TOPIC 4
AUDIT REVIEW AND REPORTING

4.1
Subsequent events 

Definition 

ISA 560 Subsequent events defines subsequent events as events occurring between the date of the financial statements and the date of the auditor’s report, and facts that become known to the auditor after the date of the auditor’s report.

Types of subsequent events

IAS 10 Events after the reporting period identifies two types of subsequent events:

a) Adjusting events provide evidence of conditions that existed at the date of the financial statements. 
Examples include:

· Sale of inventory after year end providing evidence of its net realisable value at year end. 
· Settlement of a court case.

· Errors or fraud showing financial statements are inaccurate.
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b) Non-adjusting events are events that provide evidence of conditions that arose after the date of the financial statements.
     Examples include:

· Destruction of material property.

· Announcement of a major restructuring.

· Dividends declared after the year-end.

As there is risk of material misstatement due to subsequent events, the auditor should consider their effects on the financial statements and on the audit report (see the auditor’s duty at various times).
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Audit procedures* to test subsequent events before the auditor’s report
a) Review management procedures for identifying subsequent events. 
b) Read board minutes of meetings held after the reporting date up to the date of signing the auditor’s report.
c) Review the entity’s latest interim financial statements, budgets and cash flow forecasts.
d) Inquire of the entity’s lawyers about court cases and claims.
e) Inquire of management as to whether any subsequent events have occurred that might affect the FS e.g. sale or destruction of assets, issue of shares/bonds, provisions & contingencies, going concern issues. 
f) Obtain written representation as to the completeness of subsequent events identified by management
*In addition to specific transaction procedures like cut-off after the year-end.
 The procedures are performed close to the date of the auditor’s report.

Audit procedures for subsequent events after the auditor’s report before financial statements are issued
a) Discuss the matter with management to determine whether the financial statements need amendment. 

b) If management amends financial statements, the auditor should extend audit procedures to items that require adjustment or disclosure and issue a new unmodified auditor’s report.
c) If management refuses to amendment the financial statements, the auditor should either:
i) (If the audit report has not been released), reissue a modified opinion. 

ii) (If the audit report has already been released), seek legal advice.
Audit procedures for subsequent events discovered after financial statements have been issued
a) Discuss the matter with management.
b) If management amends FS, the auditor should issue a new auditor’s report with an emphasis of matter paragraph or other matter paragraph to explain the revision of the previously issued FS.
c) If management refuses to amendment FS, the auditor should seek legal advice.
Discussion question
ISA 560 Subsequent events provides guidance on subsequent events.

a) Distinguish between adjusting and non-adjusting subsequent events.
b) It is April 2024. Your firm, Kirabo & Co has audited Perfect Company for a number of years. You are about to commence the final audit of the company for the year ended 31 December 2023 whose draft financial statements show profit before tax of Shs 230 million and total assets of Shs 990 million. Simba Company, one of Perfect Company’s major customers has 10 branches in major towns in Uganda. There have been reports in newspapers that Simba Company’s revenue and profits have been falling. In March 2024, Simba Company announced that 4 of its stores are to be closed in June 2024. As at 31 December 2023, Perfect Company’s trade receivables included Shs 20 million outstanding from Simba Company and the allowance for this balance is to be included in the financial statements for the year ended 31 December 2024.
i) Based on the information provided, explain whether the financial statements require amendment.

ii) Describe substantive procedures the auditor should perform to obtain sufficient and appropriate audit evidence in relation to the receivables balance due from Simba Company.
Solution
i) This information received after the year-end about a key customer experiencing financial problems but provides further evidence of the recoverability of the receivable balance at the year-end. If the customer is experiencing cash flow difficulties just a few months after the year-end, then it is highly unlikely that the year-end receivable was irrecoverable as at 31 December and hence is an adjusting event. The total amount outstanding at the year-end was Shs 20m and is material as it represents 8.7% (20m/230m) of profit before tax. As the receivables balance is materially overstated, the directors have to amend the 2023 financial statements by writing off the receivable balance.

ii)
· Review correspondence with Simba Co to establish if there was a discussion about payment difficulties and whether Simba Co intends to fully settle the outstanding amount.

· Review the age of the outstanding debt with Simba Co and discuss the circumstances with the credit controller to establish if it has exceeded the agreed credit terms and consider if an allowance is required.

· Review post year-end receipts from Simba Co to establish how much of the debt was recovered by the audit completion date and to assess how much of the year-end balance remains outstanding.

· Inspect board minutes to identify any significant concerns in relation to payments by Simba Co.

· Discuss with management of Perfect Co why no allowance has been made in respect of this debt.
4.2
Going concern
The going concern basis of accounting

Under the going concern basis of accounting, financial statements are prepared on the assumption that an entity is a going concern and will continue its operations for the foreseeable future, unless management either intends to liquidate the entity or to cease operations, or has no realistic alternative but to do so. 
When the going concern basis of accounting is not appropriate, financial statements are prepared on a break-up or liquidation basis.
· Where non-current assets and liabilities are reclassified as current. 
· Asset values are stated at their realisable value, as they are no longer to be used in an ongoing business. 
· More liabilities may also arise as a result of closing down operations
· Extra provisions may be necessary (for example, over inventories to be sold at a reduced price). 
· Management need to disclose the fact the going concern basis of accounting has not been used and explain

why.
Auditor’s responsibilities 
ISA 570 Going concern (Revised) requires an auditor: 

a) To obtain sufficient appropriate audit evidence about the appropriateness of management’s use of the going concern basis of accounting in the preparation of financial statements.

b) To consider whether there is material uncertainty affecting the entity’s going concern.
c) To report where the going concern assumption is not appropriately used in accordance with IAS 1.
Indicators of going concern uncertainty
The auditor must remain alert throughout the audit for evidence of events or conditions that may cast significant doubt on the entity's ability to continue as a going concern (see list below). 
Financial

· Net liability or net current liability position.
· Fixed-term borrowings approaching maturity without realistic prospects of renewal or repayment or excessive reliance on short-term borrowings to finance long-term assets.

· Indications of withdrawal of financial support by creditors.

· Negative operating cash flows indicated by historical or prospective financial statements.

· Adverse key financial ratios.

· Substantial operating losses or significant deterioration in the value of assets used to generate cash flows.

· Arrears or discontinuance of dividends.

· Inability to pay creditors on due dates.

· Inability to comply with the terms of loan agreements.

· Change from credit to cash-on-delivery transactions with suppliers.

· Inability to obtain financing for essential new product development or other essential investments.

Operating

· Management intentions to liquidate the entity or to cease operations.

· Loss of key management without replacement.

· Loss of a major market, key customer(s), franchise, license, or principal supplier(s).

· Labour difficulties.

· Shortages of important supplies.

· Emergence of a highly successful competitor.
Other

· Non-compliance with capital or other statutory requirements e.g. capital for banks.

· Pending legal or regulatory proceedings against the entity.

· Changes in law or regulation or government policy expected to adversely affect the entity.

· Uninsured or underinsured catastrophes when they occur.

Management’s assessment

a) IAS 1 Presentation of Financial Statements requires management to assess an entity's ability to continue as a going concern.
b) The auditor should evaluate management's assessment of the entity's ability to continue as a going concern. However, if this assessment covers less than 12 months from the date of the financial statements, the auditor should ask management to extend its assessment period to at least 12 months from that date.
c) The auditor should also enquire of management its knowledge of events or conditions beyond the period of the assessment that may cast significant doubt on the entity's ability to continue as a going concern.
Audit procedures for going concern uncertainty 
a) Confirming the going concern assessment period covers at least twelve months from the reporting date.
b) Analysing and discussing the entity’s cash flow, profit and other relevant forecasts with management.
c) Reviewing the entity’s latest interim financial statements to assess if they are in line with cash flow forecast.
d) Reviewing debenture and loan agreements to determine whether any terms have been breached.
e) Reading minutes of shareholder/board/committee meetings for reference to financial difficulties.
f) Inquiring of the entity’s lawyer about existence of court cases and claims and reasonableness of the management assessment of the outcome and financial estimates.
g) Confirming the adequacy of additional finance support from related and third parties. 

h) Considering the entity’s plans regarding unfulfilled customer orders.
i) Reviewing subsequent events to assess whether they mitigate or affect the entity’s a going concern.
j) Reviewing reports of regulatory authorities.

k) Obtaining written representations from directors confirming that the entity is a going concern.
See going concern and the audit report under reports at the end.
Discussion question

a) ISA 570 Going Concern provides guidance to auditors on going concern. Explain the responsibilities of auditors regarding the going concern of an entity.
b) Simba Motors Co (Simba) specialises in assembling buses in Uganda and the company has a diverse customer base but seven significant customers. The company’s year end was 31 December 2023.
During the year, a number of the company’s significant customers have experienced a fall in sales, and consequently they have purchased fewer items from Simba. As a result, Simba has paid a number of its suppliers later than usual and some of them have withdrawn credit terms meaning the company must pay cash on delivery. One of Simba’s main suppliers is threatening legal action to recover the sums owing. As a result of the increased level of payables, the company’s current ratio has fallen below 1 to 0·9 for the first time.
Simba has produced a cash flow forecast to 30 September 2024 and this shows net cash outflows until August 2024. Simba has a loan of Shs 230 million which is due for repayment in full by 31 December 2024.
The finance director has just informed the audit manager that there is a possible change in legislation which will result in one of Simba’s top product lines becoming obsolete as it will not comply with the proposed law. The prepared cash flow forecasts do not reflect this possible event.
     Required:

i) Explain FIVE potential indicators that Simba Motors Co is NOT a going concern. 
ii) Describe the audit procedures which you should perform in assessing whether or not Simba Motors Co is a going concern.

     Solution 

b) Going concern indicators

i) During the year a number of Simba’s significant customers have experienced a fall in sales, hence they have purchased fewer items from Simba. There is a risk that if Simba’s customers continue to reduce the level of their purchases, this will reduce Simba’s sales and future cash flows. In addition, Simba may need to reduce their prices in order to boost sales volumes, which will impact profits and cash flows.
ii) Simba has paid some of its suppliers later than usual and hence some of them have withdrawn credit terms meaning the company must pay cash on delivery. This puts additional pressure on the company’s cash flow. This is because the company has to pay for goods in advance but it may not receive cash from its receivables until sometime later.
iii) One of Simba’s main suppliers is threatening legal action to recover the sums owing. If this occurs, then Simba will have legal costs in addition to the amounts already owed and this will further increase the pressure on cash flows. In addition, other suppliers may hear about the legal action and, as a result, stop supplying goods to the company.
iv) The company’s current ratio has fallen below 1 to 0·9 for the first time. The current ratio is showing that the current assets are not sufficient to pay the current liabilities. This is another indication of the worsening liquidity position of the company.
v) Simba has produced a cash flow forecast to 30 September 2024 and this shows net cash outflows until August 2024. If the company continues to have cash outflows, then it will put further pressure on the company’s cash flows and there is the risk that it will start to run out of available cash.
vi) Simba has a significant loan which is due for repayment in full by 31 December 2024. The company only has nine months to raise the Shs 230 million and with falling levels of sales and negative cash flows forecast until August 2024, it is difficult to see how they will be able to raise alternative finance to pay this amount.
vii) Simba is facing a possible change in legislation which will result in one of its top product lines becoming obsolete. Whilst this is only a possible change in the law, if it does come into force then the inventory for this product may have to be scrapped, resulting in a large write off and possible reduced sales, profit and cash flows.
     Going concern procedures

i) Discuss with management the basis for their going concern review and request that Simba’s management extend their cash flow forecast by three months to 31 December 2024.

ii) Review this extended cash flow forecast and review the cash in and outflows. Assess the assumptions for reasonableness and discuss the findings with management to understand if the company will have sufficient cash to meet its liabilities as they fall due.

iii) Perform a sensitivity analysis on the cash flows to understand the margin of safety the company has in terms of its net cash in/outflow.

iv) Discuss with the finance director whether the level of sales from its existing customers has increased or if any new customers have been obtained.

v) Review the company’s post year-end sales and order book to assess if the levels of trade are likely to increase and if the revenue figures in the cash flow forecast are reasonable.

vi) Discuss with the directors whether they have contacted any banks for finance to assess whether they have any other means of repaying the loan of Shs 230m due in December 2024.

vii) Review post year-end correspondence with suppliers to identify if any others have threatened legal action or refused to supply goods.

viii) Evaluate management’s plans for future actions, including their contingency plans in relation to ongoing financing and plans for generating revenue, and consider the feasibility of these plans.

ix) Enquire of the lawyers of Simba as to the existence of any additional litigation and request their assessment of the likely amounts payable to the supplier.

x) Enquire of the lawyers as to their view with regards to the proposed change in legislation, which may render a key product line obsolete. In particular, their view of the likelihood of it actually becoming law within the period to 31 December 2024.
xi) Perform audit tests in relation to subsequent events to identify any items which might indicate or mitigate the risk of going concern not being appropriate.

xii) Review the post year-end board minutes to identify any other issues which might indicate further financial difficulties for the company.

xiii) Review post year-end management accounts to assess if in line with cash flow forecast.

xiv) Obtain a written representation confirming the directors’ view that Simba is a going concern.
4.3
Written representations
Definition 
ISA 580 Written representations defines a written representation as a written statement by management provided to the auditor to confirm certain matters or to support other audit evidence. 
Written representations do not include financial statements, assertions and supporting records and books. For example, there is no need for a management representation on the acquisition of property. The auditor should collect evidence by inspecting goods received notes and supplier invoices for property acquired.
Areas where written representations are necessary 
a) To confirm that management has fulfilled its responsibilities for the preparation of financial statements, that all transactions have been recorded and reflected therein and all relevant information and access has been provided to the auditor as per engagement letter.
b) To fulfil requirements of other auditing standards like ISA 560 and ISA 570.

c) To support other audit evidence relevant to financial statements.
Supporting audit evidence 

Written representations cannot provide sufficient and appropriate audit evidence on their own as they are internal source. They should only support other audit evidence e.g. 

· Where knowledge of facts is confined to management like management’s future plans.

· Where the matter involves judgement e.g. whether a receivable is doubtful or not.

Obtaining written representations

a) Procedures are agreed at an early stage e.g. in the engagement letter.

b) The auditor drafts the representations letter and the contents are discussed with management first.

c) The letter is printed on the client’s headed paper and signed by management.

d) The letter is dated as close as possible to the signing of the auditor’s report but not after this date.
Written representations 

Other ISAs require written representations on specific issues but the auditor may request for others below. 

a) Whether the selection and application of accounting policies are appropriate

b) Plans or intentions that may affect the carrying value or classification of assets and liabilities

c) Liabilities, both actual and contingent

d) Title to, or control over, assets, liens or encumbrances on assets and assets pledged as collateral

e) Aspects of laws, regulations and contractual agreements that may affect the financial statements, including non-compliance
f) All deficiencies in internal control that management is aware of have been communicated to the auditor

g) Written representations about specific assertions in the financial statements

h) Significant assumptions used in making accounting estimates are reasonable

i) All subsequent events requiring adjustment or disclosure have been adjusted or disclosed

j) The effects of uncorrected misstatements are immaterial, both individually and in aggregate

k) Management has disclosed the results of its assessment of the risk that the financial statements may be materially misstated as a result of fraud

l) Management has disclosed all information in relation to fraud or suspected fraud involving management, employees with significant roles in internal control, and others where fraud could have a material effect on the financial statements

m) Management has disclosed all information in relation to allegations of fraud or suspected fraud communicated by employees, former employees, analysts, regulators or others

n) Management has disclosed all instances of non-compliance or suspected non-compliance with laws or regulations

*See an example of a letter of written representations in ISA 580.
When written representations are not provided 
a) Discuss the matter with management.

b) Re-evaluate the integrity of management and evaluate the effect this may have on the reliability of representations and audit evidence in general.

c) Take appropriate actions, including determining the impact on the auditor’s report.

Doubt as to their reliability
a) If representations are inconsistent with other evidence, perform audit procedures to resolve the matter. 

b) If the matter remains unresolved, assess the effect of the competence, integrity and diligence of management on the reliability of representations and audit evidence in general.
c) If representations are considered unreliable, determine the possible effect on the opinion in the auditor’s report, including issuing a modified opinion. 

4.4
Overall review of financial statements  
When completing an audit, an overall review of financial statements is performed using analytical procedures* by a senior member of the audit team before forming an opinion. The review determines whether: 
a) Financial statements are prepared using acceptable accounting policies, consistently applied and appropriate to the entity.
b) Information in financial statements is compatible with audit findings*.
c) There is adequate disclosure and proper classification and presentation of information. 
d) Financial statements comply with statutory requirements and other regulations (a checklist is used).
     *This can be done using analytical procedures at or near the end of the audit.
Significant fluctuations and unexpected relationships must be investigated by enquiries of management and obtaining appropriate audit evidence relevant to management's responses and performing other audit procedures considered necessary.
Uncorrected misstatements
	A misstatement is 'a difference between the reported amount, classification, presentation, or disclosure of a financial statement item and the amount, classification, presentation, or disclosure that is required for the item to be in accordance with the applicable financial reporting framework.  Misstatements can arise from error or fraud'.
Misstatements may be:

· Factual misstatements – misstatements about which there is no doubt.

· Judgemental misstatements – misstatements arising from management's judgement concerning recognition, measurement, presentation and disclosure or accounting policies.
· Projected misstatements – the auditor's best estimate of misstatements arising from sampling populations.
ISA 450 Evaluation of misstatements identified during the audit requires the auditor:

· To accumulate misstatements during an audit unless they are clearly trivial.
· To communicate the misstatements with the appropriate level of management on a timely basis and request management to correct them.
· To communicate uncorrected misstatements and their effect (including prior periods) to those charged with governance, with material uncorrected misstatements being identified individually.

· To request a written representation from management and those charged with governance whether they believe the effects of uncorrected misstatements are immaterial (individually and in aggregate) to the financial statements as a whole. A summary of these items shall be included in or attached to the representation.
· To expresses a qualified opinion if management refuses to correct misstatements considered to be material.


	Below is an example of a schedule for uncorrected misstatements after the audit of Happy Fashions Co for the year ended 31 December 2023. Revenue is Shs 518m and profit before tax is Shs 10m.
                 Description                                                 SOPL                                           SOFP                                           

                                                                        Dr                           Cr                  Dr                           Cr   

                                                                    Shs 000                 Shs 000         Shs 000                 Shs 000

     Damaged inventory item 405                 250,000                                                                      250,000                   
     To be written down  
     Write off of irrecoverable debt               350,000                                                                       350,000
     Invoice No 3255 understated                                               100,000         100,000    

	     Accrued water expense                         200,000                                                                      200,000                                    


    Total                                                   800,000                100,000        100,000                800,000
     Overall total                                      700,000                                                                  700,000

    Materiality is 5% of PBT = 10m X 0.05 = Shs 500,000, 0.5% of revenue = 518m X 0.005 = Shs 2,590,000
     Individually, none of the uncorrected misstatements are material to PBT or revenue.
     However, the overall misstatement of Shs 700,000 is material to PBT.
     The auditor must request management to correct the misstatements.

If management refuses to correct to do so, the financial statements will be materially misstated and the auditor will modify the opinion in the auditor’s report. 

4.5
Reports
ISA 700 (Revised) Forming an opinion and reporting on financial statements
ISA 700 requires an auditor to give an opinion on whether the financial statements are prepared, in all material respects, in accordance with the applicable financial reporting framework.

In order to give an opinion, the auditor considers:

· Whether sufficient appropriate evidence has been obtained (IAS 330).

· Whether uncorrected misstatements are material (IAS 450).
An auditor expresses an unmodified or a modified opinion (see diagram below).




Elements of an unmodified auditor’s report  
	Element
	Explanation

	Title 


	· Independent Auditor’s Report – implies that the auditor has met all ethical requirements.


	Addressee
	· Shareholders (for a company) or Parliament (in the public sector).

	Opinion 


	· Includes the entity’s individual financial statements audited and the reporting period.

· States whether FS present fairly, in all material respects or give a true and fair view 
· States the relevant financial reporting framework. 

	Basis for opinion


	· States that the audit was conducted in accordance with ISAs.
· States that the auditor has fulfilled ethical requirements. 

· States whether the auditor has obtained sufficient and appropriate for the opinion. 

	Going concern
(if relevant) 
	· Describes material uncertainty if an entity is a going concern in a separate section headed 'Material uncertainty related to going concern'.

	Key audit matters (listed entities only) 
	· Matters of most significance to the audit of the current period according to ISA 701. 


	Other information
	· A statement that there is nothing to report regarding other information.

	Responsibilities for financial statements
	· Preparation of financial statements that give a true and fair view.
· Implementation of internal control to enable the preparation of financial statements.
· Assessment of an entity’s ability to continue as a going concern. 

	Auditor’s responsibilities for the audit of FS
	· To obtain reasonable assurance whether FS are free from material misstatements due to fraud or error.
· Exercising professional judgement and maintaining professional scepticism.

· Describe the auditor's responsibilities in an audit.

	Report on other  legal and regulatory requirements
	Whether:

· All information and explanations necessary for the audit were obtained.

· In their opinion, proper books of account have been kept.

· Financial statements are in agreement with the books of account.

	Audit engagement partner name
	· Partner responsible for the audit. 


	Signature of the auditor
	· Name of the audit firm & signature of the engagement partner. 

· Auditor’s designation i.e. Certified Public Accountant.

	Auditor’s address
	· Location (city, town and country) where the auditor practices.


	Date of the auditor’s report
	· When the report was signed by the auditor (After FS were signed by directors).


* Other information is information included in the annual report like chairman’s report (see ISA 720).
   See example of a full report in the Appendix.

ISA 701 Communicating key audit matters in the independent auditor's report 
ISA 701 requires the auditor to communicate key audit matters (KAMs) selected from matters communicated with those charged with governance. KAMs are required for listed entities only.
KAMs are matters that in the auditor's professional judgment were of most significance in the audit of the financial statements of the current period.
They include matters already included in financial statements like:
· Areas with higher assessed risk of material misstatement.

· Items involving significant management judgement like accounting estimates. 
· Effects of significant events and transactions like transactions with related parties.

Each KAM includes a reference to the related disclosure in the financial statements showing:

· Why the matter was considered to be significant and therefore a KAM.
· How the matter was addressed in the audit.
ISA 705 (Revised) Modifications to the opinion in the independent auditor's report
A modified opinion is issued when the misstatement(s) or insufficient appropriate evidence is (see diagram):

· Material but not pervasive, or,

· Material and pervasive i.e. where the financial statements are misleading or could be misleading.
Pervasiveness describes the effects or possible effects on the financial statements of misstatements or undetected misstatements (due to an inability to obtain sufficient appropriate audit evidence). There are three types of pervasive effect:

· Those that are not confined to specific elements, accounts or items in the financial statements.

· No depreciation has been provided on plant and equipment
· A receivable balance consisting half of total receivables is irrecoverable and has not been written off and
· Trade payables have been significantly understated.
· All misstatements are material and these balances are significant on the statement of financial position.
· Those that are confined to specific elements, accounts or items in the financial statements and represent or could represent a substantial portion of the financial statements e.g. a real estate company has included all houses constructed during the year as non-current assets rather than inventory. The value of these houses constitutes 90% of total assets in the SOFP.
· Those that relate to disclosures which are fundamental to users' understanding of the financial statements.

     There is a material uncertainty in respect of going concern which has not been adequately disclosed.



 



Example 1 – Qualified opinion due to material misstatement of inventories without a pervasive effect (extract) 
Qualified opinion 
We have audited the financial statements of ABC Limited set out on pages 118 to 121, which comprise the statement of financial position as at 31 December 2023, and the statement of profit or loss, statement of changes in equity and statement of cash flows for the year then ended, and notes to the financial statements, including a summary of significant accounting policies.

In our opinion, except for the effects of the matter described in the Basis for qualified opinion section of our report, the financial statements give a true and fair view of the financial position of ABC Ltd as at 31 December 2023, and of its financial performance and its cash flows for the year then ended and comply with the International Financial Reporting Standards and the Companies Act of Uganda 2012.

Basis for qualified opinion (before ‘We conducted our audit…’)

The company's inventories are carried in the statement of financial position at xxx. Management has not stated inventories at the lower of cost and net realisable value but has stated them solely at cost, which constitutes a departure from International Financial Reporting Standards. The company's records indicate that, had management stated the inventories at the lower of cost and net realisable value, an amount of xxx would have been required to write the inventories down to their net realisable value. Accordingly, cost of sales would have been increased by xxx, and income tax, net income and shareholders' equity would have been reduced by xxx, xxx and xxx, respectively.

Example 2 – Adverse opinion due to material misstatement that is pervasive (extract)
Adverse opinion
(after ‘We have audited …’)
In our opinion, because of the significance of the matter discussed in the Basis for adverse opinion section of our report, the financial statements do not give a true and fair view of the financial position of ABC Ltd as at 31 December 2023, and of their financial performance and their cash flows for the year then ended and comply with the International Financial Reporting Standards and the Companies Act of Uganda 2012.

Basis for adverse opinion 
As explained in Note 23, the company has included houses built for resale (including related land) at cost Of Shs X as non-current assets and depreciated them at a rate of X%, resulting in depreciation of Shs X. Under IFRS, these should have been included in inventory in the financial statements and no depreciation should have been provided in respect of these. The carrying value of the houses represent 90% of the company’s total assets and the company’s records indicate that … (explanation of the effect on amounts presented in the financial statements)

Example 3 – Qualified opinion due to inability to obtain sufficient appropriate audit evidence about the carrying amount of inventory (material but not pervasive (extract)
Qualified opinion 
(after ‘We have audited …’)
In our opinion, except for the possible effects of the matter described in the basis for qualified opinion section, the financial statements give a true and fair view of the financial position of ABC Ltd as at 31 December, 2023, and of its financial performance and its cash flows for the year then ended and comply with the International Financial Reporting Standards and the Companies Act of Uganda 2012.

Basis for qualified opinion 
With respect to inventory having a carrying amount of $X the audit evidence available to us was limited because we did not observe the counting of the physical inventory as at 31 December 2023, since that date was prior to our appointment as auditor of the company. Owing to the nature of the company's records, we were unable to obtain sufficient appropriate audit evidence regarding the inventory quantities by using other audit procedures.
· When the auditor expresses a qualified or adverse opinion, the section of the report on the auditor's responsibilities is amended to state that the auditor believes that the audit evidence obtained is sufficient and appropriate to provide a basis for the auditor's modified audit opinion.

Example 4 – Disclaimer of opinion due to inability to obtain sufficient appropriate audit evidence about multiple elements of the financial statements that are could be both material and pervasive (extract)

Disclaimer of opinion
We were engaged to audit the financial statements of ABC Company, which comprise the statement of financial position as at December 31 2023 and the statement of profit or loss and comprehensive income, statement of changes in equity and statement of cash flows for the year then ended.

We do not express an opinion on the accompanying financial statements of the company. Because of the significance of the matters described in the Basis for Disclaimer of Opinion section of our report, we have not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on these consolidated financial statements.
Basis for disclaimer of opinion

We were not appointed as auditors of the company until after December 31 2023 and thus did not observe the counting of physical inventories at the beginning and end of the year. We were unable to satisfy ourselves by alternative means concerning the inventory quantities held at December 31 2022 and 2023 which are stated in the statement of financial position at xxx and xxx, respectively. In addition, the introduction of a new computerised accounts receivable system in September 2023 resulted in numerous errors in accounts receivable. As of the date of our auditor's report, management was still in the process of rectifying the system deficiencies and correcting the errors. We were unable to confirm or verify by alternative means accounts receivable included in the statement of financial position at a total amount of xxx as at December 31 2023. As a result of these matters, we were unable to determine whether any adjustments might have been found necessary in respect of recorded or unrecorded inventories and accounts receivable and the elements making up the statement of profit or loss, statement of changes in equity and cash flow statement.
IAS 706 (Revised) Emphasis of matter paragraph and other matter paragraph in the independent auditor's report
An emphasis of matter paragraph is 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 judgement, is of such importance that it is fundamental to users' understanding of the financial statements. Examples include: 

· An uncertainty relating to the future outcome of exceptional court case or regulatory action. 

· A significant subsequent event that occurs before the date of the auditor’s report.

· Early application of a new accounting standard that has a pervasive effect on the financial statements
· A major catastrophe like a fire that has significant effect on the entity’s financial position. 

Example 5 Emphasis of matter paragraph (extract)
	Emphasis of Matter

We draw attention to Note X of the financial statements, which describes the effects of a fire in the Company's production facilities. Our opinion is not modified in respect of this matter.


· With an emphasis of matter paragraph, the report is modified but the audit opinion remains unmodified. 
· The paragraph can either be before or after the KAMs, depending on how significant the matters is.
Other matter paragraph
Is a matter other than those disclosed in the financial statements that is relevant to users’ understanding of the audit, the auditor’s responsibilities or the auditor’s report. Examples include where prior financial year statements have not been audited or were audited by another auditor (in case of unlisted companies).
Example 6 Other matter paragraph (extract)
	Other Matter

The financial statements of ABC Company for the year ended December 31 2023, were audited by another auditor who expressed an unmodified opinion on those statements on March 31 2024.


ISA 720 (Revised) – The Auditor's Responsibilities Relating to Other Information
Other information is financial or non-financial information (other than the financial statements and the auditor's report thereon) included in an entity's annual report.
The auditor read the other information to identity material inconsistencies with the audited financial statements.
· If financial statements are materially misstated but management refuses to correct the misstatement, the auditor should modify the audit opinion.

· If the other information is materially misstated and needs to be revised but management refuses, the auditor should communicate this matter to those charged with governance and:

· Consider the implications for the auditor's report, or

· Withdraw from the engagement (where this is legally permitted).

In reading and considering the other information, the auditor should also consider whether the auditor's

understanding of the entity and its environment needs to be updated.
Example 7 Other information
Management is responsible for the other information. The other information comprises the [information included in the X report, but does not include the financial statements and our auditor's report thereon.] Our opinion on the financial statements does not cover the other information and we do not express any form of assurance conclusion thereon.
In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing so, consider whether the other information is materially inconsistent with the financial statements or our knowledge obtained in the audit or otherwise appears to be materially misstated. If, based on the work we have performed, we conclude that there is a material misstatement of this other information, we are required to report that fact. We have nothing to report in this regard.
· If the auditor concludes that there is a material misstatement of the other information, the 'Other Information' section is placed immediately after the basis of opinion section. It will state:

As described below, we have concluded that such a material misstatement of the other information exists.

This statement is followed by a description of the misstatement
Going concern impact on the auditor’s report

	Auditor’s conclusions
	Impact on auditor’s report

	Going concern basis of accounting is appropriate but material uncertainty is adequately disclosed in financial statements
	· Express an unmodified opinion

· Add a material uncertainty related to going concern paragraph immediately after the Basis of opinion paragraph (Example 8)

	Going concern basis of accounting is appropriate but material uncertainty is not adequately disclosed 
	· Express a qualified opinion or adverse opinion due to material misstatement.  

· In the Basis for qualified or adverse opinion section state that a material uncertainty exists and is not adequately disclosed.

	Use of going concern basis of accounting is inappropriate. 
	· Express an adverse opinion due to material and pervasive misstatement 

	Management is unable or unwilling to make an assessment as to whether or not the going concern basis is appropriate.
	· Express a qualified opinion or a disclaimer of opinion due to insufficient audit evidence


Example 8   Material uncertainty related to going concern
We draw attention to Note 4 in the financial statements, which indicates that the Company incurred a net loss of Shs 600 million during the year ended December 31, 2023 and, as of that date, the Company’s current liabilities exceeded its total assets by Shs 400 million. As stated in Note 4, these events or conditions, along with other matters as set forth in the Note, indicate that a material uncertainty exists that may cast significant doubt on the Company’s ability to continue as a going concern. Our opinion is not modified in respect of this matter.
The auditor should communicate with those charged with governance the following on events or conditions identified that may cast significant doubt on the entity’s ability to continue as a going concern:

· Whether the events or conditions constitute a material uncertainty.

· Whether the going concern basis of accounting is appropriate in the preparation of the financial statements. 

· The adequacy of related disclosures in the financial statements.

· Where applicable, the implications for the auditor’s report.
Reports to management

ISA 265 (Revised), Communication with those charged with governance requires the external auditor to communicate deficiencies in internal control, the implications of those deficiencies on the entity and suggested recommendations to mitigate them (covered in Topic 4).
Reports to management by the internal audit function

Reports are prepared in a format agreed with management before carrying out the assignment, for example.

· To: Board of directors

· From: Internal audit department

· Subject: Review of sales system

· Period of fieldwork: October 2023

· Terms of reference including scope of assignment, audit procedures, risks and recommendations 
· Executive summary: major findings on the sales system

· Appendix showing deficiency, risk, recommendation, responsibility, timescale for action
· Date 

· Signature 
Discussion questions
a) State FIVE elements of an external audit report on financial statements as per ISA 700 (Revised) and briefly explain what is included in each element. 
b) You are the audit manager of Agandi & Co and you are reviewing key issues identified in the files of the following audit clients at the end of their audit for the year ended 31 December 2023. 
i) Depreciation of Shs 250m was charged by Boom Ltd on the total of land and buildings. This includes Shs 70m charged on land. The company’s profit before tax for the period is Shs 1,000m. 
ii) The computerised wages program of Green Ltd is backed up daily. However, for a period of two months the wages records and the back-ups have been corrupted and therefore cannot be accessed. Wages and salaries for these two months are Shs 120m. The company’s profit before tax is Shs 800m.
iii) Before the year end, the sales ledger of Didi Ltd has been corrupted by a computer virus. Didi’s finance director was able to produce the financial statements prior to the occurrence of this event. However, the audit team has been unable to access the sales ledger to undertake detailed testing of revenue or year-end receivables. All the other accounting records are unaffected but there is no backup available for the sales ledger. Didi’s revenue is Shs 1,560m, its receivables are Shs 340m and profit before tax is Shs 20m.
 Discuss the issues and describe the impact on the auditor’s report, if any, should these issues remain unresolved.
Solution
b) i)

· Depreciation has been charged on land contrary to IAS 16 Property, plant and equipment. Depreciation should only be charged on buildings. 
· The error is material as it represents 7% of profit before tax (70m/1,000m) and management should correct the error in the financial statements.

· If management refuses to correct the error, a qualified opinion will be issued as management has not complied with IAS 16 and the error is material but not pervasive to the financial statements.

· The opinion paragraph would be, ‘In our opinion, except for the effects of the matter described in the Basis for qualified opinion section of our report, the financial statements give a true and fair view of the financial position of Boom Ltd as at 31 December 2023, and of its financial performance and its cash flows for the year then ended and comply with the International Financial Reporting Standards and the Companies Act of Uganda 2012’.

· A basis for qualified opinion paragraph is included explaining the non-compliance with IAS 16 in depreciating land, the understatement of property, plant and equipment and profit before tax for the period by Shs 70m. 
ii)

· The company’s wages program has been corrupted leading to a loss of payroll data for a period of two months. The auditors should attempt to verify the payroll using any alternative procedures. If they are unable to do so, then payroll for the whole year would not have been verified.
· Wages and salaries for the two-month period represent 15% of profit before tax (120m/800m) and is therefore a material balance for which audit evidence has not been available.
· The auditors should issue a qualified opinion as they are unable to obtain sufficient appropriate evidence in relation to a material, but not pervasive element of the financial statements
· Opinion would be, ‘In our opinion, except for the possible effects of the matter described in the basis for qualified opinion section, the financial statements give a true and fair view of the financial position of Green Ltd as at 31 December, 2023, and of its financial performance and its cash flows for the year then ended and comply with the International Financial Reporting Standards and the Companies Act of Uganda 2012.

· The basis of opinion section will be amended to explain the limitation in audit scope arising from the lack of evidence over two months of payroll records. 
iii)

· Didi’s sales ledger has been corrupted by a computer virus and therefore no detailed testing has been performed on revenue and receivables. The audit team will need to see if they can confirm revenue and receivables using alternative procedures. If they are unable to do this, then two significant balances in the financial statements will not have been confirmed.

· Receivables are 170% of PBT and revenue is nearly eight times PBT. Therefore, this matter is not only material but also pervasive to the financial statements.
· The auditors should modify the audit report as they are unable to obtain sufficient appropriate evidence in relation to receivables and revenue, two areas considered material and pervasive areas. Therefore, a disclaimer of opinion is required as follows: ‘We do not express an opinion on the accompanying financial statements of the Didi Ltd. Because of the significance of the matters described in the Basis for Disclaimer of Opinion section of our report, we have not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on these consolidated financial statements’.
· A basis for disclaimer of opinion paragraph is required to explain the limitation in relation to lack of evidence over revenue and receivables. 

Appendix

Example of an unmodified audit report 
Report of the Independent Auditor to the members of Uganda Clays Limited for the year ended 31 December 2020

Opinion

We have audited the financial statements of Uganda Clays Limited set out on pages 118 to 121, which comprise the statement of financial position as at 31 December 2020, and the statement of profit or loss, statement of changes in equity and statement of cash flows for the year then ended, and notes to the financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements give a true and fair view of the Company’s financial position as at 31 December 2020, and of its financial performance and cash flows for the year then ended in accordance with International Financial Reporting Standards* (IFRSs) and the Ugandan Companies Act, 2012**.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under those standards are further described in the auditor’s responsibilities for the audit of the financial statements section of our report. We are independent of the Company in accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code) together with the ethical requirements that are relevant to our audit of the financial statements in Uganda, and we have fulfilled our other ethical responsibilities in accordance with these requirements and the IESBA Code. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional skepticism throughout the audit. We also: 

· Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

· Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control.

· Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures made by the directors.

· Conclude on the appropriateness of the director’s use of the going concern basis of accounting and based on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Company’s ability to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s report to the related disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However, future events or conditions may cause the Company to cease to continue as a going Concern.

· Evaluate the overall presentation, structure and content of the financial statements, including the disclosures, and whether the financial statements represent the underlying transactions and events in a manner that achieves fair presentation. We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit and significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

Other information

The directors are responsible for the other information. The other information comprises the directors’ report, the schedule of cost of sales and expenditure but does not include the financial statements and our auditor’s report thereon. Our opinion on the financial statements does not cover the other information and we do not express any form of assurance conclusion thereon. In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing so, consider whether the other information is materially inconsistent with the financial statements or our knowledge obtained in the audit, or otherwise appears to be materially misstated. If, based on the work we have performed, we conclude that there is a material misstatement of this other information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of directors for the financial statements

The directors are responsible for the preparation of the financial statements that give a true and fair view in accordance with IFRSs and the requirements of the Ugandan Companies Act, 2012, and for such internal control as the directors determine is necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error. In preparing the financial statements, the directors are responsible for assessing the Company’s ability to continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless the directors either intend to liquidate the Company or to cease operations, or has no realistic alternative but to do so. 

Report on other legal and regulatory requirements

As required by the Ugandan Companies Act, 2012 we report to you, based on our audit that:

· We have obtained all the information and explanations which to the best of our knowledge and belief were necessary for the purposes of our audit.

· In our opinion proper books of account have been kept by the company, so far as appears from our examination of those books. 

· The Company’s statement of financial position and statement of profit or loss are in agreement with the books of account.

The engagement partner responsible for the audit resulting in this independent auditor’s report is CPA Frederick Kibbedi - P/No - P0242

_________________________

Frederick Kibbedi [P0242]

Engagement Partner

PKF Uganda

Certified Public Accountants Kampala

28th April 2021

*For SMEs use IFRS for SMEs, for public sector entities, use IPSASs.

**For other entities, use or add other laws like the Financial Institutions Act and for public sector, the Public Finance Management and Accountability Act.

*** For example, if auditors discover that the chairman's report is materially inconsistent with financial statements and the directors refused to amend their report:

· As the financial statements are not misstated, the audit opinion will be unmodified.
· The auditor’s report will include a statement describing the inconsistency in the other information section.

· You will not be required to reproduce a full auditor’s report in the examination. You may be required to explain the elements of the report and the different types of opinion appropriate in particular circumstances.
KAM example (New Vision 2022)

Key Audit Matters

Key audit matters are those matters that, in my professional judgement, were of most significance in my audit of the financial statements of the current period. These matters were addressed in the context of my audit of the financial statements as a whole, and in forming my opinion thereon, and I do not provide a separate opinion on these matters. For each matter below, the description of how my audit addressed the matter is provided in that context.
	Key Audit Matter
	How the matter was addressed in the audit

	As at 30 June 2022, the Company’s market capitalization was Shs 12,240 million (2021: Shs 23,715 million) which was lower than the carrying amount of the Company’s net assets of Shs 65,673 million (2021: Shs 65,039 million).

This is an indicator of impairment of the Company’s tangible non-current assets and the Company carries out an impairment assessment annually to determine if any impairment exists.

The test for impairment of assets compares the carrying value of cash generating units (CGU) to the higher of their fair value less costs to sell or value in use (recoverable amount) which involves significant judgement and assumptions. This was therefore considered a Key Audit Matter.

Having examined the impairment assessment made by management and the strategic plan to address the company’s constraints, I performed subsequent review that revealed no further reportable exceptions.
	My Audit procedures included but were not limited to;

i) Obtaining an understanding and evaluating the design of the budgeting and forecasting process, including assessing the reasonability of the forecasts used in determining the value in use.

ii) Evaluating the appropriateness of the recoverable amount considering results from both the value in use calculations and fair value less costs to sell calculations.

iii) Evaluating the appropriateness and completeness of information included in the impairment model based on our cumulative knowledge of the business driven by our audit of the financial statements, review of trading plans, strategic initiatives, minutes of the Board of Directors meetings and Senior Management meetings.

iv) Assessing the mathematical accuracy of the impairment model and the methodology applied by management for consistency with the requirements of IAS 36 Impairment of assets.

v) Calculating the sensitivity of the impairment testing model to changes in key assumptions.

vi) Assessing the completeness and accuracy of disclosures in the financial statements in accordance with IFRS.


Confirm adjustments & disclosures are accurate 


Obtain evidence about subsequent events 





Obtain evidence about subsequent events 








Respond appropriately to new facts 





Form of opinion





Unmodified opinion


Is issued when financial statements are prepared, in all material respects, in accordance with the applicable financial reporting framework.








Modified opinion


Is issued in accordance with ISA 705 when: 


There are material misstatements in FS or


The auditor is unable to obtain sufficient appropriate audit evidence to conclude that FS are free from material misstatement








Modified opinion





Due to material misstatement from:


The inappropriateness or misapplication  of selected accounting policies


The inappropriateness or inadequacy of disclosures in the financial statements








Due to insufficient appropriate evidence from:


Inadequate accounting records lost or destroyed.


Auditor appointed after the year end after the inventory count.


Management prevents the auditor from obtaining audit evidence e.g. refuses external confirmation 








Material and pervasive








Material but  not pervasive








Material and pervasive








Material but not pervasive





Adverse opinion


‘The FS do not present fairly’


Example 2








Disclaimer of opinion


‘We do not express an opinion’


Example 4








Qualified opinion


Example 3








Qualified opinion


Example 1
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