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For financial periods ending after 15 December 2016 the auditor has a responsibility to
communicate key audit matters (KAM) in the audit report
This disclosure for listed companies has now been a requirement for a year, so all companies
have at least one set of accounts with KAMs specified
OM analysed 290 KAM disclosures for ASX 300 companies during 2017 to observe trends and
identify any companies where the audit matter may provide insight for investors
KAMs can provide users of financial statements with hints as to areas of disclosure that may
warrant further investigation or seem otherwise innocuously disclosed. Examples include:
1.
2.
3.
4.
5.
6.
7.
8.

Austal (ASB)
Graincorp (GNC)
Steadfast (SDF)
Sky Network Television (SKT)
Blue Sky Alternatives (BLA)
Domino’s Pizza (DMP)
Fairfax (FXJ) / Nine Entertainment (NEC)
Myer Limited (MYR)

====================================================================
Auditing Standard ASA 701 sets out the requirement that auditors shall determine and disclose
key audit matters in audit reports, defined as ‘those matters that required significant attention in
performing the audit.’1
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In 2017, 827 KAMs were identified in the ASX 300 for an average of 2.86 KAMs per audit. Of the 290
companies analysed, 30 audit reports disclosed only one KAM, with CBA’s auditor disclosing the
most at six KAMs.
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focus only on what matters
to your ownership interest.

Many audit matters appear routine with the following being the most commonly observed across
the sample:
1. Goodwill and intangibles impairment testing – 150 (18%)
2. Property, plant & equipment / investment property valuation – 96 (12%)
3. Revenue recognition – 89 (11%)
4. Business combinations / demergers – 73 (9%)
5. Taxation and deferred tax matters – 63 (8%)
While these appear to be the matters most routine to audit, it is likely that these are areas of
accounting judgment that warrant attention when considering the interpretation of financial
statements generally.
Across the ASX 300 16 different audit firms were used, with eight conducting one audit. PwC was
most prevalent with almost 30% of all audits, followed by EY, KPMG and Deloitte (25%, 23% and
14% respectively).
Of the big four, PwC averaged 3.35 KAMs per audit, followed by EY at 2.8, KPMG at 2.5 and
Deloitte at 2.4.
The quality of information enclosed in audit reports has been greatly enhanced as a result of the
inclusion of KAMs. The following are a selection of examples where investors could take hints from
the auditor when considering investments.
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Austal Limited (ASB) – KAM on ‘Taxation’
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The KAM from EY reveals amended tax assessments have been issued by the ATO following an
audit undertaken during the year. This is not disclosed to investors anywhere else in the 2017
annual report (generally this would be found in the income tax note or listed as a contingent
liability) and aside from the commentary provided in the KAM, no other details concerning the
size or nature of the dispute are provided. Investors were first alerted to the company being in
dispute with the ATO in 1H17 accounts over “differing interpretations of technical items” as part
of an ongoing tax audit, noting that these matters are “currently undergoing an independent
ATO review process”.
Based on OM’s review of the 2017 accounts this dispute appears related to losses recognised in
Australia and inter-company royalties, as the income tax reconciliation note introduces two new
line items explaining why ASB’s tax rate was higher than 30%: Australian tax group losses not
recognised and transfer pricing adjustments. ASB’s tax rate increased from 37% in 1H17 to 76% in
2H17.
Excerpt 1: ASB KAM, 2017 annual report, p. 124
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Save for this audit matter disclosure, the tax rate was not discussed extensively, and the cause
was not disclosed.
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Excerpt 2: ASB disclosure regarding tax rate, 2017 annual report, p. 4

Graincorp Limited (GNC) – KAM on ‘Sufficiency for the provision for customer claims’
In FY17, GNC’s customer claims provision continued to decline. The provision was last materially
replenished in FY14 (through a ‘below the line’ addition) and has since been run down. In FY15,
FY16 and FY17 GNC has utilised $41.9mn from the customer claims provision, protecting earnings,
and added just $2.2mn in new provisions (net of reversals).
The sufficiency of the claims provision was considered as a KAM by GNC’s auditor PwC in the FY17
audit report. The KAM disclosed that the auditor considers this a KAM because there is ‘significant
judgment in estimating the provision’.
Given the provision now stands at its lowest point in a number of years, the potential for either the
need to add to the provision, or begin expensing customer claims as they occur has the potential
to impact GNC’s profitability going forward.
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Graph 1: Customer claims provision at GNC FY05 – FY17
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Steadfast Limited (SDF) – KAM on ‘Decentralised Operations’
The accounts for FY17 disclose the company’s complex structure and numerous subsidiaries and
associates are such that 66% of revenue and 56% of PBT was subject to ‘full scope audit’, with 12%
of revenue and 17% PBT subject to a ‘specific risk-focused audit’; and 22% of revenue and 27% of
PBT subject to head office audit procedure.
This disclosure provides investors with insight into the complexity of SDF’s operations and accounts.
The complexity of the corporate structure makes the accounting equally complex with the
changes in ownership of equity accounted investments from period to period impacting statutory
numbers.
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Excerpt 3: Audit scope for Steadfast, 2017 annual report, pp. 117-118
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Given this complexity, it is also interesting for investors to understand that there are material parts
of SDF’s reuslts not subject to a full scope audit.

Sky Network Television (SKT) – KAM on ‘carrying value of goodwill’
In FY17, SKT changed its basis for impairment testing goodwill from a measure that expected a
‘net gain in subscriber numbers’ to a measure that afforded a 10% decline in satellite subscriber
numbers before impairment.
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Excerpt 4: Sensitivity of key assumptions in SKT 16AR, p. 47
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Excerpt 5: Goodwill assumptions disclosure in SKT FY17 results, p. 29
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PwC as SKT’s auditor outlines in its key audit matter that this change allows SKT management to
factor in expected future cost savings in relation to both changes in SKT’s business as well as the
marketplace. In addition to this PwC states that the market capitalisation was factored into its
assessment of the value of goodwill with a control premium as at 30 June 2017. Since 30 June 2017
the share price has fallen ~17.4%.

Blue Sky Alternatives Limited (BLA) – KAM on ‘Valuation of Investments’
OM has written in previous notes to clients about the accounting complexity at BLA. Specifically,
the company provides its own version of the company’s accounts for the purposes or
performance measurement and market information.
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In addition to this it is worth noting the auditor’s view, with four KAMs highlighted by EY: ‘Revenues
from management services’, ‘control / significant influence over funds’, ‘valuation of investments’
and ‘valuation of investment properties’.
Our Bespoke Analysis
is a précis of interesting
governance and disclosure
issues that have potentially
material impacts on
shareholder returns.
Ownership Matters analysts
focus only on what matters
to your ownership interest.

Given BLA’s significant exposure to both the equity investments and the fees derived from the
valuation of level three investments, the auditor’s discussion of this highlights for investors the
potential complexity in the BLA accounts.
Specifically, the discussion of internal and external valuation specialists, and the point that these
usually result in a range of values is worth noting.

Excerpt 6: ‘Valuation of investments’ KAM, BLA 2017 annual report, p. 92
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Domino’s Pizza Enterprises Limited (DMP) – KAMs on ‘Put options’ and ‘Accounting for guarantees,
contingencies and claims related to the group’
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Deloitte disclosed in the FY17 DMP audit report that the valuation of put options relating to the
non-controlling interests of DMP’s German operations was $81.4mn. The auditor points out that this
valuation is subject to significant management judgment on inputs.
In addition, the auditor also pointed out that the company’s operations are complex and require
compliance with differing legal and regulatory requirements.
Given recent press and issues in the franchising sector, investors should take note of the need for
the auditor to point out that a key consideration in its FY17 audit was assessing the status of new
and existing claims and contingencies.
Excerpt 7: DMP KAM on accounting for guarantees, contingencies and claims, 2017 annual report,
p.40
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Fairfax (FXJ) / Nine Entertainment (NEC) – KAM on ‘Recoverability and classification of Stan loan
receivable’
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FXJ and NEC each hold loan assets to Stan, the JV structured streaming service, valued at $93mn.
Each company uses EY as their auditor and in 2017 EY mentioned the recoverability and
classification of these loans as KAMs for each entity’s audit report. This shows some consistency in
the approach taken by two EY auditors.
At both NEC and FXJ the loan is carried at amortised cost and is unimpaired. The impairment
testing for the loan (or its recoverability) is however called out as a KAM.
Specifically, EY’s testing of the loan appears to have been conducted against different
accounting standards at NEC and FXJ. This may be a distinction without a difference, but the
disclosure of the KAM at both, and the slightly different accounting treatment is of interest.
Excerpt 8 & 9: FXJ annual report (p.136) & NEC annual report (p.104) - KAM on Stan loan receivable
respectively
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This slightly different accounting approach is unlikely to have any material implications, the
auditors are indicating that the Stan receivable is an asset, the recoverability of which is subject
to director assumptions and an area of subjective judgement based on forecasting by the
respective companies.

Myer Limited (MYR) – KAM on ‘accounting estimates and disclosures relating to the New Myer
strategy implementation’
This KAM stood out under analysis for its peculiarity: It is included as the auditor deems that the
strategy created significant restructuring, redundancy, store exit and onerous leases which were
expensed in FY17. However, the implementation of the strategy was incomplete at period end,
and further estimates on the cost of implementation are anticipated in future.
This KAM, excerpted below on p.12, provides a link between the actions of the board and
executive team and the expenses and provision balances in the accounts. It also raises the
question of the sufficiency of the provisions taken and their reliance upon management
assumptions for the successful implementation of the new strategy.
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Excerpt 10: Myer ‘New Strategy’ KAM, FY17 annual report, p.111
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This document is intended solely for the information of the particular person to whom it was provided by Ownership Matters Pty Ltd (ABN: 95 152
996 739 and AFSL: 423168). Although we believe that the information contained in this document is accurate and reliable, Ownership Matters has
not independently verified information contained in this document which is derived from publicly available sources and engagement with issuers
and their representatives. Ownership Matters assumes no responsibility for updating any information or recommendation contained in this
document or for correcting any error or omission which may become apparent after the document has been issued. Ownership Matters does not
provide any warranty as to the accuracy, reliability or completeness any information which is contained in this document. Except insofar as liability
under any statute cannot be excluded, Ownership Matters and its directors, employees and consultants do not accept any liability (whether
arising in contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage (whether direct,
indirect, consequential or otherwise) suffered by the recipient of this document or any other person.
This document has been prepared without consideration of any specific person’s needs or investment objectives and constitutes general advice
only. It is for the use of clients of Ownership Matters only and may not be distributed to anyone who is not a client of Ownership Matters.
This document was produced in 2018 and is copyright. Apart from any use permitted under the Copyright Act 1968, no part may be reproduced
by any process, nor may any other exclusive right be exercised, without the express permission of Ownership Matters, Level 5, 167 Queen Street,
Melbourne.
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