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PROVISIONS, CONTINGENCIES AND FINANCIAL COMMITMENTS

Audit work on deferred taxation is included in the J audit programme. It should also be noted that deferred tax provisions cannot be discounted.
	
	
	Extent

	Reference

	Initials / Date

	1. Obtain a schedule of provisions, contingent assets, contingent liabilities and financial commitments showing the movement for each provision in the period. (P)

	
	
	L1
	

	2. Regarding provisions agree the total shown on the lead schedule to the trial balance. (E)

	
	
	L1
	

	3. Regarding provisions agree comparative figures and regarding contingencies comparative disclosures to the previous period’s statutory financial statements. (V)

	
	
	L1
	

	4. Review provisions, contingent assets, contingent liabilities and financial commitments for reasonableness and consistency. (C)

	
	
	L1
	

	5. Revisit the risk assessment, materiality calculation and assignment plan and update as appropriate where matters have been identified during the assignment.

	
	
	Ac11,
Ac13,
Ac14
	

	6. Discuss with management to ensure all appropriate provisions have been included in the financial statements and that appropriate disclosure has been made of contingent liabilities and contingent assets.  Confirm findings in the letter of representation.  Ensure additional key findings from this section are included on the points for the management letter and points for A.E.P.’s attention.

	
	
	Aa4,
Aa5b,
Aa7
	

	7. Ensure that the conclusion is appropriate. (P)
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	8. Confirm that provisions have only been recognised when:
· an entity has a present obligation as a result of a past event; and
· it is probable that a transfer of economic benefits is required to settle the obligation; and
· a reliable estimate can be made of the amount of the obligation. (P)

	
	
	
	




	Audit tests (continued)

	
	Extent
	Reference
	Initials / Date

	9. Confirm that contingent liabilities have been disclosed when:
· an entity has a present obligation as a result of a past event; and
· it is probable that a transfer of economic benefits is required to settle the obligation, however a reliable estimate cannot be made of the amount of the obligation; or
· it is only possible (but not remote) that a transfer of economic benefits is required. (P)

	
	
	
	

	10. Confirm that a contingent asset has been disclosed when an inflow as a result of a past event of economic benefit is probable. (P)

	
	
	
	

	11. Check provisions to supporting documentation ensuring that provisions represents the present value (if the time value of money is material) of the best estimate of the liability. (Specific consideration should be given to the discounting rate applied). (V)

	
	
	
	

	12. Verify expenditure charged against provisions to supporting documentation to confirm that the expenditure is for the purpose for which the provision was originally established. (R&O, A,P)

	
	
	
	

	13. Where provisions have not been utilised and have been released to the profit or loss section of the Statement of Comprehensive Income, ascertain the reasons why and consider whether this draws into question the reliability of any other provisions. (E, V)

	
	
	
	

	14. Ascertain whether all necessary provisions have been made and contingencies disclosed by considering, for example:
· litigation and claims ;
· deferred tax (see the J Section);
· dilapidations;
· product warranty provisions;
· rectification provisions (see the E Section);
· onerous contracts; and
· pension commitments. (C, P)

	
	
	
	

	15. Review:
· shareholder and board minutes; 
· correspondence and invoices received from solicitors;
· correspondence from regulatory authorities;
to identify whether there are any ongoing matters which may lead to additional provisions or contingent liabilities. (C)

	
	
	
	

	16. Ensure that specific confirmation is obtained in the letter of representation that all litigation and claims have been notified to the auditors. (C)

	
	
	Aa4
	

	Audit tests (continued)

	
	Extent
	Reference
	Initials / Date

	17. Where potential provisions or contingent liabilities have been identified, write to the legal adviser dealing with the matter, setting out a list of known litigation and claims, including management’s assessment of the outcome of each case, and request confirmation that management’s assessment is reasonable, and if there is any further information that the auditor should consider (see Proforma Documents / Appendix 8). (C, R&O, V)

	
	
	
	

	18. Ensure that reimbursements are only recognised when it is virtually certain that they will be received. (V)

	
	
	
	

	19. Where a provision (other than deferred tax) has been discounted, ensure the unwinding of the provision is appropriately accounted for in the profit or loss section of the Statement of Comprehensive Income as a finance cost. (P, V)

	
	
	
	

	20. Enquire into the existence of any forward exchange contracts. Where they exist obtain a counterparty valuation and agree them to market valuations such as those that can be obtained via premium subscription.  Ensure that an appropriate liability or asset has been recognised and complete the hedging audit programme where the client has opted to hedge account. (P, E,C)
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	21. Enquire into the existence of non-basic financial instruments (other than forward exchange contracts, non-basic bank loans and interest rate swaps). Where they exist obtain a counterparty valuation and then obtain an expert valuation and complete the relevant tests on the N audit programme.  Ensure that an appropriate liability or asset has been recognised and complete the hedging audit programme where the client has opted to hedge account. (P,E,C)
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	22. If, during the audit work, there is any suspicion that a document may not be authentic, or has been altered, consider confirming the contents of the document directly with the third party from whom the document originated. (E, R&O, C)

	
	
	
	

	23. List and perform any additional tests considered necessary.



	
	
	
	


Assertion key:
E=	Existence;
R&O=	Rights and Obligations;
C=	Completeness;
V=	Accuracy, Valuation and Allocation;
P=	Presentation;
O=	Occurrence;
A=	Accuracy;
CO=	Cut-off;
CL=	Classification.
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