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ABSTRACT

This study analyzes the implementation of SA 701 in the independent auditor's
report, the KAM communication procedures carried out by the Auditor, the
challenges faced by the Auditor in implementing SA 701, and the expectations
expected by users of financial statements with the existence of SA 701.
Implementation of SA 701, which is effective after January 1, 2022, regulates
communication between auditors and clients. This research is a case study with
mixed methods techniques (mix-method) and sequential exploratory techniques
in the analysis of data from interviews and questionnaire answers. This study
found that SA 701 can add value to the quality of independent auditors' reports
because SA 701 involves those charged with governance (TCWG), people or
organizations that are responsible for overseeing the company's strategic
direction and the obligations of the entity concerned with their accountability,
thereby increasing the value of trust in the auditor's report. This study also found
that SA 701 also requires the auditor to modify procedures in order to support
communication in determining the KAM until the finalization of the financial
statements. There are also challenges faced by auditors in the implementation of
SA 701 such as the right language in communicating and socializing during the
determination of key audit matters (KAM). This study also found that SA 701
accommodated investors' desire to gain a deeper understanding of the
formulation of opinions on company financial statements (PwC, 2015).
However, this research is limited to one unit of analysis where KAM can differ
between companies even in the same industrial sector.
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1. INTRODUCTION

Financial reports are structured reports that cover the financial performance of
an issuer listed on the Indonesia Stock Exchange (IDX). The information contained
in financial reports must include relevant and credible information so that the
decisions taken by stakeholders are not biased. Financial transparency in Indonesia
is an issue that has received increasing attention in recent years. One of the causes
is the increasingly rampant corruption in Indonesia which demands Indonesia ask
for transparency in financial reports. This is one of the company's goals to increase
the transparency of the company's financial management. Transparency in financial
statements is very important for users of financial statements, especially for issuers.
Therefore, the more complex corporate responsibilities, especially to stakeholders
at the public level, the higher and more absolute the requirements for the accuracy
and effectiveness of information.

Based on the ACCA report, countries closest to Indonesia such as Singapore and
Malaysia have implemented key audit matters (KAM) in the financial reports of
their companies. KAM are matters that according to the auditor's professional
judgment are the most significant matters in the audit of the current period's financial
statements. The determination of KAM originates from matters communicated to
those in charge of governance. There are more than 190 public companies from
Malaysia and more than 180 public companies from Singapore that have
implemented KAM in their financial statements (ACCA, 2017). The results of the
two studies conclude that KAM can improve communication and the quality of
company financial reports. Investors also benefit from KAM because they gain a
deeper understanding of the companies in which they invest.

In early 2020, the Public Accountants Professional Standards Board (DSPAP)
plans to immediately issue Auditing Standards (SA) 701 concerning
"Communicating Key Audit Matters (KAM) in the Independent Auditor's Report".
The adoption of ISA 701 as the new auditor's reporting standard on communicating
KAM in the independent auditor's report was approved in July 2021. This ISA 701
will be effective for audits of financial statements for periods beginning on or after
January 1, 2022. Disclosures of KAM in the independent auditor's report are
expected to improve the quality of financial statement disclosure, especially for
public entities.

SA 701 which will be issued by the standards board aims to improve the
communicativeness of the auditor's report by providing transparency of information
and matters of other important concern to better companies for the audits that have
been carried out. Communication regarding KAM is also used to assist in matters
that according to the auditor's professional judgment are the most significant in the
audit of the current period's financial statements. ISA 701 can also help its intended
users understand significant areas of consideration in the financial statements being
audited. Apart from providing transparency for users of financial statements, the
application of SA 701 also provides other benefits that are beneficial to entities and
those charged with governance (TCWG). The benefits obtained, among others, as a
means to provide information about assumptions related to accounting estimates and
management considerations about certain accounting practices to increase public
confidence in the company.
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The purpose of issuing amendments to SA 701 is to issue an audit report that can
increase public confidence both in the audit process itself and in the entity's financial
statements. The International Auditing and Assurance Standards Board (IAASB)
believes that this review will improve communication between auditors and
investors, and between auditors and TCWG. It is hoped that this new standard will
revitalize auditing and change the way auditors communicate their work in audit
reports. Like it
or not, this affects "stakeholder groups" including financial reporters (the CFO and
his finance team), managers, investors, and regulators.

The problem that often occurs is that there is a "communication gap" between
TCWG and the auditor during the audit process. Based on research conducted by
ACCA (2018), audit committees in other countries such as Malaysia and Singapore
stated that before the KAM communication they were not involved in the
formulation of company audit reports. They also stated that the audit committee
meetings did not focus on the results of the audit process so responsibility and
control over management were not optimal. For investors, the form and content of
the old independent auditor's report only gave management a good or bad answer in
the opinion paragraph. Based on the ACCA report, 89% of investors will read the
independent auditor's report before reading the company's financial statements. The
problems described above are expected to be resolved with the effectiveness of SA
701 in 2022 for Issuers. Previous research conducted by Yoga and Dinarjito (2021),
only concluded the preparations that must be made by the auditor when SA 701 is
implemented. The research was conducted before SA 701 was approved. So that the
main focus of this research is to analyze the ratification of SA 701 in Indonesia.

Therefore this study aims to find out the reasons how SA 701 can improve the
quality of the Independent Auditor's Report, know the KAM communication
procedures carried out by the Auditor, know the challenges faced by the Auditor in
implementing SA 701, and know the expectations expected by users of financial
statements with the existence of SA 701 based on reports that have been carried out
in countries that have implemented ISA 701 because Indonesia is in its first year of
implementing ISA 701. PT HIJ was chosen because PT HIJ is an Indonesian issuer
engaged in the hospitality sector and has been listed on the Indonesia Stock
Exchange (IDX) for more than 10 years.

2. LITERATURE REVIEW
2.1 THEORY OF LENDING CREDIBILITY

Credibility is a matter of being trusted. Credibility is also related to the word
credible which means trustworthy, so it can be concluded that credibility is the
quality, capability, or power to generate trust. Ittonen (2010) explains that there is a
theory of lending credibility that is used to increase the credibility of financial
reports. The theory of lending credibility explains that the main function of an audit
is to increase the credibility of financial reports (Ittonen, 2010). According to this
theory, the product that auditors sell to clients is credibility. Audited financial
reports are seen as having elements that increase the confidence of financial report
users in the figures presented by management (in the financial statements). Users
are thought to benefit from increased credibility, this benefit is usually in the form
of increased investor investment decision quality when based on reliable
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information. Credibility is also included in the qualitative characteristics of financial
statements contained in the conceptual framework.

2.2 COMMUNICATION THEORY

Communication experts have provided various descriptions of the definition of
communication. According to. Wenburg, Wilmot, Sereno and Bodaken (1975)
translated by Mulyana (2012) explained that there are at least three frameworks for
understanding communication, namely communication as a one-way action,
communication as interaction, and communication as a transaction. Communication
is the process of conveying a one-way message from the communicator (messenger)
to the communicant (message receiver) using certain media to produce an effect.

Furthermore, in Mulyana (2012) the model can simply be understood as a
representation of a phenomenon, both real and abstract by highlighting the most
important elements of the phenomenon. As a systematic description, a model can
show various aspects of a process. Communication models are representations of
real or abstract communication phenomena that highlight the most important
elements for understanding the communication process. The model is understood as
a way of displaying an object that explains the complexity of the processes, ideas,
and relationships between the elements that support it. The model is more of a
simplification of the theory presented in the form of pictures. In addition, the model
also acts as a tool that facilitates the explanation of communication phenomena by
abstractly presenting them. Therefore, models can be called informal descriptions
to explain or apply theory, or to simplify theory.

Based on Mulyana (2012) the communication model developed by experts
outlines 2 (two) things, namely: first, think of communication as conveying
messages. The model describes how senders and receivers construct (encode) and
translate (decode) messages and how senders use communication channels and
media. This model aims to overcome communication failures and examine the steps
in the process to see where these failures occur. In the second communication, the
process of production and exchange of meaning becomes visible. This refers to how
news interacts with people to create meaning. Mulyana (2012) explains that in
general the communication model can be explained in 3 (three) forms, namely:

a. Linear communication model

This model is based on the stimulus-response paradigm. The medium reacts
according to the stimulus received. Active means of communication send messages,
passive means of communication receive messages, and messages are one-way and
relatively unidirectional and therefore are called linear.

b. Relational or circular communication model

This model states that there is more feedback when the position between the
communicator and the communicator is relatively the same.

C. Convergent or spiral communication model

This model further explains how various aspects of the communication process
change and develop over time.



Contemporary Accounting Case Studies,
March 2024, Vol. 3, No. 1, pg. 1-20

2.3 INDEPENDENT AUDITOR'S REPORT AND STANDARD AUDIT 701

An audit report is a communication tool prepared by an independent auditor that
conveys the results of various audit processes to stakeholders in the form of an audit
opinion (Suttipun, 2020).

SA 701 which will be issued by the Standards Board is to increase the
communicative value of the auditor's report by providing better transparency of
audits that have been carried out. Communication regarding KAM is used to provide
additional information to the intended users of the financial statements and to assist
in matters that, in the auditor's professional judgment, are most significant in the
audit of the current period's financial statements. ISA 701 can help its intended users
understand significant areas of consideration in the financial statements being
audited.

With the existence of SA 701 published by 1API (2021) and research conducted
by Rousseau and Zehms (2020) regarding the role of audit firms and audit partners
in key audit matter reporting, the auditor can: (i) inform about the most important
audit topics should increase the value of audit report communication; (ii) provide
information on key audit topics may also assist the intended users in understanding
the audited financial statements as a whole and significant management issues; (iii)
provide an opportunity for the intended users of financial statements to interact with
management and TCWG regarding certain community-related issues; and (iv) be
informed that major audit matters not replace the information presented in the
financial statements and that replace the auditor issuing the audit opinion.

In addition, ISA 701 must include a reference to the relevant disclosures in the
financial statements in each description of KAM in the Main Audit Matter section
of the Independent Audit Report and must address the following: The substance is
called KAM because it is considered one of the most important matters in an
investigation. The screening procedure used to handle the reported KAM. In
addition, SA 701 stipulates that the independent auditor must include each KAM in
the independent auditor's report (Angkawijaya, 2022), except in the following cases:
(i) laws or regulations prohibiting disclosure; or (ii) in extremely rare circumstances,
the independent auditor determines that the matter should not be disclosed in the
independent auditor's report. The negative impact of doing so is expected to
outweigh the public interest in the transmission. However, this requirement does not
apply if the company has previously disclosed information about the matter to the
public.

ISA 701 requires the independent auditor to report to TCWG: (i) Matters the
independent auditor determines to be KAM; or (ii), if applicable, the independent
auditor's decision that KAM is not disclosed in the independent auditor's report,
depending on the facts and circumstances of the company and the audit of the
financial statements. When documenting KAM, SA 701 requires the independent
auditor to include the following in the warranty document: (I) Matters requiring the
auditor's special attention and the independent auditor's reasons for determining
whether each of these matters is KAM. (ii) The reasons for the independent auditor's
decision that, if applicable, KAM was not reported in the independent auditor's
report, or that the only KAM reported are matters reported under ISA 705 or ISA
570. (iii) The reasons for the independent auditor's decision not to disclose matters
designated as KAM in the independent auditor's report (if any). SA 701 also
provides expectations for users of financial statements so that the communications
made by the auditor will increase in terms of quality as well as quantity. Users of
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financial statements also hope that with this new audit standard they will also gain
a more comprehensive understanding of the company.

2.4 AGENCY THEORY AND DETERMINATION OF KAM

One source of capital for a company is investments made by investors. Investors
(principals) will deposit capital into a company that is run by management (agents)
with different principles and objectives. Jensen and Meckling (1976) in Panda and
Leepsa (2017) explain agency theory discussing the relationship between companies
and various parties and how to reduce principal-agent problems. Theories suggest
implementing governance mechanisms to reduce or control agent actions (Panda
and Leepsa, 2017). Audit as a corporate governance mechanism seeks to align the
interests of both parties to reduce managers' opportunistic behavior and information
asymmetry between managers and investors (Ashbaugh and Warfield, 2003). SA
701 was passed to bridge the objectives between principals and agents so that there
will be no differences in objectives and principles in the future.

SA 701 requires the independent auditor of the issuer to disclose the KAM in the
warranty report. Laws, regulations, or auditing standards in certain jurisdictions may
extend KAM submission requirements to entities other than issuers such as Public
Interest Entities (“PIE”), public sector entities, entities in certain industries, or all
entities. SA 701 also allows the independent auditor to voluntarily hand over the
KAM to an entity other than the issuer when it is not required.

According to SA 701 (2021), KAM must be company specific and audited to
provide relevant and meaningful information to targeted users (Hoang and Phang,
2021). Accordingly, ISA 701 provides a two-step process that helps the independent
auditor determine which matters reported to the TCWG constitute KAM, using
whatever decision-making framework. The decision-making framework is designed
to focus the independent auditor on areas of financial reporting, including the most
important or complex management decisions, and areas of focus for the auditor,
following a risk-based approach to auditing standards set by I1API. Because KAM's
decisions relate to principles-based requirements and depend on the auditor's
judgment, ISA 701 has established specific requirements to assist the independent
auditor in documenting these important decisions. However, these requirements are
slightly different for those who require such documentation. ISA 701 requires
documentation of matters that require the auditor's significant attention and the
reasons for the independent auditor's decision on whether each of these matters
constitutes a KAM. The number of KAM included in the independent auditor's
report can be affected by the complexity of the entity, the nature of the entity's
business and environment, as well as the facts and circumstances surrounding the
audit work.

Based on SA 701 (2021) it is generally expected that there will be at least one
KAM reported by an independent auditor, but auditing standards recognize that
there may be situations where no KAM is reported (Angkawijaya, 2022). In this
case, SA701 requires that a statement regarding this matter must be included in the
independent auditor's report. SA 701 requires disclosure of KAM only for auditing
financial statements for the current period, and SA 701 may be useful for examining
whether the KAM for previous financial statements remains the KAM for auditing
financial statements for the current period. In addition, ISA 701 recognizes that, in
very rare circumstances, the independent auditor may decide that a matter
designated as KAM should not be communicated.
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According to SA 701, the description of KAM is intended to provide a succinct
and balanced explanation of matters to be adapted to an audit of financial statements
to avoid the use of standard language and reflect the specific circumstances of the
matter, while limiting the use of highly technical accounting and auditing terms.
ISA 701 indicates that the level of detail in the description of each KAM is a matter
of professional judgment and can vary depending on the specific facts and
circumstances encountered in a particular engagement.

2.5 CONCEPTUAL FRAMEWORK

This research will begin by analyzing and evaluating PT HIJ's LAI under SA 700
“Formulation of an Opinion and Reporting on Financial Statements”. With the
enactment of SA 701 (2021) for financial reports as of January 1, 2022, this study
will also analyze the determination of KAM determined by PT HIJ's external
auditors and the communications established to communicate this KAM to PT HIJ
Management. This research boils down to the results of evaluating the
communication that occurs on the application of SA 701 along with
recommendations that can be applied in communicating KAM to the Auditee.

3. RESEARCH METHODS

In this study, the authors used a case study strategy at PT HIJ. The approach
taken in this study was a mix-method, which according to Creswell and Poth (2016)
mixed research is a research approach that combines qualitative research with
guantitative research in the form of a questionnaire. A case study is a study that
explores a problem with detailed boundaries, has detailed data sets, and includes
multiple sources of information. In-depth, case study is a comprehensive, focused,
detailed and thorough model, intended to examine contemporary problems and
phenomena (Herdiansyah, 2010).

One strategy in mix-method research according to Creswell (1998) in Johnson
& Onwuegbuzie (2004) sequential mixed methods is a strategy for researchers to
combine data found from one method with another. This strategy can be carried out
by interviewing first to obtain qualitative data, then followed by quantitative data in
this case using a survey. Survey data collection uses a sequential exploratory
strategy. In the first stage, the researcher collects and analyzes qualitative data then
collects and analyzes quantitative data in the second stage which is based on
strengthening the data on the results of the first stage (Johnson & Onwuegbuzie,
2004). Therefore, this study emphasizes the dominant paradigm sequentially,
namely the quantitative stage is carried out to deepen and strengthen the information
that will be carried out in the qualitative stage.
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Time Order
Decision
Concurrent Sequential
QUAL + QUAN QUAL = QUAN
Equal
Status QUAN - QUAL
Paradigm
Emphasis QUAL + quan QUAL - quan
Decision qual = QUAN
Dominant
Status QUAN —> qual
QUAN + qual quan 2> QUAL

Figure 1. Mixed-method Design Matrix

This study used semi-structured interviews with purposive procedures and
surveys. In Bungin (2007) the purposive procedure is one of the most common
strategies for determining informants in qualitative research, namely determining
the group of participants who become informants according to selected criteria that
are relevant to the research problem. The informants in this study consisted of three
parties, namely the Finance and Accounting Manager of PT HIJ, the Manager in
Charge of the DEF Public Accounting Firm which audited PT HIJ, and the Auditors
of the DEF Public Accounting Firm which audited PT HIJ. The Finance and
Accounting Manager was chosen because the author has difficulty in getting access
to TCWG directly which is a limitation of this research. Interviews were conducted
to obtain views from the company regarding the implementation of SA 701 and
expectations or expectations with the ratification of this SA 701. The Audit Manager
of DEF Public Accounting Firm was chosen because the Manager is the highest
decision maker relating to the implementation of an audit as well as the final number
of audits in an engagement before being approved by the Partner level. The auditor
was chosen because the auditor during the engagement was at the client and
communicated more with the client.

Questionnaire data collection uses a sequential exploratory strategy. The
researcher begins the research by thoroughly examining the material and then
analyzes the collected data using qualitative methods. Then the results of qualitative
analysis are used to collect and analyze other databases using quantitative methods.
After that, the research was continued by testing qualitative and quantitative data
with two different population samples. Researchers then interpret the test results
(Creswell, 1998).

Interviews were conducted by giving semi-structured questions to the three
informants. The questionnaire was also carried out by giving close-ended questions
and open-ended questions. Questions are asked and structured with the aim of
answering the formulation of the problem. Some of the questions posed are:

Table 1. The Basis of Interview Questions and Questionnaires

Question Mark

e What do you think about SA 701 To find out how SA 701 can improve the
which was approved by the Public quality of an independent auditor's
Accountants Professional Standards report
Board?

e Why do you believe that with SA 701 To find out what procedures are used in
financial reports will be more determining key audit matters
transparent and credible? What
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procedure do you need to run?
e What challenges did you face when To find out the challenges faced in the
communicating KAM? implementation of SA 701
e What do you expect with SA 701? To find out the expectations expected in
the implementation of the first year of
SA 701

The prospective respondent of this questionnaire are auditors who are actively
working at Public Accounting Firms (KAP) ranging from Big 4 to medium-scale
KAPs in Jakarta. Questionnaires were created via Google form and then distributed
to potential informants. In the first stage, the researcher collects and analyzes
gualitative data then collects and analyzes quantitative data in the second stage
which is based on the results of the first stage. First, the researcher prepared a
guestionnaire containing closed-ended and open-ended questions. The author
prepares a list of closed-ended and open-ended questions which are then tested first
by researchers and tested by parties who understand the topic of the research so that
the list of questions becomes valid and understandable to be answered by potential
informants. Data collection through questionnaires was carried out after collecting
data through interviews. This aims to enrich the author's knowledge in
understanding the phenomena that occur so that they can complement and deepen
information when conducting semi-structured interviews. In accordance with Figure
2, the results of the questionnaire are used to obtain deeper information in order to
find out the steps or variables not found in the semi-structured interviews. Therefore,
this study emphasizes the dominant paradigm sequentially, namely the quantitative
phase is carried out to strengthen and complete the information that will be carried
out in the qualitative phase.

In research, what is needed is an analysis of data that is useful for providing
answers to the problems under study. Data analysis is a process of searching and
systematically compiling data obtained from interviews, field notes, and
documentation. The unit of analysis used in this study is PT HIJ. PT HIJ is an
Indonesian issuer engaged in the hospitality sector and has been listed on the
Indonesia Stock Exchange (IDX) for more than 10 years. PT HIJ has assets spread
across many cities in Indonesia and other countries. It is appropriate for PT HIJ to
consider the process of implementing KAM communication in the Independent
Auditor's Report on PT HIJ's Financial Statements. The main topic in the interview
was the opinion of the respondents regarding the implementation of SA 701 in the
hospitality industry. The author analyzes the results of interviews and questionnaires
to obtain a comprehensive analysis in which this questionnaire is carried out to
support and strengthen the analysis of the results of the interviews. The data
obtained were then analyzed using the NVivo application with content analysis and
descriptive analysis approach. The analysis was carried out by using the number of
topics that are often mentioned in the interview results and the answers to open
guestions in the questionnaire. The most frequently mentioned topics are then
analyzed to answer research questions so that the research provides comprehensive
results.
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4. ORGANIZATION PROFILE
4.1 PT HIJ PROFILE

PT HIJ is one of the companies in the Indonesian property sector, PT HIJ is also
a five-star hotel in Jakarta with a very strategic location in the capital. Established
more than 20 years, the Company has grown into a company that owns hotels in
various cities in Indonesia as well as several apartments in Jakarta, and a hotel
operator that manages more than 1,000 rooms throughout Indonesia. PT HIJ has
been listed on the Indonesia Stock Exchange (IDX) for more than 10 years. The
Company's business activities include:

a. Provision of rooms for accommodation;

b. Provision of food and drink places and services;

c. Laundry services;

d. Provision of accommodation facilities and other services required for the
implementation of business activities; and

e. Provision of lodging, eating, drinking, and other services for the public using
part or all of the building.

Until this research was written, PT HIJ had not fully implemented the
implementation of SA 701. However, the management of PT HIJ in the interview
was ready to implement SA 701 and fully support all procedures needed regarding
this implementation.

4.2 KAP DEF PROFILE

KAP DEF is registered as a public accountant which is a merger of several public
accounting firms in the 2000s. Currently, KAP DEF has more than 10 accounting
partners and thousands of professional staff who have deep experience as auditors,
taxation, information systems & technology, and financial management and have a
strong commitment to developing human resources. KAP DEF's clients are National
and International companies, public companies listed on the Indonesia Stock
Exchange (IDX), and State-Owned Enterprises (BUMN).

KAP DEF has audited PT HIJ's financial statements for more than 10 years and
in the last 2 years, namely the 2020 and 2021 audit reports, KAP DEF has provided
an Unqualified Opinion (WTP) to PT HIJ. Since the ratification of SA 701, KAP
DEF has started outreach to its clients regarding the implementation of SA 701,
whether clients are registered on the IDX or not. Most of the KAP DEF auditors
from the manager level to senior auditors already know and understand SA 701.

5. RESULT AND DISCUSSION
5.1 SA 701 IMPROVING THE QUALITY OF THE INDEPENDENT
AUDITOR'S REPORT

SA 701 issued by the Standards Board aims to increase the communicative value
of the auditor's report by providing greater transparency of the audits that have been
carried out. Communication regarding main audit matters is used to provide
additional information to the intended users of financial statements and assist in
matters that, according to the auditor's professional judgment,



Contemporary Accounting Case Studies, 11

March 2024, Vol. 3, No. 1, pg. 1-20

are the most significant in the audit of the current period's financial statements (Yoga
and Dinarjito, 2021). This SA may also assist the intended users to understand
significant areas of consideration in the financial statements being audited. This is
also in accordance with the results of the interview as follows:

“It's actually good that the rules are more open. Then from the KAP, regarding
the above rules, it must be conveyed to us (the company)...”

“Because so far our communication is only heavy at the end, so with the
regulations, our communication with the auditors becomes more frequent and we,
as management, know what the auditor checks, and our audit reports contain more
information...” (Informant 1, 2022)

PT HIJ's management, in this case, the financial and accounting managers agree
that SA 701 can improve communication with external auditors. they can also find
out what is the main focus of the auditor's examination. “Communication” is a
frequently mentioned topic in interviews both with finance and accounting
managers as well as with the audit manager of the KAP DEF related to SA 701
according to the information presented in figure.....and figure...

2021 information

run believe COUrse ;1
think COmmunication ..

results shareholders regulations
carried quditor 701 tcwg

maybe 2022 enough
management

Figure ... The Results of the First Resource Content Analysis

The answers of the finance and accounting managers were in line with the
answers of the audit manager of the DEF public accounting firm as the second
source. The audit manager also stated that the existence of SA 701 can increase the
communicative value between the auditor and the company. So that the ongoing
audit becomes more transparent and there is no "flirting" between the auditor and
the client. This is supported
by the results of a questionnaire to 16 auditor respondents in various public
accounting firms as presented in the figure...

cnmmg;mmigtion

_ahead
additional
=

_detual g ela ct ==
accnﬁ%&s

audiis

™
accented, E)

alread

Figure ... The Results of the Second Resource Content Analysis
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Figure ... Percentage of Respondents Diagram Based on SA 701 Can Increase
Independent Auditor's Report Transparency

Based on Figure ..., 56% of Auditors believe that SA 701 can increase the
transparency of the Independent Auditor's Report. 25% of auditors think that SA
701 may increase LAI transparency and 19% do not know about SA 701. This is in
accordance with the purpose of issuing SA 701 which can increase LAl
transparency. This is also in accordance with the results of the open-ended question
as follows:

“...because with this change users of the financial statements will know what
areas are significant in this audit period and what areas contain management
estimates and subjectivity” (Respondent 3, 2022)

Based on the above, it is the duty of the auditor to determine the KAM and
communicate the KAM to TCWG and explain the KAM that has been determined
in the auditor's report. This is also in line with PT HIJ's goal of producing integrated
reports in the future.

KAM determined are the most significant things found by the auditor and
according to the auditor's professional judgment in an audit process. KAM is then
determined and communicated with TCWG so that there are no communication
errors and perceptions of both parties.

In determining KAM according to SA 701 (2021) the auditor should consider the
following:

e some areas and transactions that have the potential risk of significant material
misstatement

o the auditor's professional judgment related to estimates identified as having a
high potential for estimation uncertainty.

e important events or transactions that occurred during the period.

SA 701 is a tool to increase the transparency of a company's financial statements
in relation to audits carried out and to increase the value of communication of
independent auditors' reports, especially for companies that have become issuers.
KAM communications help users understand the big picture and issues related to
significant management considerations in the audited financial statements. SA 701
introduces substantive changes to the independent auditor's report, requiring the
auditor to report in a separate section on KAM. The scope of KAM's information
disclosed in the independent auditor's report is not limited.
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5.2 KAM COMMUNICATION PROCEDURES CARRIED OUT BY
THE AUDITOR

Determination of KAM to be included in the independent auditor's report is very
decisive. KAM must be selected from the matters referred to Community Leaders
(TCWG). From these points, the auditor selects those that, in the auditor's best
judgment, cause serious concern. The auditor then identified important issues to be
presented in the independent auditor's report.

Based on the results of an interview with the audit manager of KAP DEF, things
that have the potential to become KAM at PT HIJ, based on the independent
auditor's report for 2021, are transactions with related parties and going concern.

“The dominant ones are transactions with related parties because this is a family
company, so everything else is normal and nothing is material. At least besides that
it's a going concern..” (Informant 2, 2022)

Going concern is one of KAM at PT HIJ because PT HIJ is an issuer engaged in
the hotel industry. It is known that in 2020 and 2021 there will be a COVID-19
pandemic which will greatly affect the hotel and tourism industry. COVID-19
caused hotels and tourism to close to prevent the spread of the virus. So based on
the KAM simulation with PT HIJ it was determined that going concern was very
significant and became one of the KAMSs expressed in the opinion formulation.

However, KAM communication with PT HIJ often does not involve auditor staff.
based on interview results, auditor staff often only receive instructions from the audit
manager regarding audit procedures that need to be carried out in accordance with
the following interview results:

“Usually the procedures will be directed by the audit manager for what should
be done regarding the main audit matters. Procedurally, | only followed what was
ordered by the manager, but when it comes to standard accounts, | already know the
procedure and can do it myself” (Informant 3, 2022)

It would be nice if the auditor staff were included in the discussion on
determining KAM. so that insights about KAM can be spread evenly and there is no
ignorance or differences in information in determining KAM in future clients.

5.3 CHALLENGES FACED BY AUDITORS IN IMPLEMENTING
SA 701

During the implementation of KAM, independent auditors and PT HIJ faced
several challenges such as additional time, costs and manpower, especially
independent auditors because independent auditors and TCWG needed more time
and resources to carry out more research and investigations. their understanding of
KAM and the risks of material misstatement and significant management
judgments/decisions related to the financial statements. In addition, both parties
needed more time to participate and discuss potential issues with KAM during its
development, especially in the first year of KAM implementation, and to align their
views on what KAM's final independent auditors' report should look like.
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The journey of implementing KAM communication at PT HIJ, alignment of
views and opinions between the independent auditor and TCWG regarding the
definition of KAM and what important issues the independent auditor
communicated to TCWG that are significant and meet the definition of KAM. The
involvement of the independent auditor in the report as final KAM is one important
topic, given the level of self-understanding of KAM, which may vary between
independent auditors and TCWGs, even among TCWG members. In addition,
TCWG understands the extent to which KAM disclosure in the independent
auditor's report can be considered as an exception to the applicable confidentiality
principles and must be maintained by independent auditors in accordance with the
ethical rules that apply to public accountants which is also one of the challenges in
implementing KAM communication. TCWGs often think that users of financial
statements only focus on opinions and net income according to the following
interview:

“...the shareholders are not too concerned, the term understands the rules, the
point is, the ending is that the report is completed on time and the results are as
expected. Shareholders know that the audit report is unqualified (WTP) the opinion
is not concerned with the paragraph that must be included...” (Informant 1, 2022)

The interview answers above are also supported by the answers to open-ended
guestions in the questionnaire as follows:

“Approval of significant areas that will be disclosed in the financial statements
will be difficult, and if there are significant area changes in the next period it will
extend the audit period.” (Respondent 3, 2022)

TCWG's questions and thoughts about the possibility of leaving KAM in the full
independent auditor's report based on the audit results also colored the process of
implementing KAM communication in the first year of its implementation at PT
H1J. The frequency of meetings between the independent auditor and TCWG is also
an implementation challenge that requires a separate strategy, considering the
intensity of communication regarding important issues that are of concern to TCWG
from time to time.

“... there should not be regular meetings, but later on there will be some that we
think are sufficient, both verbal and written statements are sufficient. Because to
avoid denial, we must also strengthen communications that have been carried out
regarding KAM, which have occurred, have been discussed, and have been
reminded of this...” (Informant 2. 2022)

Part of the initial strategy implemented by independent auditors and PT HIJ,
especially management and TCWG, is the preparation and implementation of
several steps needed to anticipate and implement better KAM communication. The
independent auditor's first step is to meet with management and TCWG to inform
them of the new auditing standards related to communications.

“...unofficially or informally we often discuss new regulations. But for 2022, at
least it will be informed that there will be an additional scope, such as a more intense
discussion regarding SA 701...” (Informant 2, 2022)



Contemporary Accounting Case Studies, 15

March 2024, Vol. 3, No. 1, pg. 1-20

In addition, as a follow-up to the KAM implementation strategy, in the first year
of its implementation, KAM implementation dry run was carried out based on the
2021 audited financial reports prior to the 2022 financial statement audit process
starting based on Figure...... So that management and TCWG can gain insight on
how to communicate and disclose KAM will be reviewed and reported on when the
KAM communications are implemented in the 2021 financial statement audit. The
aim of this strategy is to anticipate the process that the independent auditors and
TCWG will go through the 2022 financial report review in KAM communications
and get an initial picture of what potential material issues will be identified. And in
2022 taking into account the latest developments in business, industry, internal
control environment and financial reporting practices.

B Will be done
W Not yet
N/A

M Already

Figure .... Percentage Diagram of Respondents Who Have Dissemination of
SA 701

Apart from the explanation above, the challenge in implementing SA 701 is the
socialization or training conducted by the accounting firm to its auditors. Public
accounting firms are required to increase the competence of auditors in order to gain
an in-depth understanding of the new regulations or standards that apply to auditors.
This is evidenced by the results of interviews with auditors KAP DEF and 16
guestionnaire informants showing that auditors at the staff level did not know
information about SA 701. Based on Figure..., the 16 interviewees in the
questionnaire there were 3 questionnaires or 19% did not know SA 701, even though
2 of the 3 informants were KAP Big 4 auditors. Meanwhile, KAP DEF auditors only
follow directions or instructions from managers and are often not involved in
discussions about KAM with clients.

Figure ... Percentage of Respondents Diagram Based on Knowledge of SA 701
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5.3.1. Expectations expected by users of financial statements with the
presence of SA 701

SA 701 also has an impact on investors in making strategic decisions regarding
their investments. SA 701 also helps investors and users of financial statements gain
a deeper understanding. TCWG, which acts as an agent, is often not in line with the
goals of investors. Therefore, auditors with KAM as one of their products are
expected to be able to present it as transparently as possible

Based on research conducted by Pricewaterhouse-Cooper (PwC) (2015), the
reaction of investors who read financial reports after KAM is available:

e The new report is more interesting and informative

o Important points in a report are part of the disclosure of KAM

o Shareholders are eager to see the auditor's perspective in assessing significant
matters made in the company's accounting policies and estimates

e Shareholders are interested in seeing the risks that are key in the audit and the
reasons for being a risk

o Explanation of an entity adjusted to the audit and the entity

The research conducted by PwC is expected to be implemented in Indonesia.
Given that the implementation of KAM can be seen perfectly in March 2023 due to
the audit report as of 31 December 2022 being the first year of KAM
implementation. This is also in accordance with the statement of the Management
of PT HIJ which did not fully entrust it to the auditors. They also need to hold a
meeting to discuss the KAM that will be presented in the audit report, according to
the following interviews:

“...course we are together with the auditors and we don't submit 100% of course
we will see first what it looks like so there is information disclosure on the financial
statements...” (Informant 1,2022)

From the information above, it can be implied that management wants to be
involved in formulating opinions and they also hope that there will be an increase
in the amount of communication between management and the independent auditor.

“...Communication remains even more intensive directly with the audit
manager. Sometimes there is correspondence regarding the finalization of the audit.
There is no regular schedule with the auditor.” (Informant 1, 2022)

TCWG also expects the auditor to communicate with users of financial
statements. With communication it is hoped that there will be no differences in
understanding and no more objections to KAM in the auditor's report.

6. CONCLUSION AND RECOMMENDATION

This study found that SA 701 can increase communication and transparency in
independent auditor reports in accordance with the ratification objectives of SA in
accordance with the results of research conducted by Yoga and Dinarjito (2021) as
well as in Ong, Moroney, and Xiao (2022) and Grosu, Robu, and Strat (2020). The
process of implementing KAM communications is an ongoing and challenging
process and requires additional time, resources, and review procedures/effort.
Therefore, independent auditors and their audit client units (especially TCWG) must
implement certain strategies, including initial strategies and follow-up strategies, to
identify, evaluate, and determine KAM in the independent auditor's report. more
comprehensive implementation of KAM communication.
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As a proactive step in implementing this strategy, several important things must
be implemented in this strategy, namely that in the early stages of implementing
KAM communication significant training will be carried out for independent
auditors (as a trusted party to have a deeper understanding of KAM communication
than TCWG). to TCWG regarding communication about KAM and surrounding
issues in line with research conducted by Hasibuan (2021). In addition,
synchronizing KAM communication perspectives and insights and conducting
KAM communication training or experiments is very important and crucial to
achieving the goal of creating an effective and efficient KAM communication
implementation process.

This study also concludes that there are challenges in the implementation of SA
701. There are several facts that corroborate that there are challenges in the
implementation of SA 701. First, equating the perceptions between the auditor and
the TCWG. Second, the use of appropriate communication methods and language
to communicate with shareholders. Third, the lack of socialization of SA 701 to the
auditors. Fourth, the auditor is rarely involved in important discussions by the
auditor manager. Fifth, with SA 701 it is feared that more time will be needed to
conduct an audit and it will not be in accordance with the predetermined timeline,
but this is not in line with the research conducted by Ismail, Abdullah Atqga, and
Hassan (2018). The author then identifies and provides recommendations that can
be implemented by PT HIJ and KAP DEF. This recommendation is expected to
bridge the implementation of SA 701.

Holding training sessions can help and become a solution in implementing SA
701 between KAP DEF and PT HIJ. Practice Sessions can also engage TCWG and
investors early. This is because there was earlier communication using previous
period reports in determining KAM. So that at the time of finalizing the audit report
for the current period there is no delay because the implementation of SA 701
requires a lot of time.

The ratification of KAM provides an opportunity for investors and TCWG to be
actively involved in the formulation of company opinions. So that the KAM
presented in the independent auditor's report can provide deeper insight and
understanding for investors and TCWG in the company. So that they can assist them
in making decisions as well as corporate action for a better company.

This study has limitations on one set of analysis units, namely PT HIJ only. KAM
is determined only based on the auditor's professional assessment of PT HIJ even
though KAM can be different even though it is still in the same industrial sector.
This research is also only based on interviews with three informants and sixteen
guestionnaire respondents who may not be able to represent the opinions of all
parties involved in the financial statements. This research also has limited time and
research scope due to time efficiency and access to interviews with parties who
benefit from SA 701, namely TCWG. The satisfaction level of both investors and
TCWG is based on their satisfaction during the implementation of SA 701
simulations with their respective independent auditors.
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Until the date of testing this research, PT HIJ had not fully implemented KAM in
their audit reports. The research results might be different when PT HIJ has applied
SA 701 to company reports. This research cannot be a reference or basis for
determining KAM for an issuer even though the issuer is in the same industry and
the same business venture. Suggestions for further research in order to be able to
take opinions from investors directly so that data analysis becomes more
comprehensive. Subsequent research can also take analysis units that have fully
implemented KAM in company audit reports.
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