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Role of auditors in promoting investor
confidence

Overview

Stability and growth of an economy and financial markets
are dependent upon trust among stakeholders. One
cannol take trust for granted. External stakeholders,
such as inveslors, credilors, and regulalory bodias,
rely on audited financial statemeants 10 make inlormed
decisions. Internal stakeholders, including management
and boards of director's need insights into the
afficiency and effectiveness of intermal controls and risk
management systems.

With the advent ol new technologies, greater
openness of the economy and faster transmission ol
information flows, it has become paramount to ensure
credibiity and confidence in the syslem. Misreporting
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Auditing is thus very vital for having trust in financial
information. It provides an independent and objective assessment ol an organization’s financial statements, intemal
controls and compliance with relevant laws and reguiations. An independent challenge by the auditor during the audit
process is an important saleguard against any misreporting and promoling investor confidence. High-quality financial
reporting and a robust auditing prolession are the bedrock of market capitalism.

Emerging trends of how auditors enhance confidence
We have noled several emarging trends through which auditors in today's era enhance confidence in the audit. This
has changed both in terms of processes as well as the culture within the audit prolession.

Focusing on Audilor independence - The awdil is percesved as a public good and hence stakeholdars must have
confidenca in the auditor’s independance. The objective of providing credibility 1o the financial statements cannot ba
met if the Stakeholders (Shareholders/ Regulators/ Prospective Invesiors/ Lenders all others) do not believe that there
is full independance on the par of the auditor while providing their opinion. Hence, Auditors need 1o be independant
both in form and in perceplion. Auddors need to demonstrate a high degree of professional skeplicism, particularly in
areas involving management judgement and assumplions, and in areas thal are susceptible to fraudulent reporting.
The readiness to challenge and ask probing questions aboul a company’s lransactions, processes, controls, reporting
and rance practices graeatly adds to the quality of audits. By buiding robust independence limitations, the auditors
are {rating that they are unbiased in giving their opinions and can promole investor confidence.

Additional procedures on Non-GAAP measures- Investors loday look not only to the linancial statements but to
a multitude of other information when making investiment dacisions including sustainability reports, environmental,
social and corporate governance matters, and non-GAAP linancial measures. Investors rely on key perdormance
indicators because they find it a quick way 10 locus on an entity’s parformance. However, ollen this information is not
consistent, comparable, reliable or well-disclosed. Further, investors are not clear on the nature and extent of auditor
review involvement with that information. As per some studies, audited financial statements account lor nol more than
20°%-25% per cenl ol the information an informed invesior uses 10 make their decisions. The rest is genarally from
Management Discussion & Analysis, press releases, analyst calls with management and investor information packages
which are generally not part of audit. When the auditor audits this information, whether as part of external audi or
management audit, it helps in the investor confidence.

Enhanced focus on clear and transparent reporting ~ the audit report serves as the mode of communication
batwean an auditor and the usars of the linancial statements. While the lormal of the audit repon is ganarally prescribed
by regulations, auditors have the mandate 10 describa the key audit areas of the audit that they on and the
proceduras performead in thase areas, through their ‘key audil matier’ reporting. Furthar, audilors neaed 1o ansure thal
they call out any disagreements or concems by appropriately modiying their audit reports either through qualifications
or highlighting any going concemn uncertainties in a timely manner. The Regulalory bodies in there review reports or
oversight publications have also considered this as a significant aspect of whether the auditor has discha its duties
with sufficient care or nol. When the audit repor! is clear and transparent, it helps in building investor con !



