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MODULE 6

Topic 2 – Audit opinions
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In this topic
1. Collating our audit findings
2. Negotiating adjustments with the client
3. Preparing the audit opinion
4. Determining the Key Audit Matters
5. Preparing the Management Letter
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Context 
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2.1 Collating our audit 
findings
Summary of misstatements
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ASA 450 Evaluation of misstatements 
identified during the audit
• What are included in “misstatements”?

• “Misstatement means a difference between the __________ amount, 
classification, presentation, or disclosure of a financial report item and the 
amount, classification, presentation, or disclosure that is required for the item 
to be in accordance with the applicable financial reporting framework” (para 
4a)

• During the audit, we must:
• “accumulate misstatements identified during the audit, other than those that 

are clearly trivial.” (para 5)

• We must evaluate the misstatements individually and in aggregate 
form
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Summary list of misstatements
• A record of all misstatements identified during the audit
• Many names, depending on the audit firm

• Summary of unadjusted misstatements
• Schedule of audit differences

• Individual firms have their own classification systems for 
misstatements – options include

• Type – factual, judgement or projected
• Type – amount, classification, presentation/disclosure
• Material – quantitatively material, qualitatively material
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2.2 Negotiating audit 
adjustments with the client
Auditors cannot change the financial 
statements
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ASA 450 instructs the auditor to
• Request management correct the misstatements (450.8)
• If they refuse – consider this when preparing their opinion 

(450.9)
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Textbooks vs real life
Client in the textbooks: Client in real life:
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The audit negotiation process
Adjustments will be more easily 
accepted by the client when:
• They are based on clear mistakes / errors

• They are based on projections with large 
samples

• An independent expert verifies the 
auditor’s judgement or opinion about an 
issue

• Where the audit committee is effective in 
providing oversight

• Whether a similar misstatement was 
made in previous years

Adjustments are more likely to be 
argued over when
• They are based on projections with small 

samples

• They are based on a difference of opinion 
in an accounting estimate

• They are for disclosures that require 
judgement on how much to disclose

• There is a dominant CEO/CFO
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Factors that affect the auditor-client 
negotiation process
• Why is an audit needed?

• Does the CFO or FC support the auditor’s judgement?

• The negotiation tactics used

• Whether the auditor is at the beginning or end of their 5 year rotation

• Whether it is the first year a firm audits a client

• The quality of the auditor-client relationship

• Whether non-audit services are also provided by the auditor

• The experience of both the audit partner and the client’s main negotiator

• Whether anyone on the audit committee used to work at the audit firm
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Carrot or the stick?
• The auditor must issue an opinion
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2.3 Preparing the audit 
opinion
ASA 700, 705 and 706
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Organisation of the standards
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ASA 700
• We must form an opinion (para 10)

• The information we must use to prepare our opinion (para 10-13)

• Do we have sufficient appropriate evidence? (ASA _____)

• Are any uncorrected misstatements material? 

• Is the financial report overall free from material misstatement?

• Are disclosures appropriate?
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The opinion clients want

• “The auditor shall express an ___________ opinion when 
the auditor concludes that the financial report is prepared, 
in all material respects, in accordance with the applicable 
financial reporting framework.” (ASA700.16)
qSufficient appropriate evidence

qUncorrected misstatements are immaterial

qPrepared within the AASBs
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Modified audit opinions - ASA 705
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What exactly does pervasive mean?
• ASA705.5
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ASA 706 – EoM and OM paragraphs
• When the auditor wants to draw attention to some matter 

that is outside of a modification
• The matter is either

• Already presented/disclosed in the financial statements but the 
auditor wants to add additional emphasis, or

• We think it is relevant to the user’s understanding of the audit, 
auditor’s responsibilities or the report itself

• ASA706.6
• Neither of these “modify” the auditor’s opinion
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Emphasis of Matter vs Other Matter para

• For matters already disclosed 
in the financial report

• Important to help users 
understand the financial 
report

• Mostly for subsequent events 
disclosures

• For matters not in the 
financial report

• Important to help users 
understand what the audit is, 
and the auditor’s 
responsibilities

• Where other information is 
contradictory
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What about when there is a going 
concern issue?
• Where management make 

appropriate disclosures

• A material uncertainty 
paragraph in the opinion

• Where management do not 
make appropriate disclosures

• Modify the opinion

2019 annual report for 3D Oil Ltd
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Another Material Uncertainty paragraph

2019 annual report for 9 Spokes International Ltd
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2.4 Determining the Key 
Audit Matters
ASA 701
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A relatively new standard
• Came into effect in Australia in 2019, but the International 

Standard was produced in 2015. 
• The UK was an early adopter of Key Audit Matters.
• The US has a similar standard but use the term Critical 

Audit Matters
• Why?

• “The purpose of communicating key audit matters is to enhance 
the communicative value of the auditor’s report by providing 
greater transparency about the audit that was performed.” 
(ASA701.2)
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https://www.ifac.org/system/files/publications/files/IAASB-KAM-Overview-Diagram.pdf

https://www.ifac.org/system/files/publications/files/IAASB-KAM-Overview-Diagram.pdf


©  Dr Amanda White - University of Technology Sydney

Copyright ©
 University of Technology Sydney 2020

Copyright ©
 University of Technology Sydney 2020

Copyright ©
 University of Technology Sydney 2020

Woolworths Ltd 
2019 annual report
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Woolworths Ltd 
2019 annual report
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Not to be confused with the Management Representation Letter!
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What is the management letter?
• ASA 260 Communication with those charged with 

governance (TCWG) – para 16
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• ASA 265 also requires this communication
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Is this a real letter?
• Yes – but more lengthy – often a report

• Many auditors will also give a presentation to TCWG – the audit 
committee, members of the executive

• The last chance to clear up any confusion about the audit and the 
audit report

• What do we hope to achieve with this communication?
• Improvement in internal controls

• Better understanding of the audit process and what the auditor is asking for

• Smoother audit next year
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To sum up

• We need to understand what misstatements require 
adjustment and how to approach management about 
making those adjustments

• We need to know how to determine which opinion to give 
and whether an emphasis of matter, other matter or 
material uncertainty paragraph is required

• Communicating our audit findings is important to the 
current audit and future audits
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We’ve reached the 
end!!!


