  It is clarified that in India the reports are not issued/signed in the firm name, rather they are issued/signed on behalf of the firm by the sole practitioner, proprietor or a partner of the firm, as the case may be, in his individual name. The definition of a ‘firm’ has been given in paragraph 6(f) of this Standard.
Extract from Framework for Assurance Engagements”, which is applicable from April 1, 2008.

“Financial statements are ordinarily prepared and presented annually and are directed toward the common information needs of a wide range of users. Many of those users rely on the financial statements as their major source of information because they do not have the power to obtain additional information to meet their specific information needs. Thus, financial statements need to be prepared in accordance with one, or a combination of :

(a) relevant statutory requirements, e.g., the Companies Act, 1956, for companies;

(b) accounting standards issued by the Institute of Chartered Accountants of India; and

(c) other recognised accounting principles and practices, e.g., those recommended in the

Guidance Notes issued by the Institute of Chartered Accountants of India.”
GENERAL CLARIFICATION (GC)–AASB/2/2004 ON SA 210 (Terms of Audit Engagement)

4.
the basic purpose of issuing an engagement letter is that the auditor and the client should agree on the terms of the engagement.  The auditor and the client are normally considered to be agreeing on the terms of the engagement if the objective and scope of an audit and the auditor's obligations are laid down in the statute or regulations governing the engagement.  Examples of such engagements include audit under section 227 of the Companies Act, 1956, audit of public sector banks, etc.  In such cases, it is not necessary that the engagement letter sent by the auditor in accordance with paragraph 5 of SA 210 is acknowledged by the addressee and returned to the auditor to establish that the client’s understanding of the terms of the engagement is in accordance with the engagement letter issued by the auditor. It shall be sufficient compliance with the requirements related to sending the audit engagement letter, if an engagement letter is appropriately delivered to the client and the auditor retains the evidence for such delivery.  In such cases, the audit engagement letters would be informative for the clients. 

5.
If, however, the client seeks any further explanations or clarification in regard to any terms, conditions or other contents of the engagement letter issued, it might indicate that there exists a difference in understanding of the terms of audit engagement either on the part of the client or on the part of the auditor.  The auditor, in such cases, should take necessary steps to resolve the issues, for example by appropriately replying to the issues raised by the client. It is also desirable that the auditor documents the evidence indicating that the issues are settled and the client and auditor agree on the terms of the engagement.  

6.
There may be certain engagements where the objective and scope of the engagement and the auditor's obligations are not laid down in the applicable statute or regulations.  In such situations, the auditor should request the client that a copy of the engagement letter be acknowledged by the addressee and returned to the auditor to establish:

(a)
that the client’s understanding of the arrangements for the engagement is in accordance with the engagement letter issued by the auditor; and

(b)
that the auditor has complied with the requirements of the standard in so far as they are related to sending the audit engagement letter.
GENERAL CLARIFICATION (GC)–AASB/1/2002 ON SA 620 (Using work of an expert)

2.
The auditor while verifying the accrued liability for retirement benefits or for Group Gratuity Schemes has to use the work of an another expert, i.e., actuary or the insurer itself.  In such a case, the issue to be considered is whether it is sufficient for the auditor to rely on the certificate given by insurer or actuary without establishing the reasonableness of the assumptions made by the actuary or the insurer based on the auditor’s knowledge of the client’s business.  It is clarified that the auditor should, while using the certificate issued by the actuary or the insurer, obtain an understanding of the methods used by the actuary or the insurer in determining the liability and should also judge the appropriateness and reasonableness of assumptions, for example, with regard to the following:


(i)
Rate of Return


(ii)
Number of Employees


(iii)
Retirement Age


(iv)
Salaries


(v)
Promotion Policies


(vi)
Age of Employees

SAE 3400 (AAS 35)– THE EXAMINATION OF PROSPECTIVE FINANCIAL INFORMATION

The purpose of this Standard on Assurance Engagement (SAE) 3400 is to

establish standards and provide guidance on engagements to examine and

report on prospective financial information including examination procedures

for best-estimate and hypothetical assumptions. This SAE does not apply to

the examination of prospective financial information expressed in general or

narrative terms, such as that found in management’s discussion and analysis

in an entity’s annual report, though many of the procedures outlined herein

may be suitable for such an examination.

In an engagement to examine prospective financial information,

the auditor should obtain sufficient appropriate evidence as to

whether:

(a) management’s best-estimate assumptions on which the

prospective financial information is based are not unreasonable

and, in the case of hypothetical assumptions, such assumptions

are consistent with the purpose of the information;

(b) the prospective financial information is properly prepared on the

basis of the assumptions;

In an engagement to examine prospective financial information,

the auditor should obtain sufficient appropriate evidence as to

whether:

(a) management’s best-estimate assumptions on which the

prospective financial information is based are not unreasonable

and, in the case of hypothetical assumptions, such assumptions

are consistent with the purpose of the information;

(b) the prospective financial information is properly prepared on the

basis of the assumptions;

(c) the prospective financial information is properly presented and all

material assumptions are adequately disclosed, including a clear

indication as to whether they are best-estimate assumptions or

hypothetical assumptions; and

(d) the prospective financial information is prepared on a consistent

basis with historical financial statements, using appropriate

accounting principles.

4. A “forecast” means prospective financial information prepared on the

basis of assumptions as to future events which management expects to take

place and the actions management expects to take as of the date the

information is prepared (best-estimate assumptions).

5. A “projection” means prospective financial information prepared on the

basis of:

(a) hypothetical assumptions about future events and management actions

which are not necessarily expected to take place, such as when some

entities are in a start-up phase or are considering a major change in the

nature of operations; or

(b) a mixture of best-estimate and hypothetical assumptions.

Such information illustrates the possible consequences as of the date the

information is prepared if the events and actions were to occur (a “what-if”

scenario).

7. Management is responsible for the preparation and presentation of the

prospective financial information, including the identification and disclosure

of the sources of information, the basis of forecasts and the underlying

assumptions.

9. Further, given the types of evidence available in assessing the

assumptions on which the prospective financial information is based, it may

be difficult for the auditor to obtain a level of satisfaction sufficient to provide

a positive expression of opinion that the assumptions are free of material

misstatement. Consequently, in this SAE, when reporting on the

reasonableness of management’s assumptions, the auditor provides only a

moderate level of assurance.

11. The auditor should not accept, or should withdraw from, an

engagement when the assumptions are clearly unrealistic or when the

auditor believes that the prospective financial information will be

inappropriate for its intended use.

13. The auditor should obtain a sufficient level of knowledge of the

business to be able to evaluate whether all significant assumptions

required for the preparation of the prospective financial information

have been identified.

15. If the audit or review report on prior period historical financial

information was other than a clean report4 or if the entity is in a startup/

expansion phase, the auditor would consider the relevant facts and the

effect on the examination of the prospective financial information.

Examination Procedures

17. When determining the nature, timing and extent of examination

procedures, the auditor should consider matters such as:

(a) the knowledge obtained during any previous engagements;

(b) management’s competence regarding the preparation of

prospective financial information;

(c) the likelihood of material misstatement;

(d) the extent to which the prospective financial information is

affected by the management’s judgment;

(e) the sources of information considered by the management for the

purpose, their adequacy, reliability of the underlying data,

including data derived from third parties, such as industry

statistics, to support the assumptions;

(f) the stability of entity’s business; and

(g) the engagement team’s experience with the business and the

industry in which the entity operates and with reporting on

prospective financial information.

24. When any elapsed portion of the current period is included in the

prospective financial information, the auditor would consider the extent to

which procedures need to be applied to the historical information.

Procedures will vary depending on the circumstances, for example, how

much of the prospective period has elapsed.


25. The auditor should obtain written representations from

management regarding the intended use of the prospective financial

information, the completeness of significant management assumptions

and management’s acceptance of its responsibility for the prospective

financial information. The management is also responsible for identification

and disclosure of uncontrollable factors, outstanding litigations,

commitments, or any other material factors that are likely to affect the

prospective financial information.

26. When assessing the presentation and disclosure of the prospective

financial information and the underlying assumptions, in addition to the

specific requirements of any relevant statutes, regulations as well as the

relevant professional pronouncements, the auditor will need to consider

whether:

(b) the accounting policies are clearly disclosed in the notes to the

prospective financial information;

(c) the assumptions are adequately disclosed in the notes to the

prospective financial information. It needs to be clear whether

assumptions represent management’s best-estimates or are

hypothetical and, when assumptions are made in areas that are material

and are subject to a high degree of uncertainty, this uncertainty and the

resulting sensitivity of results needs to be adequately disclosed;

(d) the date as of which the prospective financial information was prepared

is disclosed. Management needs to confirm that the assumptions are

appropriate as of this date, even though the underlying information may

have been accumulated over a period of time;

27. The auditor should document matters, which are important in

providing evidence to support his report on examination of prospective

financial information, and evidence that such examination was carried

out in accordance with this SAE. The working papers will include the

sources of information, basis of forecasts and the assumptions made in

arriving the forecasts, hypothetical assumptions, evidence supporting

the assumptions, management representations regarding the intended

use and distribution of the information, completeness of material

assumptions, management’s acceptance of its responsibility for the

information, audit plan, the nature, timing and extent of examination

procedures performed, and, in case the auditor expresses a modified

opinion or withdraws from the engagement, the reasons forming the

basis of such decision.

Report on Examination of Prospective Financial Information – Inter alia,
(h) Statement of negative assurance as to whether the assumptions

provide a reasonable basis for the prospective financial

information;

(i) Opinion as to whether the prospective financial information is

properly prepared on the basis of the assumptions and is

presented in accordance with the relevant financial reporting

framework;

(j) Appropriate caveats concerning the achievability of the results

indicated by the prospective financial information;

State that:

 Actual results are likely to be different from the prospective financial

information since anticipated events frequently do not occur as

expected and the variation could be material. Likewise, when the

prospective financial information is expressed as a range, it would

be stated that there can be no assurance that actual results will fall

within the range;

and

 In the case of a projection, the prospective financial information has

been prepared for (intended use), using a set of assumptions that

include hypothetical assumptions about future events and

management’s actions that are not necessarily expected to occur.

We have carried out our examination of the prospective financial

information on a test basis. Based on our examination of the evidence

supporting the assumptions, nothing has come to our attention which

causes us to believe that these assumptions do not provide a

reasonable basis for the projection, assuming that ________________

(state or refer to the hypothetical assumptions).

 We have examined the forecast of ____________________ (project) of

the ______________________ (name of the entity) for the period from

___________ to ___________ in accordance with the Standard on

Assurance Engagements (SAE) 3400, “The Examination of Prospective

Financial Information”, issued by the Institute of Chartered Accountants

of India. The preparation and presentation of the forecast including the

underlying assumptions, set out in Note _____ to the Prospective

Financial Information is the responsibility of the management and has

been approved by the Board of Directors of the Company. The sources

of information are set out in Annexure ______ to the prospective

financial information. Our responsibility is to examine the evidence

supporting the forecast. Our responsibility does not include verification

of the accuracy of the forecasts. Therefore, we do not vouch for the

accuracy of the same.

Based on our examination of the evidence supporting the

assumptions, nothing has come to our attention which causes us

to believe that these assumptions do not provide a reasonable

basis for the forecast (NEGATIVE ASSURANCE). Further, in our opinion the forecast is properly prepared on the basis of the assumptions as set out in

Note ____ and on consistent basis with historical financial

statements, using appropriate accounting principles.

Actual results are likely to be different from the forecast since

anticipated events frequently do not occur as expected and the variation

may be material.

32. When the auditor believes that the presentation and disclosure of

the prospective financial information is not adequate, the auditor

should express a qualified or adverse opinion in the report on the

prospective financial information, or withdraw from the engagement as

appropriate. An example would be where financial information fails to

disclose adequately the consequences of any assumptions, which are highly

sensitive.

33. When the auditor believes that one or more significant

assumptions do not provide a reasonable basis for the prospective

financial information prepared on the basis of best-estimate

assumptions or that one or more significant assumptions do not

provide a reasonable basis for the prospective financial information

given the hypothetical assumptions, the auditor should either express

an adverse opinion setting out the reasons in the report on the

prospective financial information, or withdraw from the engagement.

34. When the examination is affected by conditions that preclude

application of one or more procedures considered necessary in the

circumstances, the auditor should either withdraw from the engagement

or disclaim the opinion and describe the scope limitation in the report

on the prospective financial information.
SA 501 (AAS 34) AUDIT EVIDENCE – ADDITIONAL CONSIDERATIONS FOR SPECIFIC ITEMS
Application of the standards and guidance provided in this SA will assist the

auditor in obtaining audit evidence with respect to the specific financial

statement amounts and other disclosures. This SA comprises the following

parts:

Part A: Attendance at Physical Inventory Counting

Part B: Inquiry Regarding Litigation and Claims

Part C: Valuation and Disclosure of Long-term Investments

Part D: Segment Information
When inventory is material to the financial statements, the auditor

should obtain sufficient appropriate audit evidence regarding its

existence and condition by attendance at physical inventory counting

unless impracticable, due to factors such as the nature and location of

the inventory.

6. If unable to attend the physical inventory count on the date

planned due to unforeseen circumstances, the auditor should take or

observe some physical counts on an alternative date and where

necessary, perform alternative audit procedures to assess whether the

changes in inventory between the date of physical count and the period

end date are correctly recorded.
7. Where attendance at the physical inventory counting is

impracticable, the auditor should consider whether alternative

procedures provide sufficient appropriate audit evidence of existence

and condition of inventory to conclude that the auditor need not make

reference to a scope limitation. For example, the auditor should examine a

sample of documents evidencing the movement of inventory into and out of

stores shortly before and after the cut – off date, and verify whether the

inventory represented by those documents were included or excluded, as

appropriate during the inventory count.

10. The auditor would also consider cut-off procedures including details of

the movement of inventory just prior to, during and after the count to ensure

that such movements are appropriately included and/or excluded, as

applicable from such inventory. For example,

(a) goods purchased but not received are included in the inventories; and

(b) goods sold but not despatched are excluded from the inventories.

14. For practical reasons, the physical inventory count may be conducted at

a date other than period end. This will ordinarily be adequate for audit

purposes only when the control risk is assessed at less than high. The

auditor would assess whether, through the performance of appropriate audit

procedures, changes in inventory between the count date and period end are

correctly recorded.

18. The auditor should obtain a written representation from

management concerning:

(a) the completeness of information provided regarding the inventory;

and

(b) assurance with regard to adherence to laid down procedures for

physical inventory count.

Audit Conclusions and Reporting

19. If the auditor is unable to obtain sufficient appropriate audit

evidence concerning the existence of inventory or adequacy of

procedures adopted by the management in respect of physical

inventory count the auditor should make a reference to a scope

limitation in his audit report. If the inventory is not disclosed

appropriately in the financial statements, the auditor should issue a

qualified opinion

Part B: Inquiry Regarding Litigation and Claims
24. The letter seeking direct communication with the entity’s lawyers

and such other professionals to whom the entity engages for litigation

and claims should be prepared by management. The auditor should

maintain control over the process of preparation and sending of the

letter. The letter should request the entity’s lawyers and such other

professionals to whom the entity engages for litigation and claims to

communicate directly with the auditor. The letter would ordinarily specify

the following:

 A list of litigation and claims.

 Management’s assessment of the outcome of the litigation or claim and

its estimate of the financial implications, including costs involved.

 A request that the entity’s lawyer confirm:

 the reasonableness of management’s assessments;

 provide the auditor with further information if the list is considered

to be incomplete or incorrect; and

 provide updated information as and when requested by the auditor

upto the date of the audit report.

27. If management refuses to give the auditor permission to

communicate with the entity’s lawyers, this would constitute a

limitation on the scope of the auditor’s work that requires expression of

a qualified opinion or a disclaimer of opinion as the case may be.

Part C: Valuation and Disclosure of Long-Term Investments

31. When long-term investments are material to the financial

statements, the auditor should obtain sufficient appropriate audit

evidence regarding their valuation and disclosure.

If such values (as determined according to apt methods for quoted, unquoted and other investments) do not exceed the carrying amounts, the auditor would consider whether a write-down is required.

Management Representations

35. The auditor should obtain a written representation from

management regarding :

(a) the completeness of information provided regarding valuation and

disclosure of long term investments;

(b) the valuation of long term investments in the financial statements

including adequacy of provision for diminution in such values,

wherever required; and

(c) the intention of the management to continue to hold long-term

investments as long-term investments.

Part D: Segment Information
39. When segment information is material to the financial statements,

the auditor should obtain sufficient appropriate audit evidence

regarding its disclosure in accordance with the applicable identified

financial reporting framework.
40. The auditor considers segment information in relation to the financial

statements taken as a whole, and is not required to apply auditing

procedures that would be necessary to express an opinion on the segment

information standing alone. Audit procedures regarding segment information

ordinarily consist of analytical procedures and other audit tests appropriate in

the circumstances.

42. The auditor should obtain a written representation from

management concerning:

(a) the completeness of information regarding segments and

disclosure thereof; and

(b) appropriateness of the selected segments based on risks and

returns; and

(c) the organizational structure of an enterprise and its internal

financial reporting system and any deviations therefrom.

SRE 2400 (AAS 33) ENGAGEMENTS TO REVIEW FINANCIAL STATEMENTS
1. The purpose of this Standard on Review Engagement (SRE) is to

establish standards and provide guidance on the auditor’s2 professional

responsibilities when an engagement to review financial statements is

undertaken and on the form and content
3. The objective of a review of financial statements is to enable an auditor

to state whether, on the basis of procedures which do not provide all the

evidence that would be required in an audit, anything has come to the

auditor’s attention that causes the auditor to believe that the financial

statements are not prepared, in all material respects, in accordance with the

financial reporting framework used for the preparation and presentation of

the financial statements (negative assurance).
7. For the purpose of expressing negative assurance in the review

report, the auditor should obtain sufficient appropriate evidence

primarily through inquiry and analytical procedures to be able to draw

conclusions.
The scope of a review is substantially narrower as compared to an audit in accordance with the generally accepted auditing standards for the expression of an opinion on

the financial statements. It does not usually involve a study and

evaluation of internal accounting controls, tests of accounting records and of

responses to inquiries by obtaining corroborating evidential matter through

inspection, observation or confirmation and certain other procedures

ordinarily performed during an audit.

19. The auditor should apply the same materiality considerations as

would be applied if an audit opinion on the financial statements were

being given. Although there is a greater risk that misstatements will not be

detected in a review than in an audit, the judgment as to what is material is

made by reference to the information on which the auditor is reporting and

the needs of those relying on that information, not to the level of assurance

provided.
21. The auditor should inquire about events subsequent to the balance

sheet date that may require adjustment of, or disclosure in the financial

statements.
22. If the auditor has reason to believe that the information subject to

review may be materially misstated, the auditor should carry out

additional or more extensive procedures as are necessary to be able to

express negative assurance or to confirm that a modified report is

required.

27. The review report should:

(a) State that nothing has come to the auditor’s attention based on the

review that causes the auditor to believe the financial statements

do not give a true and fair view (or ‘are not presented fairly, in all

material respects’) in accordance with the framework used for the

preparation and presentation of financial statements (negative

assurance); or

When the effect of the matter is so material and pervasive to

the financial statements that the auditor concludes that a

qualification is not adequate to disclose the misleading or

incomplete nature of the financial statements, give an

adverse statement that the financial statements do not give a

true and fair view (or ‘are not presented fairly, in all material

respects’) in accordance with the framework used for the

preparation and presentation of financial statements;

Therefore, the review should include performing procedures

relating to events occurring up to the date of the report.

29. Since the auditor’s responsibility is to report on the financial

statements as prepared and presented by the management, the auditor

should not date the report earlier than the date on which the financial

statements are signed or approved by the management.

Form of Unqualified Review Report

REVIEW REPORT TO...

We have reviewed the accompanying balance sheet of ABC Company at

March 31, 20XX, and the related statement of profit and loss and cash flows

for the year then ended. These financial statements have been approved by

the board of directors of the company and are the responsibility of the

company’s management. Our responsibility is to issue a report on these

financial statements based on our review.

We conducted our review in accordance with the Standard on Review

Engagement (SRE) 2400, “Engagements to Review Financial Statements”

issued by the Institute of Chartered Accountants of India. This Standard

requires that we plan and perform the review to obtain moderate assurance

as to whether the financial statements are free of material misstatement. A

review is limited primarily to inquiries of company personnel and analytical

procedures applied to financial data and thus provides less assurance than

an audit. We have not performed an audit and, accordingly, we do not

express an audit opinion.

Based on our review, nothing has come to our attention that causes us to

believe that the accompanying financial statements do not give a true and

fair view (or ‘are not presented fairly, in all material respects’) in accordance

with Accounting Standards issued by the Institute of Chartered Accountants

of India.

For ABC and Co.,

Chartered Accountants

Auditor’s Signature

(Name of Member signing the Audit Report)

(Designation)
(Membership Number)

Place

Date

SRS 4400 (AAS 32) ENGAGEMENTS TO PERFORM AGREED-UPON PROCEDURES REGARDING FINANCIAL INFORMATION

The purpose of this Standard on Related Services (SRS) is to establish

standards and provide guidance on the auditor’s2 professional responsibilities

when an engagement to perform agreed-upon procedures regarding financial

information is undertaken and on the form and content of the report that the

auditor issues in connection with such an engagement.

The objective of an agreed-upon procedures engagement is for the

auditor to carry out procedures of an audit nature to which the auditor and the entity and any appropriate third parties have agreed and to report on factual findings.

5. As the auditor simply provides a report of the factual findings of agreed upon

procedures, no assurance is expressed by him in his report. Instead,

users of the report assess for themselves the procedures and the findings

reported by the auditor and draw their own conclusions from the work done

by the auditor.

Independence is not a requirement for agreed-upon procedures engagement,

however, the terms or objective of the engagement may require the auditor to

comply with the independence requirements of the Code of Ethics issued by

the ICAI. Where the auditor is not independent, a statement to that effect should be made in the report of factual findings.
16. The procedures applied in an engagement to perform agreed-upon

procedures may include:

 Inquiry and analysis.

 Recomputation, comparison and other clerical accuracy checks.

 Observation.

 Inspection.

 Obtaining confirmations.
Example of a Report of Factual Findings in Connection with Accounts

Receivable

CONFIDENTIAL

Report Of Factual Findings In Connection With Agreed-upon Procedures Assignment Related To Accounts Receivable

To (those who engaged the auditor)

We have performed the procedures agreed with you and enumerated below

with respect to the accounts receivable of ABC Company as at

_______(date), set forth in the accompanying schedules (not shown in this

example). Our engagement was undertaken in accordance with the

Standard on Related Services (SRS) 4400, “Engagements to Perform

Agreed-upon Procedures regarding Financial Information”, issued by the

Institute of Chartered Accountants of India. The procedures were performed

solely to assist you in evaluating the validity of the accounts receivable and

are summarized as follows:

1. We obtained and checked the addition of the trial balance of accounts

receivable as at __________ (date), prepared by ABC Company, and we

compared the total to the balance in the related general ledger account.

2. We compared the attached list (not shown in this example) of major

customers and the amounts outstanding at ____________ (date) to the

related names and amounts in the trial balance.

3. We obtained customers’ statements or confirmations from customers to

confirm balances outstanding at ________________ (date).

4. We compared such statements or confirmations to the amounts referred

to in 2 above. For amounts which did not agree, we obtained reconciliations

from ABC Company. For reconciliations obtained, we identified and listed

outstanding invoices, debit notes and outstanding cheques, each of which

was greater than Rs. XXX. We located and examined such invoices and

debit notes subsequently raised and cheques subsequently received and we

ascertained that they have been rightly listed as outstanding on the

reconciliations.

We report our findings below:

 (a) With respect to item 1, we found the addition to be correct and the total

amount to be in agreement.

(b) With respect to item 2, we found the amounts compared to be in

agreement.

(c) With respect to item 3, we found there were suppliers’ statements for all

such customers.

(d) With respect to item 4, we found the amounts agreed, or with respect to

amounts which did not agree, we found the Company had prepared

reconciliations and that the debit notes, invoices and outstanding

cheques over Rs. XXX were appropriately listed as reconciling items

with the following exceptions:

(Detail the exceptions)

Because the above procedures do not constitute either an audit or a review

made in accordance with the generally accepted auditing standards in India,

we do not express any assurance on the accounts receivable as at

_______(date).

Had we performed additional procedures or had we performed an audit or

review of the financial statements in accordance with the generally accepted

auditing standards in India, other matters might have come to our attention

that would have been reported to you.

Our report is solely for the purpose set forth in the first paragraph of this

report and for your information and is not to be used for any other purpose or

to be distributed to any other parties. This report relates only to the accounts

and items specified above and does not extend to any financial statements of

ABC Company, taken as a whole.

Date:

Place:

For XYZ & Co

Chartered Accountants

………………………

Signature

(Name of the Member and Membership number)

Designation

SRS 4410 (AAS 31) ENGAGEMENTS TO COMPILE FINANCIAL INFORMATION
1. The purpose of this Standard on Related Services (SRS) is to establish

standards on professional responsibilities of an accountant2 when an

engagement to compile financial statements or other financial information is

undertaken and the form and content of the report to be issued in connection

with such a compilation so that the association of the name of the accountant

with such financial statements or financial information is not misconstrued by

a user of those statements or information as having been audited by him.

2. This SRS is directed towards the compilation of financial information.

However, it should be applied to the extent practicable, to engagements to

compile non-financial information, provided the accountant has adequate

knowledge of the subject matter in question. Engagements to provide limited

assistance to a client in the preparation of financial statements (for example,

selection of an appropriate accounting policy), do not constitute an

engagement to compile financial statements.
3. The objective of a compilation engagement is for an accountant to

use accounting expertise, as opposed to auditing expertise, to collect,

classify and summarise financial information.

Independence is not a requirement for a compilation engagement. However,

where the accountant is not independent, a statement to that effect

should be made in the accountant’s report.

6. In all circumstances when an accountant’s name is associated with

financial information compiled by him, the accountant should issue a

report.

11. The engagement letter would include matters such as the following:

(a) Nature of the engagement including the fact that neither an audit nor a

review will be carried out and that accordingly no assurance will be

expressed.

(b) Fact that the engagement cannot be relied upon to disclose fraud or

defalcations that may exist but that the accountant will bring to the

attention of the management any such matter which might come to his

attention during the course of his engagement.

16. Other than as noted in this Standard on Related Services, the

accountant is not, ordinarily, required to:

(a) make any inquiries of management to assess the reliability and

completeness of the information provided;

(b) assess internal controls;

(c) verify any matters; or

(d) verify any explanations.

18. The accountant should read the compiled information and consider

whether it appears to be appropriate in form and free from obvious

material misstatements. In this sense, material misstatements include:

(a) mistakes in the application of the identified financial reporting

framework.

(b) non-disclosure of the financial reporting framework and any known

departures therefrom.

(c) non-disclosure of any other significant matters of which the accountant

has become aware.

The identified financial reporting framework and any known departures

therefrom should be disclosed within the financial information, though

their effects need not be quantified.

19. As far as practicable, in case of compilation of financial statements

prepared within an identified financial reporting framework4, the

accountant should ensure that the financial statements or other

financial information compiled comply with the requirements of the

identified financial reporting framework. In case of any material

departures from the requirements of the identified financial reporting

framework, the fact should be stated in the Notes to the Accounts or

other compiled financial information as well as in the accountant’s

report on the compilation.

The compilation is based on the information supplied to the accountant by the

client and does not include any verification thereof. However, if the

accountant becomes aware of material non-compliance with any

applicable Accounting Standard(s), the same should be brought to the

attention of the management and, if the same is not rectified by the

management, it should be included in the Notes to the Accounts and

the compilation report of the accountant.
If, based on the information provided to the accountant, it appears that

certain estimates are unreasonable, the accountant should draw these

to the attention of the management for reconsideration.
23. If the accountant becomes aware of material misstatements, the

accountant should persuade the management to carry out necessary

amendments in the financial statements or other compiled financial

information. If such amendments are not made and the financial

statements are still considered to be misleading, the accountant should

withdraw from the engagement.
24. The financial statements or other financial information compiled

should be approved by the client before the compilation report is

signed by the accountant. The client should be asked to sign a

statement on the face of the accounts retained by the accountant. The

accountant should ensure that the users of the financial statements or

other financial information so compiled are aware of the extent of

his/her involvement with the accounts so that the users do not derive

unwarranted assurance. Accordingly, the word ‘audit’ should not be

used in describing the nature of services involving compilation of 
financial statements or other financial information, nor the fee for these

services be described as “auditors’ fee”, or remuneration in the

accounts, correspondence or any other document. The accountant

should also take note that the financial statements or other financial

information so compiled should not be prepared on the letter-heads or

other stationery of the accountant, carrying his (or firm’s) name and

address since it is liable to be misinterpreted.
26. The financial statements or other financial information compiled by

the accountant should contain a reference such as “Unaudited,”

“Compiled without Audit or Review” and also “Refer to Compilation

Report” on each page of the financial information or on the front of the

complete set of financial statements.
ACCOUNTANT’S REPORT ON COMPILATION OF UNAUDITED FINANCIAL

STATEMENTS

To…….

On the basis of the accounting records and other information and

explanations provided to us by the management, we have compiled, the

unaudited balance sheet of ………………..(name of the entity) as at March

31, XXXX and the related profit and loss account and the cash flow

statement7\ for the period then ended.

The management of the _________ (name of the entity) is responsible for:

(a) Completeness and accuracy of the underlying data and complete

disclosure of all material and relevant information to the accountant.

(b) Maintaining adequate accounting and other records and internal controls

and selecting and applying appropriate accounting policies;

(c) Preparation and presentation of financial statements in accordance with

the applicable laws and regulations, if any.

(d) Establishing controls to safeguard the assets of the entity and preventing

and detecting frauds or other irregularities.

(e) Establishing controls for ensuring that the activities of the entity are

carried out in accordance with the applicable laws and regulations and

preventing and detecting any non compliance.

The compilation engagement was carried out by us in accordance with the

Standard on Related Services (SRS) 4410 , “Engagements to Compile

Financial Information”, issued by the Institute of Chartered Accountants of

India.

The balance sheet and the profit and loss account are in agreement with the

books of account. We have not audited or reviewed these financial

statements and accordingly express no opinion thereon.
SA 505 (AAS 30) EXTERNAL CONFIRMATIONS
1. The purpose of this Standard on Auditing (SA) is to establish standards

on the auditor's use of external confirmations as a means of obtaining audit

evidence.

2. The auditor should determine whether the use of external

confirmations is necessary to obtain sufficient appropriate audit evidence

to support certain financial statement assertions. In making this

determination, the auditor should consider materiality, the assessed level

of inherent and control risk, and how the evidence from other planned

audit procedures will reduce audit risk to an acceptably low level for the

applicable financial statement assertions. The auditor should employ

external confirmation procedures in consultation with the management.

In deciding to what extent to use external confirmations, the auditor considers the characteristics of the environment in which the entity being audited operates and the practice of potential respondents in dealing with requests for direct confirmation.
(SA) 500, “Audit Evidence” states that the reliability of audit evidence is influenced by 

its source and nature. It indicates that, in general, audit evidence from external sources is more reliable than audit evidence generated internally, and that written

(documentary) audit evidence is more reliable than audit evidence in oral

form.

examples of situations where external confirmations may be used include the following:

 Bank balances and other information from bankers.

 Accounts receivable balances.

 Stocks held by third parties.

 Property title deeds held by third parties.

 Investments purchased but delivery not taken.

 Loans from lenders.

 Accounts payable balances.

 Long outstanding share application money.

when auditing the

assertion regarding the completeness of accounts payable, the auditor also

needs to obtain evidence that there is no material unrecorded liability.

Accordingly, sending confirmation requests to an entity's principal suppliers,

asking them to provide copies of their statements of account directly to the

auditor, even if the entity’s records show no amount currently owing to them,

will usually be more effective in detecting unrecorded liabilities than selecting

accounts for confirmation based on the larger amounts recorded in the

accounts payable subsidiary ledger.

23. Confirmation requests ordinarily include authorization of the entity’s

management to the respondent to disclose the information to the auditor.

25. The auditor may use positive or negative external confirmation requests

or a combination of both.

26. A positive external confirmation request asks the respondent to reply to

the auditor in all cases either by indicating the respondent's agreement with

the given information, or by asking the respondent to fill in information.

27. A negative external confirmation request asks the respondent to reply

only in the event of disagreement with the information provided in the

request. Accordingly, the use of negative confirmation requests ordinarily provides

less reliable evidence than the use of positive confirmation requests.

32. When performing confirmation procedures, the auditor should

maintain control over the process of selecting those to whom a request

will be sent, the preparation and sending of confirmation requests, and

the responses to those requests. Maintaining control means maintaining

direct communications between the intended recipients and the auditor to

minimize the possibility that the results of the confirmation process will be

biased because of the interception and alteration of confirmation requests or

responses. The auditor may give a list of accounts selected for confirmation

to the management for preparing requests for confirmations, which should be

properly addressed and stamped, alternatively, the auditor may request the

management to furnish duly authorised confirmation letters and fill in the

names, addresses and other relevant details relating to the accounts

selected by him. The auditor should, however, ensure that it is the auditor who sends out the confirmation requests, that the requests are properly addressed, and that it is requested that all replies and the undelivered confirmations are delivered directly to the auditor. The auditor considers whether replies have come from the purported senders.
33. The auditor should perform alternative procedures where no

response is received to a positive external confirmation request. The

alternative audit procedures should be such as to provide the evidence

about the financial statement assertions that the confirmation request

was intended to provide.
With ever-increasing use of technology, the auditor needs to consider validating the source of replies received in electronic format (for example, fax or electronic mail).

Oral confirmations should be documented in the work papers.

37. Any discrepancies revealed by the external confirmations received or by

the additional procedures carried out by the auditor might have a bearing on

the assertions and the accounts within the given assertion not selected for

external confirmation. The auditor, in such a case, should request the

management to verify and reconcile the discrepancies. The auditor

should also consider what further tests can be carried out to satisfy

himself as to the correctness of related assertion.
If the responses received indicate a pattern of misstatements, the auditor should

reconsider his assessment of inherent and control risk and also consider the effect on his audit procedures.
40. When the auditor seeks to confirm certain balances or other

information, and management requests the auditor not to do so, the

auditor should consider whether there are valid grounds for such a

request and obtain evidence to support the validity of management's

requests. The auditor should also ask the management to submit its

request in a written form, detailing therein the reasons for such request.

