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TRANSACTIONS WITH RELATED PARTIES

NB: Tests covering directors’ remuneration, key management* compensation (KMC) and the identification of key management are noted on the R2 audit programme.

	Audit tests

	
	Extent

	Reference

	Initials / Date

	General
1. Obtain a schedule of transactions with directors and related parties (including key management*). (P)

	
	
	
K1
	

	2. Ensure the schedule of related parties included on the permanent file has been reviewed and updated and includes those identified in prior period audits, by previous auditors and those identified during this period’s audit. (C)

	
	
	
	

	3. Agree amounts shown on the lead schedule to the trial balance, sales ledger or purchase ledger if applicable. (E)

	
	
	K1
	

	4. Agree comparative figures and disclosures to the previous period’s statutory financial statements, if applicable. (V)

	
	
	K1
	

	5. Review transactions and balances with directors and other related parties for reasonableness and consistency. (C,E)

	
	
	K1
	

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

	
	
	Ac11,
Ac13,
Ac14
	

	7. Obtain confirmation that all transactions with directors and related parties are correctly disclosed via 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. (D, C, V, R &O)

	
	
	Aa4,
Aa5b,
Aa7
	

	8. Ensure that the conclusion is appropriate. (D)

	
	
	Annual file divider
	

	9. Review client procedures for identifying related parties and related party transactions. (C)

	
	
	
	

	Directors’ loans and transactions
10. Agree directors’ loan account balances to confirmation certificates. (C, V)

	
	
	
	

	
Audit tests (continued)

	
	Extent
	Reference
	Initials / Date

	11. Consider whether balances due from directors are recoverable. (V)

	
	
	
	

	12. Obtain details of all guarantees by client on behalf of directors and consider the maximum possible liability. (P, R&O)

	
	
	
	

	13. Confirm that all transactions have been properly authorised and comply with the company’s constitution. (R & O)

	
	
	
	

	14. Ensure appropriate provision has been made for any tax falling due on the directors’ overdrawn loan accounts. (C)

	
	
	
	

	15. Where interim dividends have been paid to clear an overdrawn directors’ loan account, ensure a creditor has not been created rendering the dividend partially invalid. (R&O)

	
	
	
	

	Related party transactions
16. Discuss with the management and directors whether material related party transactions have occurred. (C,P)

	
	
	
	

	17. Ensure that salaries paid to related parties (other than directors and key management) are identified. (P)

	
	
	
	

	18. From reviewing the audit file summarise the work that has been undertaken in the other section of the file which helps to confirm the completeness of related party transactions.  (P, C, V)

	
	
	
	

	19. Scrutinise the following for evidence of undisclosed related party transactions (this should include liaison with other departments within the audit firm):
· third party and counter party confirmations received during the audit;
· analytical procedures;
· invoices / correspondence with legal and other professional advisers;
· tax returns and correspondence with the appropriate taxation authority;
· statutory records;
· information supplied to regulators; 
· correspondence with the pension scheme; and
· shareholder and board minutes. (C, E, V)

	
	
	
	




	Audit tests (continued)

	
	Extent
	Reference
	Initials / Date

	20. Scrutinise the following for evidence of undisclosed related party transactions:
· investments in entities which have not been identified as being related parties (and are not listed investments);
· loans to entities which have not been identified as being related parties;
· guarantees provided, which are on behalf of entities or individuals which have not been identified as being related parties;
· the provision of services which are not part of the normal course of business, or are not on “commercial terms”. (C, E, V)

	
	
	
	

	21. If tests 19 – 20 identify undisclosed related party transactions, undertake additional procedures as necessary to reduce the risk that there may be further undisclosed related party transactions to an acceptable level. (P)

	
	
	
	

	22. If significant transactions are identified which are outside the entity’s normal course of business:
· inspect the underlying contracts or agreements;
· obtain audit evidence that the transaction has been appropriately authorised and approved. (R&O, C, V, O)

	
	
	
	

	23. If management has made an assertion in the financial statements which indicates that a related party transaction was conducted on an “arm’s length basis”, obtain evidence to confirm that this assertion is correct. (R&O, C, V, P)

	
	
	
	

	24. Where related party transactions are not an “arm’s length” basis, consider whether any transfer pricing issues arise and ensure that adequate consideration is given in the J section of the file.

	
	
	
	

	25. Where related party transactions have been aggregated for disclosure purposes, consider the appropriateness of the aggregation and whether any transaction included in the aggregation should be disclosed separately.

	
	
	
	

	26. List and perform any additional tests considered necessary:



	
	
	
	



* Key management:- Those persons having authority or responsibility for planning, directing or controlling the activities of the entity, directly or indirectly, including any director of that entity.

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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