" g B : 8
GAQ non-GAQ
3 0
IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Dy eakout session 3b - Specific Topics Related to the 15

2017 IFIAR Survey

Inconsistency in Findings Rates:
% of Listed PIE Audits Inspected with findings (by inspection
program size)

80%

0%

&60%

50%

A0%

30

20%

10%

Compared to overall rates of 40% in 2017;
42% in 2016; 43% in 2015; 47% in 2014

o B i Bl N Bl
| 120 i 21-40 i 41+ I
wa @ s 16 2017
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Inconsistency in Findings Rates: |
% of Listed PIE Audits Inspected with findings (by region)

Compared to overall rates of 40% in 2017; 42%
in 2016; 43% in 2015; 47% in 2014

1909
W%
80%
3% S 2014
%6 «2015
s $75T% w06
524 #2017
50% “5% a7n
3% @ Averge
& 3T 35% pmm Humzer 2!
0% 4 gek o Aoz
g atien
e 131417y
20% B
0%
s
05 . -
AITROCIS Asia Pacific Europe Higdle Easl & Atnch
3 memoers; 10 mereis; (18 mEmers: 4 memeers)y
Pumberof Members reporting in 2017 ing et .n porsntheses.
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Listed PIE Audit Inspections

Listed PIE Audits: Findings and Percentage of Audits with Findings

2007 2018 2018 ma

inspection Themse *u &9 Ho %
Accounhs hmates. weludng Far _— — R .
0 b T 0
n Lasses ami . N 2% .
2% 4y
14% F
3 B 1

Eresemation axd
Sutslat e Analytical
[ Py :
Rewenue Recognition
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Listed PIE Audit Inspections

Listed PIE Audits: Findings and Percentage of Audits with Findings

afty Transachons T

Adequacy of Rewew and Superasion

Hisk Asse

went

G ey Congern

Audit Repen

Audd Committes Commntauons

g dala secately for
d Loaniny
BRMOUS 3

R ol

ney Rpots

** Lratg fof this therne was aol coflertag during the sunvey vesr
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Listed PIE Audit Inspections

2612
2015

5

» 3047

Breakout session 3b - Specific Topics Related to the

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 2017 IFIAR Survey
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Listed PIE Audit Inspections

Accounting Estimates (including Fair Value Measurement)
% of PIE Audits with a Finding by Region

45% '.
A1%

40% 8%

5% 3%

30% -

5% 4 20

20%

15%

10% -

5% -

0% e et
Americas Asia Pacific

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018

46%
44%
2%
23 2016 - % of PIEs with a Finding
#2017 - % of PIEs with a Finding
Europe Middle East &
Africa

Breakout session 3b - Specific Topics Related to the
2017 IFIAR Survey

yal

Listed PIE Audit Inspections

Audit Sampling
% of PIE Audits with a Finding by Region

45%

35% - 4%
30% -

25%

4%
20% -
15% <
1%
10%
10%
| I :

41%

1%
: I

2016 - % of PIEs with a Finding
72017 - % of PIEs with a Finding

Americas Asia Pacific Europe Middle East &

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018

Africa

Breakout session 3b - Specific Topics Related to the
2017 IFIAR Survey
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Listed PIE Audit Inspections

25% -

20%

15%

10% -

5%

0%

Revenue Recognition
% of PIE Audits with a Finding by Region

23%
21%
19%
17%
15%
9%
7%
4%
Americas Asia Pacific
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22%
16%
8y 9% M
6%
furope Middle East &
Africa

Breakout session 3b - Specific Topics Related to the
2017 IFIAR Survey

Listed PIE Audit Inspections

Internal Control Testing
% of PIE Audits with a Finding by Region

60%

50%

20% -
20% -
20% -

10% -

0%

S0%
33%
26%
23%
13%
9% gog
Americas Asia Pacific

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018

1% 23%
15% _ 16%
12%
1%EE o
|
Europe Middle East &
Africa

Breakout session 3b - Specific Topics Related to the
2017 IFIAR Survey

07/05/2018

12



Listed PIE Audit Inspections

Group Audits
% of PIE Audits with a Finding by Region
30% 27%
25%
20% 18% i
: 15% 1496 14
15% 12%
1% 9% 9% 10%
10% 7% 7% 8%
6% 5%
. B I
0%
Americas Asia Pacific Europe Middle £ast &

Africa

Breakout session 3b — Specific Topics Related to the
IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 2017 IFIAR Survey

Open Discussion

» Other than the audit areas discussed so far, in your
jurisdiction, what audit areas have notable numbers,
frequency, or severity of findings?

» GAQ WG asks firms to compare survey results to
internal inspection results. In your experience, how
consistent are the firms’ internal inspection findings to
your findings?

» How does the Survey assist you in conducting audit
oversight locally? (Do you refer to the Survey results
in your interactions with the firms or other
stakeholders?)

» How could the Survey be improved to provide
information more useful to your local inspection
program?

Breakout session 3b — Specific Topics Related to the
IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 2017 IFIAR Survey
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Breakout session 3b - Specific Topics Related to the
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Extended auditor reports
Overview of session

» Background to extended auditor reports
» Singapore and Malaysia survey

» Switzerland experience

» UK experience

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Elective session 08 — Extended auditor reporis




Background
Why have an extended audit report?

In particular:

Improves the value Provides an i
of the auditors understanding of LK"}';";)%G;J'U;;?
report to investors, the audit approach .nge ; rri’ton'es
inctuding e

have chosen to
disclose
materiality and

? scope on a
% I voluntary basis

transparency and
understanding

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Elective session 09 — Extended auditor reports

Background
ISA 701

» Auditing standards: ISA 701 (communicating key audit
matters in the independent auditors report)

» Applicable to audits of the financial statements of listed
entities for periods ending on or after December 2016:

» Implemented by a number of countries by this date (including Australia,
Dubai, Malaysia, New Zealand, Singapore, South Africa, Switzerland)

» Most European (EU) countries implemented it for June 2017 year ends

» The UK implemented similar requirements at an earlier stage

» Introduced the concept of Key Audit Matters (KAM)

» Observations today are based on the first year experience
of ISA701 and the earlier introduction of extended auditor
reports in the UK

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Etective session 09 ~ Extended auditor reports




Background
ISA701 - KAMs

What is a KAM?

= An area of higher
assessed risk of
material misstatement
(or significant risk)

= Significant audit
judgements - areas
involving management
judgement subject to
estimation uncertainty

= Significant events or
transactions

i

The auditor is
required to:

*Provide an
understanding of the
audit approach

* Determine the KAMs
that were of most
significance; and

*Include those KAMs in
the audit report

Oz
L
wd

» Description of each
KAM and why it is
important

*How the matter was
addressed in the audit

«EU legislation for PIE
June 2017 y/e required

the auditor to describe [i

(where relevant) key
observations

it

FIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018

Enhanced Auditor’s Report:
Malaysia and Singapore Experience

Surubanjaya Sekuriti
Securitiey Commission
HMaizya

AcRA K&

Elective session 09 — Extended auditor reports




Disclaimer

These slides and their contents are not to be cited, copied or
circulated without express permission from Malaysia’s AOB
and Singapore’s ACRA.

About the Study

Objectives
+ Identify EAR reporting trends and highlight good practices

« Gather views of other stakeholders (audit committee and
investors) on what they value from EAR

Study Partners

e ACRA

Suﬂtltaﬁ;aya Sekuriti
Secutities Commissian
Malaysia

,
. SN o EORE NANYANG
- B AL KYLAN INSTITUTE 2 Pepaliedy "o TECHNOLOGICAL
¥ Yo/ ¥ Think Ahead B @] o o Think Ahead IS(@’A e W5 uNIVERSITY .
ACCOUNMTARTS dhe g FOAL
u i

Study Approaches
* Analyse KAMs reported for FY ended Dec 2016
« Conduct surveys and focus groups with ACs and investors



EARs Analysed

Selection basis:
- Listed entities (including REITs) with 31 Dec 2016 year-end.
- Spread across industries, market cap size and auditors

T
Large Mid Small Large Mid Small
(>RM1b)  (RM500m - 1b)  (<RM500m)  (>$1b) (5300k - $1b) (<$300k)

Big-4 35 15 39 27 20 70
Non- 5 8 86 i 5 45
Big4

Foreign - : 2 3 1 7
auditors

Sub 40 23 127, 32 26 127
Total - .

Total 190 180

(40% of 477 listed entities (41% of 443 listed entities
with Dec year-ends) with Dec year-ends)

No. of KAMs Reported

80%
70%
60%
50%
40% |
30%
20%
10%

0%

m Malaysia = Singapore

% of Entities




Average Number of KAMs

Malaysia 21 2.3 Singaporg

Hong Kong ’ 3 - Umted Kingdo
[ 1 Year Study (2.2) (4.2) =‘12:: \\’:aarrsstttijc?;
Goods & 2.5 2.5 § Financial
Services Services
3.9 4.6) 3.3 (4.0
Real
2.4 1.9 2.3 5
B:0(3.5) 3.8 (3.9)

Top 5 KAMs

Malaysia Singapore

KAM Slow R

Revenue recognltlon . i
(not fraud presumption) 1 Impairment of receivables

2 Impairment of receivables 2 Valuation of inventories

5 Impairment of goodwill and 3 Revenue recognition
intangible assets (not fraud presumption)

4 Valuation of inventories 4 IRament of e-odwilaha

intangible assets

Valuation of properties under

5 Impairment of investments 5 :
fair value

These statistics are subject to change



Communicative Values of EAR

Findings from
Retail Investors Survey
Malaysia Singapore

0 EAR helped me identify o7 |
[ 69% ] financial reporting risks' [ 667% j

{ 3

™~ -
0 EAR helped me identify issues 0
BOA 5 to raise with management L 89%

o

™

69% EAR helped me better 5 8%
\.

L 4 understand the audit process' )

! From moderate to significant extent



Enhancing Corporate Disclosures
Following EAR Implementation

Audit Committees’ Reporting

Malaysia

L S

e
/ Audit Committees are obliged to
. report on:

a) significant matters including
financial reporting issues,
significant judgments made by
management, significant and
unusual events or
transactions, and

b) how these matters are
addressed.

“\‘

\
A

bt
i

Singapore

ACs reported
additional work
performed /
more details on

\.....issues

i
i

ACs reported
similar to what
| auditors reported



An example of AC Reporting

i. Allowance for impaired financing and advances and others

negement team identife ceptibie to em2rging «

Additional
consideration
by Audit

B Committee

and their impact a3nd aiso the rw:;t;’ij‘ejfg —

‘Additional
work by Audit
Committee

i to manage the
, Flantat: roperty (B
wgait on the Bank's portfol

ement team centin

acing portfolio as 2t end December 2016, &
e were not significant,

The AEC is regularly upaztes on the siatus of the finandng pe

folizs, sdecuaey of impairmen

also requests a

The Graup alse perfarms capital and

profitability unger the various stress scenarios,

Findings from
Audit Committees’ Survey

These statistics are subject to change

Malaysia Singapore

6 8% EAR resulted in increased 6 5%

involvement of audit partners

EAR helped me better

78% understand the audit 63%

process!

0.2 (From KAM analysis)
(0.2) Audit sign-off date was 1.2 days
days (earlier) / extended by

' From moderate to significant extent



Possible Enhancements

Auditors - To provide deeper insights into KAMs

To tailo_r'desc_fiption of KAMs

Singapore

Malaysia
.._... QQQQ
g f8om
Investors felt that KAMs Investors felt that KAMs
were not were not

50 0/ sufficiently % i@ %fi sufficiently
' 0 tailored sy 4 y g# tailored




Auditors - To provide deeper insights into KAMs

Malay51a : < mgapore

iy i i

| (] Q90/. 62,
76% 70% 82% 62%

Investors Audit Committees Investors fluu‘:i Committees
wanted ‘bolder’ wanted ‘bolder’
outcomes from C*ﬁd:{) .‘“e. 1€5 ir om
conducting audit conducting audit

procedures in KAMs ~ procedures in iﬁﬁ%M.‘;_
(o] qJ /o of S had outcomes
11% of KAMs had outcomes 50% of KAMs i out
generically disclosed (e.g. generically disclosed (e.g.
“appropriate” / “reasonable”) “appropriate” / “reasonable”)

Audit Committees - To enhance AC commentary and ]
engage more with management and auditors

To explain how Audit Committees (ACs) have addressed areas covered

by KAMs

Malaysia Singapore

6]
o 47%

- Implementing internal control and risk Implementing internal control and risk |
- Assessment of accounting policy management system for new acquisitions |

-\\

of AC commentary found to of AC commentary found to
be similar to KAM be similar to KAM
descriptions __descriptions
Matters that could be included: 5/ Matters that could be included:
- Management of risks | - Management of risks ;
- Internal control lapses | - Internal control lapses
, ,




Audit Committees - To enhance AC commentary and
engage more with management and auditors

To ensure areas of critical judgements / estimates not covered by
KAMs are

Malaysia Singapore

Fewer KAMs identified by Fewer KAMs identified by
auditors auditors
Vs Vs
Areas with critical judgements / Areas with critical judgements /
key estimates identified by key gstimates identified by
(e management f? management

- >

Investors - To engage more with auditors when
KAMs are not drafted clearly

Malaysia Sin

apore

@
o _®
igm {
INVESTORS say... INVESTORS say...
KAMs has helped identify issues to KAMs has he%p‘ed ldlentsfy issues to
raise with raise with
AUDITORS MANAGEMENT - MANAGEMENT
80% 81% 86% 88%
@ But, only
Y7 60% 7
B 0 5 0 /
ol 39'/0

of ACs reported an

increased investor
engagement at Annual

General Meetings

of ACs reported an

increased investor
engagement at Annual

General Meetings



Investors

- EAR helped investors identify financial reporting issues
- If KAMs are unclear, seek clarification from auditors and
management

Management

Enhanced KAM-related disclosures in FS :
- Be aware of the risk of failing behind good governance practicess
Audit committee

- Affirmed auditors’ efforts in EAR _

- Seize opportunity to educate other directors and drive improv, ]
financial reporting

- Play a mediating role between the auditors and managemen

ensure that the KAMs provided are truly valuable to the inve

Next Steps

m_,,r—-““"'"__m"‘——«_..,

« FAQs on practical .

! ‘. « Training and
implementation u Guide on ACs’

issufe; (Sy)national Audit considerations

prof body - . when

; Aucitors Committees  reviewin

+ Post implementation g
review of the EARs and AC

. auditing standards reporting

Continued

& ; A
"l’."i*i education on using
EARs to identify
Investors issues to raise at
annual general
L meetings /

. N_/
\\ _w"/’

i



Switzerland
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FAOA Approach

Thematic Review

» Purpose
« Evaluation and comparison of quality of audit
reports
- ldentification of best practices
 Risk based file selection

» Scope
 Companies listed at SIX Swiss Exchange*
- Audited by Big 5 audit firms

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Efective session 09 ~ Extended audifor repons

* 213 Audit Reports




FAOA Approach

File Review

» General

« KAM = Focus area 2017 file reviews
+ Additional files selected ("KAM files”)*

» Inspection procedures

- Guidelines, policies etc. of the audit firm
Communications with TCWG
Determination and documentation of KAM
Description of KAM in the auditor’s report
Audit work performed related to KAM

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Efective session 0§ ~ Extended auditor reports

* Selection based on thematic review

Results of thematic review

% of audit reports containing each risk type (SIX)
50%

0%

30%

20%

10%

Goodwill and Revenue Taxation Acquisitions / Valuation of
other intangible  recognition disposals inventories
assets”
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* Indefinite useful life




Results of thematic review

Voluntary disclosure of materiality (SI1X)

100
S0
80
70
60
50
40
30
20
10

0 5
Number PwC KPMG EY Deloitte BDO

of audits Not reported = Reported

56
49

]
T 8
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Results of thematic review
Voluntary disclosure of scoping (SIX)

100
S0
80
70
60
50
40 s
30 . 56
20 £
10

0
Number PwC KPMG EY Deloitte BDO

49

7

of audits Not reported = No group audit Repoerted
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Results of thematic review

Voluntary disclosure of observations / findings (SIX)

100
90
80
70
60
50
40
30
20
12 ] "':*;‘:E:" d 8

PwC KPMG EY Deloitte BDO

56
49

Number Not reperted = Reported

of audits
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Results of File Reviews

Overall Assessment

+ Early communication of auditor with TCWG

+ Additional review of audit reports by technical
departments

+ Additional training sessions

+ Additional work papers / templates developed

- Number of findings in the area of KAM
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Results of File Reviews

Summary of Findings

22
20
18
16
14
12
10

(e S B - N ]

Files selected Files with findings Number of findings
(ISA 701)*
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* File reviews

Results of File Reviews
Inspection Findings (1/2)

5

4

3

2

1 |

0
Audit procedures  Rationale why no  Insufficient review  Audit procedures No significant
noted in KAM not  KAM, not in audit of KAM noted in KAM not  auditor attention

performed file documentation specific required
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Results of File Reviews
Inspection Findings (2/2)

3

2

1

O Latlibinat Btk s
Significant auditor  No reference to Aggregation of Elements missing Differences
attention required,  disclosure note multipte KAMs in auditor's between English and

but no KAM report German version of
KAM
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UK
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UK experience
Background

| - 2012 UK Corporate Governance reforms

STiieiiE « Build public trust in financial reporting
Reporting

¢ Make audit more transparent
 Underpin quality
» Build public trust in audit

» UK experience positive
» Investors welcome new audit reports
* Only the beginning of engagement process
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UK experience
Comparison with ISA 701 (prior to 2016)

» Similar: Auditors reports included KAMs

» Different: Reporting also required:
» Materiality; and
» Scope
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UK experience

Highlights

» FRC reports on first three years of new auditor
reporting in the UK

» Engaged with investors, auditors and others

» Auditors have innovated significantly

» Auditor reports now provide significantly more
and better information

» Response from investors enthusiastic, including
annual ‘awards’ for the best reports

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Elective session 09 — Extended auditor reporting

UK experience

Highlights

» Investors, firms and audited entities broadly in favour
of extended auditor reporting

» Language continues to move away from generic to
specific

» The ‘best’ reports are well structured and consider
needs of user

» Some reports include ‘findings’

» Investors want more granularity about ranges in
management estimates and results of audit testing

» However little analysis of change in issues between
first and second years
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UK experience
KAMs

» Up to 2016, the FRC required auditors to:

» Describe risks of material misstatement with greatest effect on
the audit

» Greatest effect on the audit strategy, allocation of resources
and directing efforts of the team

» Complement the description of significant issues by the Audit
Committee/Those Charged With Governance
» In the second year of reporting there was a move
away from inclusion of generic risks of material
misstatement (management override and fraud in
revenue recognition)

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Efective session 0% — Extended auditor reporting

Move away from inclusion of generic risks of material
misstatement (management override and fraud in

UK experience geve?ue recognition)
Most frequent KAMs in published auditor reports

:_;"f FT%éWO - top 14 KAMs
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UK experience
The other KAMs in published auditor reports

FTSE100 - the other KAMs
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UK experience
KAMs

» Language used to describe risks has become
less generic

» Challenge to be even more precise — avoid
“significant downward adjustments”, “mildly
cautious” etc

» Only 20% of auditor reports included findings (vs.
2% in year 1)
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UK experience
KAMs

» Auditors generally did not explain changes year-
on-year

No, incinding the content % of sampled reperts

Audits with an overview of

changes section 2 2%
Audits which explain changed

materiality or benchmark 16 15%

Audits which provide

commentary en changes to scope

since prior year 2 2%
Audits which explain changes to

areas of audit focus since prior

year 24 22%
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UK experience

Materiality

» The FRC standards go beyond the requirements of
the IAASB

» FRC requires auditors to:

» Explain how they applied the concept of materiality in both
planning and performing the audit

» Disclose the materiality threshold for the audit of the financial
statements as a whole

» Investors would like more explanation about the
reasons for the benchmark chosen, and the % applied

» Investors are sceptical about a methodology which
“nearly always ends up at 5% of profit”

» Only one firm discloses performance materiality
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UK experience
Materiality

Matersality benchmarks

Adiusted ProfitBefore Revemuz  Towmdl Assels Equity Grosywritten  Nef wriffenn Nog-current Totad EBIIDA Nt dietiosd
Profit Measurs Tas premauns prevoums Al Expendituie

L P nd $3
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UK experience
Scope

» The FRC required:

» Broad description of how the audit covered measures such as
proportion of profit, total assets and revenue

» How the significant issues and risks impacted what was done

» The relationship between scope, risk and materiality to be
explained

» Investors told us more could still be done:

» more information on the differentiation between full
scope and other procedures

» commentary on quality control over international group
audits
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UK experience
Lessons learned

» Auditor’s reports are becoming more interesting to read

» Reports are increasingly well structured, user friendly and
fluent representations of the audit process

» No evidence that the reporting timetable has been
disrupted

» No evidence of related increase in audit fees

» Audit reports can stimulate engagement but are the
beginning of the process

» Transparency helps drive up audit quality which builds
confidence

» Confidence can easily be lost if the quality of the work does
not reflect the quality of the audit report
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UK experience
Inspection approach — individual audits

» The FRC has been reviewing the auditors report
on every PIE audit inspected.

» Standard work program used which includes:

» Ensuring the auditors report is in line with the firm’s template
and guidance

» Comparing the KAMs to the prior year for changes

» Reviewing consistency between KAMs and significant risks
and other areas of audit focus

» Review of consistency between responses to KAMs and the
audit work set out in the audit files
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UK experience
Inspection approach — firm wide procedures

» UK implemented ISA701 in 2017 for PIEs
» Big six firm wide procedures reviewed

» The firms have focused on:
» Guidance/ methodology updates
Training
Level of central support on an ongoing basis

Use of templates

vV v v.v

Policies over central review of draft auditor reports prior to
issue

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Efective session 08 — Extended auditor reporting 53

UK experience
Most common inspection findings

» Description of procedures to address the KAM
not necessarily reflecting the actual work
performed:

» Difference between description of procedures in
auditor reports and the audit files

» More difficult for audit teams to evidence for group
audits

» Sometime too few KAMs
» Sometimes too many KAMs
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UK experience
Other thoughts

» One firm led innovation in the UK

» Other firms have sought to replicate this on the
introduction of ISA701

» The insight, innovation and presentation of the
extended auditor report may sometimes be seen
as a promotional tool
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Extended auditor reports
Key take away points

ISA 701 applicable for 2016 December year ends
Extended auditor reporting includes KAMs
Some territories also volunteer to disclose materiality and scope

¥y v v v

Most frequent KAMs are similar in the different countries, including revenue
recognition, impairment, taxation and pension accounting

v

Recent study by New Zealand echoes the above observations
Most frequent inspection findings:

» Accuracy of description of audit responses to address the risk

»  Matters considered o be KAMs

»  Accuracy of materiality and scope

» Raising inspections findings in the first year where the requirements are in
force to ensure firms take action

» Inspection experience may help focus future inspections, particularly for
countries that haven’t yet adopted ISA701.
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Extended auditor reports
Useful links

» FRC Extended auditor’s reports — a further review of experience

(20186): hitps://frc.org.uk/getattachment/76641d68-c739-45ac-a251-
cabbfd2397e0/Report-on-the-Second-Year-Experience-of-Extended-Auditors-
Reports-Jan-2016.pdf

» FMA — Key audit matters — a stocktake of the first year in New

Zealand (November 2017): https://ffma.govt.nz/assets/Reports/171129-XRB-
FMA-Key-audit-matters-a-stock-take-of-the-first-year-in-NZ.pdf
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Extended auditor report

Questions and discussion

» What has been your own experience of ISA701
implementation?

» Have you found certain firms have taken a lead
globally and within your territory?

» Have you been inspecting this at all firms/on all
audit inspection reviews?

» Are the common KAMs familiar to you/are you
seeing other KAMs not mentioned?

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Elective session 09 — Extended auditor reporting
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Overview of Session

» Referrals from inspections to enforcement
» Investigation techniques following referral
» Identifying improperly altered documents

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2012 Enforcement Session




Disclaimer

The views we express are our own and
should not be attributed to the PCAOB
or FRC, or their members or staffs.

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Enforcement Session

Referrals from Inspections
to Enforcement
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Why Refer an Audit to Enforcement?

» Complementary functions in audit oversight regimes
» Reinforces the importance of inspections findings

» Ensures that, where appropriate, formal public
sanctions are imposed on serious audit failings
detected through routine inspections, to punish
wrongdoing, promote public confidence, ensure
remedial action, and deter future misconduct

{FIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Enforcement Session

Key Difference Between
Inspections and Enforcement

~ Enforcement | Inspections
Directed at addressing Aimed at identifying
violations of audit laws, deficiencies in a firm’s
which may result in audits or quality controls
imposition of penalties, and monitoring
punishments, restrictions, improvements in those

or other disciplinary audits and quality
measures. controls
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What are the Criteria for an
Enforcement Referral?

» Significance and impact of findings
» Failure to maintain independence from audit client
» Failure to co-operate in inspection process

» Withdrawal of audit report or restatement of financial
statements

» Previous inspections findings (repetitive conduct)

» Failure to take appropriate action in relation to
potential illegal acts

» Significant failure to maintain/comply with quality
control system

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Enforcement Session

Sources of Investigation

Tips/complaints/
whistleblowers

.~ Filings of

) \ regulated

/’g}ffo/ e entities
S

et Referrals from @
authorities

Internal fact
finding and risk |
analysis :

Third-Party
claims (lawsuits)
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Criteria for Pursuing an Investigation

Criterion

Number of Respondents
That Consider Criterion

Materiality

Investor harm

Nature of accounting and auditing
issues involved

Public interest considerations
other than investor harm
Resource constraints

Other

27 (84%)
25 (78%)
24 (75%)

23 (72%)

11 (34%)
8 (25%)

* Other: time passed since misconduct, reasonable grounds to

assume misconduct, etc.
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Next Steps
Investigation Following Referral
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To assess whether legal
test for enforcement
sanction was met

Why are Investigations

Necessary After
Referrals?

To enter adjudication - To reach settlement or
leading to findings and present evidence to
sanction decision maker
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Investigation Following Referral

According to the 2014 EWG Survey—

» 91% have powers to compel the production of
documents, answers to specified questions, and oral
testimony

» 78% have the power to inspect physical premises

» Nearly all respondents indicated staff comprised legal #*
counsel and former auditors as well as forensic e
accountants

» Forensic investigation; adjudication; sanctions
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Improper Document Alteration

» Why are we discussing this?

» What is it? lEUMENT
= WORK ,*;WMA AGEMENT
» How can it be detected?

» What happens when alteration is detected?

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Enforcement Session

Objective

» Archived work papers are the best evidence of how
the audit was originally conducted

» If improper alterations are made:
» The goals of the inspection are thwarted

» The integrity and ethics of the firm and its personnel are
called into question

» Awareness of improper document alteration can
help inspectors stay alert and be prepared to
address it
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PCAOB and ISA Requirements

» The final audit file must be
compiled shortly after the audit A
report is issued (PCAOB: 45 days; ©
ISA/ISQC: “timely,” usually within
60 days)

» Once the final audit file is
compiled, no deletions may be
made

» Subsequent additions to the audit
file must be documented

» See: AS 1215 (PCAOB), ISA
230/1SQC 1
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Archiving Practices

» Most firms have systems to
archive work papers at the 0
end of the audit engagement -
for future use or inspection

»

» Large firm systems
sometimes maintain a
snapshot of the audit file as
it existed when first archived
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Examples of Modifying, Creating,
Adding or Deleting Work Papers

» Changing the evidence obtained or conclusions
reached during the audit

» Adding procedures performed during the audit but
not documented at the time

» Portraying procedures performed after the audit as
having occurred during the audit

» Describing procedures that were never performed

» Adding documents that were not obtained during the
audit (confirmations, representation letters, etc.)
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Types of Alteration Evidence

» Circumstantial: Auditor’s behaviour or nature
of work papers suggest the audit file was
altered improperly

» Direct: Specific evidence from documents or
people that the audit file has been improperly
altered

» Circumstantial evidence may prompt search
for direct evidence
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Examples of Circumstantial Evidence
Auditor Behaviour

» Long delays in providing documents or answering
questions

» Evasive, complicated, inconsistent or hostile answers
to questions from inspectors, especially about
documents and archiving

» Reluctance to make certain engagement team
members available to inspectors

» Reluctance to allow inspectors to visit certain office
areas or locations
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Examples of Circumstantial Evidence
Documents

» Documents in hard-copy form, especially if critical to
the audit or most documents are electronic

» Work papers not listed in the work paper index
» Documents that were not in the original audit file

» Documents that are inconsistent or contradict other
work papers

» Work papers for significant or high-risk areas
prepared after the audit report was issued
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Real World Example
Inconsistent work papers

Management Representation Letter

Total misstatements: $30.0 million

Net income: $190 million
Misstatement % 15.8%
Work Paper
Total misstatements: $18.8 million
Net income: $190 million
Misstatement % 9.9%
IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Enforcement Session

Real World Example

Internally Inconsistent Document

..-I ‘-....J ] F

IT Testing Work Paper

Test Result Conclusion
Password security 10 tests, 8 Control is operating
exceptions found effectively
Access security 5 tests, 4 Control is operating
exceptions found effectively
Super-user 7 tests, 5 Control is operating
security exceptions found effectively
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Direct Evidence
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» Document metadata is information about
electronic documents such as date and time the
document was created and last modified

» Audit software systems, especially those used by
large firms, may contain separate information
concerning sign-off dates of work paper
preparation and review

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018 Enforcement Session

Metadata Types .

» Two kinds of document metadata:

» File-level metadata: Generated by the software
application (e.g., Microsoft Excel)

» System-level metadata: Generated by the
operating system (e.g., Microsoft Windows)

» Both types of metadata contain information on
creation and modification of the document

» Inconsistency between two types of metadata is a
red flag
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Example of File-Level Metadata

Microsoft Excel
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System-Level Metadata
Microsoft Excel

0 2010 wp 2340xlsm Properties

MNeme Date moditiee P

(] 2010 wp 2240 viems £ AU 29001 Microsaft Exce
Open

Newe {
Print
Convert to Adche PDF

Convert to Adcke PDF and EMail
Combine supperted files in Acrobat...

e

Scan for Viruses...

Cpen with...

Restore previous versions | ot
Sendto .
Cut P

Copy ok

Create shostcyt-"

Rename

Properties

Created:
Modified:

Accessed

IFIAR INSPECTION WORKSHOP 20-22 FEBRUARY 2018

General | Securty | Detals | Previous Versions

Adributes:

2010 wp 2340 dsm

w8 . .
Type of file:  Microscht Excel Macro-Enabled Worksheet {xdsm})
Opens with: 37| Microsot Excel [ coange. |
. Location: SHDERCASE DOCUMENTATION'DAT Brazil - GOI
T | See: $1.2 KB (52,578 bytes)
Size on disk:

104 KB {105,435 bytes)

Thursday. April 05, 2015, 3:28:51 PM
Thursday, Aprl 05, 2015, 2:28:51 PM

i Today. January £8. 2018, 7 minutes ago

(Advanced.. |

Read-only Hidden




How Metadata Can Be Used

Metadata can show work how papers were
created or modified:

» After initial archiving
» In advance of inspection
» During the inspection itself
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Audlt Software Systems

Work paper sign-off dates in audit software system
can show work papers:

» Reviewed after the date of the audit report

» Reviewed at a time different from the dates
contained in the body of the document

» Modified after being reviewed
» Reviewed just before the audit report date
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Metadata is Evidence, BUT...

» Opening and closing documents can cause
them to show new “modified” date

» Creation dates may reflect the creation of a
predecessor document or template

» Software exists to erase or manipulate
metadata

» Computer clocks can be changed
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How Else Does Enforcement
Detect Work Paper Alteration?

» Emails, instant messages or texts by audit team |
» Interviews of audit team members
» Documents from third parties (e.g. audit client)
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Questions to Ask
Archiving

» What is the firm’s archiving policy?

» |Is that policy documented?

» When were the work papers archived?

» Were the work papers accessed after archiving?

» What is the usual process for retrieving archived
work papers?

» What actual process was followed this time?
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Steps to Take if Alteration is Suspected

» Request electronic versions of hard-copy documents

» Request emails showing when work papers were
drafted and reviewed

» Request draft versions of work papers on computers of
audit team members

» Request snapshots from the work paper archiving
system showing when work papers were archived and
accessed
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Key Takeaways

» Inspections and Enforcement are often distinct,
but they can collaborate effectively

» Inspectors further their mission by understanding:
» When to refer matters to Enforcement

» What criteria Enforcement uses to open and
pursue a matter

» How the investigation and adjudication
processes work

» Be alert to suspicious conduct or altered
documents! _
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Useful Enforcement Links

» https://www.ifiar.org/members/enforcement-
working-group/

» https://pcaocbus.org/Enforcement/Pages/default.asp
X

» http://www.frc.org.uk/auditors/enforcement-division
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