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Overarching Standard for Auditor Reporting – ISA 700 (Revised)

New Key Audit 
Matters section

ISA 701

Modifications
to auditor‘s

opinions

ISA 705     
(Revised)

Emphasis of
Matter and

Other Matter 
Paragraphs

ISA 706     
(Revised)

Enhanced 
auditor

reporting
related to going

concern

ISA 570     
(Revised)

The Auditor‘s
Responsibilities

Relating to
Other 

Information 

ISA 720     
(Revised)

Revisions to ISAs 260 and 706 as a result of ISA 701, and related
conforming amendments to ISAs 210, 220, 230, 510, 540, 600, 710
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Overview of content of the new IAASB reporting 
model (1/2) – ISA 700 Audit Report

Title Indication, that is the report of an independent auditor

Addressee Appropriately addressed

Auditor’s opinion The audit opinion and identification of what’s been audited will now be the first section of 
the report.

Basics for Opinion The Basis for Opinion will directly follow the Opinion section and, in addition to referring 
to compliance with the ISAs and referring to the auditor’s responsibilities section, will now 
include the new assertion of the auditor’s independence. If the audit opinion has been 
modified, the explanation would be here too.

Material uncertainty 
regarding going
concern (if any)

If there is a material uncertainty with respect to going concern, it will now be described in 
a separate section that identifies it as such.

Emphasis paragraphs* 
(if any)

*An emphasis of matter paragraph may be next if, for example, it is relevant to 
understanding the financial reporting framework, or it might follow the key audit matters 
if it relates to a matter also addressed in that section.

Key audit matters The new section providing insight into the key matters addressed in the audit will be 
required for audits of listed companies, but can also be included voluntarily by others.

Other matter 
paragraphs* (if any)

*The placement of an Other Matter paragraph could be here if it relates to the financial 
statement audit only, or later in the report if it relates to other legal or regulatory 
requirements, or both.
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Overview of content of the new IAASB reporting 
model (2/2) – ISA 700 Audit Report

Other information A new section in the auditor’s report will describe the auditor’s responsibilities for “other 
information” (e.g., the rest of the annual report, including the management report) and 
the outcome of fulfilling those responsibilities.

Responsibilities for the 
financial statements

The description of management’s responsibilities will be expanded to explain its 
responsibilities with respect to going c0ncern. It will also now identify those charged with 
governance (if different from management).

Auditor’s 
responsibilities

The description of the auditor’s responsibilities under the ISAs is now much more 
comprehensive and includes a description of the auditor’s responsibilities with respect to 
going concern.

Other reporting 
responsibilities

Responsibilities beyond auditor’s responsibilities under ISA – “Report on other legal and 
regulatory requirements”.

Date, address and
signature

In addition to the signature, address and date, auditor’s reports for listed companies will 
now also have to identify the engagement partner’s name.
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ISA 701 – Key Audit Matters (KAM)

KAM are defined as those matters that, in the auditor’s professional 
judgment, were of most significance in the audit of the financial statements 
of the current period.

KAM are selected from matters communicated with Those Charged 
With Governance (TCWG).
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Which Auditor’s Report Will Include a KAM 
Section?

• KAM is required to be communicated in the auditor’s report for audits 
of financial statements of listed entities in accordance with new        
ISA 701

• EU-Regulation No 537/2014 of 16 April 2014                                                  
(specific requirements regarding statutory audit of public-interest entities)

− Article 10 “Audit report”

(c) provide, in support of the audit opinion, the following:

(i) a description of the most significant assessed risks of material 
misstatement, including assessed risks of material misstatements 
due to fraud;

(ii) in summary of the auditor’s response to those risks; and

(iii) where relevant, key observations arising with respect to those 
risks.
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Are KAM Always Communicated in the Auditor’s 
Report?

• Auditor is required to include each KAM unless

− Law or regulation precludes disclosure

− In extremely rare circumstances, the auditor determines that the matter 
should not be communicated

− Adverse consequences of communicating the KAM would reasonably be 
expected to outweigh the public interest benefits of such 
communication

• KAM is prohibited for a disclaimer of opinion, but required for a qualified or 
adverse opinion

• In certain limited circumstances, there may be no KAM to be communicated
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ISA 705 – Modifications to the Opinion in the 
Independent Auditor’s Report

− Modifications

• Qualified Opinion

(a) The auditor, having sufficient appropriate audit evidence, concludes 
that misstatements, individually or in the aggregate, are material, but 
not pervasive, to the financial statements; or

(b) The auditor is unable to obtain sufficient appropriate audit evidence 
on which to base the opinion, but the auditor concludes that the 
possible effects on the financial statements of undetected 
misstatements, if any, could be material but not pervasive.

• Adverse Opinion

− misstatements are both material and pervasive
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ISA 705 – Modifications to the Opinion in the 
Independent Auditor’s Report

• Disclaimer of opinion

− possible effects of undetected misstatements are both material and 
pervasive

• Pervasive effects

− not confined to specific elements, accounts or items of financial 
statements,

− if confined – represent substantial proportion of financial statements, 
or

− disclosures are fundamental to users’ understanding of financial 
statements
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ISA 705 – Examples

− Qualified opinion

• appropriateness of selected accounting policies

• application of selected accounting policies

• inadequacy of disclosures

• inability to obtain sufficient appropriate audit evidence (limitation on 
scope)

− circumstances beyond the control of the entity

− circumstances relating to nature or timing of auditor’s work

− limitations imposed by management

− Disclaimer of opinion

• management refuses to sign representation letter
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ISA 706 – Emphasis of Matter Paragraphs and 
Other Matter Paragraphs

− Emphasis of Matter paragraph – A paragraph included in the auditor’s 
report that refers to a matter appropriately presented or disclosed in the 
financial statements that, in the auditor’s judgment, is of such importance 
that it is fundamental to users’ understanding of the financial statements.

− Other Matter paragraph – A paragraph included in the auditor’s report 
that refers to a matter other than those presented or disclosed in the 
financial statements that, in the auditor’s judgment, is relevant to users’ 
under-standing of the audit, the auditor’s responsibilities or the auditor’s 
report. 

03. Oktober 2017New and Revised Auditor Reporting Standards
11



PwC

ISA 706 – Examples

− Emphasis of Matter paragraph

• uncertainty relating to the future outcome of exceptional litigation or 
regulatory action

• significant subsequent events (occurrence between balance sheet date and 
date of auditor’s report)

• major catastrophe

− Other Matter paragraph

• restriction on distribution or use of auditor’s report (financial statements 
are prepared for a specific purpose)

• prior period financial statements are audited by a predecessor auditor
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Interaction between descriptions of Key Audit 
Matters and other elements required to be 
included in the auditor’s report

− Modified opinions (ISA 705 – Qualified/Adverse opinion)

− Material uncertainty related to going concern (ISA 570 – Going concern)

− Additional information (ISA 706 – Emphasis of matter/Other matter 
paragraphs)
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Additional information in the auditor’s report

− Emphasis of matter paragraphs

Auditor shall include emphasis of matter paragraph provided:

i. would not be required to modification and

ii. when ISA 701 applies, the matter has not be determined to be a KAM

− Other matter paragraphs

Auditor shall include other matter paragraph provided:

i. is not prohibited by law or regulation and

ii. when ISA 701 applies, the matter has not be determined to be a KAM
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Modified opinion and material uncertainty

− Matters giving rise to a modified opinion or material uncertainty

-> by nature: Key Audit Matters

− However: these matters shall not be described in KAM section

− Rather: Report on those matters in accordance with ISA 705 or ISA 570 and   
include reference to Basis for Qualified/Adverse Opinion or Material 
Uncertainty related to going concern section in KAM section 
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Examples of KAMs
(From the PwC’s audit report on TUI Travel plc’s 30 September 2014 financial statements)

Key Audit Matter

Revenue recognition

ISAs (UK & Ireland) presume there is a risk 
of fraud in revenue recognition on every 
audit engagement. We focused on judgement 
in revenue in the recognition for certain 
contractual arrangements.

Risk of management override of 
internal controls

ISAs (UK & Ireland) require that we consider 
this.
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How our audit addressed the Key Audit Matter

We challenged the key assumptions and judgements made by 
management in the calculation of certain contractual revenues, including 
whether the Group was entitled to, and appropriately recognized, 
revenue in line with their contractual obligations and revenue 
recognition policy. We also tested manual journal entries posted to 
revenue.

We tested manual journal entries made by local and Group management 
to determine that the adjustments made were appropriate. We 
considered whether there was evidence of bias by Directors in the 
significant accounting estimates and judgements relevant to the financial 
statements. We also assessed the overall control environment of the 
Group and interviewed senior management.
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Examples of KAMs
(From the PwC’s audit report on TUI Travel plc’s 30 September 2014 financial statements)

Key Audit Matter

Risk of fraud in revenue recognition

See note 1 of the financial statements for the 
Director’s disclosures of the related 
accounting policies, judgements and 
estimates for further information.

We focused on recognition in revenue 
because there can be a significant difference 
between the timing of receipt of cash from 
customers and the subsequent recognition of 
revenue on the holiday departure date. Due 
to manual intervention and the high volume 
of transactions, the high number of different 
reservation systems and the interfaces of 
these with the accounting records there is 
the potential for deliberate manipulation or 
error.
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How our audit addressed the Key Audit Matter
We assessed the consistency of the application of the revenue 
recognition policy by reconsidering the accounting policy for the 
different sources of the Group’s revenues. We tested the design and 
operating effectiveness of the controls (including IT controls) over 
revenue systems across the Group to determine the extent of additional 
substantive testing required and also tested key reservation system 
reconciliations at 30 September 2014. We found no material 
misstatements from our testing. 

We checked that revenue had been recognized at the correct time by 
testing a sample of transactions and comparing the departure dates 
against which the revenue had been recognized. No exceptions were 
noted from our testing.

Our work also included testing  a sample of manual journals which did 
not identify any items that could not be substantiated.
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Key Audit Matters
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Summary

− Investors have welcomed extended auditor reporting and greatly value the 
enhanced information it provides (source: FRC, Extended auditor’s reports, 
January 206)

− No reaction of Investors and analysts in Austria

− Implementation of New Revised ISAs 

− Implementation of EU Audit Regulation and Directive
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Thank you for your attention!

© 2017 PwC Österreich. „PwC“ bezeichnet das PwC-Netzwerk und/oder eine oder mehrere
seiner Mitgliedsfirmen. Jedes Mitglied dieses Netzwerks ist ein selbstständiges Rechtssubjekt. 
Weitere Informationen finden Sie unter www.pwc.com/structure. 
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Practical Examples
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Practical Examples
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