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Key Technical Terms In the Report

o Accounting assertions
 Significant
* Materiality
» Professional judgment



Accounting Assertions

Existence - relates to

account balances (each of the balance sheet and
Income statement balances are actually exist)

Occurrence - relates to

events ,transactions ,presentation ,and
disclosures (each of them actually did occur)



Accounting Assertions

Right and Obligations

assets and liabllities are really owned by the
company

Completeness

All transactions that should have been recorded
have been recorded in the proper period



Accounting Assertions

Valuation and Accuracy

Transactions and events have been recorded
accurately and that the assets ,liabilities ,and
equities listed on the balance sheet have been
valued in accordance with GAAP

Presentation and Disclosure
All transactions and events have been presented

correctly and disclosed properly in accordance
with GAAP




Materiality and Significant

* Materiality relates to the amount that would
Influence the lending or investing decisions of
financial statements users

 Significant account Is an account that has a
reasonable possibility of containing a material
misstatement regardless of the effect of control



Professional Judgment

* The application of relevant knowledge and experience in making decisions
about appropriate courses of action during the audit.

 Professional judgment process includes:

1 Clarifying the issues and objectives
2 Considering the possible alternatives
3 Gathering and evaluating the evidence

4 Reaching an audit conclusion
5 Documenting the rationale for the professional judgment reached
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What's changed in the new audit

report? m

Current audit report Draft new audit report
1. Introductory paragraph 1. Auditor's opinion
2. Management's reponsibility 2. Basis for opinion

3. Auditor's Responsibility 3.
4. Audit procedures
5. Basis for opinion
6. Auditor's opinion
7. Emphasis of matters (if any)
8. Other matters (if any)

[y [

o =

Material uncertainty regarding going
concern (if any)

. Emphasis of matters (if any)

. Key audit matters
Listed
entities

. Other matters (if any) only
_ Other information

Management and TCWG' responsibilities

' > 9_Auditor's Responsibilty
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The Survey : Reporting of risks

Graph 3: Year on Year comparison
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»22879 KAM (Trading)

OUR ASSESSMENT OF RISKS OF MATERIAL MISSTATEMENT CONTINUED

& Inventory valuation and
provisions

RISK DEECEIFHGH

at? Apnl Iﬂiﬁ meﬂr:}'up I'-E-ld mventcnnes

of £800 million (2015 £798 million).

As described in the Accounting Policies
innate | to the Financal Staterments,
irventories are carred at the lower of

"E:;:mt and net realisable value As a resulk,

the directors apply judgement in
determining the appropriate provisions
for obsolete stock based upon a detailed
analysis of old season inventory, net

HOW THE SCOPE OF OUR AUDIT RESPONDED TO THE RISK

We thamed assurance over the
appropriateness of management’s
assumptions appbed in calculating the
value of the invertory provisions by

= Checking the effectivensass of key
inventory controls operating across
the UK business, including those at 13
distribution centres and 18 retail stores,

— Attending inventory counts at 13
distribution centres and 13 retail stores,

- Checking for a samiple of individual
products that invoiced costs have
been correctly recorded and that the
allocation of directly attnbutable costs
has been cormectly calculated,

(9989970 Mark and Spencer Group PLC )

> Er:rmpanng the net rEEhSEhLEvame

obtained through a detailed review of
sales subsequent to the year-end using
audit analytics, to the cost price of
inventories to check for completeneass
of the associated provision,

— Performing audit anatytics on
stock holding and movement data to
identify product lines with indicators
of low stock turn or significant levels
of aged stock; and

— Meeting with buyers to validate the
assurmplicns applied by management
compared to the current purchasing
strategy and ranging plans.

_—

realisable value below cost based upon
plans for inventory to gointo sale and
stock loss based upon the run rate from
recent inventory counts.

through benchmarking and external
rrarket data to challenge the assurmpbions
underlying sales forecasts by category

to assess the completensss of provisions
for obsolescence

Key observations The results of

our testing were satisfactory and

we concur that the level of inventory
Provisions 1s approprate.

FEDERATION OF ACCOUNTING PROFESSIONS



522819 KAM (Manufacturing)
e

How the scope of our audit responded

b to the risk

Revenue recognition on: Our audit work assessed the adequacy of the design

. significant long-term contracts, due to the and imp!ementatinq of controls over Iﬂr!g—tenj contract
financial effects of judgments, including aﬂ_cmntlng_ We reviewed the Gnntrat_;t risk registers and
future milestone success, associated with evidence for the progress made against the contract
determining the percentage of contract to confirm that revenue and profit recognised to date

completion at the balance sheet date and risks | are based on management's current best estimate of
associated with completing the contract; and | the degree of contract completion. We understood and
challenged management’s assumptions by referring

to evidence including signed contract terms and

latest project status reports, and discussing contract
progress and future risks with contract engineers. We
also assessed the reliability of management estimates
through consideration of the historical accuracy of prior
period management estimates.

( 81989210 Chemring Group PLC, FRC report)
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»9819 KAM (Trading and Service)
. ]

How the scope of our audit addressed the area
of focus

Area of focus

We tested management’s impairment analysis by
examining their identification and aggregation of CGUs
and by evaluating the underlying assumptions through

Goodwill impairment reviews
We focused on this area because the Group

B e assessment of forecast, market conditions and sensitivity
e e analysis and through assessing the historical accuracy
in the identification and aggregation of cash of forecasts and budgets. We assessed management's

gener;ting units (CGUS) and in th_E assumpf[inns calculation of discount rates and perpetuity growth rates
used in the annual goodwill impairment review. | ang we tested the integrity of the valuation model.

(87989270 Pearson PLC, FRC report)
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Examples of questions in AGM

General

. Why does the report look different/longer from last year?

° Why does the report from your firm look different to the report from XX firm?
. Why don’tall reports from your firm look the same?

Identification

. Why 1sn’t X a KAM?

. Why 1sn’t X (business risk) a KAM?

. What other matters were communicated with TCWG but were not reported as KAM?
. Why 1s an EOM on Going concern not also a KAM (or vice versa)?

Source: Draft Guidance Statement GS 010 Responding to Questions at an Annual General Meeting, issued by the
Auditing and Assurance Standards Board, Australian Government, March 2016

http://www.auasb.gov.au/admin/file/content102/c3/02-16 Agenda Item 5.1 Revision of GS 010 (Clean).pdf
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Examples of questions in AGM

Audit work
. [s this all you did?
. Sounds like crystal ball gazing, how can you be sure it’s right?

Results/implications

° What did you find? Were they prudent/aggressive?

. Should we be worried?

. Why don’t you include results?

° Why do some reports/firms include findings and you don’t?
. It sounds like you don’t trust the directors 1s this the case?
° What do you think of their controls?

Source: Draft Guidance Statement GS 010 Responding to Questions at an Annual General Meeting, issued by the
Auditing and Assurance Standards Board, Australian Government, March 2016

http://www.auasb.gov.au/admin/file/content102/c3/02-16 Agenda Item 5.1 Revision of GS 010 (Clean).pdf
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Examples of questions in AGM

Other

. Why aren’t you reporting on materiality?

. What work did you do on internal controls?

. What 1s your conclusion on internal controls?

Source: Draft Guidance Statement GS 010 Responding to Questions at an Annual General Meeting, issued by the
Auditing and Assurance Standards Board, Australian Government, March 2016

http://www.auasb.gov.au/admin/file/content102/c3/02-16 Agenda Item 5.1 Revision of GS 010 (Clean).pdf
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