® TOUGH STAND

Govt declines to defer SA
701 accounting standard

RISHI RAMIAN KALA
New Delhi, April 30

THE MINISTRY OF corporate
affairs(MCA) has decided notto
extend the deadline for applica-
bility ofaccounting standard SA
701tillMarch 31,2020,despite
a demand from the Institute of
Chartered Accountants of India
(ICAI).The ministry has stated
that“enough time"was givento
auditors to familiarise them-
selveswith SA701.

SA 701, which involvescom-
municating key audit matters
(KAM)intheindependentaudi-
tor’s report, was first issued by
the ICATin May 2016 and was
applicable for audit of financial
statements after April 1, 2017.
But in March 2017, ICAI
deferred it to April 1, 2018,
adding that members need
more time tocomply. The stan-
dard applies toaudit of financial
statementsoflisted entities and
circumstanceswhen an auditor
decides to communicate KAMs
in his report. KAMs are issues
that,in the auditor’sjudgement,
are very important in the audit
of financial statements.

In March, ICAI decided to
deferits applicability, from April
2018 to April 2020,and com-
municated itto National Finan-
cial Reporting Authority (NFRA)
forconsideration. NFRA recom-
mended that decision is not
supported by justified and ade-
quate reasoning and deferral
should not be permitted.

Earlier thismonth, MCA told
ICAL"It is pertinent to mention
here that at that time (2017)
NFRA was not constituted and

therefore the ICAI's decisionwas
treated as final and not further

examined” The ministry
emphasised that almost two
years,May 2016 to March 2018,
was there for awareness build-
ingand training.

It stressed that SA 701 does
not imposeanynewsubstantive
procedural requirements on
auditors. KAMs are chosen and
picked out from mattersalready
communicated and discussed
with Those Charged With Gov-
ernance (TCWG). Hereauditoris
onlyrequired to filter out KAM
out of the matters discussed
with the TCWG as matters of
meost significance in theaudit.

Asenior MCA official said SA
701 enhances communicative
value of auditors report by pro-
vidingmore transparencyabout
audit and additional informa-
tion to users of financial state-
mentstounderstand mattersof
critical importance. Here, stake-
holders are largely publicwho
make investments in listed
companies. “It also provides
additionalinformation to users
50 as to enable them to under-
stand an entity andareas of sig-
nificant management judge-
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ment in audited financial state-
ments,”he added.

Chartered accountants(CAs)
largely had a mixed response to
the development. Subrama-
niam R Iyer,a Delhi-based CA,
said an auditor of a listed enti

accounts are true and fair or

whether hisopinion isqualified

ormodified with reasons.
“Mandatory reporting on

KAMby an auditorisasonerous

as mandating management to
discloseareastheyfocusedonin
the year. Substance over form
needs tobeinvokedinall report-
ings.Ifeelthisstandard needsto
be discussed in detail before
beingi tedina hurried
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However, Prateek Agarwal,a
Partner (Audit & Assurance) at
Nangia & Co, said SA 701 was
seen asa significant introduc-
tionasitsoughttoopenthedoor
forusersoffinancial statements
oflisted companies.

“Now users will have an
insight with improved trans-
parency and would be able to
take informed decisions after
considering related risks. It is
going to increase the commu-
nicative value of an auditor
report. We believe thatcommu-
nicating KAM tousers of finan-
cial statements is extremely
useful as ithelps in communi-
cating the pertinent areas o
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