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SPECIMEN ASSIGNMENT TERMS LETTER

	[bookmark: _GoBack]This letter should be tailored to the specific circumstances of each assignment but those items marked (*) are compulsory to comply with NSA 260 ‘Communication with those charged with governance’, and the ICAN’s Code of Ethics.  If management differ from those charged with governance, consideration should be given to also sending a copy of the assignment terms letter to management, so that they are aware of the terms of the audit engagement.

Ideally this letter should be sent out once the planning has been completed and prior to fieldwork commencing.



	



The Directors
[Name of Client]
[Address]
[Date]
Dear Sirs

ASSIGNMENT TERMS RELATING TO THE AUDIT OF [ENTITY NAME] FOR THE PERIOD ENDED [DATE]

The purpose of this letter is to give you an overview of the nature and scope of our audit work [along with any other terms that have been agreed relating to this audit].  It is supplementary to our letter of engagement and associated Terms of Business, which sets out the respective responsibilities of ourselves as auditors, and yourselves as directors.  

1.	SCOPE OF THE AUDIT

As confirmed in our letter of engagement we will carry out our audit in accordance with Nepal Standards on Auditing (NSAs).  We are not aware of any expected limitations in the scope of our work or any additional requirements.

[Refer to any other relevant guidance, etc.]

2.	AUDITOR’S REPORT (*)

On completion of our audit work, we will issue our auditor’s report, which will be addressed to the members of the Company. As auditors, we are responsible for forming and expressing an opinion on the financial statements that have been prepared by management. In order to arrive at this opinion, we will undertake a variety of audit procedures, designed to provide us with sufficient audit evidence to conclude whether the financial statements are free from material misstatement, whether caused by fraud or error.

Further details of our responsibilities as auditors, as well as your responsibilities as directors, are set out in our letter of engagement.

We would like to remind you that our audit of your financial statements does not relieve management or those charged with governance of your responsibilities under [insert legislation] to maintain proper accounting records, and prepare financial statements on a “true and fair” basis.

The Audit Engagement Partner is the person who will determine the overall direction of the audit, make judgments that affect the audit opinion and will personally sign the audit report on behalf of the firm.  This will be [insert name].

 [Deal with any other related reports, e.g. reports to regulators, parent company auditors, trade bodies etc.]

3.	MATERIALITY (*)

In carrying out our audit work we will consider whether the financial statements are free from ‘material misstatement’ as noted in paragraph 2.  Materiality is an expression of the relative significance of a particular matter in the context of the financial statements as a whole.  An item will normally be considered material if its omission would reasonably influence the decisions of those using the financial statements.  The assessment of whether a misstatement is material in the context of the financial statements is a matter of professional judgement and will have regard to both the amount and the nature of the misstatement.  Thus different materiality levels may be appropriate when considering different aspects of the financial statements.

If there are any areas of the financial statements where you would like us to apply a specific level of materiality we will be pleased to discuss this with you, including whether our audit approach can be readily adapted to accommodate such a level in that area, or whether it will be more appropriate for a special exercise to be carried out on the area.

4. RISK ASSESSMENT (*)

When planning our audit work, we will seek to minimise the risk of material misstatements occurring in the financial statements.  To do this, we consider both the risk inherent in the financial statements themselves and the control environment in which your company operates.  We then use this assessment to develop an effective approach to the audit.

Control Environment:

(Where controls are ineffective and will not be tested) [We consider that the company does not operate controls which are sufficiently formalised or documented to enable us to conduct audit tests upon them.  Therefore, our work will focus on substantive procedures.]

(Where controls are effective and will be tested) [We consider that the company operates effective controls which are sufficiently formalised and documented to enable us to test them.  We therefore plan to incorporate such control testing into our audit approach and reduce the amount of substantive procedures accordingly.]

(Where controls are effective but will not be tested) [Although we consider that the company operates effective and formalised controls we will not incorporate control based testing into our audit approach, as we determine that all audit assertions can be adequately tested through substantive procedures and we consider this to be the most efficient approach.]

Significant Risks:

Based on our knowledge of your business, we have concluded that [there are certain] [there are no] areas of significant risk of material misstatement that require special audit consideration. [These are:]

· [Risk of management override of controls]
· [Risk of fraud in revenue recognition]
· [Other Risk 1]
· [Other Risk 2]

5. 	ACCOUNTING SYSTEM (*)

When planning our audit work, we shall also seek to ascertain how the company’s accounting system functions and will perform a series of walkthrough tests or alternative procedures to ensure that it works as we understand it should.  The outcome of this work will determine the extent to which we apply transaction tests to the profit and loss account or instead rely on detailed analytical procedures.

Transaction tests are those that test a sample of individual transactions through the accounting system.  Analytical procedures are based on expectations of relationships between figures in the financial statements and detailed knowledge of the business.

6. RELIANCE ON INTERNAL AND OTHER EXTERNAL AUDITORS AND USE OF EXPERTS (* if applicable)

(Describe the reliance that will be placed on the work of internal auditors and how you intend to work together with internal auditors in a constructive and complementary manner.)

(Describe the work to be undertaken by any other firms of auditors acting for the client and how you intend to obtain assurance as to the adequacy of their procedures in so far as it relates to your role as principal auditors.)

(Describe how the work of any experts is to be used in our audit.  [We will, as part of our audit work, review the qualifications of the [expert type], as well as the key assumptions which they have used, and where these assumptions are materially different to those which we believe are reasonable, we may ask for further information.])

7. LIMITATION OF WORK IN RELATION TO PAYROLL AND PETTY CASH

As already described in paragraph 2, our audit work is designed to provide us with sufficient audit evidence to conclude whether the financial statements are free from material misstatement.  Our audit work does not necessarily examine payroll or petty cash in detail and our audit procedures are not designed to detect immaterial fraud or error.  If you require detailed investigation to be undertaken in any of these areas, please let us know and we can arrange to do this as a separate exercise.

8. ADJUSTED AND UNADJUSTED ITEMS

Of the potential audit adjustments which we identify during our audit work, some may require adjustment.  The decision to make an adjustment to the financial statements is one which you alone can make.  At the conclusion of the audit, we shall provide you with a schedule, detailing those items that we identified during our audit work, which you have requested should be adjusted for in the financial statements.  We will require you to confirm that you have considered the items and decided to adjust them in the financial statements; this will be included in the letter of representation.

We shall also provide you with a schedule, detailing those errors that we identified during our audit work, which have not been adjusted for in the financial statements.  This summary will not include errors that are ‘clearly trivial’, defined by us as those errors which individually account for no more than 1% of our materiality level (see paragraph 3 above).  We will require you to confirm that you have duly considered these unadjusted errors and that you have decided not to adjust for them in the financial statements; this will be included in the letter of representation.

If you decide not to make an adjustment, which in our opinion should be made in order for the financial statements to show a true and fair view, it is likely that we will have to qualify our audit opinion.

9. 	PROVISION OF NON-AUDIT SERVICES (*)

[Either] We can confirm that you have agreed that we will provide you with the following non-audit services, which are in addition to our function as auditors:

· Service 1;
· Service 2; and
· Service 3.

[You have nominated [name] as being a member of “informed management” who is able to receive these services from us, and to make independent decisions based on information and options which we may provide.]

We will [list safeguards to be applied] to ensure that threats to our objectivity and independence as auditors are reduced to an acceptable level.

[Or] We can confirm that we have not agreed to provide you with any non-audit services.

10. LENGTH OF SERVICE OF THE AUDIT ENGAGEMENT PARTNER (* - if applicable, where safeguards have not been adopted)

The audit engagement partner has acted for a period in excess of [number] / ten years.  No safeguards have been put in place and we deem it to be appropriate for us to continue to act as auditors for the following reasons:

· [List reasons]

11.	OTHER ETHICAL ISSUES

Except as noted above in the paragraphs regarding the [provision of non-audit services][and][the length of service of the audit engagement partner] there are no other ethical issues which require communication to you.

12.	INFORMATION TO BE PROVIDED BY YOU

In order to ensure the smooth running of the audit, we have agreed that you will provide us with the following documentation [at the commencement of the audit] / [within the following timescale: (list required documentation and date required if applicable)]

To enable us to make timely enquiries of your legal representatives, if you have not already done so, please could you confirm if there are any ongoing legal cases, or any cases of suspected fraud, the outcome of which could have a material effect on the financial statements.  If there are such cases, please could you advise contact details of the firm dealing with the matter, so that we can make appropriate enquiries.

13.	TIMETABLE FOR THE AUDIT (*)

The planned timetable for the conduct of the audit is as follows:

	
	
	
	Dates


	Planning Meeting
	

	Inventory Count
	

	Receivables’ Circularisation
	

	Accountancy Fieldwork
	

	Audit Fieldwork
	

	Closing Meeting
	

	Date when Financial Statements will be Signed
	



14.	COMMUNICATION OF MATTERS ARISING DURING THE AUDIT (*)

There may be matters which arise during the audit which we wish to draw to your attention.  This communication would normally be in writing.  Such matters may include:

· Perceived weaknesses in your accounting system and control environment;

· Our views about significant qualitative aspects of your accounting practices, including accounting policies, accounting estimates and financial statement disclosures;

· Significant difficulties, if any, encountered during the audit; and

· Other matters, if any, arising from the audit that, in our professional judgment, are significant to the oversight of the financial reporting process.

If there are no matters that we wish to draw to your attention, we will request you to confirm this to us.  This should be included in the letter of representation.

15.	AUDIT FEE

The fee for the audit has been agreed at [amount].  We retain the right to increase the fee if you do not provide information to us as agreed in the paragraph above setting out information to be provided by you, or if we encounter unexpected issues during the course of our audit.

16. CONFIRMATION OF RECEIPT

We will ask you to formally confirm receipt of this letter in your letter of representation. If, however, you wish to discuss any aspect of this letter please contact [name] on [direct dial].

Yours faithfully



.........................................................................
Signed for and on behalf of [Audit firm]
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