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CHAPTER 3

REVIEW AND COMPLETION


[bookmark: Introduction]1	Introduction

Audit engagement partners and managers must have a significant role in the review and completion stage of an audit.  They will be involved with both a detailed review of the individual working papers and an overall review of the final financial statements.  The fieldwork will usually be completed by the audit senior, who will review all the detailed working papers prepared by juniors before presenting the completed file for review.

Although the audit engagement partner / manager will take responsibility for the review process, control must be maintained over the audit until the financial statements are finally reviewed and signed (NSA 220, para 17).  A mistake during this stage can have serious repercussions.  Time pressures to produce the signed financial statements increase the chances of a procedure either being overlooked or inadequately completed.  All members of the audit team should, therefore, clearly understand their respective responsibilities so as to minimise the potential risks.  The review and completion process must be planned carefully.  Staff with relevant knowledge must complete certain stages, e.g. filling in the various checklists.

Notes of discussions with clients should be properly written up, points for action noted and appropriate cross-references made.

The various specific levels of responsibility for the review and completion stage are set out below.

[bookmark: TheSeniorsResponsibilities]2	The Senior's Responsibilities

The senior in charge of the day-to-day work at the client's premises is responsible for the preparation of the working paper files for review.  The key tasks are:

· The files should be indexed completely with no loose papers;

· All outstanding points and queries, together with matters important to the audit report and significant matters which require the exercise of judgement, should be filed in the audit control papers for the audit engagement partner’s / manager's attention.  A pro-forma schedule is included at Appendix 3.7 for this purpose;

· Outstanding items should be self-explanatory or cross-referenced to the particular working paper with the detailed explanation;

· The answer to any query should be on the working paper itself so that the individual working papers are self-contained.  This way the entire file will be self-supporting if the list of review queries and outstanding points were removed once dealt with.  When a query has been satisfactorily answered it should be crossed through, but an answered query requiring an adjustment such as a journal entry should not be crossed through until this has been dealt with;

· The work delegated to juniors must be reviewed and all queries raised by them should have been satisfactorily resolved;

· The adequacy of the working papers should be confirmed by filling out the audit control record (see Appendix 3.1); and

· Any unadjusted errors, plus items adjusted in the financial statements should be summarised so that the overall effect can be considered.  A form for aggregating and concluding on unadjusted errors, and for scheduling adjustments which have been made to the client’s draft financial statements, is included in Appendix 3.10.

· The senior should debrief the junior. See section 16.

[bookmark: ReviewofAuditFiles]3	Review of Audit Files

The main objectives of the review process (NSA 220, para 16 – 17) are:

· To ensure that the working papers demonstrate that the audit has been carried out in accordance with Nepal Standards on Auditing; and

· That the file contains sufficient audit evidence to support the opinion reached on the financial statements.

A standard review policy comprises three levels of review (NSQC 1, para 33) as follows:

· Self-review, where the person who has prepared the working paper reads it through and reviews it him or herself;

· Detailed review, where the junior's work, already self-reviewed, is subject to a review by the senior.  The manager should carry out a detailed review of all working papers prepared by the senior.  The audit engagement partner should carry out a detailed review of the working papers prepared by the manager.  A detailed review is carried out on all working papers (except those prepared by the audit engagement partner) and must be evidenced by the reviewer's initials and date; and

· Overall review, where the manager / audit engagement partner reviews those papers which have already been subject to self and detailed reviews.

For example:

The following audit team carries out the audit of Arcidiacono Engineering Limited:
	Audit engagement partner:	Andrew
	Manager:			Simon
	Senior:			Ian
	Junior:			Roger

· Roger carries out a self-review of his own work.

· Ian carries out a self-review of his own work and a detailed review of Roger's work.

· Simon carries out a self-review of his own work, a detailed review of Ian's work and an overall review of Roger’s work.

· Andrew carries out a self-review of his own work, a detailed review of Simon's work and an overall review of Ian and Roger's work.

[bookmark: selfrevANDDEBRIEF]3.1	Self-Review and Detailed Review

When reviewing their own work or carrying out a detailed review of others, the points checked will be similar.  When reviewing working papers (NSA 220, para A17), the reviewer should check that:

· each schedule is headed, dated, initialled and indexed;

· cross-referencing is complete;

· audit ticks are clearly explained;

· working papers are organised in a logical fashion;

· the tests carried out are fully explained (including the objective of the test and its methodology);

· the sources of information used are stated;

· the tests fulfil the audit objectives;

· sample sizes appear adequate;

· the method and basis of sample selection has been explained;

· results are logically recorded;

· all outstanding points from the tests have been cleared or appropriately summarised;

· errors and exceptions have been properly treated and, where appropriate, entered on the unadjusted errors schedule (Aa11 – Appendix 3.10); and

· conclusions to tests are meaningful, accurate and supported by the facts.

For each audit area, the following should be checked:

· lead schedules tie up with the financial statements, trial balance and back-up working papers;

· lead schedules show all numerical disclosures required in the financial statements;

· audit programmes have been adequately completed and that there is adequate documentation of any changes made since the planning stage;

· sufficient evidence of analytical procedures exists;

· objectives of each area have been fulfilled;

· each audit area has a proper conclusion related to the objectives and the results of individual tests and outstanding points are detailed; and

· points have been highlighted which relate to the following:

· other audit areas;

· other work that needs to be carried out;

· points for the audit engagement partner’s or manager’s attention;

· management letter;

· letter of representation; and

· points forward for next year.

For detailed reviews to be effective, it is vital that they are clear and positive, with explanations of the importance of review points.  Sarcastic and flippant remarks should be avoided.  The reviewer should strike a balance between file housekeeping points (i.e. cross-referencing, signature, etc.) and points of significance to the audit opinion.  A review that solely consists of administrative points may be one that has failed to take a view of the audit and financial statements as a whole, and has not identified important points.  In addition it may indicate poor briefing and that the audit team were not aware of the level of completion that is expected.

[bookmark: Overallreview]3.2	Overall Review

The key objectives of overall review (NSA 220, para A18) are to ensure that:

· detailed review has been carried out;

· significant areas have been dealt with and points raised for the audit engagement partner’s / manager’s attention have been cleared;

· each section contains sufficient evidence to support its conclusion;

· unsupported management representations are highlighted;

· sufficient evidence exists that the audit has been properly planned and carried out and that the appropriate changes have been made to the decisions taken at the planning stage;

· significant differences have been agreed to be adjusted for by informed management, and appropriate adjustments made;

· there has been adequate consideration of the possibility of fraud, non- compliance with law and regulations, going concern problems and related party transactions;

· the financial statements are properly presented and comply with the appropriate legislation and accounting / financial reporting standards;

· the financial statements are supported by the audit file;

· the audit opinion reflects the audit conclusions;

· the assignment has been carried out efficiently, including:

· identifying significant points to be carried forward;

· identifying whether there is too much documentation on file and whether the documentation is set out clearly; and

· assessing whether the correct grades of staff were used.

The overall review involves reviewing:

· Annual file dividers, lead schedules and audit programmes.  In order to have enough assurance to sign the conclusion on the blue dividers, the audit engagement partner must, as a minimum, have checked that the section shows the disclosures that need to be made in that area (hence the lead schedule needs to be reviewed) and the work planned was completed (hence the audit programme needs to be examined);

· Points for manager’s (Aa9) and audit engagement partner’s (Aa7) attention;

· The manager should review the planning and control sections of the file.  They should sign off for a second time the forms in the planning section. If there are significant changes to the planning these should be summarised on Aa7.  The audit engagement partner thus does not have to undertake an overall review of planning at finalisation as key issues will be recorded in the control documents; and 

· Disclosure and compliance checklists.

[bookmark: recordingofreview][bookmark: RecordingReview]3.3	Recording of Review

All review points established during the detailed and overall reviews should be documented in writing (NSA 230, para 9(c)) and filed in the Aa section of the audit file.  All points raised must be cleared.  Evidence of this must be provided on the review point schedule; however, additional work etc. should be recorded in the section from the query originated.  Once the points have been dealt with, the reviewer should review the answers to ensure they are satisfactory.  This should be evidenced by crossing through the whole page and stating, "all points cleared" with initials.  Firms need to establish a policy as to whether they retain cleared review points on their audit files.  This policy should be noted in their Audit Procedures Manual.
[bookmark: TimingofReview]
3.4	Timing of Review

Detailed review of the junior and seniors work should ideally be undertaken on site and whilst the staff who prepared the sections are available to answer any review points.  This is not only more efficient (as the team already know the client), but also provides good feedback to support staff development and ensures more client contact.

[bookmark: Selfreviewanddetailedreview][bookmark: postbalancesheetevents]4	Subsequent Events

NSA 560 'Subsequent Events' gives guidance on how events, which occur after the reporting date, should be treated by the auditor.

In general, the auditor’s responsibility to the client extends to the date on which the audit report is signed (NSA 560, para 6).

The auditor should ensure that all significant events up to the date of the audit report are accounted for, or disclosed, in the financial statements.  (These will include, but may not be limited to, the events listed in IAS 10, paragraphs 9 and 22.)

A review of events after the reporting date should thus be carried out on every assignment.  The purpose of this review is to obtain evidence that all material events have been identified and if necessary either disclosed or accounted for in the financial statements (NSA 560, para 7(a)).

Typical points for discussion with management (NSA 560, para 7(b) / NSA 560, para A9) would include:

· any contingent liabilities either disclosed in the financial statements or that might have arisen since the end of the fieldwork;

· any significant changes in share capital, long-term debt or working capital;

· estimates made in preparing the financial statements and any developments which might render the estimates inaccurate;

· acquisitions, sale or closure of subsidiaries, factories, major assets, etc.;

· liabilities in dispute, such as customer's claims under warrantees, guarantees, commitments, etc.;

· any impairment of property, plant and equipment;

· any exceptional irrecoverable receivables; and

· any events that might call into question the validity of the going concern basis.

Other procedures would include:

· reviewing minutes of post period end directors' meetings and other post period end committee meeting minutes (NSA 560, para 7(c));

· reviewing post period end accounting records;

· obtaining and reviewing latest management accounts (if available) (NSA 560, para 7(d)) and comparison with last period's results and any available budgets (NSA 560, para A8); and

· reviewing legal and professional charges subsequent to the period-end and obtaining explanations for any significant items.

As discussion with the client's management is a major factor in this review, the above points should be discussed with the appropriate senior executives.  A single discussion with, say, the finance director, who may not necessarily be aware of all developments within the company may be inadequate.  There should be a record on file of discussions with management on subsequent events. Written representations should be obtained (NSA 560, para 9) by way of the Letter of Representation (see Appendix 3.5).  The Subsequent Events Review Form in Appendix 3.3 should be completed to evidence that a review has taken place.

The auditor may become aware, after the date of the audit report, but before the financial statements are laid before members, of subsequent events that may materially affect the financial statements.  If such events arise, they should be discussed with the directors (NSA 560, para 10 (a)) and consideration should be made of their impact on the audit report (NSA 560, para 12).  NSA 560, para A11 – A18-1 ('Subsequent Events’) gives further guidance on the various scenarios that could arise.

[bookmark: GC]5	Going Concern Considerations

An important part of the overall review is to question whether or not the client is a going concern.  The going concern concept assumes that there will be no need to liquidate or significantly curtail the scale of the company's operations in the foreseeable future (NSA 570, para 2 / IAS 1, paragraph 25).

Very few businesses can be considered immune to liquidity problems.  NSA 570 'Going concern’ thus requires that the review should be a positive procedure, consciously carried out (NSA 570, para 6).

[bookmark: Directorsassessment]5.1	Directors’ Assessment

The directors are responsible for assessing the entity’s ability to continue trading as a going concern.  However, in many cases it will fall to the auditors to assist with this assessment.  In any case, NSA 570, para A11-1 / IAS 1, paragraph 26 requires that a period of at least twelve months from the date when the financial statements are to be approved be considered.

For companies operating in stable environments who are not dependent on external finance, it may be sufficient for audit purposes for the directors to keep abreast of developments and have no more than outline plans for the future.

For most companies an appropriate system will be required to identify key factors impacting upon the going concern basis.  This system should produce detailed evidence (e.g. cash flow forecasts) of what likely future funding may be needed and how the directors have assessed future business prospects.  In these instances, consideration will be required of (NSA 570, para 12):

· the adequacy of the systems put in place by the directors;

· what the forecasts predict and how the directors’ forecasts compare with other sources of evidence;

· whether the directors have looked far enough ahead and, in particular, the consideration they have given to the period of twelve months after the likely signing date of the financial statements will need to be reviewed carefully;

· the availability of external and internal finance; and

· the steps the directors are taking to alleviate any problems that exist.

The auditors must then consider whether the directors’ assessment is adequate (NSA 570, para 14).

[bookmark: Auditorsassessment]5.2	Auditor’s Assessment

A key part of the auditor’s assessment will be reviewing the evidence that bank facilities and other sources of finance will continue to be available (NSA 570, para 16 / NSA 570, para A3).  Confirmation from bankers is likely to be necessary in the following circumstances:

· where there is a known change in bank policy;

· the company is struggling to operate within the agreed facility;

· borrowing facilities are shortly due for renewal;

· the last renewal was agreed with difficulty;

· a significant deterioration in cash flow is predicted;

· the value of security is declining; and / or

· the business has breached borrowing covenants.

As well as considering bank facilities, assessment may be needed of whether other new sources of finance or support are required.  The success or otherwise of attempts by the client to obtain new sources of finance should be ascertained, and normally confirmed in writing.  The adequacy of confirmation, and any conditions attached to the support, should be evaluated.  If the company is part of a group and dependent on funding from group sources, written confirmation should be obtained from the main board also the ability of the group to support should be assessed.

In addition, the significance of other signs of going concern problems should be assessed.

Written representations from directors (NSA 570, para 16(e)) must be included in the Letter of Representation (see Appendix 3.5).

[bookmark: TheGoingConcernChecklist]5.3	The Going Concern Checklist

The Going Concern Checklist (Form Aa3b, Appendix 3.4) should be filled in during the course of the audit and finalised at the review stage.  

[bookmark: Impactontheauditreport]5.4	Impact on the Audit Report

When drafting the audit report (NSA 570, para 17), the following factors should be considered:

· The appropriateness of the going concern basis.  If this basis is used when inappropriate, an adverse opinion should be given.  If the going concern basis is believed to be appropriate, but serious doubts do exist, an emphasis of matter paragraph called “Material Uncertainty Related to Going Concern” may be required, drawing the readers' attention to disclosures in the financial statements;

· The adequacy of the disclosures in the financial statements.  If inadequate, a qualified opinion may be necessary.  If serious doubts exist about the company's ability to continue as a going concern, the financial statements should normally contain the following disclosures:

· a statement that the financial statements have been prepared on the going concern basis;

· a statement of the relevant facts;

· the nature of the concern;

· the key assumptions made by the directors, which should be distinguished from the facts;

· where appropriate, the directors' plans for resolving problems; and

· details of actions undertaken by the directors.

· Whether the directors (and if applicable, management) have considered going concern over a sufficient period.  If the period they have considered is less than twelve months after the date of signing of the financial statements and the directors have not disclosed this in the financial statements, the auditor should consider the implications for their report.

[bookmark: LOR]6	Letter of Representation 

There is a requirement in NSA 580, para 9 for a letter of representation to be obtained, covering matters that are material to the financial statements, where the representations are critical to obtaining sufficient appropriate audit evidence.  An assessment should always be made of whether other evidence should be available.  If it should, but is not, this will constitute a limitation on the scope of the audit, possibly requiring a qualified audit report.

Representations are most likely to be obtained in areas where knowledge of the facts is confined to management (e.g. management intentions) or the matter is one of judgement or opinion (e.g. the position of a customer).

In addition to the general requirement, specific representations must be obtained due to the requirements of NSA, Accounting / Financial Reporting Standards and the ICAN’s Code of Ethics.  These specific requirements are indicated in bold type on the pro-forma versions in Appendix 3.5.

[bookmark: _GoBack]It is important that representation letters are tailored to each company’s circumstances.  Common examples of useful points to include would be details of any contingencies or pending legal action; confirmation of stock valuation methods and carrying values; and closing balances on directors’ loan accounts.  Also, confirmation of directors’ salaries and benefits in kind may be included, although these might need individual letters.

Points to be included in the letter should be noted at Aa4 during the course of the audit.  An example Letter of Representation is included in Appendix 3.5.  It is not a standard letter and must be tailored to meet each particular set of audit circumstances.  Care should be taken when rolling over last year’s letter as key updates may be missed.  All points must be discussed with key management so that the representations are informed.

The board should discuss the letter in order to ensure that the board, as a whole, is aware of the representations upon which the auditors are relying.  NSA 580 'Written Representations' requires written confirmation of appropriate representations to be obtained prior to the audit report being signed.  The letter is normally dated on the date the audit report is issued (NSA 580, para 14). If this is not possible then the value of the letter diminishes.  We recommend that the Letter of Representation is dated no earlier than two weeks before the audit report.  Formal documentation from a company should include certain minimum information (such as the address of the Registered Office and the company’s Registered Number), in practical terms this means that the letter of representation should be printed on the client’s letterhead.

Assessment should always be made of whether those making representations can be expected to be well informed (NSA 580, para 6), and whether the representations are reasonable and consistent with other audit evidence.  It is also necessary that the reliability of management representations must be duly considered, particularly in the context of misstatements which may be indicative of fraudulent conduct.

Any representations that appear to be contradicted by other audit evidence must be investigated (NSA 580, para 17).  If there are problems, consideration is needed of whether other representations obtained are reliable (NSA 580, para 18).

If management refuse to confirm representations in writing (NSA 580, para 19), the audit report will need to be qualified on grounds of limitation of scope and failure to receive adequate information and explanations.

[bookmark: ML]7	Management Letters

In accordance with NSA 265, a ‘management letter’ (or alternative form of written communication), if required, should be sent on all audits, and it should be sent as soon as possible after completion of the audit procedures, addressed to those charged with governance, which will usually be the directors (NSA 265, para 9).  Where those charged with governance differ from management, communication should be with both (NSA 265, para 10).  If audit work is performed in more than one stage, it is often worthwhile sending an interim management letter after that work has been completed.  It must be made clear, however, that the overall audit work is not complete and further matters may arise.

It is good practice to request a reply to a management letter to determine the actions the directors or management intend to take as a result of the management letter.  If they do not respond, it is essential to follow this up during subsequent contact with the client or to include an appropriate paragraph in the letter of representation.

The auditors should explain that the letter is not intended to be a comprehensive statement of all the weaknesses which exist or all the improvements that could be made, but that it documents only those matters that have come to light during the audit (NSA 265, para 11).  It may be useful to re-iterate the audit approach adopted, particularly the scope of work undertaken on accounting systems and the control environment, to help the client appreciate the limitations. The letter should also confirm that no problems were identified in relation to the accounting policies and estimation techniques applied by the entity or the disclosures made in the financial statements.

This Audit Manual includes a specimen pro-forma Management Letter, where matters are to be brought to the attention of management (Appendix 3.6.1), and must be tailored as necessary.  Points which arise during the course of the audit should be collated on a Management Letter Worksheet (Appendix 3.6.2).

[bookmark: AR]8	Overall Analytical Procedures

NSA 520, para 6 'Analytical Procedures' requires analytical procedures to be carried out at the final stage of the audit, in order for a conclusion to be drawn on whether the financial statements are consistent with knowledge of the business.

The audit senior will normally carry out this review.  It will then be examined and possibly extended by the manager or audit engagement partner.

The review should include (NSA 520, para A1 – A2):

· Calculation of key ratios for the period under review;

· Expectations based on comparison of these ratios with previous periods, budgets and those of other companies in the same industry;

· Considerations as to whether the ratios calculated concur with knowledge of the business; and

· Overall commentary on the picture given by the financial statements.

Significant fluctuations, unusual variations and unexpected relationships should be investigated (including changes in the final figures as compared with the draft figures).  Explanations should be obtained from management and their reasonableness assessed.  Explanations may be confirmed by comparison with knowledge of the business and the results of audit tests.  However, additional procedures may be required at the final stage if explanations are inadequate or are not backed up by supporting evidence (NSA 520, para 7).

The calculations together with the explanations and supporting evidence obtained should be filed in Aa10.  For smaller clients Aa10 is likely to contain details of all the significant figures in the financial statements.  However, for larger clients Aa10 should provide a summary pulling together the detailed explanations from the Balance Sheet and Performance Statement(s) sections.

The results of analytical procedures may also be a valuable aid to management, for example, in comparing performance and capital levels with industry norms.  Consideration should be made of whether the financial statements could be accompanied by a management information pack which includes summaries of analytical information and explanations for variances from previous years or expectations.  Whatever is provided should be tailored to the client's requirements and the level of accounting knowledge the client possesses.

[bookmark: MaterialityandRiskattheFinalStage]9	Consideration of Unadjusted Errors and the Assessment of Materiality and Risk at the Final Stage

At the final stage of the audit, an assessment should be made of whether all material errors have been corrected and all material items disclosed as appropriate.  This assessment should include consideration of the possible materiality of the aggregate of specific uncorrected misstatements (i.e. the total of the Summary of Unadjusted Errors Schedule at Appendix 3.10), plus any other misstatements that cannot be quantified precisely (NSA 450, para 6).  In addition, where items have been offset, the materiality of both items should be considered. When reviewing the uncorrected misstatements the concept of ‘performance materiality’ should be applied i.e. the effect the adjustment would have on a specific area.  Where this is considered significant, even if the adjustment is immaterial in total, it should be made.

The Materiality level used may differ from the level used at the planning stage (NSA 450, para 10), due to either:

· last period's figures, extrapolated interim figures or budgeted figures being used at the planning stage; or

· audit adjustments being made to the draft figures.

The Materiality level used at the opinion stage should be recorded on the forms at Ac13 in the column headed "Final", if they differ from the planning stage.  If the difference is significant, the key question will be whether sufficient audit evidence has been gained using the figure calculated at the planning stage (NSA 450, para A12).  Consideration of this must be fully documented.  Any significant changes to materiality should be brought to the audit engagement partner’s attention at Aa7.

Consideration of whether the risk levels set at planning are still considered appropriate should also be made at the final stage of the audit.  If risk levels were set too low at the planning stage, the need for extra work concentrating on the key risks should be considered.  This too, must be fully documented.

[bookmark: DisclosureandComplianceReview]10	Disclosure and Compliance Review

All financial statements should be fully reviewed for disclosure and presentation.  This will include compliance with relevant accounting / financial reporting standards and any relevant legislation (NSA 700, para 10), as these underlie the opinion being provided by the auditor.

Appendix 3.13 is the Critical Review of the Financial Statements which should be completed every year. This checklist confirms the financial statements make sense, e.g. name and number of directors is correct, cast correct etc.

In circumstances where the activities of the company are stable, there are no new accounting / financial reporting standards / legislation which has become effective and a full disclosure checklist has been completed at least once in the last three years, an Annual Disclosure Review Checklist may be completed (Appendix 3.14).
	
For all companies applying IFRS, the IFRS Corporate Disclosure Checklist at Appendix 3.15 should be completed. There are six additional Supplementary Disclosure Checklists, which should be completed if any of the following are relevant to the company:

· Mineral Resources (IFRS 6) – Appendix 3.15.1;

· Defined Benefit Pension Schemes – Appendix 3.15.2;

· Share Based Payments – Appendix 3.15.3;

· Agricultural Activities – Appendix 3.15.4;

· First Time Adoption of IFRS – Appendix 3.15.5; and

· Parent Company where Consolidated Financial Statements are not prepared – Appendix 3.15.6.

Key elements of the review are to ensure that the accounting policies are in accordance with accounting / financial reporting standards, properly disclosed, consistently applied and appropriate to the entity.  The financial statements should be reviewed in the light of knowledge of the business, and other audit procedures, to see whether the presentation of information is fair and whether the substance of transactions has been reflected (NSA 700, para 13).

NSA 720, para 14a, 'The auditor’s responsibilities relating to other information’ requires auditors to read this information, and ensure that any material inconsistencies are resolved (NSA 720, para 17).  If inconsistencies remain, and the financial statements are misstated, a qualified audit report may be required (NSA 720 para 18).

Legal advice may be necessary on the best way to report an inconsistency between the financial statements and other information in the annual report if the other information is believed to be incorrect.  Resignation from the assignment is the ultimate option if the disagreement is not resolved.

[bookmark: CompletionoftheAuditFile]11	Completion of the Audit File

Once the final review has taken place, and the financial statements are ready for signature, the audit engagement partner should indicate his approval of the financial statements, and that all outstanding matters have been resolved, by signing and dating the audit control record.  The audit engagement partner's signature should be dated with the date of signing of the audit report (NSA 700, para 49-1).  It represents an acknowledgement that all review points have been cleared and that the working papers support the opinion (i.e. there are no outstanding points) (NSA 700, para 49-2).  If the EQCR has carried out a hot review or has been consulted on the wording of the audit opinion, they should also sign at this stage, noting the scope of their review (NSA 220, para 20).

The subsequent events review should also be concluded at the date of signing the audit report (NSA 560, para 6).  This should include consideration of whether any post balance sheet events cast doubt on earlier assessments of the company's ability to continue as a going concern (NSA 570, para 11).

Finally, before the audit report is signed, it should be checked that the Letter of Representation has been obtained (NSA 580, para 14).

[bookmark: TheAuditReport]12	The Audit Report

[bookmark: Elementsofanauditreport]NSA 700 “Forming an opinion and reporting on Financial Statements” gives guidance on the form reports should take. 

The senior should draft the auditor’s report based on the facts that have emerged from the audit work.  The audit engagement partner will make the final decision on the form of the auditor’s report, but if any opinion other than the standard unmodified opinion is given, an EQCR should usually be consulted.

12.1	Elements of an Audit Report

NSA 700 requires that the audit report should include the following matters:

· a title identifying to whom the report is addressed (NSA 700, para 21-22);

· Under an “Opinion” heading (NSA 700, para 23):

· an introductory paragraph identifying the financial statements being reported on (NSA 700, para 24);
· the opinion on the financial statements (NSA 700, para 25-27); 

· the Basis for opinion (NSA 700, para 28);

· Going concern disclosure, where appropriate (NSA 700, para 29);

· an opinion on other matters, where required (NSA 700, para 32);

· a statement of the responsibilities of the directors (NSA 700, para 33 - 36);

· a statement of the responsibilities of the auditors (NSA 700, para 37-40);

· any other matters on which we are required to report (NSA 700, para 43);

· the Statutory Auditor’s name, signature and the date of the audit report (NSA 700, para 47 and 49); 

· the auditor’s address (NSA 700, para 48; and

Additionally many jurisdictions suggest the inclusion of the following:

· A disclaimer paragraph.
[bookmark: Title]
Title (NSA 700, para 21-22)

The audit report should be addressed to the members / shareholders because the audit is undertaken on their behalf.  It should also refer to independent auditors to clearly differentiate this report from any internal audit report.

[bookmark: Identificationofaccounts]Introductory Paragraph (NSA 700, para 24)

This paragraph identifies the financial statements which are being audited, by stating the primary statements by names and their associated notes and accounting policies – if this is done, there should be no reference to page numbers.  The pages containing any Directors' Report and any additional financial information (e.g. a detailed analysis of profit or loss items) should not be included here.  Alternatively the auditor’s report may refer to the numbers of only those pages that contain the primary statements and the notes to the financial statements.

Where the financial statements are published on the client’s website, reference should always be made to the primary statements and their associated notes and accounting policies, unless they are to be published using ‘PDF’ format. 

[bookmark: opinion]Opinion on the financial statements (NSA 700, para 25-27)

NSA 700 requires a clear expression of opinion on the financial statements, including explicit reference to the financial reporting framework used. When expressing an unmodified opinion, the opinion paragraph must clearly state that the financial statements give a true and fair view.

[bookmark: basisofopinion]Basis of Opinion on the financial statements (NSA 700, para 28)

This paragraph must state that;

· the audit was carried out in accordance with the NSA’s;
· the auditor is independent of the client in accordance with the ethical pronouncements of the relevant professional body; and
· the auditor believes that sufficient appropriate evidence has been obtained to support the opinion.

There must also be a cross reference to the auditor’s responsibilities section of the report. 

[bookmark: Disclaimerparagraph]Disclaimer Paragraph

As a result of the legal cases, a number of professional bodies suggest the inclusion of a disclaimer paragraph.  Although this is not an explicit requirement, it is sensible to highlight to any reader of the financial statements the purpose for which the audit report is intended, and as such, to whom the auditor owes a duty of care.  When such a paragraph is included within the audit report, it should be included immediately below the Basis of Opinion.



Going Concern (NSA 700, para 29)

Where applicable, the auditor shall report in accordance with NSA 570, for instance, if there is a “Material Uncertainty Related to Going Concern” paragraph.

[bookmark: Opinionothermatters]Opinion on other matters, where required (NSA 700, para 32)

In this section, the auditor must provide any matters on which the auditor is required to report by exception within legislation.  For example, this may include highlighting whether the company has retained proper accounting records during the period being audited.

[bookmark: statementofresponsibilites]Statement of Responsibilities of Directors (NSA 700, para 33-36)

This should cover the directors’ responsibilities for:

· Preparing financial statements that show a true and fair view;
· Implementing internal controls to determine the financial statements are free from material misstatement; and
· Assessing the ability of the entity to continue as a going concern;

There should also be a statement identifying those responsible for oversight of the financial reporting process, where those persons are different from the directors. 

[bookmark: auditorsresponsibility]Statement of Responsibilities of Auditors (NSA 700, para 37-40)

This section should state that the auditor’s objectives are to obtain reasonable assurance that the financial statements are free from material error and to issue an audit opinion. 

It should also confirm what is meant by “reasonable assurance”, how misstatements can arise and describe why they are considered material. 

Further details of the auditor’s responsibilities are required, which are lengthy. The standard gives three options for disclosure: include an appropriate paragraph in the report itself, give a cross reference to another part of the annual report which contains this information or give a cross reference to the website of an appropriate authority, where permitted to do so.

[bookmark: Opinionexception]Other matters on which we are required to report (NSA 700, para 43)

In this section, the auditor must provide any additional opinions which are required by legislation, for example, regarding the consistency of other information included within the Annual Report to the financial statements which have been audited.



[bookmark: dateaandsignature]Date and Signature (NSA 700, para 47 and 49)

The auditor’s report should not be signed until the financial statements and all other financial information included in the financial reporting package have been approved by the directors.  NSA 700 also requires before signing all necessary available evidence to have been considered and appropriate conclusions drawn.

As mentioned above, the subsequent events review should cover the period up to the date of signing of the auditor’s report.  Consequently, the date of signing the auditor’s report is of importance in determining the extent of audit work in this area.

The auditor’s report must be dated on the date the auditor signs it.  This can never be earlier than the date of approval of the financial statements by the directors.  If the date of the auditor signing is after the date of directors’ approval, the auditor should obtain evidence that the directors would have approved the financial statements at that later date and the subsequent events review should be extended to cover this period.

Address (NSA 700, para 48)

The report should name a specific location, which is ordinarily the city where the auditor maintains the office that has responsibility for the audit.

[bookmark: Registeredauditors]Designation “Statutory Auditors”

In many cases, legislation requires the auditor’s report to include the name and signature of the Statutory Auditor (i.e. the audit engagement partner) and, where applicable, to state that they are signing on behalf of the practice.

Appendix 3.11 sets out the standard form of unqualified auditor’s report for an unlisted company, which should be tailored to meet specific requirements of local legislation.

In exceptional circumstances the company can pass a resolution which allows both the name of the audit practice and the statutory auditor to be removed from the audit report.  This is to cover situations where both would be in danger if associated with audited entity (NSA 700, para 46).

[bookmark: QualifiedAuditReportandExplanatoryParagr]12.2	Modified Audit Opinions

In the event that either insufficient audit evidence has been obtained or the financial statements include a material misstatement, the auditor shall modify the opinion in the auditor’s report. The following types of modification are set out in NSA 705:

· Qualified Opinion;
· Adverse Opinion;
· Disclaimer of Opinion.

The most common scenarios leading to the modification of then audit opinion are Management-Imposed Limitations of Scope and Disagreements over accounting treatments and/or disclosures, which are explained further below. 
[bookmark: EmphasisofMatter][bookmark: limitationinscope]
Management-Imposed Limitation of Scope

A limitation of scope means sufficient evidence has not been obtained.  

If the directors impose the limitation and it is serious enough for the auditor to conclude that the possible effects of any undetected misstatements are material and pervasive, the auditor should (NSA 705, para 13(b)):

a) If practicable, disengage from the assignment; or
b) If disengagement before issuing the audit report is not practicable, disclaim the opinion. 

Otherwise, if the limitation is material but not pervasive, the auditor’s report should include a Qualified opinion, including a description of the factors leading to the qualification (NSA 705, para 20-24).

Key factors to consider here are the evidence that would reasonably be expected to be available, and the possible effect on the financial statements of the matter for which insufficient evidence is available.  The description of the limitation should make clear whether it is imposed by the directors (e.g. not all accounting records being made available) or outside the control of auditors and directors (e.g. appointment being made after the stock-take and insufficient alternative evidence on stock being available).

[bookmark: disagreement]Disagreement (“Adverse” and “Qualified”)

If the auditor concurs with a client’s departure from a financial reporting standard on the grounds that to comply would be impracticable, inappropriate or misleading, no reference needs to be made to the departure in the auditor’s report provided adequate disclosure is made within the financial statements.

However, where the auditor disagrees with an accounting treatment or disclosure, and it is material, the opinion section of the report should include:

· a description of the reasons and circumstances giving rise to the disagreement;

· their implications; and

· where practical, quantification of the effects or a statement that quantification is not possible.

Where the effect of the matter is so fundamental that the financial statements are misleading, an adverse opinion should be issued (i.e. financial statements do not give a true and fair view) (NSA 705, para 18).

Where material, but not fundamental disagreements occur, the opinion statement should say that the financial statements give a true and fair view ‘except for’ the matters giving rise to the disagreement (NSA 705, para 17).
[bookmark: statutorymatters]
[bookmark: EOM]12.3	Emphasis of Matter/ Other Matters Paragraphs 

NSA 706, ‘Emphasis of Matter paragraphs and Other Matter paragraphs in the independent auditor’s report’ outlines scenarios where an explanatory paragraph is required in the auditor’s report, but that the matter is not sufficient to warrant the auditor’s opinion being modified.  

An emphasis of matter does not affect the audit opinion.  It is an additional paragraph that simply points out there are significant inherent uncertainties that affect the financial statements (NSA 706, para 8).  This additional paragraph should be shown in a separate section of the audit report (NSA 706, para (a)).

Inherent uncertainties are uncertainties which cannot be removed at present by obtaining more evidence, i.e. all evidence obtainable at present is available to the auditor.  They will, however, be resolved at some future date.

When assessing the treatment of uncertainties in the financial statements, the following should be considered:

· the appropriateness of accounting policies dealing with uncertainties;

· the reasonableness of the estimates included in the financial statements; and

· the adequacy of disclosure.

If the auditor is not satisfied with any of the above, a disagreement opinion may be needed (see above).

Consideration is also needed of whether an inherent uncertainty is significant.  Key factors are:

· the risk that the estimate included in the financial statements may be subject to change;

· the range of possible outcomes; and

· the consequences of those outcomes.

Inherent uncertainties will always be significant if they involve a fundamental level of uncertainty about the going concern basis or other matters (e.g. major litigation) whose potential effect on the financial statements is unusually great.

If the auditor is satisfied with the treatment in the financial statements, and that the inherent uncertainty is not significant, then no reference needs to be made in the auditor’s report.  If a significant uncertainty exists, but its treatment in the financial statements is satisfactory, a separate emphasis of matter paragraph should be included under the audit opinion.

As noted in section 5.4 above, if the going concern basis is believed to be appropriate, but serious doubts do exist, an emphasis of matter paragraph called “Material Uncertainty Related to Going Concern” may be required, drawing the readers' attention to disclosures in the financial statements. 

An Other Matter paragraph would be included when the prior period was not subject to an audit (NSA 710, para 14).  A full list of circumstances where an explanatory paragraph is required is included in NSA 706, Appendix 1 – 2.

[bookmark: ReportingFraudandError]13	Reporting Fraud 

The key decisions are:

· whether comment is needed on the fraud in the audit report; and

· how else the fraud should be reported.

[bookmark: DisclosureofFraudinAccounts]13.1	Disclosure of Fraud in Financial Statements

The consequences of a suspected fraud need to be considered (e.g. fines, litigation costs, and contingencies).  If the level of uncertainty involved is fundamental, but otherwise the financial statements are fine, an emphasis of matter paragraph should be included in the audit report.  A qualification may be needed if the level of disclosure is inadequate, the treatment of the fraud is wrong or if there has been a limitation on the scope of the auditor’s investigations.

[bookmark: ReportingFraudtoManagementandthirdPartie]13.2	Reporting Fraud to Management and Third Parties

Fraud may have to be reported to regulators or third parties if in the public interest and in most cases to management (but it should be ensured whether consent to do so is required from the regulator to whom the report has been made).  

Ideally management should report frauds perpetrated by employees or third parties to the board and authorities.  If management is slow in reporting, a direct report by the auditor may be needed.  A direct report without informing management will be necessary if there are doubts about management integrity.  Legal advice should be obtained.

Further guidance on this area can be found in NSA 240 ‘The Auditor’s Responsibility Relating to Fraud in an Audit of Financial Statements’.

[bookmark: Reportingnoncompliancewithlawsandregulat]14	Reporting Non-Compliance with Law or Regulations

[bookmark: Disclosureofnoncomplianceintheaccounts]14.1	Disclosure of Non-Compliance in Financial Statements

A key part of assessment of compliance with law and regulations at the final stage of the audit is completion of the disclosure checklists. This is vital in providing assurance of compliance with relevant accounting / financial reporting standards.

Consideration should also be made of the impact of non-compliance with other law and regulations on the financial statements and audit reports, in particular:

· Whether treatment is correct and disclosures are adequate. If not, a qualified opinion may be required.

· Whether potential penalties are so great as to mean an emphasis of matter paragraph should be included in the audit report.  Assessment is also needed of whether all the information and explanations considered necessary have been received.

[bookmark: Reportingnoncompliancetomanagementandthi]14.2	Reporting Non-Compliance to Management and Third Parties

Any instances of material non-compliance with law and regulations found during the course of the audit should be reported to management (NSA 250, para 22).  If it is deemed intentional and criminal with associated proceeds then clearance may need to be obtained from local regulators (NSA 250, para A18-5).  Consideration should also be made of whether there is a statutory duty to report non-compliance to regulators (see below) or other authorities.

A cause for concern is if the auditor suspects or knows money laundering to have taken place.  Legislation usually prescribes imprisonment if the proceeds of any crime, noted during an audit, are not reported, or if the suspect or a third party is tipped off that an investigation is taking place.  This area is legally very complex; it may be wise to consult legal advisers before a report is made.

If there is no statutory obligation, consideration will be needed of whether a report should be made to third parties in the public interest or in the firm's own interest.  In most circumstances the firm should advise the client in writing of the need to report.  Generally the client should report non-compliance.  If the client is slow in reporting, a direct report may be necessary.  In certain instances (lack of confidence in management integrity) the directors should not be informed prior to a report being made.  Legal advice will be necessary.



[bookmark: Reportingtoregulatorsonregulatedaudits]15	Reporting to Regulators on Regulated Audits

If a potential breach of regulations has been identified during the audit, evidence should be obtained of its possible implications.  Assessment should be made of whether the breach falls within the jurisdiction of, and is of material significance to, the regulator.  The following need to be considered:

· the financial position of the regulated client;

· its compliance with the regulations governing the management of its business; and

· the status of the directors as fit and proper persons.
[bookmark: StatutoryDutytoReportBreachesofRegulat]
15.1	Statutory Duty to Report Breaches of Regulations

If evidence suggests there is a statutory duty to report the matter to a regulator, it should be reported promptly in a form that will facilitate action by the regulator.  If the initial report is made orally, it should be noted in writing at the time, and subsequent written confirmation sent to the regulator.  In addition, if the matter being reported casts doubt on the integrity or ability of the directors, the report should be made without delay and without informing the directors in advance.

[bookmark: otherreportstoregulators][bookmark: Otherreporttoregulators]15.2	Other Reports to Regulators

If there is no statutory duty to report but the matter may be considered relevant by the regulator, consideration should be given to reporting the matter.  The directors should be advised if reporting appears to be appropriate.

Ideally the directors should make the report.  However, if they do not do so within a reasonable period of time, the auditor should report directly.

[bookmark: Contentsofreports]15.3	Contents of Reports

Reports to regulators should be drafted so as to help the regulator decide on the appropriate course of action.  Often, this will be in the format of a standard report, and should contain:

· the name of the client;

· details of the statutory power under which the report is made;

· a description of the content of the report;

· a description of the matter giving rise to the report;

· a request for confirmation that the report has been received; and

· the name of the auditors, the date of the written report, and, if appropriate, details of the oral report (including to whom the report was made).

[bookmark: Disclosureofbreachesofregulationsinaccou]15.4	Disclosure of Breaches of Regulations in Financial Statements

In addition to assessing the accounting implications of specific matters requiring a report, an assessment should be made at the reporting stage of whether the overall results of the audit taken together indicate a breach that should be reported in the financial statements or mentioned in the auditor’s report.
[bookmark: appraisalsdebriefingandpointsforward][bookmark: Appraisaldebriefingandpointforward]
16	Appraisals, Debriefing and Points Forward

Appraisals are a vital part of the review process.  All audit staff including audit engagement partners should have periodic appraisals. This is a requirement of Nepal Standard on Quality Control 1 (NSQC 1, para A28).  For audit engagement partners, independent cold file reviews could fulfil this requirement.  On individual assignments everyone working on an assignment should have at least an informal appraisal session.  The following should be considered at every appraisal:

· how the individual performed;

· the problems encountered and what action needs to take place to resolve them;

· whether briefing was adequate;

· how unexpected problems were dealt with; and

· whether there are areas where the appraisee’s skills and experience could usefully be developed.

In addition, a debriefing meeting, discussing the success of the assignment and the points to be carried forward for next year should be held.  Ideally, it should include everyone who worked on the assignment.  In any event the whole audit team should note points forward during the course of the audit, and in particular to state their views on the following questions:

· Were all tests completed necessary?

· Was the level of staff used right?

· What technical problems arose?

· What problems arose with the client?

· Were client expectations fully met?

· Was the budget achieved?

· Was a recovery made on the job?

· Did the client get any added value from the audit?

· Would you have been happy if you were the client?

The debriefing meeting should be used to draw conclusions on these points.  The conclusions should form the basis of next year’s assignment plan.  Appropriate notes should be made of the ideal timing of next year’s assignment and the likely staffing and division of responsibilities.  Details such as these can be recorded on the pro-forma Points Forward at Appendix 3.2.

Comparisons of time records with budgets should be made in order to see if this year's budget was appropriate.
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