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Auditor Reporting
Objectives of Agenda Items
1.

To consider remaining issues and Drafting Team recommendations, as well as revised drafts of the
proposed new and revised Auditor Reporting standards. 1

2.

To finalize and approve these standards for submission to the Public Interest Oversight Board (PIOB).

3.

To discuss, on a preliminary basis, activities to support awareness, acceptance and application of
these standards.

Drafting Teams and Respective Responsibilities
4.

Dan Montgomery, IAASB Deputy Chair, has overall responsibility for leadership of the Auditor
Reporting project. The Auditor Reporting Drafting Teams are comprised of the following members:
ISA 700 Drafting Team (DT700)

ISA 701 Drafting Team (DT701)

ISA 570 Drafting Team (DT-570)

• Bruce Winter, IAASB
Member and Chair of DT-700

• Chuck Landes, IAASB Member
and Chair of DT-570

• Annette Köhler, IAASB
Member

• Dan Montgomery, IAASB
Deputy Chair, Chair of DT701 and Overall Project
Chair

• Brendan Murtagh, IAASB
Member

• Cédric Gélard, IAASB
Member

• Jianhua Tang, IAASB
Member

• Marek Grabowski, IAASB
Member

• Susan Jones, IAASB
Technical Advisor

• Marc Pickeur, IAASB
Member

• Denise Weber, IAASB
Technical Advisor

• Megan Zietsman, IAASB
Member

• Jean Blascos, IAASB Member
• Karin French, IAASB Member
• Wolf Böhm, IAASB Technical
Advisor

• Correspondent member:
Gary Hannaford,

1

Discussions on the proposed amendments to the standards in the ISA 800 Series are included as Agenda Item 5.

Prepared by: Kathleen Healy (August 2014)
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ISA 700 Drafting Team (DT700)

ISA 701 Drafting Team (DT701)

ISA 570 Drafting Team (DT-570)

Staff: Diane Jules

Staff: Kathleen Healy and
Jasper van den Hout

Staff: Sara Ashton

Responsible for revisions to ISA
700, 2 ISA 705, 3 ISA 800 4 series
and conforming changes to other
ISAs as necessary.

Responsible for development
of new ISA 701 5 and revisions
to ISA 706, 6 ISA 260 7 and
conforming changes to other
ISAs as necessary.

Responsible for revisions to ISA
570 8 and conforming changes to
other ISAs as necessary.

International Ethics
Standards Board for
Accountants (IESBA)

Revisions to auditor reporting requirements in proposed ISA 720 (Revised) 9 are being further
progressed by the ISA 720 Task Force (TF) as part of the re-Exposure Draft (ED) issued in April 2014.
See paragraphs 11–12 below.

Activities since Last IAASB Discussion
5.

Auditor reporting continues to feature heavily in the IAASB’s outreach activities, as highlighted in
Agenda Item 1. Most recently, discussion was held with the International Forum of Independent Audit
Regulators Standards Coordination Working Group to discuss how the IAASB had considered its
comments on exposure in advancing the standards. A session is also planned in advance of the
Board meeting with members of the Monitoring Group to address the most significant public interest
issues arising during the project, in particular how the new model for auditor reporting that will be
established by the final standards is sufficiently responsive to the public interest call for the auditor’s
report to be made more relevant and informative to users and for greater transparency to be provided
about individual audits that are performed.

6.

A number of issues addressed in these papers will also be raised for discussion at the September
2014 IAASB Consultative Advisory Group (CAG) meeting, in addition to Report Backs on the IAASB’s

2

Proposed ISA 700 (Revised), Forming an Opinion and Reporting on Financial Statements

3

Proposed ISA 705 (Revised), Modifications to the Opinion in the Independent Auditor’s Report

4

The phrase “ISA 800 Series” incorporates the following ISAs: proposed ISA 800 (Revised), Special Considerations–Audits of
Financial Statements Prepared in Accordance with Special Purpose Frameworks; Proposed ISA 805 (Revised), Special
Considerations–Audits of Single Financial Statements and Specific Elements, Accounts or Items of a Financial Statement; and
Proposed ISA 810 (Revised), Engagements to Report on Summary Financial Statements.

5

Proposed ISA 701, Communicating Key Audit Matters in the Independent Auditor’s Report

6

Proposed ISA 706 (Revised), Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent Auditor’s Report

7

Proposed ISA 260 (Revised), Communication with Those Charged with Governance

8

Proposed ISA 570 (Revised), Going Concern

9

Proposed ISA 720 (Revised), The Auditor’s Responsibilities Relating to Other Information
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discussions since the March 2014 CAG meeting. The DT Chairs and CAG Chairman will report back
on these discussions as appropriate.
7.

DT-700 has held a physical meeting and two teleconferences, DT-701 has held a physical meeting
and one teleconference, and DT-570 has held a physical meeting to develop the material contained
in these agenda papers.

Format of the Board Discussion
8.

Auditor reporting will be a significant portion of the IAASB's September 2014 agenda. The various
issues papers presented in relation to Key Audit Matters (KAM), Going Concern (GC), and ISA 700
(Agenda Items 2-A, 3-A, and 4-A) include Matters for the IAASB Consideration that will be
highlighted as the DT Chairs walk through the revised ISAs included in Agenda Items 2-B (ISA 701),
2-D (ISA 706), 2-E (ISA 260), 3-B (ISA 570), 4-B (ISA 700), and 4-C (ISA 705), as well as the
conforming amendments to other ISAs, included in Agenda Item 2-F.

9.

During the discussions on KAM and GC, reference also will be made to certain revisions to ISA 700
(Agenda Item 4-B). Where changes proposed to ISA 700 are arising from recommendations of DTs
other than DT-700, reference has been made to the relevant issues paper. Illustrative auditor’s
reports are included in ISA 700 (Agenda Item 4-B), ISA 705 (Agenda Item 4-C), ISA 570 (Agenda
Item 3-B), ISA 706 (Agenda Item 2-D), as well as other ISAs (Agenda Item 2-F). Most of these
reports include illustrative wording of the auditor’s responsibilities for GC and KAM, as well as
management responsibilities for GC.

10.

During the meeting, the various ISAs will be revised as necessary in light of CAG and Board
comments prior to consideration for approval.

Matters Relevant to the Approval of the New and Revised Auditor Reporting
Standards
Changes Arising from Other IAASB Projects
11.

The June 2014 agenda materials reflected the conforming amendments to ISA 700 that were
proposed in the May 2014 ED, Proposed Changes to the International Standards on Auditing (ISAs)–
Addressing Disclosures in the Audit of Financial Statements, and the April 2014 ED related to the reexposure of proposed ISA 720 (Revised). Agenda Items 4-B and 4-C include these changes in
shaded text for reference purposes. Reference to concepts established in proposed ISA 720
(Revised) is also made in proposed ISA 701 (Agenda Item 2-B and 2-C) proposed ISA 260 (Revised)
(Agenda Item 2-E) and proposed ISA 706 (Revised) (Agenda Item 2-D), as well as all of the
illustrative reports.

12.

As the wording is subject to further changes as a result of the finalization of the Disclosures and ISA
720 projects, the DTs are not seeking feedback or approval on those revisions at the IAASB’s
September 2014 meeting. These have been included for information purposes only to indicate areas
where further changes are likely. The shaded text will be removed before submitting the final ISAs to
the PIOB for approval and publication. Conforming amendments to the suite of auditor reporting
standards will then be made when the changes arising from the Disclosures and ISA 720 projects
are finalized.
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Consideration of the Need for Re-Exposure
13.

As the ED served as the IAASB’s third consultation on the topic of auditor reporting, the concepts
and proposed changes to the ISAs resulting from their application was generally well-accepted
amongst stakeholder groups. In addition, the changes to the ISAs since exposure have been in
response to comments received and, in the DTs’ view, will be viewed as improving the proposals set
forth in the ED and enhancing the standards, both from a public interest perspective as well as in
terms of their ability to be implemented in practice. The Auditor Reporting Project Chair, together with
the two DT Chairs, and the DTs individually have considered the need for re-exposure of the proposed
ISAs included in the ED and are of the view that re-exposure is not necessary.

Highlights of Changes from Exposure
14.

In relation to proposed ISA 701, Agenda Item 2-G compares the requirements set out in the ED with
those included in the September 2014 IAASB agenda material and includes, at a high level, the
rationale for those changes. The most notable change from the proposals included in the ED is the
new requirement addressing circumstances in which a matter determined to be a KAM is not
communicated in the auditor’s report, as explained further in Agenda Item 2-A. Changes to
application material further respond to concerns raised on exposure, in particular the need for a
robust “decision framework” to support the auditor’s determination of KAM.

15.

In relation to proposed ISA 570 (Revised), the IAASB and CAG have previously discussed the
rationale for the Board’s decision to not move forward with requirements relating to two proposed
statements regarding GC and instead retain the position in extant ISA 570 for reporting when a
material uncertainty exists related to events or conditions that may cast significant doubt on the
entity's ability to continue as a going concern (i.e., exception-based reporting), given the strong views
on exposure about the need for a holistic approach to reporting on GC. Notwithstanding this, the
IAASB has agreed to further address the calls for a greater focus on GC by requiring the following
(as explained further in Agenda Item 3-A):

10

•

An enhanced description of management’s and the auditor’s responsibilities relating to GC in
all auditor’s reports, retaining a number of the concepts previously embedded in the two
proposed statements on GC;

•

Use of the heading “Material Uncertainty Relating to Going Concern” in all cases 10 where a
material uncertainty exists related to events or conditions that may cast significant doubt on an
entity’s ability to continue as a GC;

•

A new requirement for the auditor to consider the appropriateness of management’s
disclosures when events or conditions have been identified that may cast significant doubt on
the entity’s ability to continue as a GC, taking into account the requirements of the applicable
financial reporting framework and, where applicable, requirements relating to fair presentation;
and

•

Explicit recognition within proposed ISA 701 that matters relating to GC may be determined to
be KAM and therefore communicated in the auditor’s report.

Unless law or regulation prescribes a different heading
Agenda Item 2
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16.

In relation to proposed ISA 700 (Revised), respondents were largely in favor of the various proposals
set out in the ED. The most substantive change to the proposed standard relates to the Board’s
decision to require the Opinion section to be presented first in the auditor’s report, followed by the
Basis for Opinion section, unless law or regulation prescribes a specific ordering. This was in
response to calls across stakeholder groups that this information should be positioned as prominently
as possible, given its importance to investors and other users of the auditor’s report.

17.

Other changes to the standard in response to comments received on exposure are aimed at further
clarifying the IAASB’s intent and, as appropriate, providing refinements to the requirements and
wording in the illustrative auditor’s reports, as well as additional guidance, in particular in relation to:

18.

•

The explicit statement about independence and other relevant ethical requirements, including
listing of sources of those requirements, with further attention given to how the IESBA’s Code
of Ethics for Professional Accountants (IESBA Code) may be referenced.

•

Disclosure of the name of the engagement partner for audits of financial statements of listed
entities, and appropriate parameters on the rare circumstances in which such disclosure may
not be included in the auditor’s report (via the use of a harm’s way exemption).

Changes to the other standards, including ISA 705, ISA 706, ISA 260 and the conforming
amendments, are primarily to clarify how those standards relate to ISA 700 and ISA 701.

Effective Date
19.

The Explanatory Memorandum to the ED explained that, in setting the effective date for a new or
revised ISA that affects the work effort of the auditor in performing an audit, the IAASB typically
provides a period of at least 12–15 months after issuance of the final standard 11 for purposes of
translation, national adoption, and implementation (including training and changes to firms’ audit
methodologies). This implementation period typically ends, and the new or revised ISA comes into
effect, at the beginning of the applicable audit cycle – that is, “for audits of financial statements for
periods beginning on or after [date]”.

20.

The EM suggested the standards could become effective for audits of financial statements for periods
beginning on or after December 15, 2015 – that is, for December 31, 2016 reporting periods. Should
this be the effective date, the enhanced auditor’s reports would be available to users in early 2017.
Early adoption of the standards would be permitted, as is the case with all the IAASB’s standards
unless specifically prohibited.

21.

At the June 2014 meeting, the Board considered, and did not raise concern with, a preliminary staff
recommendation to set this as the effective date. This proposed date accommodates the plans to
finalize the revisions of ISA 720 and the amendments to the ISA 800 series, with the intent for all
changes to the standards to become effective at the same time. To the extent practicable and subject
to the IAASB’s consideration of the comments received on exposure, the changes as a result of the
Disclosures project may also come into effect concurrently.

11

Final standards are issued after they are approved by the IAASB and the PIOB has confirmed that due process has been followed
in their development (which typically occurs in the quarter following IAASB approval).
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22.

The Auditor Reporting Task Force Chair, with input from the two DT Chairs, is of the view that the
proposed effective date remains appropriate and recommends the IAASB approves the standards
on this basis.

Matters for IAASB Consideration
1.

The IAASB is asked to share views on the other Matters for IAASB Consideration included in the
various issues papers presented as part of Agenda Items 2–4.

2.

The IAASB is asked to approve the standards to become effective for audits of financial statements
for periods beginning on or after December 15, 2015.

Promoting Awareness, Understanding and Effective Implementation of the IAASB’s New and
Revised Auditor Reporting Standards
23.

The final standards will be issued after the PIOB has confirmed that due process has been followed
in their development. 12 The IAASB is committed to ensuring the success of these new and revised
standards in view of the significant enhancements to auditor reporting in the public interest.

24.

IAASB leadership and Staff are of the view that the objectives of efforts to support successful roll-out
of the new and revised standards should focus on:

25.

12

(i)

Promoting awareness on a timely basis of the IAASB’s new and revised standards in response
to calls for a more informative auditor’s report and greater transparency about the financial
statement audit;

(ii)

Informing and educating those who will use the new auditor’s reports about the objectives of
the enhancements;

(iii)

Opening a dialogue to learn about the experiences of those responsible for adopting and
implementing the standards; and

(iv)

Preparing for post-implementation review efforts.

The following is an initial plan that is intended to effectively achieve these objectives. The plan has
been developed in light of available resources as well as feedback on previous initiatives designed
to support roll-out of other new and significant standards.
Activity

Proposed Timing

Auditor Reporting Toolkit

Released concurrently with the final standards –
January 2015, with “thought piece” in mid-2015

Outreach and Other Communications by
the IAASB and Others

2015–2016

Post-Implementation Review

To commence two full years after the standards
Planning
2017
/
become
effective
–
Commencement 2018

The PIOB meeting is scheduled for December 10–11, 2014.
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Auditor Reporting Toolkit, Including Website
26.

The following materials and actions are planned concurrent with the release of the final standards:
•

•

In support of awareness:
o

Media release (along with related press engagement by IAASB leadership and senior
staff as appropriate)

o

Promotion on International Federation of Accountants (IFAC) Global Knowledge
Gateway, a digital hub where professional accountants, students, professional
accountancy organizations, firms, regulators, standard setters, academics, and others
can easily access accountancy news, views, resources, and thought leadership from
IFAC, its member organizations, and other notable groups and individuals

o

Staff-prepared At a Glance publication, 13 along with a one-page fact sheet on Auditor
Reporting

o

Overview presentations providing greater details about the key enhancements to auditor
reporting (e.g., a high-level summary of the proposals, the expected benefits, and
important elements of the standards) 14

In support of promoting understanding:
o

Staff-prepared Basis for Conclusions that explains the IAASB’s decisions in finalizing the
new and revised standards

o

A limited number of illustrative examples of KAM, to be provided as non-authoritative
Staff guidance. Such publication will also highlight the relevant requirements in ISA 701
in relation to determining and communicating KAM, and potentially explain how KAM
relates to other regional and national developments in auditor reporting

o

Subject to the IAASB’s discussion on Agenda Item 3-D, a flowchart relating to the
auditor’s judgments in determining whether a material uncertainty exists related to
events or conditions that may cast significant doubt on an entity’s ability to continue as
a GC

o

Reference to the July 2014 International Financial Reporting Standards Interpretations
Committee Agenda Decision – International Accounting Standard 1, Presentation of
Financial Statements: Disclosure requirements relating to assessment of GC

o

Listings and extracts of illustrative auditor’s reports, drawn from the final standards.

The IAASB currently has a separate page on its website dedicated to the Board’s auditor reporting
project. The documents identified above will form part of the material (“Toolkit”) intended to support
awareness and understanding of the newly released standards, and further efforts will be invested

13

The At a Glance publication would provide an overview of the key provisions of the final standards, as well as other information
about the changes expected to result from their implementation and the effective date of the standards. This document will also
highlight the IAASB’s plans for post-implementation support, including the planned post-implementation review.

14

NSS, IFAC Member Bodies, and others would be encouraged to download and translate these slides to increase awareness in
their jurisdictions.
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by IAASB and Communications Staff to draw attention to this material. The website would also be
used, as appropriate, to showcase materials developed by others, relevant press, etc. to give such
efforts further prominence.
27.

In support of effective implementation, and to further promote awareness and understanding:
•

28.

Release of a “thought piece” on readying for the new standards is planned in mid-2015. In
particular, this publication will be aimed at:
o

Encouraging all those with responsibilities relating to audits of financial statements to
consider implementation issues as soon as practicable; and

o

Providing general considerations that may be relevant to national auditing standard
setters (NSS), legislators, and others involved in setting standards; regulators and
oversight bodies; IFAC member bodies; and accounting firms and audit practitioners.

The above are the initial steps on release. Further tools and activities during the course of 2015–
2016, which will leverage the above, are discussed below.

Outreach and Other Communications by the IAASB and Others
Webcasts
29.

The use of targeted webcasts, potentially in coordination with other organizations, will be explored
as a means of educating key stakeholder groups about the final standards. Such webcasts may
incorporate a brief introductory video along with slides included in the Toolkit, with tailoring as
appropriate for the audience. 15 Such webcasts could allow for questions from participants, or could
feature a segment from a representative of that stakeholder group, and would be archived on the
Auditor Reporting website and available for download. In addition, it may be possible, through
coordination with other organizations, to arrange for such webcasts to be eligible for continuing
professional education credit.

Outreach
30.

Auditor reporting will be a continued area of interest during outreach activities in 2015 and 2016, as
the IAASB’s stakeholders seek to adopt and implement the final auditor reporting standards. Initial
outreach activities will focus on building awareness of the IAASB’s intentions in developing the
standards and provide the IAASB with an initial understanding of implementation experiences,
including any practical challenges, and how such challenges are being addressed. This outreach will
also serve as a useful basis to inform the planned post-implementation review by strengthening and
establishing new contacts to provide input on whether the IAASB’s standards are achieving their
objectives.

31.

In relation to outreach, IAASB leadership and staff are of the view that, rather than the IAASB seeking
to host formal events, resources would be best allocated to participation by or on behalf of the
IAASB 16 at national and regional events in 2015 and 2016. Specifically:

15

For example, to explain the implications of the new standards for audit committees and investors

16

Outgoing Deputy Chair Dan Montgomery and former Executive Director Jim Sylph have confirmed their willingness and ability to
participate in these outreach activities.
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•

In coordination with the CAG, NSS, IAASB members and the IFAC Professional Accountants
in Business Committee, Staff will identify, as early as possible, planned events to which the
IAASB could seek to be invited to speak on the topic of auditor reporting, in particular events
targeted towards investors, preparers and audit committees. Requests for participation at other
events and other opportunities to further promote awareness and acceptance will also be
considered, with a view to geographic balance and audience.

•

Ongoing coordination with practitioners is expected through outreach with the Forum of Firms,
Global Public Policy Committee, meetings with assurance leadership of firms, events
sponsored by the IFAC Small and Medium Practices, and the Financial Audit Subcommittee of
the International Organization of Supreme Audit Institutions. Participation in other events
sponsored by firms (e.g., annual meetings), supreme audit institutions (SAIs), and IFAC
Member Bodies would be welcome.

•

It is envisaged that discussion with regulators and oversight bodies will continue through
annual or more frequent meetings with the International Organization of Securities
Commissions and the International Forum of Independent Audit Regulators and their various
subcommittees, as well as the European Audit Inspection Group. Such communications will
firstly be aimed at briefings on the final positions in the standards to ensure a consistent
understanding of the IAASB’s expectations in setting the requirements therein. On a longerterm basis, such communications will enhance the relationship with these organizations and
assist the IAASB in understanding inspection findings as the new standards are implemented.
Other meetings with the Basel Committee on Banking Supervision, the Financial Stability
Board, the World Bank, the International Association of Insurance Supervisors and others who
have expressed support for the ISAs as the basis for high-quality audits will also be necessary.

•

Liaison with policymakers in Europe is also expected to continue, for example with the Head
of Audit Unit of the European Commission, and others as necessary as the member states
adopt and publish the provisions necessary to comply with the revised regulatory framework.

•

IAASB members and Technical Advisors would be expected to meet with constituents (in
particular investors, audit committee members/organizations, and preparers) in their national
jurisdictions during 2015 to build awareness about the auditor reporting enhancements.
Materials discussed above (in particular, the Toolkit) would be leveraged for these efforts.

•

Liaison with the academic community will also be useful, as a means of signaling the IAASB’s
interest in any research activities that may be conducted and possibly identifying specific topics
on which research may usefully inform the post-implementation review.

Communications and Activities by Others
32.

International and national regulators, oversight bodies, organizations that represent investors,
preparers and audit committees, and NSS, SAIs, firms, IFAC Member Bodies and other IFAC
Committees all have a shared responsibility to promote awareness and support effective
implementation of the standards in light of their public interest importance. While the IAASB plans to
pursue a number of activities, such organizations may be best placed to plan outreach and liaison
with their constituents, through formal events or other types of communication.
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33.

34.

IAASB leadership and Staff are interested in hearing about those plans so that the collective efforts
can be leveraged to the extent possible, in particular whether such organizations may have the
capacity to develop:
•

Communications to promote awareness of the issuance of the final standards and the Toolkit,
as well as plans for webcasts

•

Opinion pieces, articles or frequently asked questions to explain their views about the
implications of changes in auditor reporting to their specific audience

Follow up sessions with the CAG and NSS will also be planned in 2015 and 2016, for participants to
report back on dialogue within their respective organizations in relation to auditor reporting.

Post-Implementation Review
35.

36.

The IAASB intends to undertake a post-implementation review of the auditor reporting standards after
a period of two years from the effective date. The objective of this review will be to assess the new
auditor reporting standards have achieved their intended effect, and to assist the IAASB in, among
other matters:
•

Determining whether wider application of the proposals initially limited to audits of financial
statements of listed entities would be in the public interest;

•

Identifying implementation challenges and possible areas for improvement within the
standards;

•

Understanding the way in which the requirements in the standards have been adopted and
implemented by various jurisdictions in light of their national frameworks; and

•

Considering whether further enhancements to auditor reporting are necessary, for example as
a result of developments at the national level.

The post-implementation review may also identify how practical challenges and concerns are being
addressed in practice (by auditors, management and audit committees), and whether further
enhancements or refinements to the standards, or additional implementation support, is needed.

Matter for IAASB Consideration
3.

The IAASB is asked for its views on the planned activities set forth above, including whether there
are other activities that might also be considered in addition to, or in lieu of, those described above.

Material Presented
Key Audit Matters – Matters Related to the Revision of ISA 701
Agenda Item 2-A

ISA 701 – Issues and Drafting Team Recommendations

Agenda Item 2-B

Revised Draft of ISA 701 (Marked from June 20, 2014 Version)

Agenda Item 2-C

Revised Draft of ISA 701 (Clean)

Agenda Item 2-D

Revised Draft of ISA 706 (Marked from June 2014 Agenda Material)

Agenda Item 2-E

Revised Draft of ISA 260 (Marked from June 2014 Agenda Material)
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Agenda Item 2-F

Proposed Changes to Other ISAs (All Conforming Amendments)

Agenda Item 2-G

Comparison of Requirements in Proposed ISA 701 from Exposure to
September 2014 Draft

Going Concern – Matters Related to the Revision of ISA 570
Agenda Item 3-A

ISA 570 – Issues and Drafting Team Recommendations

Agenda Item 3-B

Revised Draft of ISA 570 (Marked from June 2014 Agenda Material,
Including Certain Changes Discussed on June 19, 2014)

Agenda Item 3-C

Revised Draft of ISA 570 (Clean)

Agenda Item 3-D

Material Uncertainty – Disclosures Decision Flowchart

Matters Related to the Revision of ISA 700
Agenda Item 4-A

ISA 700 – Issues and Drafting Team Recommendations

Agenda Item 4-B

Revised Draft of ISA 700 (Marked from June 19, 2014 Version)

Agenda Item 4-C

Revised Draft of ISA 705 (Marked from June 2014 Agenda Material)

Agenda Item 4-D

Revised Draft of ISA 700 (Clean)
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