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What Management and Audit Committees
Need to Know about the New Auditor
Reporting Standards in Canada

This FAG addrasses key concepts and guestions relevant to management ang
audit committees relating to the new and revised auditor reporting standards.

What are the New Auditor Reporting Standards?
The new auditor reporting standards are a collection of changes to various
standards in the CPA Canads Handbook-Assurance that result in a new and
enhanced auditor's report for audits of all entities. The implications of these
new and revised standards are significant and will impact those involved in the
financial reporting process (i.e, management, those charged with governance
(TCWE), including audit committees) as well as external auditors and financial
statement users. The new report provides reporting of going concern matters,
as well as entity-specific reporting of other information and key audit matters
for certain entities. The report also provides enhanced transparency by clarify-
ing the scope of the auditor's work as well as the roles and responsibilities of
the auditor, management and TCWG,

These changes aim to enhance communication by offering entity-specific infor-
mation to make the auditor’s report more informative and relevant to financial
statement user decision making.
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For audits of entities where the auditor decides or law or regulation reqguires
the auditor to communicate key audit matters in the auditor’s report please
refer to Appendizx A and CPA Canada’s dwdlit & Assurance Alert— Koy Audit
Matters for further details.

When do the new standards come into effect?

The new auditor reporting standards will be effective for audits of financial
statements for periods ending on or after December 15, 2018, Earlier applica-
tion is permitted.

What are the significant changes?

Auditor’s Opinion auditor’s opinion moved from the end of the auditor's report
to the very beginning

Auditor’s Independence an explicit statement of the auditor's independence in accordance
angd Ethics with relevant ethical requirements and the auditor's fulfilment of
other ethical responsibilities

Going Concern a separate section under the heading "Material Uncertainty Related
to Going Concern”, when a material uncertainty exists related to
an entity’s ability to continue as a going concern and is adequately
cisclosed in the financial staternents
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Other Information (O

a separate section under the heading "Other information”,
when an entity prepares other information (e.g., an annual
report) containing or accompanying the entity’s financial
statements and auditor’s report thereon, to explain man-
agement’s and the auditor's responsibilities for the other
information and the auditor’s conclusion from reading and
considering the other information about whether the other
information is materially inconsistent with the financial state-
ments or our knowledge obtained in the audit or otherwise
appears to be materially misstated

For an audit of a non-listed entity this section will be added
when, at the date of the audit report, the auditor has obtained
some or all of the other information

For an audit of a listed entity this section will be added when,
at the date of the audit report, the auditor has obtained, or
expeacts to obtain, the other information

Note: "Other Information” is financial or non-financial information
(other than financial statements and the auditor’'s report) included
in an entity’s annual report. An entity’s annual report may be a
single document or a combination of documents that serve the
samsa purpose

Examples: Common examples of Ol include: Management’s Dis-
cussion and Analysis, Financial Statement Discussion and Analysis,
Management Fund Report of Fund Performance and Glossy Annual
Report

«

please refer to CPA Canada Adudit & Assurance Alert—CAS 7230
~ Otber information for further details on the reporting
requirements related to Ol

Roles and
Responsibilities

an enhanced description of management’s responsibilities for

assessing the entity’s ability to continue as a going concearn

and whether the use of the going concern basis of accounting

is appropriate

identification of TCWG (when applicable) and their responsibil-

ity for the oversight of the financial reporting process

an enhanced description of the auditor’s responsibilities. In par-

ticular, new descriptions related to the auditor's responsibilities:

— o conclude on the appropriateness of management’s use
of the going concern basis of accounting

— in an audit of group financial statements

—  regarding communication with those charged with
governance
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Roles and + g new description of the auditor’s responsibilities to provide a
Responsibilities staterment to TCWG that the auditor has complied with relevant
ethical requirements regarding independence

Engagement Pariner »  anew disclosure of the name of the engagement partner

See Appendix A for FAQs on the new auditor reporting standards and FAGs
on key audit matters.

See Appendix B for an illustrative example of the new auditor’s report.

Other Resources

LA Canada

1 Audcit & Assurance Alert New and Revised Auditor Reporting Standargds
2. Audit & Assurance Alert Key Audit Matters

3. Guide —Reporting Implications of the CASs

Auditing and Assurance Standards Board (AASE)

1. Basis for Conclusions: Reporting on Audited Financial Statements —
Mew and Revised Auditor Reporting Standards and Related Conforming
Amendments

2. Auditing and Assurance Bulletin titled “Addressing Disclosures in the
Audit of Financial Statements”

3. Message from the Chalr— New Auditor Reporting and Other Standards
Isgusd, May 2017

IESO-N-0056864



Appendix A-Freguently Asked Guestions

This FAQ section presents an amended version of the International Auditing
and Assurance Standards Board (IAASB) Auditor Reporting Working Group
Publication released in March 2016 —More informative Audior’s Reporis — What
Audit Committess and Finsnce Executives Need o Know.

The New Auditor Beporting Standards FAGs
The following is a summary of the most frequently asked guestions regarding
the new auditor reporting standards.

1. How do the new going concern disclosures impact management and
audit commiitees?
While the responsibilities of management and audit committees regard-
ing going concern have not changed, the auditor's report will now include
enhanced disclosures highlighting these responsibilities. If there have been
close calls in the recent history of the entity, or if new conditions exist in the
current year that cause management and audit committess to think there is
a possibility of a material uncertainty or a close call, then it is advised that
they discuss the matter with their auditor as soon as is practicable to enable
the matter to be addressed in the early stages of the audit.

2. Will the new and more informative auditor’s report add significantly

more time to the audit and the financial reporting process?

The new auditor’'s report represents one of the biggest changes in auditor
reporting and communications in decades. It is difficult to argue that there
will not be some additional work effort, particularly in the first year of imple-
mentation. There are new performance standards and responsibilities that
auditors are required to adhere to with respect to going concern, key audit
matters (KAM), other information and financial statement disclosures. These
changes will reguire more time and involvement from experienced members
of the audit team such as managers and partners.

Management and audit committees may consider engaging their auditor
in & discussion on the any additional time and costs that may be incurred
relating to the new auditor’s report.

2. What is Other Information and how do the new disclosures impact man-
agement and audit committees?
Other Information is financial or non-financial information (other than
financial statements and the auditor’'s report) included in an entity’s annual
report. The auditor's opinion on the financial statements does not cover
Other Information. The auditor is, however, required o read and consider
the Other Information and determine whether it is materially consistent
with the financial statements and the auditor's knowledge obtained during
the audit. The new auditor reporting standards reguire the auditor to add
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a section to the auditor’'s report explaining the auditors work related to the
Other Information and also whether a material misstatement was noted in
the Other Information. For audits of listed entities, the auditor will also need
to disclose any Cther Information expected to be obtained after the date of
the auditor’s report.

To promote audit efficiency, management and the audit commitiees should
consider meeting with their auditors at the planning stage of the audit to
identify any documents that might be considered as Other Information.
ideally these documents will be provided to the auditor prior to the report
date of the audit of the financial statements.

Key dudit Matters FAGs (only applicable when KAM are applied)
The following is a summary of the of the most frequently asked questions
regarding key audit matters

1. Are Key Audit Matters Required in Canada?

Canadian Auditing Standard (CAS) 701, Communicating Key Audit Matters

in the Independent Auditor’'s Report was approved by the AASB in April

2017 and is effective for audits of financial statements for periods ending

on or after December 15, 2018, The standard applies to audits of complete

sets of general purpose financial statements when:

-— the auditor decides to communicate key audit matters in the auditor's
report

— the auditor is required by law or regulation to communicate key audit
matters in the auditor’s report.

The following is an excerpt taken from the May 2017 AASB Message from
the Chair. Click herg to see the complete message:

A significant component of the auditor reporting ISAs is a reguirement that
auditors of listed entities communicate key audit matiers —those matters
that, in the auditor's judgment, were of most significance in the audit.

Canadian stakeholders made it clear in a variety of interactions that changes
to auditor reporting standards need to recognize that the Canadian and U.S.
capital markets are closely integrated. They emphasized that if key audit
matter reporting requirements and the entities to which thay would apply,
are significantly different between Canada and the U.S. this could create
confusion in the marketplace and potentially affect comparability of infor-
mation across the North American capital markets.
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The U.S. Public Company Accounting Oversiaht Board has not finalized its
auditor reporting standards, including with respect to a key audit matter
reporting concept. As a result, the AASE believes that it is not appropri-
ate at this time to mandate key audit matter reporting for listed entities in
Canada.

The final CASs, as adopted, do not contain a key audit matter reporting
requirement at this time. They do allow for law or regulation to require
reporting of key audit matters and for the auditor to decide to do s0.

While there are other differences between the CASs and U.S. reporting
standards, the AASB understands, based upon discussions with stake-
holders, such differences do not create the same sensitivities as key audit
matter reporting.

is the auditor taking on a management role when communicating KAM?
KAM are not a replacement of, or supplement to, management’s perspective
embodied in the financial statements. The intent is not to "fill the gaps” for
disclosures viewed as incomplete or missing —the auditor’s consideration
of the adeguacy and appropriateness of disclosures is part of forming an
opinion on the financial statements.

There will often be a link between KAM and areas of complexity or signifi-
cant judgment in the financial statements. Such is the nature of auditing—a
risk-based approach that focuses auditor atiention on matiers of greatest
risk of material misstatement. The intent of KAM is 1o provide transparency
for users as to HOW this affected the auditor’s approach to the audit. it's
intended to highlight for users the matters that reguired the most auditor
attention so that users can then focus greater attention on how such
matters were dealt with.

Wikl the communication of these matters publicly have an impact on the
relationship, and the candid dislogue, between the auditor and the audit
commiites?

A commonly expressed concern is that the communication of KAM may
have a negative effect on the auditor's relationship with the audit com-
mittee, possibly leading to less candid or robust discussions on auditing
and financial reporting matters. However, experience in the UK and else-
where has shown that requiring auditors to communicate KAM enhances
communications about those matters between the auditor and the audit
committee, and increases attention by management and the audit commit-
tee to the disclosures referred to in the auditor’s report.
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Audit commitiees may consider requesting to see a draft of the auditor's
report (at least the KAM section) as early as possible to get an understand-
ing for what the auditor may intend to say about the matters and to start
a dialogue to discuss the matters.

Will investors and other users view KAM as a “scorecard” on manage-
ment’s performance?

Existing auditing standards require the auditor to communicate with audit
committees about certain matters. This includes the auditor's views about
significant qualitative aspects of the entity's accounting practices, includ-
ing accounting policies, accounting estimates and financial statement
disclosures. The intent of this communication is a candid discussion with
the audit committee aboul any cobservations (including any concerns) the
auditor may have about the entity’s accounting practices or management’s
judgments or assumptions underlying critical accounting estimates.

Auditors are reguired to say something in the auditor’'s report about how
KAM were addressed. However, the specifics of the description are left to
the judgment of the auditor. The auditing standards do not require either a
lengthy description of the auditor's procedures, nor do they reguire an
indication of the cutcome of the procedures or a conclusion on the matter.

Users generally welcome additional transparency and insight from auditors.
Others believe that outcomes or conclusions on individual matters can be
misconstrued as separate opinions and detract from the auditor’'s opinion
on the financial statements as a whole.

How will the auditor deal with significant matters that may not have
been publicly disclosed by the entity?

The auditor reporting standards set a very high bar for communicating
matters that meet the definition of KAM, as the overall aim of communi-
cating KAM are to provide greater transparency to users of the auditor's
report. Such matters must be included in the auditor's report unless law
or regulation precludes public disclosure about the matter or, in extremely
rare circumstances, the auditor determines that the matter should not be
communicated in the auditor’s report because the adverse conseguences
of doing so would reascnably be expected to outweigh the public interest
benefits of such communication.

The auditor's decision not to communicate a “sensitive matter” would be
informed by a full consideration of the facts and circumstances, along with
discussions with management and the audit committee about the possibil-
ity of public disclosure by the entity about the matter.

IESO-N-0056864



Appendix B-Hiustration of the New Auditor’s
Report

Although the example below assumes the financial statements are prepared in
accordance with International Financial Reporting Standards (IFRSs) and that a
comparative financial statement reporting approach is being used (i.e, opinion
on two vears), the changes highlighted apply equally in other circumstances.

INDEPENMDENT AUDITOR'S RERPORT
Soproprate Addressea]

Beport an the Audit of the Copsolidatad Bingncigl Stataments

Cpinden

We have audited the consolidated Tinannial stateanents of

ABC Company (the Entity), which combrise the consolidated
staterment of financial position a2 8t December B 2051 and
Decembiar 21 20O and the concolidated sigtemiante of com.
Drehensive income changes in equity and cash flows for the
vears then anded and notes to the coneolidatad financial state:
mients Including g sumenary of sianiflcant goenunting policies

I clr obinion the accompanving consclidated financial statements orasent
fairly o sl maternal vespects the conaslidated financial position of the Entity
88 ot Decernber 51 7001 and Decemiber 81 000 and (te consolidated finan:
cial performance and its consolidated cash flows for the veay then anded in
accordance with International Binancial Beporting Standarnds [ ERSoy

Hosis for cining

We conmdlicted our audit in accordance with Canadian gensrally
atcepted audliting standards. Ol resoonsibilitios Under thnea
standards sre further described b the duditor s Responsibllitios
for the Audit of the Consoliclated Flnsncial Statements section of
Sl report We sreindependent of the Entity in gocordanioe with
the sthical reguiraments that are televant 1o our sldit of the
financial staterments in Canada and we have fulfilled our nther
athieal ressonibilitios iy aecorrianes With thare raaiiirarments
We believe that the audit evidence we have obtained is suff-
clent and aoprobriate to provide 5 basis for our opinion,

Materiad Gncepdainny Balaiad fo Gadniy Do aan

We draw attention fo Note ¥ in the consaolidated financial
stalements which indicater thgr the Bality inciirred & pat lnse
of X diring the year ended December 31 2001 and, a8 of that
date the Erbitv's corrent liabilities excendad its total aceets by
SK As shated i Mote W thete evente o conditions alobhg with
other matters as set forth in Mote X indicate that o material
Uncertainty exists that may cast sionificant doubt on the BEntity o
Sty 1o cobntinie as 8 golng concern Our npinion s not modis
fled n respect of thic matter

IESO-N-0056864



(ithey (nfoprnating

IReporting in scoordance with
CAS 720, The Auditors Respon
siilities RBelating tH Other
Iformation - Refer to P4
Canodas AUt & Assutance
Alert S Other Information for
Airther detalls on the reporting
feliiremanite related o (0 incluch
ng flushative exarpiecd

Honnanaibiiias oF Masansaion? aadd Thsaa
Chsroed wilh Clovsemange fu B Cananidaiagd
Eimancial Biatenants

Mahagement is responsible for the treparation and
faly presentation of the financial staterments in accon
dance with [ERGe gnd for aiehy infernal control a2
management determines e necocaary to arable the
preparation of financial statements that are free from
tnaternigl minstaternent whisther due to ftaud of srion

I srepering the financial statements manancrnant e
reshonabile for gosmeging the Batibie ability 1o cone
tnue as a going concern disclosing as annlicable
matters related Yo going consern and using the going
convern basls of dcrounting unlses mangoemeant
either intends o Hiauidate the Eptity oy to caaca oner
ations o has e veglichie alfarmarive Bk fo ol o

Those charged with governance are responsible for
oversesing the Enbity'e financial reporting bhncess

Auditas s Sasianaihilifing For Bhiee Auadlie o Bl

Consaliviatadd Binaaciad Slaiuinanby

Ouir oblectives ars o pbtain reseonable aceiiranre gl herber the financigl
staternents a5 8 whole are free Trom miaterial missiatement whslther due o
fraud or error and to dcaie an anditor s renort that includes oty oninioae Do
sonable mssirance s a hich levsl of assiitance but s not & ouarantes that an
audit copducted in accordance wWith Canadian deperally gecentad auditing Stan.
darde will alwave detect & material radectaternnnt whon iF aists Miseratarmantc
can anise rom fraud or error and are considered material it individually o in
the augreuste they couid rasaonabily e evnscted fo infliencs the aoanamic
decisions of Users taken on the basis of these financial statements. Ax part of
ap audit in scoordance with Canadian generally accented auditing stendards
We evarsise ssrofacaianal Udament and meaintain profesdinngl sheastivive
throughout the audit. We slee

« ldentity andd gesecs Bhe pinlee of atasial ipinatatarnant of the finaneigl state.
ments whether dile to fralid o efrar dedian and cerform aldit trocediures
Fespanicivie o Thads piales and ahbaln suicit avidesse e thgt je alfiicient g
appropriate to provide a basis for oUr opinlon. The risk of not detecting o
material misstaterment resulting from fraud s bigber than for ooe resillting
frown error an fraud Mgy invalve collidion forgery intantional arisdions
Misreprecsentations of the averride of internal control
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s Ot an npdlerstandling A inteenal combeal palauant o thie SLidhE i ardler
o dedian audih procadires that are approbriate in the clreiimctances bt
not for the silrbose of evniacaing an abpinion on the affedtiveneds of the
Entity s internal control

» Byaliate fhe anpronniatenscs of aceaunting nolicies Lsed and the feae
sonableness of accounting estimates and related disclosures mads by
management

s Comehide oy Ths abroniatenads of mangoernant s dae of
the going concern basis of secolinting and based on the
abdit evidence obtained Whether o maternal uncertainty
exishs palated to ovanty o comditions That oy cont danit
ant daubt o the BEnbity'e abihity to continiie as o gaing
concern I we conclude that & material Uuncertainty exists
We dre redived Bo dlraw aftention i ot auditor s veport
to the related disclosures in the Tinancial statements oy if
Siich disclosires ave inadegiate 1o modity ol cpinion. Qur
conclisions are based on the audit evidence obitained up o
the date of our auditor's report However, fllure svents or
conditions may calise the Entity to caase to conbinie as a
going toncern

< Bualuate the overall nvecontating cteiicrire sl conbent of the finaneigl
statements including the disclosires. and whathar fhe financial stotormante
Feprasent the Underlving tansactions and events in s manher that achieves
fair nresentation

s Oibban cubficient shrobriate alidlt evidence recarding the
financisl Infornvation of the sntities of bUsiness sotivities
WIthin the Group to expfess an coinion on the financial
statements We are restonsible for the dirsction siipervi:
Sion and performance of the droun alidit. We remain solaly
resporisible for o audit aninion

We communicate With thiose charued with governance regard.
g, Among other matters the slanned scone and timing of the
audit and sionificant audit Bndings including any sianificant
defiviancies in intarmal control thiat we fdentify during our audit.

We also provide those chigrded with goveriianee with 8 state.
msnt that we have complied withs relavant arbica] paaiirarnants
tegarding indenendence, and 10 cotmminicate with thems ol
vedationshing and othier mattere that raay ressonsbly be thoiohe
o bear o o indensndeance and Whiers anslicabls related
Safenuiards
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Sesiaad e it elad and Beandialosy Dodiiiiaienie

[The formm and content af this soction of the auditor’s teport would vary
depending on the nalive of the auditor s ofher feporting resbobisibilities nre:
Soribeg by ooyl o regudation or naltionsl suditing standards

The engadement partner on the audit reoiiting in thie Indesandant auditor =
teport je Tnamel

ISionature i the name of Hhe sudhit fen the personal name of
the auditor or both s apwobriate for the particuiss furisiicton]

[Auditor ddchrecet

IDate]
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This text is an extract from More Informative Auditor’s Reports — What Audit Commit-
tees and Finance Executives Need fo Know published by the International Federation
of Accountants (IFAC) in March 2016 and is used with permission of IFAC. Contact
permissions@ifac.org for permission to reproduce, store or transmit, or to make other
similar uses of this document.

Comments
Comments on this FAQ for Management and Audit Committee, or suggestions
for future Publications should be sent to

Mike Wynen, CPA, CA

Principal, Research, Guidance and Support
Audit & Assurance

Chartered Professional Accountants of Canada
277 Wellington Street West

Toronto ON M5BV 3HZ2

Email mwynsn@oepacanada.ca
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