Appendix 1.1
PAF A2-1
SPECIMEN LETTER OF ENGAGEMENT - AUDIT APPENDIX (IFRS)

(This Appendix should be adapted to suit the particular circumstances, and should always be used in conjunction with the Covering Letter / Terms of Business set out at Proforma Documents / Appendix 1.1 / Appendix 1.2.  These may, if desired be incorporated into a letter as a single document.  If management differ from those charged with governance, consideration should be given to also sending a copy of this Appendix to management, so that they are aware of the terms of the audit engagement.)

Note that tailoring is required in the introduction and paragraphs 1.1, 1.3, 1.8, 1.9, 2.1, 2.2, 3.12, 3.13, 4.1 and 5.1 (as highlighted)



LIMITED COMPANY – AUDIT OF FINANCIAL STATEMENTS

The purpose of this Appendix is to set out the basis on which we are to act as your auditors and the respective areas of responsibility of you and ourselves.  We will communicate with [Insert Name] in relation to your affairs having agreed with you that [s]he will represent you.

1	YOUR RESPONSIBILITIES AS DIRECTORS

1.1 As directors of the above company, you are responsible for preparing financial statements which give a true and fair view and have been prepared in accordance with [insert legislation].  As directors you must not approve the financial statements unless you are satisfied that they give a true and fair view of the assets, liabilities, financial position and profit or loss of the company.

1.2 In preparing the financial statements, you are required to:

· Select suitable accounting policies and then apply them consistently;
· Make judgments and estimates that are reasonable and prudent; and
· Prepare the financial statements on the going concern basis unless it is inappropriate to presume the company will continue in business.

1.3 You are responsible for keeping proper accounting records that set out with reasonable accuracy at any time the company’s financial position, and for ensuring that the financial statements comply with International Financial Reporting Standards (IFRSs) and with [insert legislation] and give a true and fair view.

1.4 You are also responsible for such internal control as you determine is necessary to enable the preparation of financial statements that are free from material misstatement whether due to fraud or error.

1.5 You are responsible for ensuring that the assets of the company are safeguarded, and for establishing arrangements designed to deter fraudulent or other dishonest or irregular conduct, and detect any that occurs.

1.6 You are responsible for ensuring that the company complies with law and regulations applicable to its activities, and for establishing arrangements designed to prevent any non-compliance with law and regulations and to detect any that occur.

1.7 You have undertaken to make available to us, as and when required, all the company's accounting records and related financial information, including minutes of management and shareholders' meetings, which we need to do our work.  You have also undertaken to provide us with unrestricted access to any persons from whom we deem it necessary to obtain audit evidence.  Each director is required to take all steps that they ought to take as directors to make themselves aware of any relevant audit information and to establish that we are aware of that information.

1.8 [Where audited financial information is published which includes a report by us or is otherwise connected to us, on the company’s website or by other electronic means, it is your responsibility to advise us of any electronic publication and get our consent before it occurs and to ensure that any such publication properly presents the financial information and auditor’s report.  We reserve the right to withhold consent to the electronic publication of our report or the financial statements if they are to be published in an inappropriate manner.]

1.9 [It is your responsibility to ensure there are controls in place to prevent or detect quickly any changes to electronically published information.  We are not required to review such controls nor to carry out ongoing review of the information after it is first published.  The maintenance and integrity of electronically published information is your responsibility and we accept no responsibility for changes made to audited information after it is first posted.]

2	OUR RESPONSIBILITIES AS STATUTORY AUDITORS

2.1	We have a statutory responsibility to report to the company’s members as a body whether in our opinion the financial statements:

· give a true and fair view of the state of the company’s affairs as at the end of the accounting period and of the company’s profit / loss and cash flows for the year then ended; 
· have been properly prepared in accordance with IFRSs[;  and
· have been prepared in accordance with [insert legislation].]

2.2	[Insert additional opinions required to be provided by legislation.]

2.3	We have a professional responsibility to report if the financial statements do not significantly comply with applicable accounting standards, unless in our opinion the non-compliance is justified in the circumstances.  In determining whether or not the departure is justified we consider:

(a) whether the departure is required in order for the financial statements to give a true and fair view; and

(b) whether adequate disclosure has been made concerning the departure.

2.4	Our professional responsibilities also include:

(a) including in our report a description of the directors' responsibilities for the financial statements where the financial statements or accompanying information do not include a description; and

(b) considering whether other information in documents containing audited financial statements is consistent with those financial statements.

2.5	As noted above, our report will be made solely to the company’s members, as a body,.  Our audit work will be undertaken so that we might state to the company’s members those matters we are required to state to them in an auditor’s report.  We do not, in giving these opinions, accept or assume responsibility for any other purpose or to any other person to whom this report is shown or into whose hands it may come save where expressly agreed by our prior consent in writing.  The audit of the financial statements does not relieve you of your responsibilities.

3	SCOPE OF OUR AUDIT

3.1 Our audit will be conducted in accordance with the International Standards on Auditing issued by the International Auditing and Assurance Standards Board.  Those standards require that we comply with the ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatements. An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.  The procedures selected depend on the auditor’s judgment, including the assessment of risks of material misstatement of the financial statements, whether due to fraud or error.  An audit also includes assessing whether the accounting principles used and significant estimates made by management are appropriate, have been consistently applied and adequately disclosed, as well as evaluating the overall financial statements presentation and whether adequate disclosure of the applicable financial reporting framework has been made. We will also evaluate whether the information presented in the financial statements is relevant, reliable, comparable and understandable as well as providing adequate disclosures and appropriate terminology. 

3.2 Because of the test nature and other inherent limitations of an audit, together with the 	inherent limitations of any accounting and internal control system, there is an 	unavoidable risk that even some material misstatements may remain undiscovered.

3.3  	We will review any other information to be presented with the financial statements to identify material misstatements or inconsistencies with the audited financial statements or based on our understanding of the company. If any such material misstatements or inconsistencies remain unchanged we will need to consider amending our report.

3.4	We shall obtain an understanding of the accounting and internal control systems in order to assess their adequacy as a basis for the preparation of the financial statements and to establish whether adequate accounting records have been maintained by the company.  We shall expect to obtain such appropriate evidence as we consider sufficient to enable us to draw reasonable conclusions there from.

3.5	The nature and extent of our procedures will vary according to our assessment of the company's accounting system, and where we wish to place reliance on it, the internal control system.  They may cover any aspect of the business's operations that we consider appropriate.  Our audit is not designed to identify all significant weaknesses in the company's systems but if we detect significant weaknesses we will report them to you.  

3.6	In addition to our report on the financial statements, we expect to provide you with a separate letter concerning any significant deficiencies in accounting and internal control systems which come to our notice including the appropriateness of the accounting policies and estimation techniques and disclosures. Any such report may not be provided to third parties without our prior written consent. Such consent will be granted only on the basis that such reports are not prepared with the interests of anyone other than the company in mind, and that we accept no duty or responsibility to any other party as concerns the reports.

3.7	As part of our normal audit procedures, we will request you to provide written confirmation of certain oral representations, which we have received from you during the course of the audit.  In particular, where we bring misstatements in the financial statements to your attention, we shall require representations on the reasons why they are not adjusted.  In connection with representations and the supply of information to us generally, it is an offence for anyone to recklessly or knowingly supply information to the auditors that is false or misleading and to fail to promptly provide information requested.

3.8	In order to assist us with the examination of your financial statements, we ask to see all documents or statements, including the chairman's statement, operating and financial review and the directors' report, which are due to be issued with the financial statements.  We are also entitled to receive details of all written resolutions that are to be circulated to members, attend all general meetings of the company and to receive notice of all such meetings.

3.9	You are responsible for safeguarding the company’s assets and for the prevention and detection of fraud, error and any non-compliance with law or regulations.  We will plan our audit so that we can reasonably expect to detect significant misstatements in the financial statements or accounting records (including those resulting from fraud, error or non-compliance with law or regulations).  Our examination should not though be relied upon to disclose all significant misstatements or frauds, errors or instances of non-compliance with law and regulations that may exist.

3.10 We shall not be treated as having notice, for the purposes of our audit responsibilities, of information provided to members of our firm (principals and staff) other than those engaged on the audit (for example, information provided in connection with accounting, taxation and other services).

3.11 Once we have issued our report we have no further direct responsibility in relation to the financial statements for that financial period.  However, we expect you to inform us of any material event occurring between the date of our report and that of the Annual General Meeting / distribution of the financial statements to members, which may affect the financial statements.

3.12 To ensure that there is effective two-way communication between us and to comply with the requirements of International Standards on Auditing we will:

· Contact you prior to the audit to discuss any relevant matters, the planned scope and timing of the audit and to agree any required action; and
· Contact you after the audit to discuss any matters arising from the audit and to confirm any agreed action.

We will of course contact you more frequently and regularly about audit matters during the course of the audit.

3.13	[We appreciate that the present size of your business makes it uneconomic to create a system of internal control based on the segregation of duties for different functions within each area of the business.  In the running of your company we understand that the director(s) are closely involved with the control of the company’s transactions.  In planning and performing our audit work we shall take account of this supervision.]

3.14	[The audited financial statements of the company are included in the consolidated financial statements of [name of parent company], a company incorporated in [name jurisdiction].  We are required by auditing standards to cooperate with the parent company auditors and to provide them with certain information concerning our audit of this company for the purpose of their audit work on the consolidated financial statements.  You agree that we may correspond with the parent company auditors and to respond to their reasonable requests for information (which may include granting them access to our working papers) concerning their audit of the consolidated financial statements without further authority from you.]

4 DISENGAGEMENT PROCEDURES

4.1 [Insert details of any reporting requirements required by law on the cessation of the audit appointment.]

4.2 In the event that we cease to act as Statutory Auditors for the company, we are obliged to make available, if requested, certain information concerning the audit of the company to our successors as Statutory Auditors.  You agree to cover any reasonable costs of making such information available that we may incur in fulfilling our duty.

5	AGREEMENT OF TERMS

5.1	[Our engagement as Statutory Auditors will start with the company’s accounting period ending on [Insert Date].  We will not be responsible for accounting periods prior to this.]
Or	[Our engagement as Statutory Auditors will start with the company’s accounting period ending on [Insert Date].  [The company’s financial statements for the preceding accounting period were not audited][This is the company’s first financial statements since the company was incorporated] and therefore this is a new audit engagement.]
Or 	[This is a continuing audit engagement, and this letter replaces our previous letter of engagement dated [Insert Date].]

SPECIMEN LETTER OF ENGAGEMENT APPENDIX – PREPARATION OF COMPANY FINANCIAL STATEMENTS FOR AUDIT CLIENTS

Note that tailoring is required in paragraph 1.3

If accounting services are being provided, ensure Appendix 1.5 has been completed



LIMITED COMPANY – PREPARATION OF FINANCIAL STATEMENTS WHEN AN AUDIT IS BEING PERFORMED

1 YOUR RESPONSIBILITIES AS DIRECTORS

1.1	You have undertaken to make available to us, as and when required, all the accounting records and related financial information, including minutes of management meetings, which we need to do our work.  You will provide us with all information and explanations relevant to the purpose and compilation of the accounting records, and you will disclose to us all relevant information in full.

1.2	You are responsible for ensuring that, to the best of your knowledge and belief, financial information, whether used by the company or for the accounting records, is accurate and complete.  You are also responsible for ensuring that the activities of the company are conducted honestly, and for safeguarding the assets of the business and for taking reasonable steps to prevent and detect fraud and other irregularities.

1.3 	You have agreed that your staff will:

(a)	keep the records of receipts and payments;
(b)	reconcile bank balances monthly with the bank statements;
(c)	post and balance the purchase and sales ledgers;
(d)	extract a detailed list of ledger balances; and
(e)	[prepare details of the annual inventory count, suitably priced and extended in a form which will enable us to verify the prices readily by reference to supplier invoices][provide us with a copy of the valuation produced by your independent inventory counters]; and
 (f) 	prepare details of work-in-progress at the accounting date and make available to us the documents and other information from which this information is compiled.

2 OUR RESPONSIBILITIES AS ACCOUNTANTS

2.1	It is agreed that we will carry out the following accounting services:

(a)	write up the accounting records of the company insofar as they are incomplete when presented to us;
(b)	complete the postings to the nominal ledger; and
(c) 	prepare the statutory financial statements for approval by yourselves.
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