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REPORT 
 
On 26 November 2013, the Financial Reporting Council (FRC) and ACCA (the Association of 
Chartered Certified Accountants) jointly hosted an informed roundtable discussion 'Improved 
transparency in auditor reporting - making this a reality in the European market' for interested 
parties to discuss with the leadership of the IAASB and experts from EU institutions, regulators, the 
business community, leading investors, as well as the auditing and accountancy profession, the 
IAASB proposals to improve auditor reporting transparency and how to make this a reality in the 
European market. 
 
 

• The debate started with the presentation by Professor Arnold Schilder, Chairman of the 
IAASB, of why change was needed, the background to the IAASB proposals and an overview of 
their content. It was followed by key notes speeches from Nathalie Berger, Head of the audit and 
credit rating agencies unit, DG MARKT, European Commission and Ingrida Muckutė, Director of 
Accounting methodology department, Ministry of Finance of Lithuania, Chair of the Council WP on 
audit dossier. 

• The panel session, moderated by Marek Grabowski, Director of Audit Policy, FRC included 
Kristian Koktvedgaard, Businesseurope, Liz Murrall, EFAMA, Myles Thompson, Chair of the 
audit working party, FEE, and Brendan Murtagh, IAASB, ACCA member and SME Practitioner.  

• Discussions revealed the importance of the issue and its international dimension, as illustrated by 
the number of other existing initiatives in this area, such as the ones from the US PCAOB, the 
UK’s FRC, and the European Commission. Most speakers highlighted the need for consistency, 
convergence and harmonisation, while recognising that a lot of effort was being made in order to 
make that happen. 

• There was a general feeling that whereas things are moving in the right direction, there remain 
however a number of areas of tension. For instance, the IAASB proposals clarify what information 
should come from which source, but businesses reiterated a strong concern that the auditor 
should not provide original information about the company. Investors expressed doubts regarding 
the accountability and transparency of the audit, essentially because they felt excluded from the 
audit process and real findings, and hoped that the IAASB proposals will introduce a more 
enlightened audit report. They welcomed the introduction of the new “Key Audit Matters” (KAM), 
but warned that improved disclosures should not become standardised and boilerplate year after 
year, they should remain meaningful and tailored to companies’ changing circumstances. 

• The scope of application and the role of national regulators were also discussed. There were 
some further questions around KAM and their interrelationship with “emphasis of matter” and the 
new section on “going concern”, and ordering of key paragraphs. Is it clear what a KAM is? Some 
asked whether we need more guidance, while some said the more guidance you have, the more 
constraints there are. 

 



 

 

 

Main highlights:  
 

Marek Grabowski, Director of Audit Policy, FRC introduced the event and welcomed the speakers: 

• In July of this year the International Auditing and Assurance Standards Board published its 
Exposure Draft setting out far reaching proposals to make auditor’s reports more informative. 
These proposals offer a golden opportunity for auditors to offer investors and other stakeholders a 
real insight into the way they go about their vital assurance work. The development of this 
Exposure Draft has been a major piece of work for the IAASB, involving significant outreach to 
stakeholders over two busy and active years. 

• However, efforts to make auditor’s reports more informative have not been confined to the IAASB 
alone. The content of the auditor’s report has been the subject of considerable, and sometimes 
heated, international and European debate over the last few years. In the EU, auditor reporting is 
today discussed in the framework of the audit directive and regulation that are currently 
undergoing informal trilogue discussions.  

• In the USA the PCAOB issued in August its own similar proposals and in the UK requirements 
have been recently established to make both auditor’s reports and audit committee reports, taken 
together, more informative.  

• The reporting by audit committees has been enhanced in the UK, on a comply or explain basis, to 
disclose significant issues considered in relation to the financial statements (including those raised 
by the auditor) and how they were addressed, how they assessed the effectiveness of the audit, 
and their approach to appointing the auditor and ensuring objectivity relative to any non-audit 
service the external audit firm provides.    

• The auditor reports on the audit risks, materiality and the scope of their audit.  They also report if 
they are aware from their audit that the annual report and accounts are not ‘fair, balanced and 
understandable’ or if the issues they raised with the audit committee are not adequately 
addressed in the audit committee’s report. The first examples of these UK reports are currently 
emerging. 

• The Financial Reporting Council is the UK’s independent regulator for accountants, actuaries and 
auditors. Its mission is to promote high quality corporate governance and reporting (including the 
audit) to foster investment.  This gives it a unique holistic perspective. Crucially it is able to 
combine its influence over governance and the work of boards, particularly audit committees, with 
its regulation of auditors to enhance the quality of audit. When the FRC aims to raise the quality of 
reports by auditors, it is to engender confidence in the external audit function, for any investor, 
whether from the UK, the EU or elsewhere, who wants to invest in the UK’s capital markets, or 
from the UK who wants to invest elsewhere.  The FRC is therefore committed to having a voice in 
international debates on corporate reporting, but also to listening to others’ views, and taking part 
in discussions with our counterparts in Europe and internationally.  

 
 
Professor Arnold Schilder, chairman of the IAASB, presentation of the ED on audit reporting, 

• The IAASB started this work on response to the changing audit environment. It started already 
before the crisis because the nature of financial reporting was changing, becoming more complex 
and narrative. The demands from users were different as well – they “want to hear more”. Global 
financial crisis triggered some key questions e.g., quality of auditing – effectiveness, professional 
judgment, professional skepticism; relevance of audit and trust in the audit profession. That has 
led to two consultation documents that have received many responses.  

• Key proposals of IAASB focus on three new sections to address Key Audit Matters (KAM), Going 
Concern (GC) and Other Information when such information is presented with the audited financial 
statements.  

• The objective of the KAM is to communicate those matters that, in the auditor’s judgment, were of 
most significance in the audit of the financial statements of the current period. It is required for 
audits of financial statements of listed entities. These communications need to be made 
effectively. The engagement partner and team often will have an intuitive assessment of the areas 
of most significance or difficulty; it is not something that you decide at the very end of the season. 
The first experiences in the UK are very encouraging.  



 

 

• Going Concern has a direct link to the financial crisis and the EC proposals on audit reform. It is 
required for all audits. Active liaison is taking place with the IASB and US FASB to facilitate holistic 
approach to addressing going concern in financial reporting.  

• Hopefully there will be some important benefits from the proposed ISAs. It expected to enhance 
the communicative value of the auditor report as long as it is unique and clear communicated. It 
will hopefully have positive effects to audit quality or users’ perception of it. It is expected to 
increase users’ confidence in the audit and the financial statements; renew focus of the auditor on 
matters to be reported; enhance communications between the auditor and TCWG; increase/ 
improve attention by management and TCWG to f/s disclosures.  

• The proposed improvements represent a significant change in practice, but they are critical to the 
continuing perceived value of the audit and relevance of the profession. Now is the time to begin 
thinking about how to prepare for the future to help ensure success, from the point of view of both 
practitioners and users. 

 
 
Nathalie Berger, Head of the audit and credit rating agencies unit, DG MARKT, European 
Commission 

• The European Commission is following closely the proposals put forth by the IAASB and the 
debate surrounding them. We also took note of the FRC initiatives in this matter, which concluded 
with some relevant amendments to ISA UK and Ireland 700. We are also following the 
developments in the US, in particular with regard to the PCAOB Release and the correlated 
comments.  

• As it is known, the Commission launched a reform in the audit field in 2011 and the proposal for a 
Regulation included some provisions governing the contents of the audit report which aimed at 
making the audit report more informative. Therefore, we are pleased to note that international fora 
are discussing the topic and that there is a general consensus that the audit report needs to 
become more informative, especially when the auditor expresses an unmodified opinion. 

• With regard to the state of play of the audit reform, our primary concern is to increase audit quality, 
which means enhancing the auditors’ independence, but also providing stakeholders of audited 
companies with better information – which takes us to the audit report. The Commission’s 
proposals were based on the conviction that the audit report needs to become more “tailor made”, 
as it is an essential tool from the investors’ perspective. 

• The audit proposals have been on the table for nearly 2 years (since 30/11/2011); the EP 
negotiation mandate was adopted on 25 April 2013; the COREPER of 4 October 2013 agreed on 
a mandate to start negotiations with the European Parliament. 

• The most common audit opinion is a “template” clean opinion, especially when it comes to the 
audit of “PIEs”, i.e., in general terms, listed companies or financial institutions.  

• Under the “audit reform package” the Commission is willing to increase the informational value of 
the audit reporting. That is why it considers it should refer to the key areas of risk of material 
misstatement of the annual or consolidated financial statements and to the ability of the company 
to continue as a going concern. Additionally, the audit report should also help to reduce the 
expectation gap; for instance, the auditors should explain in the audit report to what extent the 
statutory audit was considered capable of detecting irregularities, including fraud. 

• The discussion is still on-going and, of course, there is always room for improvement. 
Notwithstanding the fact that the Commission does not agree with all the changes introduced by 
the legislators, it believes that the final outcome of the trilogues will be balanced enough to 
simultaneously ensure an informative audit report and the required focus on the relevant 
information. 

• The Commission generally agrees with the approach set out in the IAASB Exposure Draft and 
welcomes the IAASB proposal of having auditors reporting on going concern; ISA 570 states that 
"Under the going concern assumption, an entity is viewed as continuing in business for the 
foreseeable future", and the auditor should report on the use made by the management of the 
going concern assumption. It is also supportive of the intention of having auditors reporting on 
“key audit matters”, as proposed by the IAASB and favours the inclusion of an explicit statement 
that the auditor is independent of the entity; in fact, under Commission’s Proposal the audit report 
is also supposed to provide relevant information as regards the auditors’ independence. 



 

 

• With regard to other points of convergence, for instance, the disclosure of the name of the 
engagement partner, which is now envisaged in the IAASB Proposal, is in line with what is already 
in force in EU Law (v. Article 28(2) of the current Directive). Therefore, despite some differences in 
approach, both COM and IAASB are aiming at having a more informative audit report. This is 
expected to increase the confidence that users have in the audit and the financial statements, 
which is in the public interest. 

 
Ingrida Muckutė, Director of Accounting methodology department, Ministry of Finance of 
Lithuania, Chair of the Council WP on audit dossier 

• The financial crisis of recent years has put all of the components of the financial system under the 
radar and the Commission has put forward its audit package proposal in response to it. Now we 
are undergoing swift negotiations with the European Parliament. This legislative file is of the 
upmost importance and it is high time to reach an agreement. The currently undergoing 
negotiations between the co-legislators are technically challenging, but it is a commonly shared 
goal to ensure that reached compromise will be both: balanced between the Council and 
European Parliament positions and most importantly effective in achieving the goals of this 
proposal.  

• The amendments to the Audit Directive and the proposed Regulation have the same direction as 
the International Auditing Standards, and in in some cases do provide for stricter rules when 
statutory audits of PIEs are concerned.  

• The same objectives are shared with IAASB on enhancing audit quality: by providing more 
relevant information to stakeholders in the audit report; pursuing more effective dialogue with 
those charged with governance and; enhancing the transparency of independence matters. 

• The improvements in audit legislation, as well as revised ISAs on Reporting on audited financial 
statements, will contribute to improving audit quality which is essential for re-establishing market 
confidence. 

• The Member States highlighted the importance of audit reporting for the overall audit quality. The 
Council wished to ensure homogenous reporting rules for all audits by transferring some 
provisions from Regulation to Directive. The Council was keen to follow a principle-based 
approach that provisions applicable to all audits should be in the Directive, and the provisions that 
are applicable to the Public-Interest Entities in addition, should be kept in Regulation. 

• The presidency has been primarily concerned with the overall quality of this legislative package. 
This file is of great importance to all Member States. The discussion on the Audit Reform has 
extended to almost two years now and it is high time to conclude on this important package. The 
work among co-legislators is very constructive at the technical as well as political level and some 
common ground for compromise is foreseen. The presidency is confident that the improved Audit 
Directive and the proposed Regulation will contribute to the audit quality and enhance the internal 
market for statutory audits, thus contributing to re-establishment of market confidence. 

 
 

Roundtable moderated by Marek Grabowski, Director of Audit Policy, FRC, including: 
 
Kristian Koktvedgaard, Businesseurope 

• This debate on auditor report is very welcome. The problem that many face is that the audit report 
is often unreadable. It is important to respect the fact that the annual report is the responsibility of 
the company. The companies should be the original provider of the information; it is the role of the 
management. It is the responsibility of the auditor to give an opinion on those financial statements.  

• There is a lot of debate on whether the auditor should provide new information or not. It is good 
that in the IAASB proposal it is recognized the auditors should describe the audit work performed, 
but not come up with the original information themselves, which is crucial.  

• There is still a long way to go. Regarding the language, it is important to have a level of readability 
in order for the reader to understand fairly easily what it is about. The other issue is the length of 
the audit report. We constantly hear that users want more information and more insights into the 
audit. But the audit report shouldn’t be the platform to teach readers about the audit report in 
general. We have to find other places to do that.  

• We need to introduce key audit matters. Key information for the investor is about the identification 
and gives the real value, not the descriptive information by the auditor. Conclusions shouldn’t be 



 

 

added to the key audit matter. It is also very important that users have a clear understanding if this 
is a qualified audit opinion or not. There is a significant risk that either you get boilerplate 
information or you get information that undermines the clear message of the audit report. When 
we talk about KAM, less is more; it is crucial to provide the specific information and assist the 
user, but not to blur the picture with boilerplate information.  

• By introducing the section on going concern, we are moving away from the overall structure of the 
audit report. We must figure out where it would fit it amongst the rest of the sections. A more fixed 
structure must be developed and we need to be clear about the emphasis of matter and KAM.  

 
Liz Murrall, EFAMA 

• The accounts are very important confirmatory documents to the market published some time after 
the events to which they relate. They are too late to be really decision useful to the investors. They 
are about management’s accountability and stewardship. The fact that these accounts have to be 
audited is vital to investors’ confidence in those companies and the markets value the information 
that is reported.  

• Nevertheless investors have concerns about the quality of audit – the auditor’s accountability to 
investors and the transparency around the process. Many of these concerns are the product of the 
fact that investors feel excluded from the audit process and real findings – they are largely 
invisible. The usefulness of the key communication auditors have with investors is undermined by 
binary opinion, pass or fail and the fact it tends to include more details of what the auditor did not 
do rather than what it did. 

• In the absence of any insight into the professionalism of auditors and whether and how they 
exercised skepticism, investors question the value of the audit. This needs to be changed and 
trust in the audit profession re-established. The IAASB’s proposals are a welcome part of that 
change.  

• The auditor’s report should be structured to put the more valuable information at the front, with the 
audit opinion appearing first followed by the entity specific information and more standardised 
elements at the end. Accountability should also be improved by requiring the audit engagement 
partner to be named.  

• However, it is the introduction of key audit matters that is the real step towards improving 
transparency. It is important that the key audit matters section describes the significant matters for 
a particular audit and focuses on complex financial reporting estimates and areas of judgment – 
the more subjective areas. Investors want a concise explanation of why the matter was considered 
important and an indication of auditor’s response and the outcome.  

• The improved disclosures are welcome, and there may well be a flurry of activity in the first year, 
we would not want to see this becoming standardized over time in which case people would stop 
reading it.  

• Whist there is a high level of consistency in the proposals, there is room for further convergence in 
that differing models would be confusing to capital markets. Given that corporate governance 
frameworks can differ internationally, this may take time to achieve but unintentional and 
unnecessary differences should be avoided.  

 
 
Myles Thompson, Chair of the audit working party, FEE 

• The IAASB initiative to enhance the transparency of the auditor’s report is to be applauded. It is 
important for the audit profession to step up and provide investors with a greater insight into the 
audit. Global markets consistency is important and convergence must be encouraged. Therefore, 
IAASB, PCAOB and EC need to work together.  

• Regarding KAM , the IAASB is going in the right direction and is narrowing down what are the 
KAM. However, there would be need for more clarity in few areas: the risks that the auditor talks 
about should be a subsection of the significant risks. It is necessary to give further guidance on 
what the concept of ‘most significance’ means.  

• An explanation of the nature of the KAM must be provided in order to ensure global consistency. 
Making sure that the auditor is not giving any new information will be the key foundation stone, 
however, there are going to be difficulties in this area. There would well be situations where the 
auditor will have difficult discussions with the company.  



 

 

• The principles for explicit reporting of the auditor’s conclusions that are only implicit under the 
current ISA 570 should be fully supported. However, there are different levels of going concern. 
Going concern disclosure level of details may be excessive in those cases where there are no 
specific going concern issues. In addition, the current proposed wording may blur the respective 
responsibilities of the parties involved – management and auditors – and therefore may need to be 
reconsidered. 

• Disconnection exists between what is requested from the auditor and what is requested from 
management. The IAASB is in discussion with the IASB about this issue.  

• More broadly, although there is an effort in the newly adopted accounting directive, unfortunately, 
there is a missed opportunity from  the European Commission to legislate on the reporting of the 
entity about going concern issues. The Commission could do more in this area.  

• We should keep in mind that this is an experiment and time will be needed to adapt and develop 
best practices.  

 
 
Brendan Murtagh, IAASB, ACCA member and SME Practitioner 

• When we look at listed versus not listed in terms of Key Audit Matters, we need to identify who we 
are talking about. We have global businesses, financial institutions, large global charities that are 
not listed. There is an opportunity and a demand for this kind of information in the audit report 
which will be cascaded throughout the non-listed arena. 

• The stakeholder demand is equally important. They will want to see a level playing field and 
listed/non listed does not provide that. There is a competitive advantage of KAM for non listed 
entities and business and SMP’s recognized this. Moving to KAM will not happen overnight.  

• Aside from the stakeholder aspect, we need to look into the profession and the evolution of audit 
reporting. This is the most significant development in the profession in recent times; it is a clear 
demonstration in added value of an audit.  

• There is a concern that the proposals are going to push burden on smaller practitioners. It is 
important to recognize that these are reporting standards, developed within the context of the 
existing ISA’s. We are not seeing a new work effort, it is already there. The requirements are 
anchored in the terms of engagement and will therefore flow from the initial planning. 
Methodologies and procedures will therefore adapt to facilitate. 

• The proposals are voluntary. It is likely to happen that the market for audit services will view it as 
part and parcel of an audit and remunerate accordingly.  
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