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Addressing Disclosures in the Audit of Financial Statements

Introduction
The financial crisis necessitated immediate action to address the quality of financial statement (FS) 
disclosures. Users rely on the audit to enhance the degree of confidence they place on the financial 
information contained in FS. Therefore, an improvement in the quality of FS disclosures will enhance 
the credibility of FS. Following changes provide an overview of revisions in disclosures that took 
place due to reconsiderations of different ISAs and do not constitute the formation of a new ISA.

What are Disclosures?
Disclosures comprise explanatory or descriptive information, set out as required, expressly 
permitted or otherwise allowed by the applicable financial reporting framework (AFRF), on the face 
of a financial statement, or in the notes, or incorporated therein by cross-reference.

Explanatory or descriptive information required to be included in the financial statements by the 
AFRF may be incorporated therein by cross-reference to information in another document, such as 
a management report or a risk report. “Incorporated therein by cross-reference" means 
cross-referenced from the financial statements to the other document, but not from the other 
document to the financial statements.

Changes

Change to definition of financial statements and enhancement to related application material.

New application material – encouraging management to provide information for disclosures earlier in the audit process, such as, 
include in the engagement letter the responsibilities of management in relation to providing all information relevant to the financial 
statements in a timely manner.

New application material – considering whether there is intentional misstatement of disclosures that may constitute fraud.

New application material - communicating with those charged with governance regarding financial statements and disclosures 
earlier in the audit process, such as, discuss with those charged with governance, as well as in the engagement team discussion, the 
planned approach to addressing changes to the financial reporting requirements, or the entity's environment, financial condition or 
activities, including the impact on disclosures.

New application material – encouraging auditors to consider disclosures earlier in the audit process, such as, plan for audit 
procedures for the related disclosures as part of the planned audit procedures for account balances, classes of transactions and 
events and on disclosures that are not directly related to account balances, classes of transactions or events.

Enhanced requirements and new application material - highlighting the need for attention to information in disclosures obtained 
from outside of the general and subsidiary ledgers in the planning process. Revised assertions to integrate audit procedures for 
disclosures with account balances and transactions.

New introductory and application material - emphasizing that materiality needs to be considered for qualitative disclosures.

Enhanced requirements and new application material – strengthened procedures around the reconciliation of the financial 
statements and consideration of the adequacy of the presentation and disclosure in the financial statements.

New application material – emphasizing that misstatements in disclosures need to be accumulated and evaluated.

Enhanced requirements and new application material - strengthening the audit procedures auditors perform when evaluating the 
financial statements.

ISAs

ISA 200

ISA 210

ISA 240

ISA 260 
(Revised)

ISA 300

ISA 315 
(Revised)

ISA 320

ISA 330

ISA 450

ISA 700 
(Revised)

Effective date: Above mentioned changes are applicable for periods ending on or after December 15, 2016.

Importance of Role of Auditor in Financial Statement
Disclosures

CHANGES for Auditor’s Focus

Financial statements are 
becoming progressively more 
complex, and therefore 
appropriate, relevant and 
high-quality disclosures have 
become increasingly important 
to users of financial statements. 
Financial statements are now 
more likely to include a variety 
of disclosures, ranging from the 
more traditional disclosure items 
to more subjective or 
explanatory qualitative 
disclosures. Different financial 
reporting frameworks may 
establish diverse disclosure 
requirements, and preparers may 
find it necessary to supplement 
these requirements with 
additional disclosures in order 
for the financial statements to 
achieve fair presentation.

Disclosures are an integral part of the audit. It is therefore important that during all stages of the audit the auditor gives appropriate consideration 
to, and includes work effort on, disclosures.

Disclosures have become more complex as they have been evolved, particularly after revision of reporting standards. As the focus has shifted to 
providing more qualitative information, obtaining sufficient appropriate audit evidence, and forming an opinion, has become more challenging. 
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3. Audited Net Capital Balance 
Certificate

On 01 July 2015, Karachi Stock Exchange (KSE), issued a letter 
which require all Trading Right Entitlement Certificate (TREC) 
holders of KSE to submit their Net Capital Balance Certificate 
(NCBC) duly audited by a QCR rated practicing Chartered 
Accountants firm and computed in accordance with Rule 2(d) of 
the Third Schedule of Securities and Exchange Rule, 1971 and as 
per Guidelines/ Clarifications attached with the letter. 

The guidelines provide certain explanation with respect to 
director's loan. The wordings of the prescribed certificate are not 
in accordance with ISAs. To specify the certificate wordings for 
special purposes required under law, the Auditing Standards 
Committee is working to develop guideline for issue of 
certificates for special purposes by chartered accountant firms 
after which the issue of inconsistent certificate format is 
expected to be resolved. 

4. SECP revises format of Review 
Report on Statement of Compliance 
of Public Sector Companies 
(Corporate Governance Compliance) 
Guidelines, 2013 

The SECP has recently revised the Public Sector Companies 
(Corporate Governance Compliance) Guidelines, 2013 (the 
Guidelines) by revising the format of the review report on 
Statement Of Compliance (SOC)  from the auditors to the 
members as specified in Schedule III. This has been revised in the 
light of recommendations received from the ICAP.

The revised format contains explanation of responsibility of the 
auditor as well as the management of public sector companies. 
There are certain public sector companies who are also listed 
and are subject to the requirements of both the Code of 
Corporate Governance, 2012 as well as the Rules. Therefore, 
separate review reports for listed and unlisted public sector 
companies have also been specified. Furthermore, review report 
provides both the clean and modified report. 

The revised guidelines can be accessible from SECP website using 
the following links:

http://www.secp.gov.pk/CG/CG_RevisedComplianceG
uidelines_2013.pdf

ICAP circular No.07/2015 on this matter can also be accessed at: 
http://www.icap.net.pk/archives/2388

1. SECP enforces International Financial 
Reporting Standards for SMEs & SSEs 

On 10 September 2015, the Securities and Exchange Commission of 
Pakistan (SECP) has approved the adoption of International Financial 
Reporting Standards (IFRS) for Small and Medium Sized Entities (SMEs) 
and Accounting and Financial Reporting Standards for Small Sized 
Entities (AFRS for SSEs). The adoption of IFRS is effective from annual 
financial periods beginning on or after January 1, 2015.  

Following this, all non-listed public limited companies, which includes in 
the category of SMEs, are required to file their annual financial 
statements (AFS) in accordance with the IFRS for SMEs issued by 
International Accounting Standards Board (IASB). Similarly, all the Small 
Size Entities (SSEs) are required to prepare their AFS in accordance with 
Revised AFRS for SSEs issued by ICAP. 

The adoption of IFRS for SMEs by the SECP shall enhance the credibility 
of information by giving additional useful disclosures and 
comprehensive information. In addition, the public non-listed 
companies shall either follow the IFRS or IFRS for SMEs only while 
preparing their AFS. 

For detailed guidance please refer SECP’ S.R.O. 928(1)/2015 and 
929(1)/2015 using the following links:

•   Amendments in fifth schedule (S.R.O.928(I)2015):
http://www.secp.gov.pk/notification/pdf/2015/SRO_928_20150
910.PDF

•   Classes of Non-Listed companies (S.R.O.929(I)2015): 
http://www.secp.gov.pk/notification/pdf/2015/SRO_929_20150
910.PDF

2. Annual Statement of Compliance with 
section 11 & 12 of the Insurance 
Ordinance, 2000

The SECP vide its letter dated 13 October 2015, requires all registered 
insurers/takaful operators to furnish the Annual Certificate of Compliance 
duly signed by the CEO/ Principal Officer along with two directors 
confirming compliance with the provisions of Section 11 “Conditions 
imposed on registered insurers” and Section 12 “Criteria for sound and 
prudent management” on the prescribed format. The certificate is required 
to be certified by the statutory auditor of the insurer and should be 
submitted to SECP within 45 days of the date of this letter. 

In case if certain requirements of the certificate is not complied within the prescribed 
period then the same should be stated in the declaration along with reasons for 
non-compliance. Non compliance of aforesaid sections will be penalized.
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laws and regulations, some companies are being negatively 
impacted by a public perception that they are not paying their 
“fair share” of taxes on income. Why? Even though a company 
may have paid all required taxes in all jurisdictions, some may 
perceive and assert that it has “taken advantage” of tax rules and 
paid too little. This has brought managing tax risks and 
protecting the company’s brand into the spotlight for many 
audit committees, as stakeholders have increasingly shown 
interest in these areas.

Let’s also not forget that as an auditor the expectations are 
increasing more and more – more efficiency, more 
communication, more insight. So auditors have no choice but to 
either improve continuously or be left behind. One way in which 
a non-commoditized audit can deliver on these expectations 
and add value to its clients is from the business insight the 
engagement team can bring to the management and the Audit 
Committee. These observations can range from process 
improvements to observations around talent or even strategy. 
All of this from people with an independent perspective, who 
have seen the inner workings of the client’s business, understand 
the macro issues of the industry, and have knowledge of peer 
businesses.

We live in an ever changing, complex world. An auditor who can 
effectively handle the incredible volume of regulatory 
accounting and auditing guidance, understand a client’s business 
and industry through years of experience and professional 
development, and bring the combination of these elements in a 
way that is valued differently by capital markets, client 
management and audit committees.

During the course of gathering information, the auditor is 
continuously making decisions that impact the nature, timing and 
extent of required procedures, and evaluating information to 
support the audit opinion. To do this successfully, the auditor 
needs thousands of hours of training and practical experience, 
in-depth knowledge of regulatory standards, a solid 
understanding of business process, familiarity with the risks 
inherent in the client’s industry, and the ability to conduct much 
of the audit under strict deadlines.

The audit committee has primary responsibility for overseeing the 
integrity of the company’s financial statements and related disclosures. 
This includes oversight of how the company addresses and manages the 
implementation of new accounting standards and regulations. Audit 
committees frequently take on additional responsibilities, including 
oversight of risk management including fraud risks and compliance 
issues. Depending on board decisions, their responsibilities may also 
expand to oversee emerging risks associated with cyber security, IT and 
the likes. 

Financial reporting disclosure requirements have also seen a consistent 
increase for the past many years. Requirements for statuary filing of 
documents have generally become more demanding and complex. 
Companies continue to face an array of new standards, rules, and 
regulations that can have significant financial reporting implications and 
broader business impact. For example, the new revenue recognition 
standard will virtually impact all companies across the board. It can 
affect top-line revenue as well as corporate strategic plans, controls, 
information systems, and incentive plans, among other areas. Disclosure 
of information outside of the financial statements (e.g. sustainability 
reporting) is also proliferating. This information can provide additional 
insight into a company’s performance and cash flows, but also has the 
potential to impact a company’s stock price — thus ensuring balanced 
and consistent reporting remains a high priority for audit 
committees. Changes in technology that are implemented to drive 
growth, increase efficiency and productivity, and reduce costs often 
come with new risks. 

Owing to the heightened regulatory environment and stakeholder 
scrutiny, Companies today have to deal with a complex web of 
constantly evolving regulations across national and international 
borders. At the same time, they are contending with the pervasive global 
threat of economic crime. This presents challenges for many companies, 
as regulatory organizations have increased their pursuit of enforcement 
actions. Protecting the company’s brand and reputation is becoming 
a bigger part of the audit committee’s agenda. In addition, the difficult 
economic situations in many countries and the related challenges of 
fiscal deficits have combined to increase the public debate around taxes 
and their impact on financial reporting. Companies expend significant 
effort to manage compliance with complex tax rules and the related 
accounting standards. Notwithstanding full compliance with the tax 

Auditors attribute

Stakeholders term these as “very important”

Shareholder Want

•  Integrity
•  Competence
•  Professional experience
•  Innovative
•  Critical thinker

Institutional Investor Want

•  At par with present economic  
 conditions
•  Confidentiality
•  Business Acumen
•  Visionary thinking
•  Critical thinker
•  Financial Expertise
•  Risk management expertise

Regulators Want

•  At par with all latest   
 regulatory requirements
•  Ethics
•  Effective & timely   
 Communication
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1.   Adoption of ISA 701 ‘Communicating Key Audit 
Matters in the Independent Auditor’s Report’

The auditor’s report is the key deliverable addressing the output of the audit process for users of 
the audited financial statements. Users of the audited financial statements have expressed a need 
for additional information about matters of significance in the audit, which often relate to areas in 
the financial statements that are subject to significant judgments by management and the auditor. 

Responding to this call, IAASB developed new ISA 701 ‘Communicating Key Audit Matters in the 
Independent Auditor’s Report’ and is at the heart of the enhancements to the auditor’s report 
arising from the IAASB’s new and revised Auditor’ Reporting standards. This ISA addresses both the 
auditor’s judgment as to what to communicate as Key Audit Matters (KAM) in the auditor’s report 
and the form and content of such communication. 

The inclusion of KAM in the auditor’s report is intended to highlight, “through the eyes of the 
auditor”, matters of most significance in the audit that was performed. Having KAM in auditor’s 
reports may have positive benefits to audit quality or users’ perception of it. This in turn may 
increase the confidence that users have in the audit and the financial statements, which is in the 
public interest.

Considering the importance of ISA 701, the AuSC discussed that new ISA 701 is an explanation of 
requirements of ISA 700 on KAM, hence, it is part and parcel of the reporting standard series so 
should be adopted. Considering this, the committee approved the adoption of ISA 701 and it is 
currently under consideration of the Council.

2.   Audit Conference on Revised/New Reporting 
Standards

The AuSC supports awareness sessions among relevant stakeholders over developments in 
Auditing and majorly key changes in the audit report along with its impacts on auditor’s 
responsibility. For this, the AuSC is discussing   and providing support for the holding of series of 
sessions to disseminate the requirements of new audit report under ISA 700 revised. The target 
audience will be regulators such as State Bank of Pakistan, Securities and Exchange Commission of 
Pakistan, Stock Exchanges, Chairman of audit committees & executive level staff of varied 
companies, and professional firms.

The Committee deliberated that auditor’s reporting changes are significant, hence awareness and 
participation of members to understand these changes is essential.

Send your valuable 
feedback/comments to: 

Technical Services Department
ICAP
Chartered Accountants 
Avenue
Karachi, Pakistan
farheen.mirza@icap.org.pk

                     This publication is intended to provide a 
summary of developments relating to audit 

during the quarter, legal and regulatory matters and matters under 
consideration of AuSC.

This information should not form the basis of any decision; nor it 
should be relied upon as a legal and professional guidance regarded as 
a substitute for specific advice.

No responsibility of any person acting as a result of any material in this 
publication can be accepted by ICAP and the Department.


