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Disclaimer 

This publication contains general guidance only and not intended to be a substitute for study of annual 

reports or a detailed research. The publication does not amend or override the International Standards 

on Auditing, the Companies Act 2017, other Laws, related Rules and Regulations, the text of which 

alone are authoritative. The information presented in this publication should not be construed as legal, 

auditing, or any other professional advice or service. The Institute and its staff do not accept any 

liability to any party for any loss, damage or costs howsoever arising, whether directly or indirectly, 

whether in contract, or otherwise from any action or decision taken (or not taken) as a result of any 

person relying on or otherwise using this document or arising from any omission from it. The Institute 

also makes no representation or warranty (expressed or implied) about the accuracy, suitability, 

reliability or completeness of the information for any purpose.  



GLOSSARY FOR ACRONYMS 
 

EAR   Enhanced Auditor’s Report 

FRC   Financial Reporting Council 

IAASB   International Auditing and Assurance Standards Board 

ICAP   Institute of Chartered Accountants of Pakistan 

ISA   International Standard on Auditing 

KAM   Key Audit Matter 

PSX   Pakistan Stock Exchange 

SECP  Securities and Exchange Commission of Pakistan 
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EXECUTIVE SUMMARY  
 
All stakeholders and policymakers recognise 
that audit is uniquely able to build trust in the 
capital markets. Trust in the entity’s financial 
statements is enhanced by the auditor’s 
report, the key deliverable of the statutory 
audit. 
 
However, the recent financial crisis and 
scandals adversely impacted stakeholder trust 
in the audit process, leading to demands for 
greater transparency in the audit process and 
more informative auditor’s reports. In 2015, 
addressing these concerns the International 
Auditing and Assurance Standards Board 
(IAASB) issued the new and revised auditor 
reporting standards effective for the audits of 
financial statements for periods ended on or 
after December 15, 2016.  
 
For more than 130 countries around the world 
that use or are committed to use the 
International Standards on Auditing (ISAs), 
the new and revised auditor reporting 
standards represented the most significant 
change in the history of auditing in five 
decades. 
 
The auditor’s report owing to extensive 
improvements and greater informative value 
is now also termed as Enhanced Auditor’s 
Report (EAR).  The auditor’s report provides 
more insight in the audit process particularly 
in the form of Key Audit Matters (KAMs). The 
KAM requires the auditor to set out, in a 
separately identified section of the audit 
report, those matters that in the auditor's 
professional judgement were of most 
significance in the audit of the financial 
statements of the current period. 
 
The KAM now is a unique story of each 
company, highlighting the significant audit 
areas and how the related risks have been 
addressed. This entity and engagement 
specific information is meant to enhance the 
understanding of the audit of the financial 
statements among users – investors, 
regulators, analysts, suppliers, employees 

and governments.  The long term benefit of 
KAM include a more open and better 
understood audit process, leading to 
enhanced audit quality and accountability. 
 
The new and revised auditor reporting 
standards were adopted by the Institute of 
Chartered Accountants of Pakistan (ICAP/ the 
Institute) with the effective date of December 
15, 2016. Pursuant to the enactment of the 
Companies Act 2017, the Securities and 
Exchange Commission of Pakistan issued the 
Auditors (Reporting Obligations) 2018, 
prescribing the format of statutory auditor’s 
reports. The new auditor’s reports formats 
became applicable for the audit and review 
engagements for the periods ended on or after 
June 30, 2018. 
 
After being on this journey for a year, we take 
the opportunity to share our observations on 
the auditor’s reports issued in Pakistan. This 
study titled “First year experience of 
revised auditor’s report in Pakistan” 
identifies and analyses the trends of KAM 
reporting in Pakistan. 
 
The study is based on the review of auditors’ 
reports (contained in the annual reports) of 
447 entities listed on the Pakistan Stock 
Exchange (PSX). These entities represent 34 
sectors, having financial year ends from June 
30, 2018, to March 31, 2019. 
 
Our analysis shows that total number of 1159 
KAMs have been reported by the 447 listed 
entities in Pakistan with an average of 2.59 
KAMs per auditor’s report. The maximum 
number of 279 KAMs have been reported in the 
Textile sector with an average of 2.38 KAMs. 
The highest average number of 3.67 KAMs per 
auditor report is reported in the Oil & Gas 
industry. 
 
We noted that the most reported KAM is on 
the implementation of the Companies Act 
2017, as the financial reporting requirements 
of the Companies Act also became applicable 
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to the companies for the first time in 
Pakistan. Other important topics covered in 
KAMs related to revenue recognition, 
valuation of inventory, and property, plant 
and equipment. 
 
We believe that the first year experience will 
help in understanding the relevance of KAMs 
to specific sectors and industries, contributing 
to enhanced clarity on audit process and 

financial reporting in coming years. 
 
 
 

 
We hope this study will provide useful insight 
to all about Pakistan’s first experience of the 
EAR, especially the KAM. 
 
Rana M. Usman Khan  
Chairman Auditing Standards & Ethics Committee 

 
 
Sohail Malik 
Director Technical Services 
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SECTION 1: OVERVIEW OF KEY CHANGES OF ENHANCED 
AUDITOR REPORTING IN PAKISTAN 
 
In Pakistan, the Companies Act 2017 requires 
the auditor to conduct an audit and issue the 
auditor’s report in compliance with the 
requirements of the ISAs. The Institute has 
adopted all ISAs issued by IAASB, including 
the new and revised auditor reporting 
standards, effective for audits of financial 
statements for periods ending on or after 
December 15, 2016.  
 

The SECP issued the Auditors (Reporting 
Obligations) Regulations, 2018 (the 
Regulations) in April 2018, prescribing the 
new statutory auditor’s report formats which 
are aligned with the new and revised auditor 
reporting standards issued by IAASB and 
adopted by ICAP. The new formats have 
become applicable for the audit and review 
engagements for the periods ended on or 
after June 30, 2018. 
 

Overview of Key Audit Matters  
 

The most significant change in the EAR is the 
introduction of Key Audit Matters (KAMs). The 
new ISA 701, Communicating Key Audit 
Matters in the Independent Auditor’s Report, 
deals with KAM.  
 
 

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

KAM will not increase the audit scope, as 
auditor already encounters matters that are 
significant in the context of the financial 
statements of the current period. The ISAs 
require the auditor to communicate 
significant matters with those charged with 
governance. Such significant matters have 
always been considered during the audit 
process, and the enhancements to the 

auditor’s report simply call for these matters 
to be presented in the auditor’s report. 
 
However, the introduction of KAM demands 
considerable focus and places significant 
responsibilities on the auditors. The reporting 
of KAM requires effective communication and 
deliberation by the auditors at the beginning 
of the audit with the management and those 
charged with governance.  
 
The auditor is mandatorily required to 
communicate KAM in the auditor’s report for 
all audits of complete sets of general purpose 
financial statements of listed entities. KAM 
may also be applicable to non-listed entities 
when the auditor is required by law or 
regulation to communicate KAM in the 
auditor’s report or when the auditor decides, 
for a particular audit, to voluntarily 
communicate KAM.  
 
Other changes in auditor’s report 
 
Other changes include: 
 

 Prominent placement of the auditors’ 
opinion at the beginning of the auditors’ 
report. 

 A new required separate section to 
highlight when a material uncertainty 
related to going concern exists and 
clarification on the auditors’ work effort 
in ‘close call’ situations. 

 An affirmative statement about the 
auditor’s independence and fulfillment of 
relevant ethical responsibilities; and 

 Enhanced description of the 

responsibilities of the auditor and the 

management. 
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SECTION 2:  FIRST YEAR EXPERIENCE ANALYSED  
 
Extent of the study  
 
The study is based on the review of annual 
reports of all the entities listed on the 
Pakistan Stock Exchange (PSX), after the new 
statutory auditor’s report formats prescribed 
by SECP became effective i.e covering the 
financial year end June 30, 2018, September 
30, 2018, December 31, 2018 and March 31, 
2019 respectively.  
 
Out of the 526 entities, reports of 447 were 
reviewed as annual reports of the remaining 
79 were not available at the time of the 
analysis.  
 
All annual reports are publicly available and 
have been extracted from companies’ 
websites or the PSX website. Data of 35 
sectors is given on the PSX website, out of 
which we have obtained data of 34 sectors 
whose financial years ended on June 30, 2018, 
September 30, 2018 and December 31, 2018 
and March 31, 2019. 
 

Modaraba sector has not been included in this 
analysis because SECP had allowed the 
auditors of Modarabas to follow old 35A report 
format prescribed through Rule 17A of the 
Companies (General Provisions and Forms) 
Rules, 1985 for the audit of financial 
statements for the year ended June 30, 2018. 
The Auditors (Reporting Obligations) 
Regulations, 2018 does not suggest the audit 
report format for Modarabas, as the audit 
report format is suggested in Form No. XI of 
first schedule of Modaraba Rules, 1981 which 
is in line with old Form 35A report format. Old 
35A report format does not contain KAM and 
therefore, annual reports of Modarabas have 
not been reviewed in this analysis.  
 
We have clubbed the 34 sectors into 22 
sectors. Diagrams 1, 2 and  3 show industry 
sector wise breakup of total number of listed 
entities and total number of annual reports 
that have been analysed for this study.

 .
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S. NO NAME OF SECTOR LISTED ENTITIES  REPORTS REVIEWED 

1 CEMENT 20 18 

2 OIL & GAS 16 15 

3 CHEMICAL 27 25 

4 ENGINEERING 17 16 

5 FOOD & PERSONAL CARE 21 20 

6 TEXTILE 144 117 

7 GLASS & CERAMICS 9 8 

8 AUTOMOBILE 22 18 

9 INVESTMENT BANKS 29 23 

10 LEASING 9 7 

11 POWER GENERATION & DISTRIBUTION 19 15 

12 PHARMACEUTICALS 12 12 

13 PAPER & BOARD 10 8 

14 SYNTHETIC & RAYON 11 9 

15 TECHNOLOGY & COMMUNICATION 12 10 

16 VANASPATI & ALLIED INDUSTRIES  6 3 

17 FERTILIZER 7 7 

18 COMMERCIAL BANKS 20 19 

19 INSURANCE 29 24 

20 SUGAR & ALLIED INDUSTRIES 32 27 

21 CLOSE-ENDED MUTUAL FUNDS 8 5 

22 OTHERS -    

 CABLE & ELECTRICAL GOODS 7 6 

 TRANSPORT 4 3 

 JUTE 2 1 

 LEATHER & TANNERIES  5 5 

 TOBACCO 3 3 

 REAL ESTATE INVESTMENT TRUST 1 1 

 WOOLEN 2 2 

  TOTAL 526 447 

 

Diagram 1: Total listed entities & no. of annual reports reviewed by industry sector 
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Diagram 2: Total listed entities & no. of annual reports reviewed by industry sector  
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Diagram 3: Industry sector wise reports reviewed as a percentage of total reports reviewed 

  



Page 10 of 24 

 

 

 

 

 

Section 3: Key Audit Matters ‘The 

First Year’ 

  



Page 11 of 24 

SECTION 3: KEY AUDIT MATTERS ‘THE FIRST YEAR’ 
 

Key Audit Matters (KAMs) is the most significant 
change in the EAR. KAMs are issues that the 
auditors have judged to be the most significant 
in the audit of a listed entity. Each KAM 
describes why such matter is regarded to be of 
significance to the auditors and how the 
auditors have addressed the matter. KAMs 
provide readers with insights into the financial 
reporting and audit risks of the listed entity. 
 

This section examines how auditors 
implemented the requirement to report KAMs, 
in the first year, including the number of KAMs 
in each sector, what issues they covered 

  

, and how well they conveyed the audit issues 
and processes to the users. 
 
The quality of communication and information 
in the KAMs is critical. To effectively unlock the 
value of this change, KAMs need to be clear, 
informative and entity specific to enable 
readers to understand why the audit matters 
were ‘key matters’ and to understand the 
matters in their proper context.  
 

A. Number of KAMs reported Sector-wise 
Following Diagrams show total number of KAMs 
reported by Industry Sector: 

 

S. NO INDUSTRY SECTOR REPORTS REVIEWED REPORTED KAMs AVERAGE KAMs 

1 CEMENT 18 59 3.28 

2 OIL & GAS 15 55 3.67 

3 CHEMICAL 25 65 2.60 

4 ENGINEERING 16 39 2.44 

5 FOOD & PERSONAL CARE 20 54 2.70 

6 TEXTILE 117 279 2.38 

7 GLASS & CERAMICS 8 24 3.00 

8 AUTOMOBILE 18 39 2.17 

9 INVESTMENT BANKS 23 56 2.43 

10 LEASING 7 12 1.17 

11 POWER GENERATION & DISTRIBUTION 15 24 1.60 

12 PHARMACEUTICALS 12 32 2.67 

13 PAPER & BOARD 8 27 3.38 

14 SYNTHETIC & RAYON 9 19 2.11 

15 TECHNOLOGY & COMMUNICATION 10 36 3.60 

16 VANASPATI & ALLIED INDUSTRIES  3 7 2.33 

17 FERTILIZER 7 21 3.00 

18 COMMERCIAL BANKS 19 57 3.00 

19 INSURANCE 24 77 3.21 

20 SUGAR & ALLIED INDUSTRIES 27 62 2.30 

21 CLOSE-ENDED MUTUAL FUNDS 5 7 1.40 

22 OTHERS -  41 108 2.63 

  TOTAL 447 1159 2.59 

 
Diagram 4: Total number of KAMs and average number of KAMs reported by each Industry Sector 
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Diagram 5: Total number of KAMs reported by each Industry Sector 
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B. Average number of reported KAMs 

 

Diagram 6: Average number of KAMs reported by Industry Sector 
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Diagram 6 shows average number of KAMs 
reported by entities, which ranges from 
1.40 to 3.67. The highest average number 
of KAMs is reported in the Oil & Gas industry 
(3.67) and second highest in Technology & 
Communication industry (3.60), possibly 
owing to the dynamic and challenging 
environment experienced by these 
industries. 
 
Based on our study (Diagram 4 above), the 
average number of KAMs reported in 
Pakistan is 2.59 which is on the lower side 
as compared to average of 4.2 1  KAMs 
reported in United Kingdom (UK) in its first 
year of implementation and 3.92 KAMs in 
the UK’s second year of implementation.  

 
The higher average number of KAMs 
reported in the UK probably reflected the 
larger size and more diversified business 
operations of listed companies in the UK3. 

However, average number of 2.59 KAMs per 
entity, reported in Pakistan is higher than 
the Singapore’s average KAMs of 2.34 and 
2.09 5  in Malaysia, in their first year of 
implementation.  

 

INDUSTRY SECTOR 

 

 TOTAL 
COMPANIES 

 NUMBER OF KAMs REPORTED 

0 1 2 3 4 5 6 7 

CEMENT  18  - - 5 7 3 2 1 - 

OIL & GAS  15  - - 1 7 4 2 1 - 

CHEMICAL  25  1 4 8 6 4 1 1 - 

ENGINEERING  16  1 3 4 4 4 - - - 

FOOD & PERSONAL CARE  20  - 1 11 2 5 1 - - 

TEXTILE  117  8 19 38 32 14 4 2 - 

GLASS & CERAMICS  8  - 1 1 3 3 - - - 

AUTOMOBILE  18  1 4 7 4 1 1 - - 

INVESTMENT BANKS  23  1 3 8 8 2 1 - - 

LEASING  7  2 1 1 3 - - - - 

POWER GENERATION & DISTRIBUTION  15  - 8 5 2 - - - - 

PHARMACEUTICALS  12  - 1 2 9 - - - - 

PAPER & BOARD  8  - - - 5 3 - - - 

SYNTHETIC & RAYON  9  - 3 3 2 1 - - - 

TECHNOLOGY & COMMUNICATION  10  - - 2 3 2 3 - - 

VANASPATI & ALLIED INDUSTRIES   3  - 1 - 2 - - - - 

FERTILIZER  7  - 1 3 - 2 - 1 - 

COMMERCIAL BANKS  19  - - 8 5 4 2 - - 

                                                      

1 Source: “Extended Auditor’s Report: A further review of experience”, UK FRC, March 2015 

2 Source: Extended Auditor’s Report: A further review of experience, UK FRC, January 2016 

3 Source: “Extended Auditor’s Report: A further review of experience”, UK FRC, March 2015 

4 Source: Embracing Transparency, Enhancing Value: A first year review of the enhanced auditor’s report in Singapore, October 2017 

5 Source: Enhanced Auditors’ Report: A review of first-year implementation experience in Malaysia, 2018 
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INSURANCE  24  2 3 3 6 2 6 2 - 

SUGAR & ALLIED INDUSTRIES  27  2 6 8 8 1 1 - 1 

CLOSE-ENDED MUTUAL FUNDS  5  - 3 2 - - - - - 

OTHERS  41  - 9 12 13 1 5 1 - 

CABLE & ELECTRICAL GOODS  6  - - - 3 - 2 1 - 

TRANSPORT  3  - - 1 2 - - - - 

JUTE  1  - - 1 - - - - - 

LEATHER & TANNERIES   5  - 1 2 1 - 1 - - 

TOBACCO  3  - - 2 1 - - - - 

REAL ESTATE INVESTMENT TRUST  1  - 1 - - - - - - 

WOOLEN  2  - - - 2 - - - - 

MISCELLANEOUS  20  - 7 6 4 1 2 - - 

TOTAL   447  18 71 132 131 56 29 9 1 

Diagram 7: No. of KAMs reported by listed entities 
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C. Most reported KAMs 

The top KAMs reported this year in Pakistan are on the impact of Companies Act 2017, Revenue 
and Inventory. Diagrams 10 & 11 below shows the top 10 KAMs. 
 

S. NO KAMs REPORTED BY SUBJECT REPORTED IN (OUT OF 447)  

1 NEW COMPANIES ACT, 2017 AND ITS IMPACT 
ON PREPARATION OF FINANCIAL STATEMENTS 

315 

2 REVENUE / SALES 116 

3 INVENTORY / STOCK IN TRADE INCLUDING 
CONSUMABLE STORES AND SPARES 

111 

4 PROPERTY, PLANT AND EQUIPMENT INCLUDING 
ITS REVALUATION 

94 

5 CONTINGENCIES INCLUDING TAX 
CONTINGENCIES 

85 

6 TRADE DEBTS 50 

7 INCOME TAX INCLUDING DEFERRED TAX 49 

8 INVESTMENT IN FINANCIAL ASSETS 48 

9 LITIGATION 24 

10 LOANS AND ADVANCES 23 

Diagram 10: Top 10 KAMs reported by subject 

  Diagram 11: Top ten KAMs reported by subject 



Page 17 of 24 

Diagrams 12 and 13 show the top three KAMs reported by companies in each of the industry sectors 

reflecting the dynamics of the sector. Further, it also shows the common subject of KAM reported 

in a particular sector. 

SECTORS TOTAL 
COMPANIES 
REVIEWED  

IMPACT OF 
COMPANIES ACT, 
2017 ON 
REPORTING & 
DISCLOSURES OF 
FINANCIAL 
STATEMENTS 

INVENTORY 
/ STOCK IN 
TRADE  

REVENUE / 
SALES 

CEMENT 18 12 6 8 

OIL & GAS 15 13 3 3 

CHEMICAL 25 19 8 8 

ENGINEERING 16 11 7 4 

FOOD & PERSONAL CARE 20 10 9 14 

TEXTILE 117 103 39 24 

GLASS & CERAMICS 8 6 4 3 

AUTOMOBILE 18 13 6 6 

INVESTMENT BANKS 23 16 0 2 

LEASING 7 4 0 0 

POWER GENERATION & 
DISTRIBUTION 

15 13 0 1 

PHARMACEUTICALS 12 8 9 2 

PAPER & BOARD 8 6 3 2 

SYNTHETIC & RAYON 9 7 3 2 

TECHNOLOGY & 
COMMUNICATION 

10 6 0 8 

VANASPATI & ALLIED 
INDUSTRIES LIMITED 

3 3 0 1 

FERTILIZER 7 4 0 3 

COMMERCIAL BANKS 19 4 0 0 

INSURANCE 27 3 0 8 

SUGAR & ALLIED INDUSTRIES 24 22 7 5 

CLOSE-ENDED MUTUAL 
FUNDS 

5 0 0 0 

OTHERS 41 32 7 12 

 

Diagram 12: Top 3 KAMs reported by industry sectors 
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The most reported KAM this year in Pakistan 
is on the Companies Act (including its fourth 
schedule). The Companies Act became 
applicable to the companies for the first 
time in 2018 for the preparation of financial 
statements of entities. The Companies Act 
forms an integral part of the statutory 
financial reporting framework applicable to 
the companies and has brought certain 
changes with regard to preparation and 
presentation of financial statements.  

 In view of the various additional disclosures 
and change in accounting policies by 
companies, auditors of most of the listed 
entities considered this as a KAM. 
 
Other areas covered as KAMs by listed 
entities in Pakistan are on valuation of 
inventory and revenue recognition which 
are also commonly reported in Malaysia 6 
and Singapore7. It is important to note that 
all these three KAMs are highly reported in 
Textile sector followed by Sugar, Chemical, 
Automobile and Cement sectors. 

 
 

                                                      

6 Source: Enhanced Auditors’ Report: A review of first-year implementation experience in Malaysia, 2018 

7 Source: Embracing Transparency, Enhancing Value: A first year review of the enhanced auditor’s report in Singapore, October 2017 
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Diagram 13: Top three KAMs reported by sectors 
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SECTION 4: EXPERIENCE FROM OTHER COUNTRIES 
 
 

The new auditor’s report has already been 
effective in several countries, and UK was one 
of the first countries to roll out these 
requirements.  
 
UK  
In UK, studies have highlighted that investors 
have warmly welcomed the overall response 
by auditors to the extended auditor’s report 
requirements. The UK’s Financial Reporting 
Council (FRC) survey of extended auditor’s 
reports issued in the first year confirmed that 
auditors in the UK ‘appeared not only to have 
met the new requirements but in many cases 
had made, sometimes quite radical, further 
changes to auditor’s reports going beyond the 
changes required by the FRC. A particular 
conclusion of the survey was that each of the 
audit firms had adopted different approaches 
to the extended auditor’s report and had, 
therefore, been innovative in different ways8. 
The innovations included disclosure of the 
materiality benchmark used, disclosure of the 
magnitude of unadjusted differences being 
reported to the Audit Committee, reporting of 
detailed audit findings with respect to 
identified risks, experimentation with 
detailed broader explanation of the audit 
scoping process and presentation of the 
auditor’s reports through the use of diagrams 
and graphs. The FRC considered the extent of 
innovation and the diversity of approaches 
adopted to be very encouraging. 
 
The reports issued in the UK presented an 
average of 4.2 KAMs in the first year. This 
average fell slightly to 3.97 KAMs in the UK’s 
second year of implementation. A number of 
reasons may account for the UK’s higher 
average, which may be due to the greater size 
and complexity of reporting entities in UK.9  
 
In the UK, the “management override of 
controls” and “fraud in revenue recognition” 

                                                      

8 Extended auditor’s reports: A review of experience 
in the first year, March 2015 

9  Extended Auditor’s Report: A further review of 
experience, UK FRC, January 2016 

featured among the top common areas 
reported in the first year. However, in the 
next year with FRC clarifications that intent 
of the new auditor reporting requirement is to 
discuss those risks which had the greatest 
effect on the audit strategy, resources and 
effort, the relevance of other matters 
emerged and the “ISA standard risks” were 
included only where they clearly had an 
impact on the audit strategy. This is evident 
from a study which noted that in terms of 
subject areas, the most commonly reported 
topics in UK were around impairment of 
assets, taxation and impairment of goodwill.10  
 
Singapore 
Studies on first year experience were also 
carried out in Singapore, which noted that the 
EARs not only brought about insightful 
disclosures by the auditors but also led to 
positive behavioral changes among various 
stakeholders in the financial reporting 
ecosystems. 
 
A study of 499 auditor’s reports of Singapore 
listed entities showed that 1,163 KAMs were 
presented in total. The average number of 
KAMs reported in Singapore was 2.3 per 
entity. Further, there were five reports which 
reported nil KAMs. 
 
In terms of subject areas, the most commonly 
reported topics related to impairment of 
receivables, valuation of inventories, revenue 
recognition and impairment of goodwill and 
intangible assets.10 

 
Another study of Singapore experience of EAR 
noted that majority of audit committees (76%) 
and investors (65%) surveys felt that the EAR 
was an improvement  from the old auditor’s 
report. The findings included the expected 
increase in audit committee deliberations, 
investors using the reports to identify 

 

10 Enhanced auditor’s report: Survey of first year 
experience in Singapore 
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significant accounting and auditing issues as 
well as management adding more disclosures 
in line with the KAMs reported. More than a 
third (40%) of the analyzed financial 
statements disclosed in more detail  those 
areas that were covered by KAMs  in the 
previous year’s financial statements. A 
majority (74%) of the surveyed audit 
committees reported more robust discussions 
with management and auditors over KAMs. 
Over half (57%) felt that they had gained 
moderately or significantly deeper insights 
into the financial reporting risks of their 
entities11.  
 
Malaysia 
In Malaysia, the results of the first-year review 
signaled that quality of auditor’s 
communication has improved as a result of 
more specific information disclosed about the 
audits of listed companies; in particular, by 
putting the spotlight on significant areas of 
judgements made by their board of directors 
in the financial statements, and the audit 
approach towards those matters. The key 
audit matters also have the positive effect of 
enhancing the quality of disclosures in the 
associated matters within the financial 
statements, thereby improving the 
transparency of key issues to the investors and 
other stakeholders.12. 
 
As per a study based on the review of annual 
reports of 190 public listed companies in 
Malaysia, the average number of KAMs noted 
was 2.09 KAMs per entity. 1% of the sampled 
annual reports reflected nil KAM. 
 
In terms of subject areas, the most commonly 
reported topics were revenue recognition, 
impairment of receivables, impairment of 
goodwill and intangibles and valuation of 
inventories. 12 

                                                      

11 Source: Embracing Transparency, Enhancing Value: A first 

year review of the Enhanced Auditor’s Report in Singapore, 
October 2017 

12 Source: Enhanced Auditors’ Report: A review of first-year 

implementation experience in Malaysia, 2018 

 
European Overview 
KAM has been applicable in Europe 13  since 
more than one year, a study of 1200 
companies has been noted. The following 
shows the population overview of the KAMs 
reported. The average KAMs reported are 
around 3. 
 

FISCAL 
YEAR 

# OF 
OPINIONS 

# OF 
KAMS 

AVERAGE # 
OF KAMS 

2016 869 2665 3.1 

2017 1103 3300 3.0 

2018 335 908 2.7 

    

Total 2307 6873 3.0 

    

 
The most common topic addressed in 3,300 
KAMs disclosed by 1,100 companies in fiscal 
year 2017 were Asset Impairment and 
Recoverability, comprising 20% of all KAMs. 
Revenue and Other Income and Valuation of 
Investments follow at 16% and 11%, 
respectively. 
 

TOPIC                    # OF KAMS  % OF TOTAL 

Asset impairment & 
recoverability 

655 20% 

Revenue & Other 
Income 

533 16% 

Valuation of 
Investments (including 
Fair Value)  

363 11% 

Income Taxes 293 9% 

Business Combinations 162 5% 

Inventory 152 5% 

Contingent Liabilities ( 
including Litigation & 
Restructuring) 

142 4% 

Pension and Other Post-
Retirement Benefits 

110 3% 

Accounts Receivable 97 3% 

Liabilities and 
Provisions 

85 3% 

13 https://blog.auditanalytics.com/overview-of-
european-key-audit-matter-kam-disclosures/ 

https://blog.auditanalytics.com/overview-of-european-key-audit-matter-kam-disclosures/
https://blog.auditanalytics.com/overview-of-european-key-audit-matter-kam-disclosures/
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SECTION 5: EPILOGUE  
 
Based on the analysis, we have found that 
listed entities in Pakistan have given detailed 
disclosures as compared to the previous year’s 
financial statements due to requirement of 
KAM. 
 
Auditors are now reviewing KAMs to reflect 
the entity specific circumstances for each 
year. This would prevent KAMs from 
descending into ‘boilerplate’ disclosures. This 
was the intent of the EAR to make the 
reporting specific to the issues of the entity in 
that particular year and it should not be just 
a tick-in-the-box exercise. 
 
While the results from EAR’s first year 
implementation in Pakistan are encouraging, 
it will take more time and experience to 
realize its full potential. More time is also 
needed to develop the best practices that can 
better serve the needs of audit committee, 
investors and other stakeholders. 

Auditors will need to, among other things, 
manage their risks while improving audit 
quality. They will also need to be innovative 
and adopt practices which help in delivering 
an insightful report. 
 
To develop a healthy and objective approach 
to identifying and selecting KAMs, auditors 
will need to guide companies about the 
implications of including KAMs and promote an 
understanding between companies and 
investors. Auditors and audit committees 
should strive to educate investors that with 
EARs they can better understand the 
companies’ performance and make better 
investment decisions. Management and audit 
committees should proactively discuss 
potential KAMs with their auditors to enable 
audit issues to be addressed early and 
management is able to provide appropriate 
supporting disclosures.

 
 
 


