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Appendix 1

(Ref: Para. A19)

lllustration of Independent Auditor’s Report Where the Group Engagement
Team Is Not Able to Obtain Sufficient Appropriate Audit Evidence on Which
to Base the Group Audit Opinion

For purposes of this illustrative auditor’s report, the following circumstances are assumed:

. Audit of a complete set of consolidated financial statements of an entity other than a
listed entity using a fair presentation framework. The audit is a group audit (i.e., ISA

600_(Revised) applies).

. The consolidated financial statements are prepared by management of the entity in
accordance with IFRSs (a general purpose framework).

. The terms of the audit engagement reflect the description of management’s responsibility
for the consolidated financial statements in ISA 210.

. The group engagement team is unable to obtain sufficient appropriate audit evidence
relating to a significant-component accounted for by the equity method (recognized
at $15 million in the statement of financial position, which reflects total assets of $60
million) because the group engagement team did not have access to the accounting
records, management, or auditor of the component.

. The group engagement team has read the audited financial statements of the
component as at December 31, 20X1, including the auditor’'s report thereon, and
considered related financial information kept by group management in relation to the
component.

. In the group engagement partner’s judgment, the effect on the group financial
statements of this inability to obtain sufficient appropriate audit evidence is material
but not pervasive.!

. The International Ethics Standards Board for Accountants' Code of Ethics for
Professional Accountants comprises all of the relevant ethical requirements that apply to
the audit.

. Based on the audit evidence obtained, the auditor has concluded that a material

uncertainty does not exist related to events or conditions that may cast significant
doubt on the group’sentity’s ability to continue as agoing concern in accordance with
ISA 570 (Revised).?

. The auditor is not required, and has otherwise not decided, to communicate key audit

If, in the group engagement partner’s judgment, the effect on the group financial statements of the inability to obtain
sufficient appropriate audit evidence is material and pervasive, the group engagement partner would disclaim an
opinion in accordance with ISA 705 (Revised).

2 ISA 570 (Revised), Going Concern
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matters in accordance with ISA 701.3

. The auditor has obtained all of the other information prior to the date of the auditor's
report and the qualified opinion on the consolidated financial statements also affects
the other information.

. Those responsible for oversight of the consolidated financial statements differ from
those responsible for the preparation of the consolidated financial statements.

. In addition to the audit of the consolidated financial statements, the auditor has other
reporting responsibilities required under local law.

INDEPENDENT AUDITOR’S REPORT
To the Shareholders of ABC Company [or Other Appropriate Addressee]

Report on the Audit of the Consolidated Financial Statements*
Qualified Opinion

We have audited the consolidated financial statements of ABC Company and its subsidiaries (the
Group), which comprise the consolidated statement of financial position as at December 31, 20X1,
and the consolidated statement of comprehensive income, consolidated statement of changes in
equity and consolidated statement of cash flows for the year then ended, and notes to the
consolidated financial statements, including a summary of significant accounting policies.

In our opinion, except for the possible effects of the matter described in the Basis for Qualified
Opinion section of our report, the accompanying consolidated financial statements present fairly, in
all material respects (or give a true and fair view of), the consolidated financial position of the Group
as at December 31, 20X1, and (of) their consolidated financial performance and consolidated cash
flows for the year then ended in accordance with International Financial Reporting Standards
(IFRSS).

Basis for Qualified Opinion

ABC Company'’s investment in XYZ Company, a foreign associate acquired during the year and
accounted for by the equity method, is carried at $15 million on the consolidated statement of
financial position as at December 31, 20X1, and ABC's share of XYZ's net income of $1 million is
included in the consolidated statement of comprehensive income for the year then ended. We were
unable to obtain sufficient appropriate audit evidence about the carrying amount of ABC'’s
investment in XYZ as at December 31, 20X1 and ABC'’s share of XYZ's net income for the year
because we were denied access to the financial information, management, and the auditors of XYZ.
Consequently, we were unable to determine whether any adjustments to these amounts were
necessary.

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 Consolidated Financial Statements section of our report. We are independent of the Group in
accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for
Professional Accountants (IESBA Code), and we have fulfilled our other ethical responsibilities in
accordance with the IESBA Code. We believe that the audit evidence we have obtained is sufficient

ISA 701, Communicating Key Audit Matters in the Independent Auditor’'s Report

The sub-title, “Report on the Audit of the Consolidated Financial Statements” is unnecessary in circumstances when
the second sub-title, “Report on Other Legal and Regulatory Requirements” is not applicable.
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and appropriate to provide a basis for our qualified audit opinion.
Other Information [or another title if appropriate such as “Information Other than the
Financial Statements and Auditor’'s Report Thereon”]

[Reporting in accordance with the reporting requirements in ISA 720 (Revised)5 — see lllustration 6
in Appendix 2 of ISA 720 (Revised). The last paragraph of the other information section in lllustration
6 would be customized to describe the specific matter giving rise to the qualified opinion that also
affects the other information.]

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements®

[Reporting in accordance with ISA 700 (Revised)” — see lllustration 2 in ISA 700 (Revised).]

Auditor’'s Responsibilities for the Audit of the Consolidated Financial Statements
[Reporting in accordance with ISA 700 (Revised) — see lllustration 2 in ISA 700 (Revised). The
last two paragraphs which are applicable for audits of listed entities only would not be included.]
Report on Other Legal and Regulatory Requirements

[Reporting in accordance with ISA 700 (Revised) — see lllustration 2 in ISA 700 (Revised).]

[Signature in the name of the audit firm, the personal name of the auditor, or both, as appropriate
for the particular jurisdiction]

[Auditor Address]
[Date]

If, in the group engagement partner’s judgment, the effect on the group financial statements of the
inability to obtain sufficient appropriate audit evidence is material and pervasive, the group
engagement partner would disclaim an opinion in accordance with ISA 705 (Revised).

ISA 720 (Revised), The Auditor's Responsibilities Relating to Other Information

Throughout these illustrative auditor’s reports, the terms management and those charged with governance may need
to be replaced by another term that is appropriate in the context of the legal framework in the particular jurisdiction.

ISA 700 (Revised), Forming an Opinion and Reporting on Financial Statements
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The Task Force linked all matters included in Appendix 2 of extant ISA 600 to the components of
internal control and made some initial changes to align Appendix 2 with ISA 315 (Revised 2019). The
Task Force will discuss, in its January 2020 Task Force meeting, whether other matters may be added
to this Appendix and will further align the appendix with ISA 315 (Revised). The Task Force welcomes
the Board’s suggestions in this regard.

Appendix 2

(Ref: Para. A23)

Understanding the Group’s System of Internal Control

1. This appendix provides examples of controls that may be helpful in obtaining an understanding
of the system of internal control in a group environment, and expands on how ISA 315 (Revised
2019) is to be applied in relation to an audit of group financial statements. The examples may not
be relevant to every group audit engagement and the list of examples is not necessarily complete.

Control Environment

2. The group engagement team’s understanding of the control environment may include matters
such as the following:

. The structure of the governance and management functions across the group, and group
management’s oversight responsibilities, including aArrangements for assigning authority
and responsibility to component management.

How oversight over the group’s system of internal control by, those charged with
governance is structured and organised;

. How ethical and behavioral standards are communicated and reinforced in practice across
the group, (e.q. g&roup-wide programs, such as codes of conduct and fraud prevention

programs:);

. The cConsistency oft policies and procedures_across the group, including a group financial
reporting procedures manual.

The Entity’s Risk Assessment Process

1.3. The group engagement team’s understanding of the entity’s risk assessment process may
include matters such as the following:

. Group management’s risk assessment process, that is, the process for identifying,

8 ISA 315 (Revised 2019), Appendix 3
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analyzing and managing business risks, including the risk of fraud, that may result in
material misstatement of the group financial statements.

The Entity’s Process to Monitor the System of Internal Control

2-4. The group engagement team’s understanding of the entity’s process to monitor the system of
internal control may include matters such as the following:-

. Monitoring of controls, including how the controls are monitored in-aacross the group and,
where relevant, activities of thethe—_internal audit function aacross the groupnd-self-
assessment—programs. The entity’s internal audit function, including its nature,
responsibilities and activities in respect of monitoring of controls at component level; (Ref:
Para.AllS) 0 he—internalaudi buhction—-may—be regarded P ofgroup-wide

. . e ized-ISA 610 (R
the group engagement team’s evaluation of whether the internal audit function’s
organizational status and relevant policies and procedures adequately supports the
objectivity of internal auditors, the level of competence of the internal audit function, and
whether the function applies a systematic and disciplined approach where the group audit
team expects to use the function’s work.

The Information System and Communication

5. The group engagement team’s understanding of the entity’s information system and
communication may include matters such as the following:

. Monitoring of components’ operations and their financial results, including regular reporting
routines, which enables group management to monitor components’ performance against
budgets, and to take appropriate action.

. Monitoring, controlling, reconciling, and eliminating intra-group transactions and unrealized
profits, and intra-group account balances at group level.

. A process for monitoring the timeliness and assessing the accuracy and completeness of
financial information received from components.

Consolidation Process

such as the following:

3.6. The group engagement team’s understanding of the consolidation process may include matters

Matters relating to the applicable financial reporting framework:

o The extent to which component management has an understanding of the applicable
financial reporting framework.

o The process for identifying and accounting for components in accordance with the
applicable financial reporting framework.

o The process for identifying reportable segments for segment reporting in accordance with
the applicable financial reporting framework.

o The process for identifying related party relationships and related party transactions for
reporting in accordance with the applicable financial reporting framework.

o The accounting policies applied to the group financial statements, changes from those of
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the previous financial year, and changes resulting from new or revised standards under the
applicable financial reporting framework.

The procedures for dealing with components with financial year-ends different from the
group’s year-end.

Matters relating to the consolidation process:

Group management’s process for obtaining an understanding of the accounting policies
used by components, and, where applicable, ensuring that uniform accounting policies are
used to prepare the financial information of the components for the group financial
statements, and that differences in accounting policies are identified, and adjusted where
required in terms of the applicable financial reporting framework. Uniform accounting
policies are the specific principles, bases, conventions, rules, and practices adopted by the
group, based on the applicable financial reporting framework, that the components use to
report similar transactions consistently. These policies are ordinarily described in the
financial reporting procedures manual and reporting package issued by group
management.

Group management’s process for ensuring complete, accurate and timely financial
reporting by the components for the consolidation.

The process for translating the financial information of foreign components into the currency
of the group financial statements.

How IT is organized for the consolidation; ineluding-the-manual-and-automated-stages-of
theprecess;—and the manual and programmed controls in place at various stages of the
consolidation process.

Group management’s process for obtaining information on subsequent events.

Matters relating to consolidation adjustments_and reclassifications:

The process for recording consolidation adjustments, including the preparation,
authorization and processing of related journal entries, and the experience of personnel
responsible for the consolidation.

The consolidation adjustments required by the applicable financial reporting framework.

The bBusiness rationale for the events and transactions that gave rise to the consolidation
adjustments.

Frequency, nature and size of transactions between components.

The pProcedures for monitoring, controlling, reconciling and eliminating intra-group
transactions and unrealized profits, and intra-group account balances.

Steps taken to arrive at the fair value of acquired assets and liabilities, procedures for
amortizing goodwill (where applicable), and impairment testing of goodwill, in accordance
with the applicable financial reporting framework.

Arrangements with a majority owner or minority interests regarding losses incurred by a
component (for example, an obligation of the minority interest to make good such losses).

Control Activities

7. The group engagement team’s understanding of the control activities may include matters such

as the following:
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. A central IT system controlled by the same general IT controls for all or part of the group.
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Appendix 3
(Ref: Para. A30)

Rise to indicate-Risks of Material Misstatement of the Group Financial

The examples provided cover a broad range of characteristics of events or conditions-erevents; that
affect susceptibility of an assertion about a class of transactions, account balance or disclosure to a

Statements

misstatement that could be material, either individually or when aggregated with other misstatements,

before consideration of any related controls. --hHowever, not all conditions or events are relevant to

every group audit engagement and the list of examples is not necessarily complete. Also; see ISA 315

(Revised 2019), Appendix 2.

Inherent Risk

Characteristics _of Events or Conditions that May Give Rise to the

Factor

Existence of Risks of Material Misstatement of the Group Financial

Statements

Complexity

The existence of complex transactions that are accounted for in more than
one component.

Components’ application of accounting policies that differ from those
applied to the group financial statements.

Business activities of components that ivelve-high—+isk-have a higher

inherent risk, such as leng-term—eontracts—ortrading—in—innovative—or

complex financial instruments,

Operations that are subject to a high degree of complex requlation in
multiple jurisdictions, or components that operate in multiple industries
that are subject to different types of requlation.

Subjectivity

JudgmentsUneertainties  regarding which  components’ financial

information require incorporation in the group financial statements in
accordance with the applicable financial reporting framework, for
example, whether any special-purpose entities or non-trading entities
exist and require incorporation.

Judgments regarding the correct application of the requirements of the
applicable financial reporting framework by components.

Change

A—eomplor—oreup—shueture —eopeeialb where there—ore—frequent

acquisitions, disposals or reorganizations.

Uncertainty

Components operating in foreign jurisdictions that may be exposed to factors
such as unusual government intervention in areas such as trade and fiscal
policy, and restrictions on currency and dividend movements; and fluctuations
in exchange rates.

Susceptibility
to

Misstatement

Unusual related party relationships and transactions.

Components with different financial year-ends, which may be utilized to
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Due to manipulate the timing of transactions.

o . . . N
M.ana ement |, Prior occurrences of unauthorized or incomplete consolidation
Bias or Other .

- adjustments.
Fraud Risk
Factors o Aggressive tax planning within the group, or large cash transactions with
Insofar as entities in tax havens.
They Affect Affec_t . Prior occurrences of intra-group account balances that did not balance or
Inherent Risk reconcile on consolidation.

Indicators that the control environment, the group’s risk assessment process or the group’s process to
monitor the system of internal control are not appropriate to the group’s circumstances, considering the
nature and complexity of the group, and do not provide an appropriate foundation for the other components
of the group’s system of internal control, include:

. Poor corporate governance structures, including decision-making processes, that are not
transparent.

. Non-existent or ineffective greup-wide-controls over the group’s financial reporting process, including
inadequate group management information on monitoring of components’ operations and their
results.
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