Exposure Drafts On  Nigerian Standards On Auditing (Nsas 20-25) -Request For Comments 
PREAMBLE

As a member body of International Federation of Accountants (IFAC), the Institute has adopted additional six (6) of the recently revised International Standards on Auditing (ISAs) after reviewing them in line with the relevant laws and regulations in Nigeria.

In view of the above, the second batch of the newly adopted Standards on Auditing namely NSAs 20-25 are being exposed for comments and contributions from all the stakeholders.

As a member/stakeholder, we hereby request you to kindly go through the standards and forward your comments/contributions to this e-mail address: ppmc@ican.org.ng OR hard copy to the Institute’s Office in Victoria Island, Lagos on or before March 31, 2011 thus:

The Registrar/Chief Executive,

The Institute of Chartered Accountants of Nigeria

P.O. Box 1580, Marina,

Lagos

Please write the words: “Re: Exposure Drafts on NSAs 20-25” on the left hand side of the envelope.

For further enquiries, members/stakeholders can call any of the following numbers: 01-2130523, 0806 784 5669 
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PREFACE

Established by the Act of Parliament No. 15 of 1965, The Institute of Chartered Accountants of Nigeria (ICAN) is statutorily empowered to set standards and regulate the practice of Accountancy in Nigeria.
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EXPLANATORY FOREWORD

NIGERIAN STANDARDS ON AUDITING 

Nigerian Standards on Auditing (NSAs) are to be applied and adopted, as necessary, in the audit of financial statements and other related services.

NSAs contain basic principles and essential procedures identified in numeric.  These are followed by application and other material in alphanumeric. The basic principles and essential procedures are to be interpreted in the context of the explanatory and other material that provide guidance for their application.

In order to understand and apply the basic principles and essential procedures, it is necessary to consider the whole text of the NSA including application and other explanatory material contained in the NSA.  The glossary of terms in NSA 1 applies to all NSAs except when otherwise stated.  This NSA complies with the relevant International Standard on Auditing (ISA). 

In exceptional circumstances, an auditor may deem it necessary to depart from an NSA in order to effectively achieve the objective of an audit.  When such a situation arises, the auditor shall justify and document the departure.

The scope of an NSA is made clear in the introductory paragraphs of that NSA.

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF NIGERIA.

STATEMENT OF POLICY

1.
The Institute of Chartered Accountants of Nigeria (ICAN) as a member of the International Federation of Accountants (IFAC) is committed to the Federation’s broad mission of the worldwide development and enhancement of an accountancy profession with harmonized standards, able to provide “services of consistently high quality in the public interest.”  In working towards this mission, the Council of ICAN has established the Nigerian Auditing Standards Committee (NASC) to develop and issue, on its behalf, standards and statements on auditing and related services.  NASC believes that the issue of such standards and statements will help to improve the degree of uniformity of auditing practices and related services.

2.
As a condition of its membership, the Institute of Chartered Accountants of Nigeria is obliged to support the work of IFAC by informing its members of pronouncements developed by the global body.  Using its best endeavours, ICAN is required to work towards implementation, when and to the extent possible under local circumstances, of those pronouncements and specifically to incorporate the principles on which IFAC’s International Standards on Auditing (ISAs) are based. 

3.
The Institute of Chartered Accountants of Nigeria has determined to adopt the International Standards on Auditing (ISAs) as the basis for issuing Nigerian Standards on Auditing (NSAs) as approved standards on auditing and related services in Nigeria. The Council of ICAN will prepare an explanatory foreword on the status on each approved NSA that is adopted.

4.
In the event that an IAASC-issued ISA contains guidelines which are significantly different from Nigerian law or practice, the explanatory foreword to an approved/adopted NSA will provide guidance on such differences.

5.
Where the Council deems it necessary, additional standards may be developed on matters of relevance in Nigeria not covered by subsisting ISAs.

6.
Members of the Institute of Chartered Accountants of Nigeria are expected to comply with standards on auditing and related services issued by the Institute. Failure to do so may result in an investigation into the member’s conduct by the Institute’s Investigating Panel and, if need be, the Accountants’ Disciplinary Tribunal.

7.
It is impracticable to establish standards on auditing and related services which universally apply to all situations and circumstances an auditor may encounter. Therefore, auditors should consider the adopted standards as the basic principles which they should follow in performing their work.  The precise procedures required to apply these standards are left to the professional judgement of the individual auditor and will depend on the circumstances of each case.
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Introduction

Scope of this NSA

1. 
This Nigerian Standard on Auditing (NSA) deals with the auditor’s responsibilities relating to accounting estimates, including fair value accounting estimates, and related disclosures in an audit of financial statements. Specifically, it expands on how NSA 10 and NSA 12 and other relevant NSAs are to be applied in relation to accounting estimates.    It also includes requirements and guidance on misstatements of individual accounting estimates and indicators of possible management bias.

          Compliance with International Standard on Auditing (ISA)      

 2.
The requirements of this Standard comply substantially with ISA

540: Auditing Accounting Estimates, Including Fair Value Accounting Estimates, And Related Disclosures.           

Effective Date

3. 
This NSA is effective for audits of financial statements for periods 
beginning on or after April 1, 2011.

    
Nature of Accounting Estimates

4.
Some financial statement items cannot be measured precisely, but can only be estimated. For purposes of this NSA, such financial statement items are referred to as accounting estimates. The nature and reliability of information available to management to support the making of an accounting estimate varies widely, which thereby affects the degree of estimation uncertainty associated with accounting estimates. The degree of estimation uncertainty affects, in turn, the risks of material misstatement of accounting estimates, including their susceptibility to unintentional or intentional management bias (Ref: Para. A1-A11).

5. 
The measurement objective of accounting estimates can vary depending on the applicable financial reporting framework and the financial item being reported. The measurement objective for some accounting estimates is to forecast the outcome of one or more transactions, events or conditions giving rise to the need for the accounting estimate. For other accounting estimates, including many fair value accounting estimates, the measurement objective is different, and is expressed in terms of the value 
of a current transaction or financial statement item based on conditions prevalent at the measurement date, such as estimated market price for a particular type of asset or liability. For example, the applicable financial reporting framework may require fair value measurement based on an assumed hypothetical current transaction between knowledgeable, willing parties (sometimes referred to as “marketplace participants” or equivalent) in an arm’s length transaction, rather than the settlement of a transaction at some past or future date.
6.
A difference between the outcome of an accounting estimate and the amount originally recognized or disclosed in the financial statements does 
not necessarily represent a misstatement of the financial statements. This is particularly the case for fair value accounting estimates, as any 
observed outcome is invariably affected by events or conditions subsequent to the date at which the measurement is estimated for purposes of the financial statements.

    
Objective

7. 
The objective of the auditor is to obtain sufficient appropriate audit 
evidence about whether:


(a) 
accounting estimates, including fair value accounting estimates, in 
the financial statements, whether recognized or disclosed, are 
reasonable; and


(b) 
related disclosures in the financial statements are adequate,
in the 
context of the applicable financial reporting framework.

     
Definitions

8. 
For purposes of the NSAs, the following terms have the meanings 
attributed below:

(a) 
Accounting estimate – An approximation of a monetary amount in the absence of a precise means of measurement. This term is used for an amount measured at fair value where there is estimation uncertainty, as well as for other amounts that require estimation. Where this NSA addresses only accounting estimates involving measurement at fair value, the term “fair value accounting estimates” is used.


(b)
Auditor’s point estimate or auditor’s range – The amount, or range 
of amounts, respectively, derived from audit evidence for use in
evaluating management’s point estimate.


(c) 
Estimation uncertainty – The susceptibility of an accounting 
estimate and related disclosures to an inherent lack of precision in 
its measurement.


(d) 
Management bias – A lack of neutrality by management in the
preparation of information.


(e)
Management’s point estimate – The amount selected by
management for recognition or disclosure in the financial 
statements as an accounting estimate.


 (f) 
Outcome of an accounting estimate – The actual monetary amount



which results from the resolution of the underlying transaction(s),
event(s) or condition(s) addressed by the accounting estimate.

     
Requirements

     
Risk Assessment Procedures and Related Activities

9. 
When performing risk assessment procedures and related activities to 
obtain an understanding of the entity and its environment, including the 
entity’s internal control, as required by NSA 10, the auditor shall obtain 
an understanding of the following in order to provide a basis for the 
identification and assessment of the risks of material misstatement for 
accounting estimates (Ref: Para. A12):


(a) 
The requirements of the applicable financial reporting framework
relevant to accounting estimates, including related disclosures
(Ref: Para. A13-A15).


(b) 
How management identifies those transactions, events and
conditions that may give rise to the need for accounting estimates
to be recognized or disclosed in the financial statements. In 
obtaining this understanding, the auditor shall make inquiries of 
management about changes in circumstances that may give rise to 
new, or the need to revise existing, accounting estimates (Ref:
Para. A16-A21).

(c) 
How management makes the accounting estimates, and an understanding of the data on which they are based, including (Ref:
Para. A22-A23).


(i) 
The method, including where applicable the model, used in
making the accounting estimate (Ref: Para. A24-A26);


(ii) 
Relevant controls (Ref: Para. A27-A28)


(iii) 
Whether management has used an expert (Ref: Para. A29-
A30);

(iv) 
The assumptions underlying the accounting estimates (Ref:



Para. A31-A36);

(v) Whether there has been or ought to have been a change from the prior period in the methods for making the accounting estimates, and if so, why (Ref: Para. A37); and


(vi) 
Whether and, if so, how management has assessed the 
effect of estimation uncertainty (Ref: Para. A38).

AUDITING

10. 
The auditor shall review the outcome of accounting estimates included in the prior period financial statements, or, where applicable, their subsequent re-estimation for the purpose of the current period. The nature and extent of the auditor’s review takes account of the nature of the accounting estimates, and whether the information obtained from the review would be relevant to identifying and assessing risks of material misstatement of accounting estimates made in the current period financial statements. However, the review is not intended to call into question the 
judgments made in the prior periods that were based on information 
available at the time (Ref: Para. A39-A44).

     
Identifying and Assessing the Risks of Material Misstatement

11. 
In identifying and assessing the risks of material misstatement, as 
required by NSA 10, the auditor shall evaluate the degree of estimation 
uncertainty associated with an accounting estimate (Ref: Para. A45-A46).

12. 
The auditor shall determine whether, in the auditor’s judgment, any of 
those accounting estimates that have been identified as having high 
estimation uncertainty give rise to significant risks (Ref: Para. A47-A51).

    
Responses to the Assessed Risks of Material Misstatement

13. 
Based on the assessed risks of material misstatement, the auditor shall
determine (Ref: Para. A52):


(a) 
Whether management has appropriately applied the requirements 
of the applicable financial reporting framework relevant to the
accounting estimate (Ref: Para. A53-A56); and


(b) 
Whether the methods for making the accounting estimates are
appropriate and have been applied consistently, and whether
changes, if any, in accounting estimates or in the method for 
making them from the prior period are appropriate in the

            
circumstances (Ref: Para. A57-A58).

14.
In responding to the assessed risks of material misstatement, as required 
by NSA 12, the auditor shall undertake one or more of the following, 
taking account of the nature of the accounting estimate (Ref: Para. A59-
A61):


(a) 
Determine whether events occurring up to the date of the auditor’s
report provide audit evidence regarding the accounting estimate
(Ref: Para. A62-A67)

(b) 
Test how management made the accounting estimate and the data on which it is based. In doing so, the auditor shall evaluate whether (Ref: Para. A68-A70):


(i) 
The method of measurement used is appropriate in the
circumstances (Ref: Para. A71-A76); and


(ii) 
The assumptions used by management are reasonable in
light of the measurement objectives of the applicable
financial reporting framework (Ref: Para. A77-A83).

(c) 
Test the operating effectiveness of the controls over how 
management made the accounting estimate, together with 
appropriate substantive procedures (Ref: Para. A84-A86).

(d) 
Develop a point estimate or a range to evaluate management’s
point estimate. For this purpose (Ref: Para. A87-A91):

(i) 
If the auditor uses assumptions or methods that differ from management’s, the auditor shall obtain an understanding of management’s assumptions or methods sufficient to establish that the auditor’s point estimate or range takes into account relevant variables and to evaluate any significant differences from management’s point estimate (Ref: Para.A92).

(ii)
If the auditor concludes that it is appropriate to use a range,
 the auditor shall narrow the range, based on audit evidence available, until all outcomes within the range are considered reasonable (Ref: Para. A93-A95).

15. 
In determining the matters identified in paragraph 13 or in responding to the assessed risks of material misstatement in accordance with paragraph 14, the auditor shall consider whether specialized skills or knowledge in relation to one or more aspects of the accounting estimates are required in order to obtain sufficient appropriate audit evidence   (Ref: Para. A96-A101).

           Further Substantive Procedures to Respond to Significant Risks

      
Estimation Uncertainty

16.
For accounting estimates that give rise to significant risks, in addition to 
other substantive procedures performed to meet the requirements of NSA 
12, the auditor shall evaluate the following (Ref: Para. A102):


(a)
How management has considered alternative assumptions or 
outcomes, and why it has rejected them, or how management has
otherwise addressed estimation uncertainty in making the 
accounting estimate (Ref: Para. A103-A106).


(b) 
Whether the significant assumptions used by management are
reasonable (Ref: Para. A107-A109).

(c) 
Where relevant to the reasonableness of the significant assumptions used by management or the appropriate application of the applicable financial reporting framework, management’s intent 
to carry out specific courses of action and its ability to do so (Ref:
Para. A110).

17. 
If, in the auditor’s judgment, management has not adequately addressed the effects of estimation uncertainty on the accounting estimates that give rise to significant risks, the auditor shall, if considered necessary, develop a range with which to evaluate the reasonableness of the accounting estimate (Ref: Para. A111-A112).

    
Recognition and Measurement Criteria

18. 
For accounting estimates that give rise to significant risks, the auditor shall obtain sufficient appropriate audit evidence about whether:


(a) 
management’s decision to recognize, or not to recognize, the
accounting estimates in the financial statements (Ref: Para.
A113-

                   A114); and


(b) 
the selected measurement basis for the accounting estimates (Ref: 
Para. A115), are in accordance with the requirements of the 
applicable financial reporting framework.

   
Evaluating the Reasonableness of the Accounting Estimates, and

     
Determining Misstatements

19. 
The auditor shall evaluate, based on the audit evidence, whether the 
accounting estimates in the financial statements are either reasonable in 
the context of the applicable financial reporting framework or are 
misstated (Ref: Para. A116-A119).

     
Disclosures Related to Accounting Estimates

20. 
The auditor shall obtain sufficient appropriate audit evidence about 
whether the disclosures in the financial statements related to accounting 
estimates are in accordance with the requirements of the applicable 
financial reporting framework (Ref: Para. A120-A121).

21. 
For accounting estimates that give rise to significant risks, the auditor shall also evaluate the adequacy of the disclosure of their estimation uncertainty in the financial statements in the context of the applicable financial reporting framework (Ref: Para. A122-A123).

Indicators of Possible Management Bias

22. 
The auditor shall review the judgments and decisions made by 
management in the making of accounting estimates to identify whether 
there are indicators of possible management bias. Indicators of possible 
management bias do not themselves constitute misstatements for the 
purposes of drawing conclusions on the reasonableness of individual 
accounting estimates (Ref: Para. A124-A125).

    
Written Representations

23. 
The auditor shall obtain written representations from management and, 
where appropriate, those charged with governance whether they believe 
significant assumptions used in making accounting estimates are 
reasonable (Ref: Para.A126-A127).

    
Documentation

24. 
The auditor shall include in the audit documentation:


(a) 
The basis for the auditor’s conclusions about the reasonableness of

accounting estimates and their disclosure that give rise to significant risks; and

          (b)     Indicators of possible management bias, if any (Ref: Para. A128). 

   
Application and Other Explanatory Material

     
Nature of Accounting Estimates (Ref: Para. 4)

A1. 
Due to the uncertainties inherent in business activities, some financial statement items can only be estimated. Further, the specific characteristics of an asset, liability or component of equity, or the basis of or method of measurement prescribed by the financial reporting framework, may give rise to the need to estimate a financial statement item. Some financial reporting frameworks prescribe specific methods of measurement and the disclosures that are required to be made in the financial statements, while other financial reporting frameworks are less specific. The Appendix to this NSA discusses fair value measurements and disclosures under different financial reporting frameworks.

A2. 
Some accounting estimates involve relatively low estimation uncertainty 
and may give rise to lower risks of material misstatements, for example:

AUDITING


• 
Accounting estimates arising in entities that engage in business
activities that are not complex.


•
Accounting estimates that are frequently made and updated 
because they relate to routine transactions.


• 
Accounting estimates derived from data that is readily available, 
such as published interest rate data or exchange-traded prices of 
securities.  Such data may be referred to as “observable” in the 
context of a fair value accounting estimate.

• 
Fair value accounting estimates where the method of measurement prescribed by the applicable financial reporting framework is simple and applied easily to the asset or liability requiring measurement at fair value.


•
Fair value accounting estimates where the model used to measure 
the accounting estimate is well-known or generally accepted, 
provided that the assumptions or inputs to the model are
observable.

A3. 
For some accounting estimates, however, there may be relatively high 
estimation uncertainty, particularly where they are based on significant 
assumptions, for example:


• 
Accounting estimates relating to the outcome of litigation.

• 
Fair value accounting estimates for derivative financial instruments
not publicly traded.

• 
Fair value accounting estimates for which a highly specialized entity 
developed model is used or for which there are assumptions or inputs that cannot be observed in the marketplace.

A4. 
The degree of estimation uncertainty varies based on the nature of the
accounting estimate, the extent to which there is a generally accepted 
method or model used to make the accounting estimate, and the 
subjectivity of the assumptions used to make the accounting estimate. In 
some cases, estimation uncertainty associated with an accounting 
estimate may be so great that the recognition criteria in the applicable 
financial reporting framework are not met and the accounting estimate 
cannot be made.

A5.
Not all financial statement items requiring measurement at fair value, involve estimation uncertainty. For example, this may be the case for some financial statement items where there is an active and open market that provides readily available and reliable information on the prices at which actual exchanges occur, in which case the existence of published price quotations ordinarily is the best audit evidence of fair value. However, estimation uncertainty may exist even when the valuation method and data are well defined. For example, valuation of securities quoted on an active and open market at the listed market price may require adjustment if the holding is significant in relation to the market or is 
subject to restrictions in marketability. In addition, general economic circumstances prevailing at the time, for example, illiquidity in a particular market, may impact estimation uncertainty.

A6. 
Additional examples of situations where accounting estimates, other than 
fair value accounting estimates, may be required include:


•
 Allowance for doubtful accounts.


•
 Inventory obsolescence.


•
 Warranty obligations.


•
 Depreciation method or asset useful life.


•
 Provision against the carrying amount of an investment where 


 there is uncertainty regarding its recoverability.


•
 Outcome of long term contracts.


•
 Costs arising from litigation settlements and judgments.

A7. 
Additional examples of situations where fair value accounting estimates 
may be required include:


•
Complex financial instruments, which are not traded in an active 


and open market.


•
Share-based payments.


•
Property or equipment held for disposal.


•
Certain assets or liabilities acquired in a business combination,



including goodwill and intangible assets.

• 
Transactions involving the exchange of assets or liabilities between independent parties without monetary consideration, for example, a non-monetary exchange of plant facilities in different lines of business.

A8.
Estimation involves judgments based on information available when the
financial statements are prepared. For many accounting estimates, these 
include making assumptions about matters that are uncertain at the time 
of estimation. The auditor is not responsible for predicting future 
conditions, transactions or events that, if known at the time of the audit, 
might have significantly affected management’s actions or the 
assumptions used by management. 
         Management Bias

A9. 
Financial reporting frameworks often call for neutrality, that is, freedom from bias. Accounting estimates are imprecise, however, and can be influenced by management judgment. Such judgment may involve unintentional or intentional management bias (for example, as a result of motivation to achieve a desired result). The susceptibility of an accounting 
estimate to management bias increases with the subjectivity involved in making it. Unintentional management bias and the potential for intentional management bias are inherent in subjective decisions that are often required in making an accounting estimate. For continuing audits, 
indicators of possible management bias identified during the audit of the preceding periods influence the planning and risk identification and assessment activities of the auditor in the current period.

A10. 
Management bias can be difficult to detect at an account level. It may only 
be identified when considered in the aggregate of groups of accounting 
estimates or all accounting estimates, or when observed over a number of 
accounting periods. Although some form of management bias is inherent in subjective decisions, in making such judgments there may be no intention by management to mislead the users of financial statements. 
Where, however, there is intention to mislead, management bias is fraudulent in nature.

   
Considerations Specific to Public Sector Entities

A11. 
Public sector entities may have significant holdings of specialized assets for which there are no readily available and reliable sources of information 
for purposes of measurement at fair value or other current value bases, or a combination of both. Often specialized assets held do not generate cash 
flows and do not have an active market. Measurement at fair value therefore ordinarily requires estimation and may be complex, and in some rare cases may not be possible at all.

        Risk Assessment Procedures and Related Activities (Ref: Para. 9)

A12. 
The risk assessment procedures and related activities required by 
paragraph 9 of this NSA assist the auditor in developing an 
expectation of the nature and type of accounting estimates that an entity may have. The auditor’s primary consideration is whether the understanding that has been obtained is sufficient to identify and assess the risks of material misstatement in relation to accounting estimates, and to plan the nature, timing and extent of further audit procedures. 

Obtaining an Understanding of the Requirements of the Applicable Financial Reporting Framework {Ref: Para. 9(a)}
A13. 
Obtaining an understanding of the requirements of the applicable financial reporting framework assists the auditor in determining whether it, for 
example:


• 
Prescribes certain conditions for the recognition, or methods for
the measurement, of accounting estimates.

• 
Specifies certain conditions that permit or require measurement at a fair value, for example, by referring to management’s intentions to carry out certain courses of action with respect to an asset or liability.


•
Specifies required or permitted disclosures.


Obtaining this understanding also provides the auditor with a basis for
discussion with management about how management has applied those
requirements relevant to the accounting estimate, and the auditor’s
determination of whether they have been applied appropriately.

A14. 
Financial reporting frameworks may provide guidance for management on determining point estimates where alternatives exist. Some financial reporting frameworks, for example, require that the point estimate selected be the alternative that reflects management’s judgment of the most likely outcome. Others may require, for example, use of a discounted probability-weighted expected value. In some cases, management may be able to make a point estimate directly. In other cases, management may be able to make a reliable point estimate only after considering alternative assumptions or outcomes from which it is able to determine a point estimate.

A15.
Financial reporting frameworks may require the disclosure of information concerning the significant assumptions to which the accounting estimate is particularly sensitive. Furthermore, where there is a high degree of estimation uncertainty, some financial reporting frameworks do not permit an accounting estimate to be recognized in the financial statements, but certain disclosures may be required in the notes to the financial statements.

     
Obtaining an Understanding of How Management Identifies the Need for

          Accounting Estimates {Ref: Para. 9(b)}
A16. 
The preparation of the financial statements requires management to 
determine whether a transaction, event or condition gives rise to the need to make an accounting estimate, and that all necessary accounting estimates have been recognized, measured and disclosed in the financial statements in accordance with the applicable financial reporting framework.

A17. 
Management’s identification of transactions, events and conditions that 
give rise to the need for accounting estimates is likely to be based on:


• 
Management’s knowledge of the entity’s business and the industry 
in which it operates.


•
Management’s knowledge of the implementation of business 
strategies in the current period. 

AUDITING


•
Where applicable, management’s cumulative experience of 
preparing the entity’s financial statements in prior periods. 

 
In such cases, the auditor may obtain an understanding of how management identifies the need for accounting estimates primarily through inquiry of management. In other cases, where management’s process is more structured, for example, when management has a formal risk management function, the auditor
may perform risk assessment procedures directed at the methods and practices followed by management for periodically reviewing 
the circumstances that give rise to the accounting estimates and re-estimating the accounting estimates as necessary. The completeness of accounting estimates is often an import- ant consideration of the auditor, particularly accounting estimates relating to liabilities.

A18. 
The auditor’s understanding of the entity and its environment obtained 
during the performance of risk assessment procedures, together with 
other audit evidence obtained during the course of the audit, assist the 
auditor in identifying circumstances, or changes in circumstances, that 
may give rise to the need for an accounting estimate.

A19. 
Inquiries of management about changes in circumstances may include, for example, inquiries about whether:


•
The entity has engaged in new types of transactions that may give 

rise to accounting estimates.

•
Terms of transactions that gave rise to accounting estimates have changed.

•
Accounting policies relating to accounting estimates have changed, as a result of changes to the requirements of the applicable financial reporting framework or otherwise.

•
Regulatory or other changes outside the control of management have occurred that may require management to revise, or make new, accounting estimates.


•
New conditions or events have occurred that may give rise to the 


need for new or revised accounting estimates.

A20. 
During the audit, the auditor may identify transactions, events and 
conditions that give rise to the need for accounting estimates that 
management failed to identify. NSA 10 deals with circumstances where 
the auditor identifies risks of material misstatement that management 
failed to identify, including determining whether there is a significant 
deficiency in internal control with regard to the entity’s risk assessment 
processes.

      
Considerations Specific to Smaller Entities

A21. 
Obtaining this understanding for smaller entities is often less complex as their business activities are often limited and transactions are less complex. Further, often a single person, for example the owner-manager, identifies the need to make an accounting estimate and the auditor may focus inquiries accordingly.

Obtaining an Understanding of How Management Makes the Accounting Estimates {Ref: Para. 9(c)}
A22. 
The preparation of the financial statements also requires management to establish financial reporting processes for making accounting estimates, including adequate internal control. Such processes include the following:

•
Selecting appropriate accounting policies and prescribing estimation processes, including appropriate estimation or valuation methods, including, where applicable, models.

•
Developing or identifying relevant data and assumptions that affect accounting estimates.

• 
Periodically reviewing the circumstances that give rise to the accounting estimates and re-estimating the accounting estimates as necessary.

A23. 
Matters that the auditor may consider in obtaining an understanding of how management makes the accounting estimates include, for example:

• 
The types of accounts or transactions to which the accounting estimates relate (for example, whether the accounting estimates arise from the recording of routine and recurring transactions or whether they arise from non-recurring or unusual transactions).

• 
Whether and, if so, how management has used recognized measurement techniques for making particular accounting estimates.

•
Whether the accounting estimates were made based on data available at an interim date and, if so, whether and how management has taken into account the effect of events, transactions and changes in circumstances occurring between that date and the period end.

           Method of Measurement, Including the Use of Models {Ref: Para. 9(c)(i)}

A24. 
In some cases, the applicable financial reporting framework may prescribe the method of measurement for an accounting estimate, for example, a particular model that is to be used in measuring a fair value estimate. In many cases, however, the applicable financial reporting framework does not prescribe the method of measurement, or may specify alternative methods for measurement.

AUDITING

A25.
When the applicable financial reporting framework does not prescribe a particular method to be used in the circumstances, matters that the auditor may consider in obtaining an understanding of the method or, where applicable the model, used to make accounting estimates include, for example:

•
How management considered the nature of the asset or liability being estimated when selecting a particular method.

•     Whether the entity operates in a particular business, industry or environment in which there are methods commonly used to make the particular type of accounting estimate.

A26. 
There may be greater risks of material misstatement, for example, in cases when management has internally developed a model to be used to make the accounting estimate or is departing from a method commonly used in a particular industry or environment.

          Relevant Controls {Ref: Para. 9(c)(ii)}

A27. 
Matters that the auditor may consider in obtaining an understanding of relevant controls include, for example, the experience and competence of those who make the accounting estimates, and controls related to:

• 
How management determines the completeness, relevance and accuracy of the data used to develop accounting estimates.

• 
The review and approval of accounting estimates, including the assumptions or inputs used in their development, by appropriate levels of management and, where appropriate, those charged with governance.

• 
The segregation of duties between those committing the entity to the underlying transactions and those responsible for making the accounting estimates, including whether the assignment of responsibilities appropriately takes account of the nature of the entity and its products or services (for example, in the case of a large financial institution, relevant segregation of duties may include an independent function responsible for estimation and validation of fair value pricing of the entity’s proprietary financial products staffed by individuals whose remuneration is not tied to such products).

A28. 
Other controls may be relevant to making the accounting estimates depending on the circumstances. For example, if the entity uses specific models for making accounting estimates, management may put into place specific policies and procedures around such models. Relevant controls may include, for example, those established over:

• 
The design and development, or selection, of a particular model for a particular purpose.

•
The use of the model.

•
The maintenance and periodic validation of the integrity of the model.

Management’s Use of Experts {Ref: Para. 9(c)(iii)}

A29. 
Management may have, or the entity may employ individuals with, the experience and competence necessary to make the required point estimates. In some cases, however, management may need to engage an expert to make, or assist in making, them. This need may arise because of, for example:

• 
The specialized nature of the matter requiring estimation, for example, the measurement of mineral or hydrocarbon reserves in extractive industries.

• 
The technical nature of the models required to meet the relevant requirements of the applicable financial reporting framework, as may be the case in certain measurements at fair value.

•
The unusual or infrequent nature of the condition, transaction or event requiring an accounting estimate.

          Considerations specific to smaller entities

A30. 
In smaller entities, the circumstances requiring an accounting estimate often are such that the owner-manager is capable of making the required point estimate. In some cases, however, an expert will be needed. Discussion with the owner-manager early in the audit process about the nature of any accounting estimates, the completeness of the required accounting estimates, and the adequacy of the estimating process may assist the owner-manager in determining the need to use an expert.

          Assumptions {Ref: Para. 9(c)(iv)}

A31. 
Assumptions are integral components of accounting estimates. Matters that the auditor may consider in obtaining an understanding of the assumptions underlying the accounting estimates include, for example:

•
The nature of the assumptions, including which of the assumptions are likely to be significant assumptions.

• 
How management assesses whether the assumptions are relevant and complete (that is, that all relevant variables have been taken into account).

•
Where applicable, how management determines that the assumptions used are internally consistent.

• 
Whether the assumptions relate to matters within the control of management (for example, assumptions about the maintenance programs that may affect the estimation of an asset’s useful life), and how they conform to the entity’s business plans and the external environment, or to matters that are outside its control (for example, assumptions about interest rates, mortality rates, potential judicial or regulatory actions, or the variability and the timing of future cash flows).

•
The nature and extent of documentation, if any, supporting the assumptions.

Assumptions may be made or identified by an expert to assist management in making the accounting estimates. Such assumptions, when used by management, become management’s assumptions.

A32. 
In some cases, assumptions may be referred to as inputs, for example, where management uses a model to make an accounting estimate, though the term inputs may also be used to refer to the underlying data to which specific assumptions are applied.

A33.
Management may support assumptions with different types of information drawn from internal and external sources, the relevance and reliability of which will vary. In some cases, an assumption may be reliably based on applicable information from either external sources (for example, published interest rate or other statistical data) or internal sources (for example, historical information or previous conditions experienced by the entity). In other cases, an assumption may be more subjective, for example, where the entity has no experience or external sources from which to draw.

A34. 
In the case of fair value accounting estimates, assumptions reflect, or are consistent with, what knowledgeable, willing arm’s length parties (sometimes referred to as “marketplace participants” or equivalent) would use in determining fair value when exchanging an asset or settling a liability. Specific assumptions will also vary with the characteristics of the asset or liability being valued, the valuation method used (for example, a market approach, or an income approach) and the requirements of the applicable financial reporting framework.

A35. 
With respect to fair value accounting estimates, assumptions or inputs vary in terms of their source and bases, as follows:

(a) 
Those that reflect what marketplace participants would use in pricing an asset or liability developed based on market data obtained from sources independent of the reporting entity (sometimes referred to as “observable inputs” or equivalent).

(b) 
Those that reflect the entity’s own judgments about what assumptions marketplace participants would use in pricing the asset or liability developed based on the best information available in the circumstances (sometimes referred to as “unobservable inputs” or equivalent). In practice, however, the distinction between (a) and (b) is not always apparent. Further, it may be necessary for management to select from a number of different assumptions used by different marketplace participants.

A36. 
The extent of subjectivity, such as whether an assumption or input is observable, influences the degree of estimation uncertainty and thereby the auditor’s assessment of the risks of material misstatement for a particular accounting estimate.

           Changes in Methods for Making Accounting Estimates {Ref: Para. 9(c)(v)}

A37. 
In evaluating how management makes the accounting estimates, the auditor is required to understand whether there has been or ought to have been a change from the prior period in the methods for making the accounting estimates. A specific estimation method may need to be changed in response to changes in the environment or circumstances affecting the entity or in the requirements of the applicable financial reporting framework. If management has changed the method for making an accounting estimate, it is important that management can demonstrate that the new method is more appropriate, or is itself a response to such changes. For example, if management changes the basis of making an accounting estimate from a mark-to-market approach to using a model, the auditor challenges whether management’s assumptions about the marketplace are reasonable in light of economic circumstances.

          Estimation Uncertainty {Ref: Para. 9(c)(vi)}

A38. 
Matters that the auditor may consider in obtaining an understanding of whether and, if so, how management has assessed the effect of estimation uncertainty include, for example:

•
Whether and, if so, how management has considered alternative assumptions or outcomes by, for example, performing a sensitivity analysis to determine the effect of changes in the assumptions on an accounting estimate.

• 
How management determines the accounting estimate when analysis indicates a number of outcome scenarios.

•
Whether management monitors the outcome of accounting estimates made in the prior period, and whether management has appropriately responded to the outcome of that monitoring procedure.

   
Reviewing Prior Period Accounting Estimates (Ref: Para. 10)

A39. 
The outcome of an accounting estimate will often differ from the accounting estimate recognized in the prior period financial statements. By performing risk assessment procedures to identify and understand the reasons for such differences, the auditor may obtain:

•
Information regarding the effectiveness of management’s prior period estimation process, from which the auditor can judge the likely effectiveness of management’s current process.

• 
Audit evidence that is pertinent to the re-estimation, in the current period, of prior period accounting estimates.

• 
Audit evidence of matters, such as estimation uncertainty, that may be required to be disclosed in the financial statements.

A40. 
The review of prior period accounting estimates may also assist the auditor, in the current period, in identifying circumstances or conditions that increase the susceptibility of accounting estimates to, or indicate the presence of, possible management bias. The auditor’s professional skepticism assists in identifying such circumstances or conditions and in determining the nature, timing and extent of further audit procedures.

A41. 
A retrospective review of management judgments and assumptions related to significant accounting estimates is also required by NSA 5. That review is conducted as part of the requirement for the auditor to design and perform procedures to review accounting estimates for biases that could represent a risk of material misstatement due to fraud, in response to the risks of management override of controls. As a practical matter, the auditor’s review of prior period accounting estimates as a risk assessment procedure in accordance with this NSA may be carried out in conjunction with the review required by NSA 5.

A42. 
The auditor may judge that a more detailed review is required for those accounting estimates that were identified during the prior period audit as having high estimation uncertainty, or for those accounting estimates that have changed significantly from the prior period. On the other hand, for example, for accounting estimates that arise from the recording of routine and recurring transactions, the auditor may judge that the application of analytical procedures as risk assessment procedures is sufficient for purposes of the review.

A43. 
For fair value accounting estimates and other accounting estimates based on current conditions at the measurement date, more variation may exist between the fair value amount recognized in the prior period financial statements and the outcome or the amount re-estimated for the purpose of the current period.  This is because the measurement objective for such accounting estimates deals with perceptions about value at a point in time, which may change significantly and rapidly as the environment in which the entity operates changes. The auditor may therefore focus the review on obtaining information that would be relevant to identifying and assessing risks of material misstatement. For example, in some cases obtaining an understanding of changes in marketplace participant assumptions which affected the outcome of a prior period fair value accounting estimate may be unlikely to provide relevant information for audit purposes. If so, then the auditor’s consideration of the outcome of prior period fair value accounting estimates may be directed more towards understanding the effectiveness of management’s prior estimation process, that is, management’s track record, from which the auditor can judge the likely effectiveness of management’s current process.

A44. 
A difference between the outcome of an accounting estimate and the amount recognized in the prior period financial statements does not necessarily represent a misstatement of the prior period financial statements. However, it may do so if, for example, the difference arises from information that was available to management when the prior period’s financial statements were finalized, or that could reasonably be expected to have been obtained and taken into account in the preparation of those financial statements. Many financial reporting frameworks contain guidance on distinguishing between changes in accounting estimates that constitute misstatements and changes that do not, and the accounting treatment required to be followed.

  
Identifying and Assessing the Risks of Material Misstatement

    
Estimation Uncertainty (Ref: Para. 11)

A45. 
The degree of estimation uncertainty associated with an accounting estimate may be influenced by factors such as:

• 
The extent to which the accounting estimate depends on judgment.

•
The sensitivity of the accounting estimate to changes in assumptions.

• 
The existence of recognized measurement techniques that may mitigate the estimation uncertainty (though the subjectivity of the assumptions used as inputs may nevertheless give rise to estimation uncertainty).

• 
The length of the forecast period, and the relevance of data drawn from past events to forecast future events.

•
The availability of reliable data from external sources.

•
The extent to which the accounting estimate is based on observable or unobservable inputs.

The degree of estimation uncertainty associated with an accounting estimate may influence the estimate’s susceptibility to bias.

A46. 
Matters that the auditor considers in assessing the risks of material misstatement may also include:

AUDITING

•
The actual or expected magnitude of an accounting estimate.

• 
The recorded amount of the accounting estimate (that is, management’s point estimate) in relation to the amount expected by the auditor to be recorded.

•
Whether management has used an expert in making the accounting estimate.

• 
The outcome of the review of prior period accounting estimates.

   
High Estimation Uncertainty and Significant Risks (Ref: Para. 12)

A47. 
Examples of accounting estimates that may have high estimation uncertainty include the following:

•
Accounting estimates that are highly dependent upon judgment, for example, judgments about the outcome of pending litigation or the amount and timing of future cash flows dependent on uncertain events many years in the future.

•
Accounting estimates that are not calculated using recognized measurement techniques.

• 
Accounting estimates where the results of the auditor’s review of similar accounting estimates made in the prior period financial statements indicate a substantial difference between the original accounting estimate and the actual outcome.

• 
Fair value accounting estimates for which a highly specialized entity developed model is used or for which there are no observable inputs.

A48. 
A seemingly immaterial accounting estimate may have the potential to result in a material misstatement due to the estimation uncertainty associated with the estimation; that is, the size of the amount recognized or disclosed in the financial statements for an accounting estimate may not be an indicator of its estimation uncertainty.

A49. 
In some circumstances, the estimation uncertainty is so high that a reasonable accounting estimate cannot be made. The applicable financial reporting framework may, therefore, preclude recognition of the item in the financial statements, or its measurement at fair value. In such cases, the significant risks relate not only to whether an accounting estimate should be recognized, or whether it should be measured at fair value, but also to the adequacy of the disclosures. With respect to such accounting estimates, the applicable financial reporting framework may require disclosure of the accounting estimates and the high estimation uncertainty associated with them (see paragraphs A120-A123).

A50. 
If the auditor determines that an accounting estimate gives rise to a significant risk, the auditor is required to obtain an understanding of the entity’s controls, including control activities.
A51. 
In some cases, the estimation uncertainty of an accounting estimate may cast significant doubt about the entity’s ability to continue as a going concern. NSA 23 establishes requirements and provides guidance in such circumstances.

      
Responses to the Assessed Risks of Material Misstatement (Ref: Para.13)
A52.
NSA 12 requires the auditor to design and perform audit procedures whose nature, timing and extent are responsive to the assessed risks of material misstatement in relation to accounting estimates at both the financial statement and assertion levels. Paragraphs A53-A115 focus on specific responses at the assertion level only.

          
Application of the Requirements of the Applicable Financial Reporting

          Framework {Ref: Para. 13(a)}

A53. 
Many financial reporting frameworks prescribe certain conditions for the recognition of accounting estimates and specify the methods for making them and required disclosures. Such requirements may be complex and require the application of judgment. Based on the understanding obtained in performing risk assessment procedures, the requirements of the applicable financial reporting framework that may be susceptible to misapplication or differing interpretations become the focus of the auditor’s attention.

A54.
Determining whether management has appropriately applied the requirements of the applicable financial reporting framework is based, in part, on the auditor’s understanding of the entity and its environment. For example, the measurement of the fair value of some items, such as intangible assets acquired in a business combination, may involve special considerations that are affected by the nature of the entity and its operations.

A55. 
In some situations, additional audit procedures, such as the inspection by the auditor of the current physical condition of an asset, may be necessary to determine whether management has appropriately applied the requirements of the applicable financial reporting framework.

A56. 
The application of the requirements of the applicable financial reporting framework requires management to consider changes in the environment or circumstances that affect the entity. For example, the introduction of an active market for a particular class of asset or liability may indicate that the use of discounted cash flows to estimate the fair value of such asset or liability is no longer appropriate.

         Consistency in Methods and Basis for Changes {Ref: Para. 13(b)}

A57. 
The auditor’s consideration of a change in an accounting estimate, or in the method for making it from the prior period, is important because a change that is not based on a change in circumstances or new information is considered arbitrary. Arbitrary changes in an accounting estimate result in inconsistent financial statements over time and may give rise to a financial statement misstatement or be an indicator of possible management bias.

A58.
Management often is able to demonstrate good reason for a change in an

accounting estimate or the method for making an accounting estimate from one period to another based on a change in circumstances. What constitutes a good reason, and the adequacy of support for management’s contention that there has been a change in circumstances that warrants a change in an accounting estimate or the method for making an accounting estimate, are matters of judgment.

          Responses to the Assessed Risks of Material Misstatements (Ref: Para.14)
A59. 
The auditor’s decision as to which response, individually or in combination, in paragraph 14 to undertake to respond to the risks of material misstatement may be influenced by such matters as:

•
The nature of the accounting estimate, including whether it arises from routine or non routine transactions.

•
Whether the procedure(s) is expected to effectively provide the auditor with sufficient appropriate audit evidence.

• 
The assessed risk of material misstatement, including whether the

assessed risk is a significant risk.

A60. 
For example, when evaluating the reasonableness of the allowance for doubtful accounts, an effective procedure for the auditor may be to review subsequent cash collections in combination with other procedures. Where the estimation uncertainty associated with an accounting estimate is high, for example, an accounting estimate based on a proprietary model for which there are unobservable inputs, it may be that a combination of the responses to assessed risks in paragraph 14 is necessary in order to obtain sufficient appropriate audit evidence.

A61. 
Additional guidance explaining the circumstances in which each of the responses may be appropriate is provided in paragraphs A62-A95.

          Events Occurring Up to the Date of the Auditor’s Report {Ref: Para. 
14(a)}

A62. 
Determining whether events occurring up to the date of the auditor’s report provide audit evidence regarding the accounting estimate may be an appropriate response when such events are expected to:

•
Occur; and

•
Provide audit evidence that confirms or contradicts the                                                                                                      accounting estimate.

A63. 
Events occurring up to the date of the auditor’s report may sometimes provide sufficient appropriate audit evidence about an accounting estimate. For example, sale of the complete inventory of a superseded product shortly after the period end may provide audit evidence relating to the estimate of its net realizable value. In such cases, there may be no need to perform additional audit procedures on the accounting estimate, provided that sufficient appropriate evidence about the events is obtained.

A64. 
For some accounting estimates, events occurring up to the date of the auditor’s report are unlikely to provide audit evidence regarding the accounting estimate. For example, the conditions or events relating to some accounting estimates develop only over an extended period. Also, because of the measurement objective of fair value accounting estimates, information after the period-end may not reflect the events or conditions existing at the balance sheet date and therefore may not be relevant to the measurement of the fair value accounting estimate. Paragraph 14 identifies other responses to the risks of material misstatement that the auditor may undertake.

A65. 
In some cases, events that contradict the accounting estimate may indicate that management has ineffective processes for making accounting estimates, or that there is management bias in the making of accounting estimates.

A66. 
Even though the auditor may decide not to undertake this approach in respect of specific accounting estimates, the auditor is required to comply with NSA 22. The auditor is required to perform audit procedures designed to obtain sufficient appropriate audit evidence that all events occurring between the date of the financial statements and the date of the auditor’s report that require adjustment of, or disclosure in, the financial statements have been identified and appropriately reflected in the financial statements. Because the measurement of many accounting estimates, other than fair value accounting estimates, usually depends on the outcome of future conditions, transactions or events, the auditor’s work under NSA 22 is particularly relevant.

UDITING

      
Considerations specific to smaller entities

A67. 
When there is a longer period between the balance sheet date and the date of the auditor’s report, the auditor’s review of events in this period may be an effective response for accounting estimates other than fair value accounting estimates. This may particularly be the case in some smaller owner-managed entities, especially when management does not have formalized control procedures over accounting estimates.

          Testing How Management Made the Accounting Estimate 
{Ref: Para.14 (b)}

A68. 
Testing how management made the accounting estimate and the data on which it is based may be an appropriate response when the accounting estimate is a fair value accounting estimate developed on a model that uses observable and unobservable inputs. It may also be appropriate when, for example:

•
The accounting estimate is derived from the routine processing of data by the entity’s accounting system.

• 
The auditor’s review of similar accounting estimates made in the prior period financial statements suggests that management’s current period process is likely to be effective.

• 
The accounting estimate is based on a large population of items of a similar nature that individually are not significant.

A69. 
Testing how management made the accounting estimate may involve, for example:

• 
Testing the extent to which data on which the accounting estimate is based is accurate, complete and relevant, and whether the accounting estimate has been properly determined using such data and management assumptions.

• 
Considering the source, relevance and reliability of external data or information, including that received from external experts engaged by management to assist in making an accounting estimate.

•
Recalculating the accounting estimate, and reviewing information

          about an accounting estimate for internal consistency.

• 
Considering management’s review and approval processes.

          Considerations specific to smaller entities

A70. 
In smaller entities, the process for making accounting estimates is likely to be less structured than in larger entities. Smaller entities with active management involvement may not have extensive descriptions of accounting procedures, sophisticated accounting records, or written policies. Even if the entity has no formal established process, it does not mean that management is not able to provide a basis upon which the auditor can test the accounting estimate.

          Evaluating the method of measurement {Ref: Para. 14(b)(i)}

A71. 
When the applicable financial reporting framework does not prescribe the method of measurement, evaluating whether the method used, including any applicable model, is appropriate in the circumstances is a matter of professional judgment.

A72. 
For this purpose, matters that the auditor may consider include, for example, whether:

•
Management’s rationale for the method selected is reasonable.


• 
Management has sufficiently evaluated and appropriately applied
the criteria, if any, provided in the applicable financial reporting 

framework to support the selected method.

• 
The method is appropriate in the circumstances given the nature of the asset or liability being estimated and the requirements of the applicable financial reporting framework relevant to accounting estimates.

• 
The method is appropriate in relation to the business, industry and

environment in which the entity operates.

A73. 
In some cases, management may have determined that different methods result in a range of significantly different estimates. In such cases, obtaining an understanding of how the entity has investigated the reasons for these differences may assist the auditor in evaluating the appropriateness of the method selected.

   
Evaluating the use of models

A74. 
In some cases, particularly when making fair value accounting estimates, management may use a model. Whether the model used is appropriate in the circumstances may depend on a number of factors, such as the nature of the entity and its environment, including the industry in which it operates, and the specific asset or liability being measured.

A75. 
The extent to which the following considerations are relevant depends on the circumstances, including whether the model is one that is commercially available for use in a particular sector or industry, or a proprietary model. In some cases, an entity may use an expert to develop and test a model.

A76. 
Depending on the circumstances, matters that the auditor may also consider in testing the model include, for example, whether:

AUDITING

• 
The model is validated prior to usage, with periodic reviews to ensure it is still suitable for its intended use. The entity’s validation process may include evaluation of:

· The model’s theoretical soundness and mathematical integrity, including the appropriateness of model parameters.

· The consistency and completeness of the model’s inputs with market practices.

· The model’s output as compared to actual transactions.

·      Appropriate change control policies and procedures exist.

·      The model is periodically calibrated and tested for validity, 
particularly when inputs are subjective.

·       Adjustments are made to the output of the model, including in the

      case of fair value accounting estimates, whether such adjustments

      reflect the assumptions marketplace participants would use in

      similar circumstances.

·       The model is adequately documented, including the model’s

      intended applications and limitations and its key parameters,

      required inputs and results of any validation analysis performed.

          Assumptions used by management {Ref: Para. 14(b)(ii)}

A77. 
The auditor’s evaluation of the assumptions used by management is based only on information available to the auditor at the time of the audit. Audit procedures dealing with management assumptions are performed in the context of the audit of the entity’s financial statements, and not for the purpose of providing an opinion on assumptions themselves.

A78. 
Matters that the auditor may consider in evaluating the reasonableness of the assumptions used by management include, for example:

•
Whether individual assumptions appear reasonable.

•
Whether the assumptions are interdependent and internally consistent.

•
Whether the assumptions appear reasonable when considered collectively or in conjunction with other assumptions, either for that accounting estimate or for other accounting estimates.

• 
In the case of fair value accounting estimates, whether the assumptions appropriately reflect observable marketplace assumptions.

A79. 
The assumptions on which accounting estimates are based may reflect what management expects will be the outcome of specific objectives and strategies. In such cases, the auditor may perform audit procedures to evaluate the reasonableness of such assumptions by considering, for example, whether the assumptions are consistent with:

•
The general economic environment and the entity’s economic circumstances.

• 
The plans of the entity.

• 
Assumptions made in prior periods, if relevant.

• 
Experience of, or previous conditions experienced by, the entity, to the extent this historical information may be considered representative of future conditions or events.

• 
Other assumptions used by management relating to the financial

statements.

A80. 
The reasonableness of the assumptions used may depend on management’s intent and ability to carry out certain courses of action. Management often documents plans and intentions relevant to specific assets or liabilities and the financial reporting framework may require it to do so. Although the extent of audit evidence to be obtained about management’s intent and ability is a matter of professional judgment, the auditor’s procedures may include the following:

•
Review of management’s history of carrying out its stated intentions.

•
Review of written plans and other documentation, including, where applicable, formally approved budgets, authorizations or minutes.

•
Inquiry of management about its reasons for a particular course of

action.

• 
Review of events occurring subsequent to the date of the financial

statements and up to the date of the auditor’s report.

• 
Evaluation of the entity’s ability to carry out a particular course of action given the entity’s economic circumstances, including the implications of its existing commitments.

Certain financial reporting frameworks, however, may not permit management’s intentions or plans to be taken into account when making an accounting estimate. This is often the case for fair value accounting estimates because their measurement objective requires that assumptions reflect those used by marketplace participants.

A81. 
Matters that the auditor may consider in evaluating the reasonableness of assumptions used by management underlying fair value accounting estimates, in addition to those discussed above where applicable, may include, for example:

•
Where relevant, whether and, if so, how management has incorporated market-specific inputs into the development of assumptions.

AUDITING

•
Whether the assumptions are consistent with observable market conditions, and the characteristics of the asset or liability being measured at fair value.

• 
Whether the sources of market-participant assumptions are relevant and reliable, and how management has selected the assumptions to use when a number of different market participant assumptions exist.

•
Where appropriate, whether and, if so, how management considered assumptions used in, or information about, comparable transactions, assets or liabilities.

A82. 
Further, fair value accounting estimates may comprise observable inputs as well as unobservable inputs. Where fair value accounting estimates are based on unobservable inputs, matters that the auditor may consider include, for example, how management supports the following:

• 
The identification of the characteristics of marketplace participants relevant to the accounting estimate.

• 
Modifications it has made to its own assumptions to reflect its view of assumptions marketplace participants would use.

•
Whether it has incorporated the best information available in the circumstances.

•
Where applicable, how its assumptions take account of comparable transactions, assets or liabilities.

If there are unobservable inputs, it is more likely that the auditor’s evaluation of the assumptions will need to be combined with other responses to assessed risks in paragraph 14 in order to obtain sufficient appropriate audit evidence. In such cases, it may be necessary for the auditor to perform other audit procedures, for example, examining documentation supporting the review and approval of the accounting estimate by appropriate levels of management and, where appropriate, by those charged with governance.

A83. 
In evaluating the reasonableness of the assumptions supporting an accounting estimate, the auditor may identify one or more significant assumptions. If so, it may indicate that the accounting estimate has high estimation uncertainty and may, therefore, give rise to a significant risk. Additional responses to significant risks are described in paragraphs A102-A115.

          Testing the Operating Effectiveness of Controls {Ref: Para. 14(c)}

A84. 
Testing the operating effectiveness of the controls over how management made the accounting estimate may be an appropriate response when management’s process has been well-designed, implemented and maintained, for example:

•
Controls exist for the review and approval of the accounting estimates by appropriate levels of management and, where appropriate, by those charged with governance.

•
The accounting estimate is derived from the routine processing of data by the entity’s accounting system.

A85. 
Testing the operating effectiveness of the controls is required when:

(a) 
The auditor’s assessment of risks of material misstatement at the assertion level includes an expectation that controls over the process are operating effectively; or

(b) 
Substantive procedures alone do not provide sufficient appropriate audit evidence at the assertion level.

          Considerations specific to smaller entities

A86. 
Controls over the process to make an accounting estimate may exist in smaller entities, but the formality with which they operate varies. Further, smaller entities may determine that certain types of controls are not necessary because of active management involvement in the financial reporting process. In the case of very small entities, however, there may not be many controls that the auditor can identify. For this reason, the auditor’s response to the assessed risks is likely to be substantive in nature, with the auditor performing one or more of the other responses in paragraph 13.

        
Developing a Point Estimate or Range {Ref: Para. 14(d)}

A87. 
Developing a point estimate or a range to evaluate management’s point estimate may be an appropriate response where, for example:

•
An accounting estimate is not derived from the routine processing of data by the accounting system.

• 
The auditor’s review of similar accounting estimates made in the prior period financial statements suggests that management’s current period process is unlikely to be effective.

• 
The entity’s controls within and over management’s processes for determining accounting estimates are not well designed or properly implemented.

•
Events or transactions between the period end and the date of the auditor’s report contradict management’s point estimate. 

AUDITING

•
There are alternative sources of relevant data available to the auditor which can be used in making a point estimate or a range.

A88. 
Even where the entity’s controls are well designed and properly implemented, developing a point estimate or a range may be an effective or efficient response to the assessed risks. In other situations, the auditor may consider this approach as part of determining whether further procedures are necessary and, if so, their nature and extent.

A89. 
The approach taken by the auditor in developing either a point estimate or range may vary based on what is considered most effective in the circumstances. For example, the auditor may initially develop a preliminary point estimate, and then assess its sensitivity to changes in assumptions to ascertain a range with which to evaluate management’s point estimate. Alternatively, the auditor may begin by developing a range for purposes of determining, where possible, a point estimate.

A90. 
The ability of the auditor to make a point estimate, as opposed to a range, depends on several factors, including the model used, the nature and extent of data available and the estimation uncertainty involved with the accounting estimate. Further, the decision to develop a point estimate or range may be influenced by the applicable financial reporting framework, which may prescribe the point estimate that is to be used after consideration of the alternative outcomes and assumptions, or prescribe a specific measurement method (for example, the use of a discounted probability-weighted expected value).

A91. 
The auditor may develop a point estimate or a range in a number of ways, for example, by: 

• 
Using a model, for example, one that is commercially available for use in a particular sector or industry, or a proprietary or auditor-developed model.

•
Further developing management’s consideration of alternative assumptions or outcomes, for example, by introducing a different set of assumptions.

•
Employing or engaging a person with specialized expertise to develop or execute the model, or to provide relevant assumptions.

•
Making reference to other comparable conditions, transactions or events, or, where relevant, markets for comparable assets or   liabilities.

          Understanding Management’s Assumptions or Method
{Ref: Para.14 (d)(i)}

A92. 
When the auditor makes a point estimate or a range and uses assumptions or a method different from those used by management, paragraph 14(d)(i) requires the auditor to obtain a sufficient understanding of the assumptions or method used by management in making the accounting estimate. This understanding provides the auditor with information that may be relevant to the auditor’s development of an appropriate point estimate or range. Further, it assists the auditor to understand and evaluate any significant differences from management’s point estimate. For example, a difference may arise because the auditor used different, but equally valid, assumptions as compared with those used by management. This may reveal that the accounting estimate is highly sensitive to certain assumptions and therefore subject to high estimation uncertainty, indicating that the accounting estimate may be a significant risk.  Alternatively, a difference may arise as a result of a factual error made by management. Depending on the circumstances, the auditor may find it helpful in drawing conclusions to discuss with management the basis for the assumptions used and their validity, and the difference, if any, in the approach taken to making the accounting estimate.

      
Narrowing a Range {Ref: Para. 14(d)(ii)}

A93. 
When the auditor concludes that it is appropriate to use a range to evaluate the reasonableness of management’s point estimate (the auditor’s range), paragraph 14(d)(ii) requires that range to encompass all “reasonable outcomes” rather than all possible outcomes. The range cannot be one that comprises all possible outcomes if it is to be useful, as such a range would be too wide to be effective for purposes of the audit. The auditor’s range is useful and effective when it is sufficiently narrow to enable the auditor to conclude whether the accounting estimate is misstated.

A94. 
Ordinarily, a range that has been narrowed to be equal to or less than performance materiality is adequate for the purposes of evaluating the reasonableness of management’s point estimate. However, particularly in certain industries, it may not be possible to narrow the range to below such an amount. This does not necessarily preclude recognition of the accounting estimate. It may indicate, however, that the estimation uncertainty associated with the accounting estimate is such that it gives rise to a significant risk.

          Additional responses to significant risks are described in paragraphs

          A102-A115.

A95.
Narrowing the range to a position where all outcomes within the range are considered reasonable may be achieved by:

(a) 
Eliminating from the range those outcomes at the extremities of the range judged by the auditor to be unlikely to occur; and

(b) 
Continuing to narrow the range, based on audit evidence available, until the auditor concludes that all outcomes within the range are considered reasonable. In some rare cases, the auditor may be able to narrow the range until the audit evidence indicates a point estimate.
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Considering whether Specialized Skills or Knowledge Are Required

          
(Ref: Para. 15)

A96. 
In planning the audit, the auditor is required to ascertain the nature, timing and extent of resources necessary to perform the audit engagement. This may include, as necessary, the involvement of those with specialized skills or knowledge. In addition, NSA 3 requires the engagement partner to be satisfied that the engagement team, and any auditor’s external experts who are not part of the engagement team, collectively have the appropriate competence and capabilities to perform the audit engagement. During the course of the audit of accounting estimates the auditor may identify, in light of the experience of the auditor and the circumstances of the engagement, the need for specialized skills or knowledge to be applied in relation to one or more aspects of the accounting estimates.

A97. 
Matters that may affect the auditor’s consideration of whether specialized skills or knowledge is required include, for example:

• 
The nature of the underlying asset, liability or component of equity in a particular business or industry (for example, mineral deposits, agricultural assets, complex financial instruments).

• 
A high degree of estimation uncertainty.

•
Complex calculations or specialized models are involved, for example, when estimating fair values when there is no observable market.

• 
The complexity of the requirements of the applicable financial reporting framework relevant to accounting estimates, including whether there are areas known to be subject to differing interpretation or practice is inconsistent or developing.

•
The procedures the auditor intends to undertake in responding to assessed risks.

A98. 
For the majority of accounting estimates, even when there is estimation uncertainty, it is unlikely that specialized skills or knowledge will be required. For example, it is unlikely that specialized skills or knowledge would be necessary for an auditor to evaluate an allowance for doubtful accounts.

A99. 
However, the auditor may not possess the specialized skills or knowledge

required when the matter involved is in a field other than accounting or auditing and may need to obtain it from an auditor’s expert. NSA 27 establishes requirements and provides guidance in determining the need to employ or engage an auditor’s expert and the auditor’s responsibilities when using the work of an auditor’s expert.

A100. 
Further, in some cases, the auditor may conclude that it is necessary to obtain specialized skills or knowledge related to specific areas of accounting or auditing. Individuals with such skills or knowledge may be employed by the auditor’s firm or engaged from an external organization outside of the auditor’s firm. Where such individuals perform audit procedures on the engagement, they are part of the engagement team and accordingly, they are subject to the requirements in NSA 3.

A101. 
Depending on the auditor’s understanding and experience of working with the auditor’s expert or those other individuals with specialized skills or knowledge, the auditor may consider it appropriate to discuss matters such as the requirements of the applicable financial reporting framework with the individuals involved to establish that their work is relevant for audit purposes.

        Further Substantive Procedures to Respond to Significant Risks

        (Ref: Para. 16)

A102. 
In auditing accounting estimates that give rise to significant risks, the auditor’s further substantive procedures are focused on the evaluation of:

(a) 
How management has assessed the effect of estimation uncertainty on the accounting estimate, and the effect such uncertainty may have on the appropriateness of the recognition of the accounting estimate in the financial statements; and

(b) 
The adequacy of related disclosures.

          Estimation Uncertainty

Management’s Consideration of Estimation Uncertainty {Ref: Para. 16(a)}

A103. 
Management may evaluate alternative assumptions or outcomes of the accounting estimates through a number of methods, depending on the circumstances. One possible method used by management is to undertake a sensitivity analysis. This might involve determining how the monetary amount of an accounting estimate varies with different assumptions. Even for accounting estimates measured at fair value there can be variation because different market participants will use different assumptions. A sensitivity analysis could lead to the development of a number of outcome scenarios, sometimes characterized as a range of outcomes by management, such as “pessimistic” and “optimistic” scenarios.

A104. 
A sensitivity analysis may demonstrate that an accounting estimate is not sensitive to changes in particular assumptions. Alternatively, it may demonstrate that the accounting estimate is sensitive to one or more assumptions that then become the focus of the auditor’s attention.
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A105. 
This is not intended to suggest that one particular method of addressing estimation uncertainty (such as sensitivity analysis) is more suitable than another, or that management’s consideration of alternative assumptions or outcomes needs to be conducted through a detailed process supported by extensive documentation. Rather, it is whether management has assessed how estimation uncertainty may affect the accounting estimate that is important, not the specific manner in which it is done. Accordingly, where management has not considered alternative assumptions or outcomes, it may be necessary for the auditor to discuss with management, and request support for, how it has addressed the effects of estimation uncertainty on the accounting estimate.

          Considerations specific to smaller entities

A106. 
Smaller entities may use simple means to assess the estimation uncertainty. In addition to the auditor’s review of available documentation, the auditor may obtain other audit evidence of management consideration of alternative assumptions or outcomes by inquiry of management. In addition, management may not have the expertise to consider alternative outcomes or otherwise address the estimation uncertainty of the accounting estimate. In such cases, the auditor may explain to management the process or the different methods available for doing so, and the documentation thereof. This would not, however, change the responsibilities of management for the preparation of the financial statements.

          Significant Assumptions {Ref: Para. 16(b)}

A107. 
An assumption used in making an accounting estimate may be deemed to be significant if a reasonable variation in the assumption would materially affect the measurement of the accounting estimate.

A108.
Support for significant assumptions derived from management’s knowledge may be obtained from management’s continuing processes of strategic analysis and risk management. Even without formal established processes, such as may be the case in smaller entities, the auditor may be able to evaluate the assumptions through inquiries of and discussions with management, along with other audit procedures in order to obtain sufficient appropriate audit evidence.

A109.
The auditor’s considerations in evaluating assumptions made by management are described in paragraphs A77-A83.

          Management Intent and Ability {Ref: Para. 16(c)}

A110. 
The auditor’s considerations in relation to assumptions made by management and management’s intent and ability are described in paragraphs A13 and A80.

  
Development of a Range (Ref: Para. 17)

A111. 
In preparing the financial statements, management may be satisfied that it has adequately addressed the effects of estimation uncertainty on the accounting estimates that give rise to significant risks. In some circumstances, however, the auditor may view the efforts of management as inadequate. This may be the case, for example, where, in the auditor’s judgment:

•
Sufficient appropriate audit evidence could not be obtained through the auditor’s evaluation of how management has addressed the effects of estimation uncertainty.

• 
It is necessary to explore further the degree of estimation uncertainty associated with an accounting estimate, for example, where the auditor is aware of wide variation in outcomes for similar accounting estimates in similar circumstances.

•
It is unlikely that other audit evidence can be obtained, for example, through the review of events occurring up to the date of the auditor’s report.

•
Indicators of management bias in the making of accounting estimates may exist.

A112. 
The auditor’s considerations in determining a range for this purpose are described in paragraphs A87-A95.

         Recognition and Measurement Criteria

         Recognition of the Accounting Estimates in the Financial Statements

         {Ref: Para.17 (a)}

A113. 
Where management has recognized an accounting estimate in the financial statements, the focus of the auditor’s evaluation is on whether the measurement of the accounting estimate is sufficiently reliable to meet the recognition criteria of the applicable financial reporting framework.

A114. 
With respect to accounting estimates that have not been recognized, the focus of the auditor’s evaluation is on whether the recognition criteria of the applicable financial reporting framework have in fact been met. Even where an accounting estimate has not been recognized, and the auditor concludes that this treatment is appropriate, there may be a need for disclosure of the circumstances in the notes to the financial statements. The auditor may also determine that there is a need to draw the reader’s attention to a significant uncertainty by adding an Emphasis of Matter paragraph to the auditor’s report. NSA 30 establishes requirements and provides guidance concerning such paragraphs.
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          Measurement Basis for the Accounting Estimates {Ref: Para. 18(b)}

A115.
With respect to fair value accounting estimates, some financial reporting frameworks presume that fair value can be measured reliably as a prerequisite to either requiring or permitting fair value measurements and disclosures. In some cases, this presumption may be overcome when, for example, there is no appropriate method or basis for measurement. In such cases, the focus of the auditor’s evaluation is on whether management’s basis for overcoming the presumption relating to the use of fair value set forth under the applicable financial reporting framework is appropriate.

        Evaluating the Reasonableness of the Accounting Estimates, and

        Determining Misstatements (Ref: Para. 19)

A116. 
Based on the audit evidence obtained, the auditor may conclude that the evidence points to an accounting estimate that differs from management’s point estimate. Where the audit evidence supports a point estimate, the difference between the auditor’s point estimate and management’s point estimate constitutes a misstatement. Where the auditor has concluded that using the auditor’s range provides sufficient appropriate audit evidence, a management point estimate that lies outside the auditor’s range would not be supported by audit evidence. In such cases, the misstatement is no less than the difference between management’s point estimate and the nearest point of the auditor’s range.

A117. 
Where management has changed an accounting estimate, or the method in making it, from the prior period based on a subjective assessment that there has been a change in circumstances, the auditor may conclude based on the audit evidence that the accounting estimate is misstated as a result of an arbitrary change by management, or may regard it as an indicator of possible management bias (see paragraphs A124-A125).

A118.
NSA 34 provides guidance on distinguishing misstatements for purposes of the auditor’s evaluation of the effect of uncorrected misstatements on the financial statements. In relation to accounting estimates, a misstatement, whether caused by fraud or error, may arise as a result of:

•
Misstatements about which there is no doubt (factual misstatements).

• 
Differences arising from management’s judgments concerning accounting estimates that the auditor considers unreasonable, or the selection or application of accounting policies that the auditor considers inappropriate (judgmental misstatements).

•
The auditor’s best estimate of misstatements in populations, involving the projection of misstatements identified in audit samples to the entire populations from which the samples were drawn (projected misstatements).

In some cases involving accounting estimates, a misstatement could arise as a result of a combination of these circumstances, making separate identification difficult or impossible.

A119. 
Evaluating the reasonableness of accounting estimates and related disclosures included in the notes to the financial statements, whether required by the applicable financial reporting framework or disclosed voluntarily, involves essentially the same types of considerations applied when auditing an accounting estimate recognized in the financial statements.

        Disclosures Related to Accounting Estimates

         Disclosures in Accordance with the Applicable Financial Reporting

         Framework (Ref: Para. 20)

A120. 
The presentation of financial statements in accordance with the applicable financial reporting framework includes adequate disclosure of material matters. The applicable financial reporting framework may permit or prescribe disclosures related to accounting estimates, and some entities may disclose voluntarily additional information in the notes to the financial statements.  These disclosures may include, for example:

• 
The assumptions used.

• 
The method of estimation used, including any applicable model.

• 
The basis for the selection of the method of estimation.

•
The effect of any changes to the method of estimation from the prior period.

• 
The sources and implications of estimation uncertainty.

Such disclosures are relevant to users in understanding the accounting estimates recognized or disclosed in the financial statements, and   sufficient appropriate audit evidence needs to be obtained about whether the disclosures are in accordance with the requirements of the applicable financial reporting framework.

A121. 
In some cases, the applicable financial reporting framework may require specific disclosures regarding uncertainties. For example, some financial reporting frameworks prescribe:

•
The disclosure of key assumptions and other sources of estimation uncertainty that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities. Such requirements may be described using terms such as “Key Sources of Estimation Uncertainty” or “Critical Accounting Estimates.”

AUDITING

• 
The disclosure of the range of possible outcomes, and the assumptions used in determining the range.

• 
The disclosure of information regarding the significance of fair value accounting estimates to the entity’s financial position and performance.

•
Qualitative disclosures such as the exposures to risk and how they arise, the entity’s objectives, policies and procedures for managing the risk and the methods used to measure the risk and any changes from the previous period of these qualitative concepts.

•
Quantitative disclosures such as the extent to which the entity is exposed to risk, based on information provided internally to the entity’s key management personnel, including credit risk, liquidity risk and market risk.

          Disclosures of Estimation Uncertainty for Accounting Estimates that Give

          Rise to Significant Risks (Ref: Para. 21)

A122. 
In relation to accounting estimates having significant risk, even where the disclosures are in accordance with the applicable financial reporting framework, the auditor may conclude that the disclosure of estimation uncertainty is inadequate in light of the circumstances and facts involved. The auditor’s evaluation of the adequacy of disclosure of estimation uncertainty increases in importance the greater the range of possible outcomes of the accounting estimate is in relation to materiality (see related discussion in paragraph A94).

A123. 
In some cases, the auditor may consider it appropriate to encourage management to describe, in the notes to the financial statements, the circumstances relating to the estimation uncertainty. NSA 29 provides guidance on the implications for the auditor’s opinion when the auditor believes that management’s disclosure of estimation uncertainty in the financial statements is inadequate or misleading.

        Indicators of Possible Management Bias (Ref: Para. 22)

A124. 
During the audit, the auditor may become aware of judgments and decisions made by management which give rise to indicators of possible management bias. Such indicators may affect the auditor’s conclusion as to whether the auditor’s risk assessment and related responses remain appropriate, and the auditor may need to consider the implications for the rest of the audit. Further, they may affect the auditor’s evaluation of whether the financial statements as a whole are free from material misstatement, as discussed in NSA 28.

A125. 
Examples of indicators of possible management bias with respect to accounting estimates include:

•
Changes in an accounting estimate, or the method for making it, where management has made a subjective assessment that there has been a change in circumstances.

•
Use of an entity’s own assumptions for fair value accounting estimates when they are inconsistent with observable marketplace assumptions.

•
Selection or construction of significant assumptions that yield a point estimate favorable for management objectives.

• 
Selection of a point estimate that may indicate a pattern of optimism or pessimism.

        Written Representations (Ref: Para. 23)

A126.
NSA 24 discusses the use of written representations. Depending on the nature, materiality and extent of estimation uncertainty, written representations about accounting estimates recognized or disclosed in the financial statements may include representations:

•
About the appropriateness of the measurement processes, including related assumptions and models, used by management in determining accounting estimates in the context of the applicable financial reporting framework, and the consistency in application of the processes.

•
That the assumptions appropriately reflect management’s intent and ability to carry out specific courses of action on behalf of the entity, where relevant to the accounting estimates and disclosures.

• 
That disclosures related to accounting estimates are complete and appropriate under the applicable financial reporting framework.

•
That no subsequent event requires adjustment to the accounting  estimates and disclosures included in the financial statements.

A127.
For those accounting estimates not recognized or disclosed in the financial statements, written representations may also include representations about:

• 
The appropriateness of the basis used by management for determining that the recognition or disclosure criteria of the applicable financial reporting framework have not been met (see paragraph A114).

• 
The appropriateness of the basis used by management to overcome the presumption relating to the use of fair value set forth under the entity’s applicable financial reporting framework, for those accounting estimates not measured or disclosed at fair value (see paragraph A115).

        Documentation (Ref: Para. 24)

A128. 
Documentation of indicators of possible management bias identified during the audit assists the auditor in concluding whether the auditor’s risk assessment and related responses remain appropriate, and in evaluating whether the financial statements as a whole are free from material misstatement. See paragraph A125 for examples of indicators of possible management bias.

            Appendix

(Ref: Para. A1)

        
Fair Value Measurements and Disclosures under Different Financial

        
Reporting Frameworks

The purpose of this appendix is only to provide a general discussion of fair value measurements and disclosures under different financial reporting   frameworks, for background and context.

1. 
Different financial reporting frameworks require or permit a variety of fair value measurements and disclosures in financial statements. They also vary in the level of guidance that they provide on the basis for measuring assets and liabilities or the related disclosures. Some financial reporting frameworks give prescriptive guidance, others give general guidance, and some give no guidance at all. In addition, certain industry-specific measurement and disclosure practices for fair values also exist.

2. 
Definitions of fair value may differ among financial reporting frameworks, or for different assets, liabilities or disclosures within a particular framework. For example, International Accounting Standard (IAS) 39 defines fair value as “the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction.” The concept of fair value ordinarily assumes a current transaction, rather than settlement at some past or future date. Accordingly, the process of measuring fair value would be a search for the estimated price at which that transaction would occur. Additionally, different financial reporting frameworks may use such terms as “entity-specific value,” “value in use,” or similar terms, but may still fall within the concept of fair value in this NSA.

3. 
Financial reporting frameworks may treat changes in fair value measurements that occur over time in different ways. For example, a particular financial reporting framework may require that changes in fair value measurements of certain assets or liabilities be reflected directly in equity, while such changes might be reflected in income under another framework. In some frameworks, the determination of whether to use fair value accounting or how it is applied is influenced by management’s intent to carry out certain courses of action with respect to the specific asset or liability.

4. 
Different financial reporting frameworks may require certain specific fair value measurements and disclosures in financial statements and prescribe or permit them in varying degrees. The financial reporting frameworks may:
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• 
Prescribe measurement, presentation and disclosure requirements for certain information included in the financial statements or for information disclosed in notes to financial statements or presented as supplementary information;

•
Permit certain measurements using fair values at the option of an entity or only when certain criteria have been met;

•
Prescribe a specific method for determining fair value, for example, through the use of an independent appraisal or specified ways of using discounted cash flows;

•
Permit a choice of method for determining fair value from among   several alternative methods (the criteria for selection may or may not be provided by the financial reporting framework); or

•
Provide no guidance on the fair value measurements or disclosures of fair value other than their use being evident through custom or practice, for example, an industry practice.

5. 
Some financial reporting frameworks presume that fair value can be measured reliably for assets or liabilities as a prerequisite to either requiring or permitting fair value measurements or disclosures. In some cases, this presumption may be overcome when an asset or liability does not have a quoted market price in an active market and for which other methods of reasonably estimating fair value are clearly inappropriate or unworkable. Some financial reporting frameworks may specify a fair value hierarchy that distinguishes inputs for use in arriving at fair values ranging from those that involve clearly “observable inputs” based on quoted prices and active markets and those “unobservable inputs” that involve an entity’s own judgments about assumptions that marketplace participants would use.

6.
Some financial reporting frameworks require certain specified adjustments or modifications to valuation information, or other considerations unique to a particular asset or liability. For example, accounting for investment properties may require adjustments to be made to an appraised market value, such as adjustments for estimated closing costs on sale, adjustments related to the property’s condition and location, and other matters. Similarly, if the market for a particular asset is not an active market, published price quotations may have to be adjusted or modified to arrive at a more suitable measure of fair value. For example, quoted market prices may not be indicative of fair value if there is infrequent activity in the market, the market is not well established, or small volumes of units are traded relative to the aggregate number of trading units in existence. Accordingly, such market prices may have to be adjusted or modified. Alternative sources of market information may be needed to make such adjustments or modifications. Further, in some cases, collateral assigned (for example, when collateral is assigned for certain types of investment in debt) may need to be considered in determining the fair value or possible impairment of an asset or liability.

7. 
In most financial reporting frameworks, underlying the concept of fair value measurements is a presumption that the entity is a going concern without any intention or need to liquidate, curtail materially the scale of its operations, or undertake a transaction on adverse terms. Therefore, in this case, fair value would not be the amount that an entity would receive or pay in a forced transaction, involuntary liquidation, or distress sale. On the other hand, general economic conditions or economic conditions specific to certain industries may cause illiquidity in the marketplace and require fair values to be predicated upon depressed prices, potentially significantly depressed prices. An entity, however, may need to take its current economic or operating situation into account in determining the fair values of its assets and liabilities if prescribed or permitted to do so by its financial reporting framework and such framework may or may not specify how that is done. For example, management’s plan to dispose of an asset on an accelerated basis to meet specific business objectives may be relevant to the determination of the fair value of that asset.

   
Prevalence of Fair Value Measurements

8.
Measurements and disclosures based on fair value are becoming increasingly prevalent in financial reporting frameworks. Fair values may occur in, and affect the determination of, financial statements in a number of ways, including the measurement at fair value of the following:

•
Specific assets or liabilities, such as marketable securities or liabilities to settle an obligation under a financial instrument, routinely or periodically “marked-to-market.”

•
Specific components of equity, for example when accounting for the recognition, measurement and presentation of certain financial instruments with equity features, such as a bond convertible by the holder into common shares of the issuer.

•
Specific assets or liabilities acquired in a business combination. For example, the initial determination of goodwill arising on the purchase of an entity in a business combination usually is based on the fair value measurement of the identifiable assets and liabilities acquired and the fair value of the consideration given.

•
Specific assets or liabilities adjusted to fair value on a one-time basis. Some financial reporting frameworks may require the use of a fair value measurement to quantify an adjustment to an asset or a group of assets as part of an asset impairment determination, for example, a test of impairment of goodwill acquired in a business combination based on the fair value of a defined operating entity or reporting unit, the value of which is then allocated among the entity’s or unit’s group of assets and liabilities in order to derive an implied goodwill for comparison to the recorded goodwill.

• 
Aggregations of assets and liabilities. In some circumstances, the measurement of a class or group of assets or liabilities calls for an aggregation of fair values of some of the individual assets or liabilities in such class or group. For example, under an entity’s applicable financial reporting framework, the measurement of a diversified loan portfolio might be determined based on the fair value of some categories of loans comprising the portfolio.

• 
Information disclosed in notes to financial statements or presented as supplementary information, but not recognized in the financial statements. 
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Introduction

     
Scope of this NSA

1. 
This Nigerian Standard on Auditing (NSA) deals with the auditor’s responsibilities relating to related party relationships and transactions in an audit of financial statements. Specifically, it expands on how NSA 10, NSA 12, and NSA 5 are to be applied in relation to risks of material misstatement associated with related party relationships and transactions.

     
Compliance with International Standard on Auditing (ISA)

2.        The requirements of this Standard comply substantially with ISA 

        550: Related Parties.
     
Effective Date

3. 
This NSA is effective for audits of financial statements for periods beginning on or after April 1, 2011.

     
Nature of Related Party Relationships and Transactions

4.
Many related party transactions are in the normal course of business. In such circumstances, they may carry no higher risk of material misstatement of the financial statements than similar transactions with unrelated parties. However, the nature of related party relationships and transactions may, in some circumstances, give rise to higher risks of material misstatement of the financial statements than transactions with unrelated parties. For example:

•
Related parties may operate through an extensive and complex
range of relationships and structures, with a corresponding
increase in the complexity of related party transactions.

• 
Information systems may be ineffective at identifying or 
summarizing transactions and outstanding balances between an 
entity and its related parties.

•
Related party transactions may not be conducted under normal 
market terms and conditions; for example, some related party 
transactions may be conducted with no exchange of consideration.
   
Responsibilities of the Auditor

5. 
Because related parties are not independent of each other, many financial reporting frameworks establish specific accounting and disclosure requirements for related party relationships, transactions and balances to enable users of the financial statements to understand their nature and actual or potential effects on the financial statements. Where the applicable financial reporting framework establishes such requirements, the auditor has a responsibility to perform audit procedures to identify, assess and respond to the risks of material misstatement arising from the
entity’s failure to appropriately account for or disclose related party relationships, transactions or balances in accordance with the requirements of the framework.

TING

6. 
Even if the applicable financial reporting framework establishes minimal or no related party requirements, the auditor nevertheless needs to obtain an understanding of the entity’s related party relationships and transactions
sufficient to be able to conclude whether the financial statements, insofar 
as they are affected by those relationships and transactions (Ref: Para. A1):


(a) 
Achieve fair presentation (for fair presentation frameworks) (Ref:



Para. A2) ; or


(b)
Are not misleading (for compliance frameworks) (Ref: Para. A3).

7. 
In addition, an understanding of the entity’s related party relationships and transactions is relevant to the auditor’s evaluation of whether one or more 
fraud risk factors are present as required by NSA 5, because fraud may be more easily committed through related parties.

8. 
Owing to the inherent limitations of an audit, there is an unavoidable risk that some material misstatements of the financial statements may not be detected, even though the audit is properly planned and performed in accordance with the NSAs. In the context of related parties, the potential effects of inherent limitations on the auditor’s ability to detect material misstatements are greater for such reasons as the following:

• 
Management may be unaware of the existence of all related party

relationships and transactions, particularly if the applicable financial reporting framework does not establish related party requirements.

• 
Related party relationships may present a greater opportunity for

collusion, concealment or manipulation by management.

9. 
Planning and performing the audit with professional skepticism as required by NSA 1 is therefore particularly important in this context, given the potential for undisclosed related party relationships and transactions. The requirements in this NSA are designed to assist the auditor in identifying and assessing the risks of material misstatement associated with related party relationships and transactions, and in designing audit procedures to respond to the assessed risks.

   
Objectives

10.
The objectives of the auditor are:

(a) 
Irrespective of whether the applicable financial reporting framework establishes related party requirements, to obtain an understanding of related party relationships and transactions sufficient to be able:

(i)
To recognize fraud risk factors, if any, arising from related party relationships and transactions that are relevant to the identification and assessment of the risks of material misstatement due to fraud; and

(ii) 
To conclude, based on the audit evidence obtained, whether the financial statements, insofar as they are affected by those relationships and transactions:

· Achieve fair presentation (for fair presentation frameworks); or

· Are not misleading (for compliance frameworks); and

(b)
In addition, where the applicable financial reporting framework establishes related party requirements, to obtain sufficient appropriate audit evidence about whether related party relationships and transactions have been appropriately identified, accounted for and disclosed in the financial statements in accordance with the framework.

      
Definitions

11. 
For purposes of the NSAs, the following terms have the meanings attributed below:

(a) 
Arm’s length transaction – A transaction conducted on such terms and conditions as between a willing buyer and a willing seller who are unrelated and are acting independently of each other and pursuing their own best interests.

(b) 
Related party – A party that is either (Ref: Para. A4-A7):

(i)
A related party as defined in the applicable financial reporting framework; or

(ii)
Where the applicable financial reporting framework establishes minimal or no related party requirements:

a.
A person or other entity that has control or significant influence, directly or indirectly through one or more intermediaries, over the reporting entity;

AUDITING

b.
Another entity over which the reporting entity has control or significant influence, directly or indirectly through one or more intermediaries; or

c.
Another entity that is under common control with the reporting entity through having:

· Common controlling ownership;

· Owners who are close family members; or

· Common key management

However, entities that are under common control by a state (that is, a national, regional or local government) are not considered related unless they engage in significant transactions or share resources to a significant extent with one another.

     
Requirements

    
Risk Assessment Procedures and Related Activities

12. 
As part of the risk assessment procedures and related activities that NSA 10 and NSA 5 require the auditor to perform during the audit, the auditor shall perform the audit procedures and related activities set out in paragraphs 13-18 to obtain information relevant to identifying the risks of material misstatement associated with related party relationships and transactions (Ref: Para. A8).

      
Understanding the Entity’s Related Party Relationships and Transactions

13. 
The engagement team discussion that NSA 10 and NSA 5 require shall include specific consideration of the susceptibility of the financial statements to material misstatement due to fraud or error that could result 
from the entity’s related party relationships and transactions (Ref: Para. 
A9-A10).

14. 
The auditor shall inquire of management regarding:

(a) 
The identity of the entity’s related parties, including changes from the prior period (Ref: Para. A11-A14);

(b) 
The nature of the relationships between the entity and these related parties; and

(c) 
Whether the entity entered into any transactions with these related parties during the period and, if so, the type and purpose of the transactions.

15. 
The auditor shall inquire of management and others within the entity, and perform other risk assessment procedures considered appropriate, to obtain an understanding of the controls, if any, that management has established to (Ref: Para. A15-A20):

(a) 
Identify, account for, and disclose related party relationships and
transactions in accordance with the applicable financial reporting
framework;

(b) 
Authorize and approve significant transactions and arrangements
with related parties (Ref: Para. A21) ; and

(c)
Authorize and approve significant transactions and arrangements outside the normal course of business.

      
Maintaining Alertness for Related Party Information When Reviewing

       
Records or Documents

16.
During the audit, the auditor shall remain alert, when inspecting records or documents, for arrangements or other information that may indicate the existence of related party relationships or transactions that management has not previously identified or disclosed to the auditor (Ref: Para. A22-A23).

In particular, the auditor shall inspect the following for indications of the 
existence of related party relationships or transactions that management 
has not previously identified or disclosed to the auditor:

(a) 
Bank and legal confirmations obtained as part of the auditor’s procedures;

(b) 
Minutes of meetings of shareholders and of those charged with governance; and

(c) 
Such other records or documents as the auditor considers necessary in the circumstances of the entity.

17. 
If the auditor identifies significant transactions outside the entity’s normal course of business when performing the audit procedures required by paragraph 16 or through other audit procedures, the auditor shall inquire of management about (Ref: Para. A24-A25):

(a) The nature of these transactions (Ref: Para. A26) ; and

(b) 
Whether related parties could be involved (Ref: Para. A27).

       
Sharing Related Party Information with the Engagement Team

18. 
The auditor shall share relevant information obtained about the entity’s related parties with the other members of the engagement team (Ref: Para. A28).
ITING     
      
Identification and Assessment of the Risks of Material Misstatement

      
Associated with Related Party Relationships and Transactions

19. 
In meeting the NSA 10 requirement to identify and assess the risks of material misstatement, the auditor shall identify and assess the risks of material misstatement associated with related party relationships and transactions and determine whether any of those risks are significant risks. In making this determination, the auditor shall treat identified significant related party transactions outside the entity’s normal course of business as giving rise to significant risks.

20. 
If the auditor identifies fraud risk factors (including circumstances relating to the existence of a related party with dominant influence) when performing the risk assessment procedures and related activities in connection with related parties, the auditor shall consider such information when identifying and assessing the risks of material misstatement due to fraud in accordance with NSA 5 (Ref: Para. A6 and A29-A30).
   
Responses to the Risks of Material Misstatement Associated with

     
Related Party Relationships and Transactions

21.
As part of the NSA 12 requirement that the auditor respond to assessed risks, the auditor designs and performs further audit procedures to obtain sufficient appropriate audit evidence about the assessed risks of material misstatement associated with related party relationships and transactions. These audit procedures shall include those required by paragraphs 22-25. (Ref: Para. A31-A34) 

          Identification of Previously Unidentified or Undisclosed Related Parties or

        
Significant Related Party Transactions

22. 
If the auditor identifies arrangements or information that suggests the existence of related party relationships or transactions that management has not previously identified or disclosed to the auditor, the auditor shall determine whether the underlying circumstances confirm the existence of those relationships or transactions.

23. 
If the auditor identifies related parties or significant related party transactions that management has not previously identified or disclosed to the auditor, the auditor shall:

(a) 
Promptly communicate the relevant information to the other members of the engagement team (Ref: Para. A35);

(b) 
Where the applicable financial reporting framework establishes related party requirements:

(i) 
Request management to identify all transactions with the newly identified related parties for the auditor’s further evaluation; and

(ii)
Inquire as to why the entity’s controls over related party relationships and transactions failed to enable the identification or disclosure of the related party relationships or transactions;

(c) 
Perform appropriate substantive audit procedures relating to such newly identified related parties or significant related party transactions (Ref: Para. A36);

(d) 
Reconsider the risk that other related parties or significant related party transactions may exist that management has not previously identified or disclosed to the auditor, and perform additional audit procedures as necessary; and

(e) 
If the non-disclosure by management appears intentional (and therefore indicative of a risk of material misstatement due to fraud), evaluate the implications for the audit (Ref: Para. A37).

 
Identified Significant Related Party Transactions outside the Entity’s

        
Normal Course of Business

24.
For identified significant related party transactions outside the entity’s normal course of business, the auditor shall:

(a) 
Inspect the underlying contracts or agreements, if any, and evaluate whether:

(i) 
The business rationale (or lack thereof) of the transactions suggests that they may have been entered into to engage in fraudulent financial reporting or to conceal misappropriation of assets (Ref: Para. A38-A39);

(ii)
The terms of the transactions are consistent with management’s explanations; and

(iii)    The transactions have been appropriately accounted for 
and disclosed in accordance with the applicable financial reporting framework; and

(b) 
Obtain audit evidence that the transactions have been appropriately authorized and approved (Ref: Para. A40-A41).

AUDITING

Assertions That Related Party Transactions Were Conducted on Terms Equivalent to Those Prevailing in an Arm’s Length Transaction

25. 
If management has made an assertion in the financial statements to the effect that a related party transaction was conducted on terms equivalent to those prevailing in an arm’s length transaction, the auditor shall obtain sufficient appropriate audit evidence about the assertion (Ref: Para. A42-A45).

Evaluation of the Accounting for and Disclosure of Identified Related Party Relationships and Transactions

26. 
In forming an opinion on the financial statements in accordance with NSA 28, the auditor shall evaluate (Ref: Para. A46):

(a)      Whether the identified related party relationships and transactions 

have been appropriately accounted for and disclosed in accordance with the applicable financial reporting framework (Ref: Para. A47) ; and

(b) 
Whether the effects of the related party relationships and transactions:

(i)
Prevent the financial statements from achieving fair presentation (for fair presentation frameworks); or

(ii)
Cause the financial statements to be misleading (for compliance frameworks).

   
Written Representations

27.
Where the applicable financial reporting framework establishes related party requirements, the auditor shall obtain written representations from management and those charged with governance that (Ref: Para. A48-A49):

(a) 
They have disclosed to the auditor the identity of the entity’s related parties and all the related party relationships and transactions of which they are aware; and

(b) 
They have appropriately accounted for and disclosed such relationships and transactions in accordance with the requirements of the framework.

     
Communication with Those Charged with Governance

28. 
Unless all of those charged with governance are involved in managing the entity, the auditor shall communicate with those charged with governance significant matters arising during the audit in connection with the entity’s related parties (Ref: Para. A50).

    
Documentation

29. 
The auditor shall include in the audit documentation the names of the identified related parties and the nature of the related party relationships.   
 
Application and Other Explanatory Material

  
Responsibilities of the Auditor

Financial Reporting Frameworks That Establish Minimal Related Party Requirements (Ref: Para. 6)
A1. 
An applicable financial reporting framework that establishes minimal related party requirements is one that defines the meaning of a related party but that definition has a substantially narrower scope than the definition set out in paragraph 11(b)(ii) of this NSA, so that a requirement in the framework to disclose related party relationships and transactions would apply to substantially fewer related party relationships and transactions.

   
Fair Presentation Frameworks {Ref: Para. 6(a)}

A2. 
In the context of a fair presentation framework, related party relationships and transactions may cause the financial statements to fail to achieve fair presentation if, for example, the economic reality of such relationships and transactions is not appropriately reflected in the financial statements. For instance, fair presentation may not be achieved if the sale of a property by the entity to a controlling shareholder at a price above or below fair market value has been accounted for as a transaction involving a profit or loss for the entity when it may constitute a contribution or return of capital or the payment of a dividend.

    
Compliance Frameworks {Ref: Para. 6(b)}

A3. 
In the context of a compliance framework, whether related party relationships and transactions cause the financial statements to be misleading as discussed in NSA 28 depends upon the particular circumstances of the engagement. For example, even if non-disclosure of related party transactions in the financial statements is in compliance with the framework and applicable law or regulation, the financial statements could be misleading if the entity derives a very substantial portion of its revenue from transactions with related parties, and that fact is not disclosed. However, it will be extremely rare for the auditor to consider financial statements that are prepared and presented in accordance with a compliance framework to be misleading if in accordance with NSA 2 the auditor determined that the framework is acceptable.

 
Definition of a Related Party {Ref: Para. 11(b)}
A4. 
Many financial reporting frameworks discuss the concepts of control and significant influence. Although they may discuss these concepts using different terms, they generally explain that:

(a) 
Control is the power to govern the financial and operating policies of an entity so as to obtain benefits from its activities; and

(b) 
Significant influence (which may be gained by share ownership, statute or agreement) is the power to participate in the financial and operating policy decisions of an entity, but is not control over those policies.

A5. 
The existence of the following relationships may indicate the presence of control or significant influence:

(a) 
Direct or indirect equity holdings or other financial interests in the entity.

(b) 
The entity’s holdings of direct or indirect equity or other financial interests in other entities.

(c) 
Being part of those charged with governance or key management (that is, those members of management who have the authority and responsibility for planning, directing and controlling the activities of the entity).

(d) 
Being a close family member of any person referred to in subparagraph (c).

(e) 
Having a significant business relationship with any person referred to in subparagraph (c).

         Related Parties with Dominant Influence

A6. 
Related parties, by virtue of their ability to exert control or significant influence, may be in a position to exert dominant influence over the entity or its management. Consideration of such behavior is relevant when identifying and assessing the risks of material misstatement due to fraud, as further explained in paragraphs A29-A30.

        
Special-Purpose Entities as Related Parties

A7. 
In some circumstances, a special-purpose entity may be a related party of the entity because the entity may in substance control it, even if the entity owns little or none of the special-purpose entity’s equity.

Risk Assessment Procedures and Related Activities

Risks of Material Misstatement Associated with Related Party Relationships and Transactions (Ref: Para. 12)
  
Considerations Specific to Public Sector Entities

A8. 
The public sector auditor’s responsibilities regarding related party relationships and transactions may be affected by the audit mandate, or by obligations on public sector entities arising from law, regulation or other authority.  Consequently, the public sector auditor’s responsibilities may not be limited to addressing the risks of material misstatement associated with related party relationships and transactions, but may also include a broader responsibility to address the risks of non-compliance with law, regulation and other authority governing public sector bodies that lay down specific requirements in the conduct of business with related parties. Further, the public sector auditor may need to have regard to public sector financial reporting requirements for related party relationships and transactions that may differ from those in the private sector.

         Understanding the Entity’s Related Party Relationships and Transactions

      
Discussion among the Engagement Team (Ref: Para. 13)

A9. 
Matters that may be addressed in the discussion among the engagement team include:

• 
The nature and extent of the entity’s relationships and transactions with related parties (using, for example, the auditor’s record of identified related parties updated after each audit).

•
An emphasis on the importance of maintaining professional scepticism throughout the audit regarding the potential for material misstatement associated with related party relationships and transactions.

• 
The circumstances or conditions of the entity that may indicate the existence of related party relationships or transactions that management has not identified or disclosed to the auditor (for example, a complex organizational structure, use of special-purpose entities for off-balance sheet transactions, or an inadequate information system).

AUDITING

•
The records or documents that may indicate the existence of related party relationships or transactions.

• 
The importance that management and those charged with governance attach to the identification, appropriate accounting for, and disclosure of related party relationships and transactions (if the applicable financial reporting framework establishes related party requirements), and the related risk of management override of relevant controls.

A10. 
In addition, the discussion in the context of fraud may include specific consideration of how related parties may be involved in fraud. For example:

•
How special-purpose entities controlled by management might be used to facilitate earnings management.

•
How transactions between the entity and a known business partner of a key member of management could be arranged to facilitate misappropriation of the entity’s assets.

          The Identity of the Entity’s Related Parties {Ref: Para. 14(a)}

A11. 
Where the applicable financial reporting framework establishes related party requirements, information regarding the identity of the entity’s related parties is likely to be readily available to management because the entity’s information systems will need to record, process and summarize related party relationships and transactions to enable the entity to meet the accounting and disclosure requirements of the framework. Management is therefore likely to have a comprehensive list of related parties and changes from the prior period. For recurring engagements, making the inquiries provides a basis for comparing the information supplied by management with the auditor’s record of related parties noted in previous audits.

A12. 
However, where the framework does not establish related party requirements, the entity may not have such information systems in place. Under such circumstances, it is possible that management may not be aware of the existence of all related parties. Nevertheless, the requirement to make the inquiries specified by paragraph 14 still applies because management may be aware of parties that meet the related party definition set out in this NSA. In such a case, however, the auditor’s inquiries regarding the identity of the entity’s related parties are likely to form part of the auditor’s risk assessment procedures and related activities performed in accordance with NSA 10 to obtain information regarding:

• 
The entity’s ownership and governance structures;

• 
The types of investments that the entity is making and plans to make; and

• 
The way the entity is structured and how it is financed.

In the particular case of common control relationships, as management is more likely to be aware of such relationships if they have economic significance to the entity, the auditor’s inquiries are likely to be more effective if they are focused on whether parties with which the entity engages in significant transactions, or shares resources to a significant degree, are related parties.

A13. 
In the context of a group audit, NSA 25 requires the group engagement team to provide each component auditor with a list of related parties prepared by group management and any other related parties of which the group engagement team is aware. Where the entity is a component within a group, this information provides a useful basis for the auditor’s inquiries of management regarding the identity of the entity’s related parties.
A14. 
The auditor may also obtain some information regarding the identity of the entity’s related parties through inquiries of management during the engagement acceptance or continuance process.

          The Entity’s Controls over Related Party Relationships and Transactions

          (Ref: Para. 15)

A15. 
Others within the entity are those considered likely to have knowledge of the entity’s related party relationships and transactions, and the entity’s controls over such relationships and transactions. These may include, to the extent that they do not form part of management:

• 
Those charged with governance;

•
Personnel in a position to initiate, process, or record transactions that are both significant and outside the entity’s normal course of business, and those who supervise or monitor such personnel;

•
Internal auditors;

•
In-house legal counsel; and

•
The chief ethics officer or equivalent person.

A16. 
The audit is conducted on the premise that management and those charged with governance have acknowledged and understand that they have responsibility for the preparation of the financial statements in accordance with the applicable financial reporting framework, including where relevant their fair presentation and for such internal control as management and those charged with governance determine is necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error. Accordingly, where the framework establishes related party requirements, the preparation of the financial statements requires management, with oversight from those charged with governance, to design, implement and maintain adequate controls over related party relationships and transactions so that these are identified and appropriately accounted for and disclosed in accordance with the framework. In their oversight role, those charged with governance monitor how management is discharging its responsibility for such controls. Regardless of any related party requirements the framework may establish, those charged with governance may, in their oversight role, obtain information from management to enable them to understand the nature and business rationale of the entity’s related party relationships and transactions.

A17. 
In meeting the NSA 10 requirement to obtain an understanding of the control environment, the auditor may consider features of the control environment relevant to mitigating the risks of material misstatement associated with related party relationships and transactions, such as:

•
Internal ethical codes, appropriately communicated to the entity’s personnel and enforced, governing the circumstances in which the entity may enter into specific types of related party transactions.

• 
Policies and procedures for open and timely disclosure of the interests that management and those charged with governance have in related party transactions.

• 
The assignment of responsibilities within the entity for identifying, recording, summarizing, and disclosing related party transactions.

• 
Timely disclosure and discussion between management and those charged with governance of significant related party transactions outside the entity’s normal course of business, including whether those charged with governance have appropriately challenged the business rationale of such transactions (for example, by seeking advice from external professional advisors).

• 
Clear guidelines for the approval of related party transactions involving actual or perceived conflicts of interest, such as approval by a subcommittee of those charged with governance comprising individuals independent of management.

• 
Periodic reviews by internal auditors, where applicable.

•
Proactive action taken by management to resolve related party disclosure issues, such as by seeking advice from the auditor or external legal counsel.

• 
The existence of whistle-blowing policies and procedures, where applicable.

A18. 
Controls over related party relationships and transactions within some entities may be deficient or non-existent for a number of reasons, such as

• 
The low importance attached by management to identifying and disclosing related party relationships and transactions.

• 
The lack of appropriate oversight by those charged with governance.

• 
An intentional disregard for such controls because related party disclosures may reveal information that management considers sensitive, for example, the existence of transactions involving family members of management.

• 
An insufficient understanding by management of the related party requirements of the applicable financial reporting framework.

• 
The absence of disclosure requirements under the applicable financial reporting framework.

Where such controls are ineffective or non-existent, the auditor may be unable to obtain sufficient appropriate audit evidence about related party relationships and transactions. If this were the case, the auditor would, in accordance with NSA 29 consider the implications for the audit, including the opinion in the auditor’s report.

A19. 
Fraudulent financial reporting often involves management override of controls that otherwise may appear to be operating effectively. The risk of management override of controls is higher if management has relationships that involve control or significant influence with parties with which the entity does business because these relationships may present management with greater incentives and opportunities to perpetrate fraud. For example, management’s financial interests in certain related parties may provide incentives for management to override controls by: 

(a)  
Directing the entity, against its interests, to conclude transactions 
for the benefit of these parties, or

          (b)  
Colluding with such parties or controlling their actions. Examples of possible frauds include:

•     
Creating fictitious terms of transactions with related parties designed to misrepresent the business rationale of these transactions.

• 
Fraudulently organizing the transfer of assets from or to management or others at amounts significantly above or below market value.

•
Engaging in complex transactions with related parties, such as special-purpose entities, that are structured to misrepresent the financial position or financial performance of the entity.

          Considerations specific to smaller entities

A20. 
Control activities in smaller entities are likely to be less formal and smaller entities may have no documented processes for dealing with related party relationships and transactions. An owner-manager may mitigate some of the risks arising from related party transactions, or potentially increase those risks, through active involvement in all the main aspects of the transactions. For such entities, the auditor may obtain an understanding of the related party relationships and transactions, and any controls that may exist over these, through inquiry of management combined with other procedures, such as observation of management’s oversight and review activities, and inspection of available relevant documentation.

           Authorization and approval of significant transactions and arrangements

          {Ref: Para.15 (b)}

A21. 
Authorization involves the granting of permission by a party or parties with the appropriate authority (whether management, those charged with governance or the entity’s shareholders) for the entity to enter into specific transactions in accordance with pre-determined criteria, whether judgmental or not. Approval involves those parties’ acceptance of the transactions the entity has entered into as having satisfied the criteria on which authorization was granted. Examples of controls the entity may have established to authorize and approve significant transactions and arrangements with related parties or significant transactions and arrangements outside the normal course of business include:

• 
Monitoring controls to identify such transactions and arrangements for authorization and approval.

• 
Approval of the terms and conditions of the transactions and arrangements by management, those charged with governance or, where applicable, shareholders.

Maintaining Alertness for Related Party Information When Reviewing Records or Documents

          Records or Documents That the Auditor May Inspect (Ref: Para. 16)

A22. 
During the audit, the auditor may inspect records or documents that may provide information about related party relationships and transactions, for example:

• 
Third-party confirmations obtained by the auditor (in addition to bank and legal confirmations).

•
Entity income tax returns.

•
Information supplied by the entity to regulatory authorities.

•
Shareholder registers to identify the entity’s principal shareholders.

•
Statements of conflicts of interest from management and those charged with governance.

•
Records of the entity’s investments and those of its pension plans.

•
Contracts and agreements with key management or those charged 

          with governance.

•
Significant contracts and agreements not in the entity’s ordinary   course of business.

•
Specific invoices and correspondence from the entity’s professional advisors.

•
Life insurance policies acquired by the entity.

• 
Significant contracts re-negotiated by the entity during the period.

•
Internal auditors’ reports.

•
Documents associated with the entity’s filings with a securities regulator (for example, prospectuses).

Arrangements that may indicate the existence of previously unidentified or undisclosed related party relationships or transactions.

A23.
An arrangement involves a formal or informal agreement between the entity and one or more other parties for such purposes as:

• 
The establishment of a business relationship through appropriate

vehicles or structures.

• 
The conduct of certain types of transactions under specific terms and conditions.

• 
The provision of designated services or financial support.

Examples of arrangements that may indicate the existence of related party relationships or transactions that management has not previously identified or disclosed to the auditor include:

•       
Participation in unincorporated partnerships with other parties.

• 
Agreements for the provision of services to certain parties under terms and conditions that are outside the entity’s normal course of business.

• 
Guarantees and guarantor relationships.

AUDITING

          Identification of Significant Transactions outside the Normal Course of

          Business (Ref: Para. 17)

A24. 
Obtaining further information on significant transactions outside the entity’s normal course of business enables the auditor to evaluate whether fraud risk factors, if any, are present and, where the applicable financial reporting framework establishes related party requirements, to identify the risks of material misstatement.

A25. 
Examples of transactions outside the entity’s normal course of business may include:

•
Complex equity transactions, such as corporate restructurings or

acquisitions.

• 
Transactions with offshore entities in jurisdictions with weak corporate laws.

• 
The leasing of premises or the rendering of management services by the entity to another party if no consideration is exchanged.

• 
Sales transactions with unusually large discounts or returns.

• 
Transactions with circular arrangements, for example, sales with a commitment to repurchase.

• 
Transactions under contracts whose terms are changed before expiry.

          Understanding the nature of significant transactions outside the normal

          course of business {Ref: Para. 17(a)}

A26.
Inquiring into the nature of the significant transactions outside the entity’s normal course of business involves obtaining an understanding of the business rationale of the transactions, and the terms and conditions under which these have been entered into.

Inquiring into whether related parties could be involved {Ref: Para. 17(b)}

A27. 
A related party could be involved in a significant transaction outside the entity’s normal course of business not only by directly influencing the transaction through being a party to the transaction, but also by indirectly influencing it through an intermediary. Such influence may indicate the presence of a fraud risk factor.

         
Sharing Related Party Information with the Engagement Team 
(Ref: Para. 18)
A28. 
Relevant related party information that may be shared among the engagement team members includes, for example:

•
The identity of the entity’s related parties.

• 
The nature of the related party relationships and transactions.

• 
Significant or complex related party relationships or transactions that may require special audit consideration, in particular transactions in which management or those charged with governance are financially involved.

        
Identification and Assessment of the Risks of Material Misstatement

   
Associated with Related Party Relationships and Transactions

Fraud Risk Factors Associated with a Related Party with Dominant Influence (Ref: Para. 20)
A29. 
Domination of management by a single person or small group of persons without compensating controls is a fraud risk factor. Indicators of dominant influence exerted by a related party include:

•
The related party has vetoed significant business decisions taken by management or those charged with governance.

• 
Significant transactions are referred to the related party for final

approval.

• 
There is little or no debate among management and those charged with governance regarding business proposals initiated by the related party.

• 
Transactions involving the related party (or a close family member of the related party) are rarely independently reviewed and approved.

Dominant influence may also exist in some cases if the related party has played a leading role in founding the entity and continues to play a leading role in managing the entity.

A30. 
In the presence of other risk factors, the existence of a related party with dominant influence may indicate significant risks of material misstatement due to fraud. For example:

• 
An unusually high turnover of senior management or professional advisors may suggest unethical or fraudulent business practices that serve the related party’s purposes.

• 
The use of business intermediaries for significant transactions for which there appears to be no clear business justification may suggest that the related party could have an interest in such transactions through control of such intermediaries for fraudulent purposes.

• 
Evidence of the related party’s excessive participation in or preoccupation with the selection of accounting policies or the determination of significant estimates may suggest the possibility of fraudulent financial reporting.

AUDITING

    
Responses to the Risks of Material Misstatement Associated with

      
Related Party Relationships and Transactions (Ref: Para. 21)

A31. 
The nature, timing and extent of the further audit procedures that the auditor may select to respond to the assessed risks of material misstatement associated with related party relationships and transactions depend upon the nature of those risks and the circumstances of the entity.

A32. 
Examples of substantive audit procedures that the auditor may perform when the auditor has assessed a significant risk that management has not appropriately accounted for or disclosed specific related party transactions in accordance with the applicable financial reporting framework (whether due to fraud or error) include:

• 
Confirming or discussing specific aspects of the transactions with intermediaries such as banks, law firms, guarantors, or agents, where practicable and not prohibited by law, regulation or ethical rules.

•
Confirming the purposes, specific terms or amounts of the transactions with the related parties (this audit procedure may be less effective where the auditor judges that the entity is likely to influence the related parties in their responses to the auditor).
• 
Where applicable, reading the financial statements or other relevant financial information, if available, of the related parties for evidence of the accounting of the transactions in the related parties’ accounting records.

A33.
If the auditor has assessed a significant risk of material misstatement due to fraud as a result of the presence of a related party with dominant influence, the auditor may, in addition to the general requirements of NSA 5, perform audit procedures such as the following to obtain an understanding of the business relationships that such a related party may have established directly or indirectly with the entity and to determine the need for further appropriate substantive audit procedures:

•
Inquiries of, and discussion with, management and those charged with governance.

•
Inquiries of the related party.

•
Inspection of significant contracts with the related party.

• 
Appropriate background research, such as through the Internet or

specific external business information databases.

•
Review of employee whistle-blowing reports where these are retained.

A34. 
Depending upon the results of the auditor’s risk assessment procedures, the auditor may consider it appropriate to obtain audit evidence without testing the entity’s controls over related party relationships and transactions. In some circumstances, however, it may not be possible to obtain sufficient appropriate audit evidence from substantive audit procedures alone in relation to the risks of material misstatement associated with related party relationships and transactions. For example, where intra-group transactions between the entity and its components are numerous and a significant amount of information regarding these transactions is initiated, recorded, processed or reported electronically in an integrated system, the auditor may determine that it is not possible to design effective substantive audit procedures that by themselves would reduce the risks of material misstatement associated with these transactions to an acceptably low level. In such a case, in meeting the NSA 12 requirement to obtain sufficient appropriate audit evidence as to the operating effectiveness of relevant controls, the auditor is required to test the entity’s controls over the completeness and accuracy of the recording of the related party relationships and transactions.

         Identification of Previously Unidentified or Undisclosed Related Parties or
         Significant Related Party Transactions

          Communicating Newly Identified Related Party Information to the

          Engagement Team {Ref: Para. 23(a)}

A35. 
Communicating promptly any newly identified related parties to the other members of the engagement team assists them in determining whether this information affects the results of, and conclusions drawn from, risk assessment procedures already performed, including whether the risks of material misstatement need to be reassessed.

          Substantive Procedures Relating to Newly Identified Related Parties or

          Significant Related Party Transactions {Ref: Para. 23(c)}

A36. 
Examples of substantive audit procedures that the auditor may perform relating to newly identified related parties or significant related party transactions include:

• 
Making inquiries regarding the nature of the entity’s relationships with the newly identified related parties, including (where appropriate and not prohibited by law, regulation or ethical rules) inquiring of parties outside the entity who are presumed to have significant knowledge of the entity and its business, such as legal counsel, principal agents, major representatives, consultants, guarantors, or other close business partners.

AUDITING

•
Conducting an analysis of accounting records for transactions with the newly identified related parties. Such an analysis may be facilitated using computer-assisted audit techniques.

•
Verifying the terms and conditions of the newly identified related party transactions, and evaluating whether the transactions have been appropriately accounted for and disclosed in accordance with the applicable financial reporting framework.

          Intentional Non-Disclosure by Management {Ref: Para. 23(e)}

A37. 
The requirements and guidance in NSA 5 regarding the auditor’s responsibilities relating to fraud in an audit of financial statements are relevant where management appears to have intentionally failed to disclose related parties or significant related party transactions to the auditor. The auditor may also consider whether it is necessary to re-evaluate the reliability of management’s responses to the auditor’s inquiries and management’s representations to the auditor.

Identified Significant Related Party Transactions outside the Entity’s Normal Course of Business

Evaluating the Business Rationale of Significant Related Party Transactions (Ref: Para. 24)

A38. 
In evaluating the business rationale of a significant related party transaction outside the entity’s normal course of business, the auditor may consider the following:

•
 Whether the transaction:

· Is overly complex (for example, it may involve multiple

    related parties within a consolidated group).

· Has unusual terms of trade, such as unusual prices, interest

    rates, guarantees and repayment terms.

· Lacks an apparent logical business reason for its

    occurrence.

· Involves previously unidentified related parties.

· Is processed in an unusual manner.

•
Whether management has discussed the nature of, and accounting for, such a transaction with those charged with governance.

•
Whether management is placing more emphasis on a particular accounting treatment rather than giving due regard to the underlying economics of the transaction.

If management’s explanations are materially inconsistent with the terms of the related party transaction, the auditor is required, in accordance with NSA 14 to consider the reliability of management’s explanations and representations on other significant matters.

A39. 
The auditor may also seek to understand the business rationale of such a

transaction from the related party’s perspective, as this may help the auditor to better understand the economic reality of the transaction and why it was carried out. A business rationale from the related party’s perspective that appears inconsistent with the nature of its business may represent a fraud risk factor.

          Authorization and Approval of Significant Related Party Transactions 

          {Ref: Para. 24(b)}

A40. 
Authorization and approval by management, those charged with governance or where applicable, the shareholders of significant related party transactions outside the entity’s normal course of business may provide audit evidence that these have been duly considered at the appropriate levels within the entity and that their terms and conditions have been appropriately reflected in the financial statements. The existence of transactions of this nature that were not subject to such authorization and approval, in the absence of rational explanations based on discussion with management or those charged with governance, may indicate risks of material misstatement due to error or fraud. In these circumstances, the auditor may need to be alert for other transactions of a similar nature. Authorization and approval alone, however, may not be sufficient in concluding whether risks of material misstatement due to fraud are absent because authorization and approval may be ineffective if there has been collusion between the related parties or if the entity is subject to the dominant influence of a related party.

    
Considerations specific to smaller entities

A41.
A smaller entity may not have the same controls provided by different levels of authority and approval that may exist in a larger entity. Accordingly, when auditing a smaller entity, the auditor may rely to a lesser degree on authorization and approval for audit evidence regarding the validity of significant related party transactions outside the entity’s normal course of business. Instead, the auditor may consider performing other audit procedures such as inspecting relevant documents, confirming specific aspects of the transactions with relevant parties, or observing the owner-manager’s involvement with the transactions.

AUDITING
    
Assertions That Related Party Transactions Were Conducted on Terms

        
Equivalent to Those Prevailing in an Arm’s Length Transaction

       
(Ref: Para. 25)

A42. 
Although audit evidence may be readily available regarding how the price of a related party transaction compares to that of a similar arm’s length transaction, there are ordinarily practical difficulties that limit the auditor’s ability to obtain audit evidence that all other aspects of the transaction are equivalent to those of the arm’s length transaction. For example, although the auditor may be able to confirm that a related party transaction has been conducted at a market price, it may be impracticable to confirm whether other terms and conditions of the transaction (such as credit terms, contingencies and specific charges) are equivalent to those that would ordinarily be agreed between independent parties. Accordingly, there may be a risk that management’s assertion that a related party transaction was conducted on terms equivalent to those prevailing in an arm’s length transaction may be materially misstated.

A43. 
The preparation of the financial statements requires management to substantiate an assertion that a related party transaction was conducted on terms equivalent to those prevailing in an arm’s length transaction. Management’s support for the assertion may include:

•
Comparing the terms of the related party transaction to those of an

identical or similar transaction with one or more unrelated parties.

•
Engaging an external expert to determine a market value and to confirm market terms and conditions for the transaction.

•
Comparing the terms of the transaction to known market terms for broadly similar transactions on an open market.

A44. 
Evaluating management’s support for this assertion may involve one or more of the following:


• 
Considering the appropriateness of management’s process for 

supporting the assertion.

•
Verifying the source of the internal or external data supporting the assertion, and testing the data to determine their accuracy, completeness and relevance.

•
Evaluating the reasonableness of any significant assumptions on which the assertion is based.

A45. 
Some financial reporting frameworks require the disclosure of related party transactions not conducted on terms equivalent to those prevailing in arm’s length transactions. In these circumstances, if management has not disclosed a related party transaction in the financial statements, there may be an implicit assertion that the transaction was conducted on terms equivalent to those prevailing in an arm’s length transaction.

        Evaluation of the Accounting for and Disclosure of Identified

     
Related Party Relationships and Transactions

          Materiality Considerations in Evaluating Misstatements (Ref: Para. 26)

A46. 
NSA 34 requires the auditor to consider both the size and the nature of a misstatement, and the particular circumstances of its occurrence, when evaluating whether the misstatement is material. The significance of the transaction to the financial statement users may not depend solely on the recorded amount of the transaction but also on other specific relevant factors, such as the nature of the related party relationship.

         Evaluation of Related Party Disclosures {Ref: Para. 26(a)}

A47.
Evaluating the related party disclosures in the context of the disclosure requirements of the applicable financial reporting framework means considering whether the facts and circumstances of the entity’s related party relationships and transactions have been appropriately summarized and presented so that the disclosures are understandable. Disclosures of related party transactions may not be understandable if:

(a) 
The business rationale and the effects of the transactions on the financial statements are unclear or misstated; or

(b) 
Key terms, conditions, or other important elements of the transactions necessary for understanding them are not appropriately disclosed.

   
Written Representations (Ref: Para. 27)

A48. 
Circumstances in which it may be appropriate to obtain written representations from those charged with governance include:

•
When they have approved specific related party transactions that:

(a)  materially affect the financial statements, or 

(b)  involve management.

• 
When they have made specific oral representations to the auditor on details of certain related party transactions.

•
When they have financial or other interests in the related parties or the related party transactions.

A49. 
The auditor may also decide to obtain written representations regarding specific assertions that management may have made, such as a representation that specific related party transactions do not involve undisclosed side agreements.

AUDITING

           Communication with Those Charged with Governance (Ref: Para. 28)

A50. 
Communicating significant matters arising during the audit in connection

with the entity’s related parties helps the auditor to establish a common understanding with those charged with governance of the nature and resolution of these matters. Examples of significant related party matters include:
• 
Non-disclosure (whether intentional or not) by management to the auditor of related parties or significant related party transactions, which may alert those charged with governance to significant related party relationships and transactions of which they may not have been previously aware.

•
The identification of significant related party transactions that have not been appropriately authorized and approved, which may give rise to suspected fraud.

•
Disagreement with management regarding the accounting for and disclosure of significant related party transactions in accordance with the applicable financial reporting framework.

• 
Non-compliance with applicable law or regulations prohibiting or restricting specific types of related party transactions.

           • 
Difficulties in identifying the party that ultimately controls the
                     entity.
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Introduction

    
Scope of this NSA

1. 
This Nigerian Standard on Auditing (NSA) deals with the auditor’s responsibilities relating to subsequent events in an audit of financial statements (Ref: Para. A1).

    
Compliance with International Standard on Auditing (ISA)

2.        The requirements of this Standard comply substantially with ISA

        560: Subsequent Events.   

     
Effective Date

3. 
This NSA is effective for audits of financial statements for periods beginning on or after April 1, 2011.

      
Subsequent Events

4. 
Financial statements may be affected by certain events that occur after the date of the financial statements. Many financial reporting frameworks specifically refer to such events. Such financial reporting frameworks ordinarily identify two types of events:

(a) Those that provide evidence of conditions that existed at the date 
of the financial statements; and

(b)    Those that provide evidence of conditions that arose after the date of the financial statements.

NSA 28 explains that the date of the auditor’s report informs the reader that the auditor has considered the effect of events and transactions of which the auditor becomes aware and that occurred up to that date.

      
Objectives

5. 
The objectives of the auditor are:

(a) 
To obtain sufficient appropriate audit evidence about whether events occurring between the date of the financial statements and the date of the auditor’s report that require adjustment of, or disclosure in, the financial statements are appropriately reflected in those financial statements in accordance with the applicable financial reporting framework; and

(b) 
To respond appropriately to facts that become known to the auditor after the date of the auditor’s report, that, had they been known to the auditor at that date, may have caused the auditor to amend the auditor’s report.

TING

      
Definitions

6. 
For purposes of the NSAs, the following terms have the meanings attributed below:

(a) 
Date of the financial statements – The date of the end of the latest

period covered by the financial statements.

(b) 
Date of approval of the financial statements – The date on which all the statements that comprise the financial statements, including the related notes, have been prepared and those with the recognized authority have asserted that they have taken responsibility for those financial statements (Ref: Para. A2).

(c) 
Date of the auditor’s report – The date the auditor dates the report on the financial statements in accordance with NSA 28 (Ref: Para. A3).

(d) 
Date the financial statements are issued – The date that the auditor’s report and audited financial statements are made available to third parties (Ref: Para. A4-A5).

(e) 
Subsequent events – Events occurring between the date of the financial statements and the date of the auditor’s report, and facts that become known to the auditor after the date of the auditor’s report.

      
Requirements

      
Events Occurring between the Date of the Financial Statements and

        the Date of the Auditor’s Report

7. 
The auditor shall perform audit procedures designed to obtain sufficient appropriate audit evidence that all events occurring between the date of the financial statements and the date of the auditor’s report that require adjustment of, or disclosure in, the financial statements have been identified. The auditor is not, however, expected to perform additional audit procedures on matters to which previously applied audit procedures have provided satisfactory conclusions (Ref: Para. A6).

8. 
The auditor shall perform the procedures required by paragraph 7 so that they cover the period from the date of the financial statements to the date of the auditor’s report, or as near as practicable thereto. The auditor shall take into account the auditor’s risk assessment in determining the nature and extent of such audit procedures, which shall include the following (Ref: Para. A7-A8):

(a) 
Obtaining an understanding of any procedures management has

established to ensure that subsequent events are identified.

(b) 
Inquiring of management and those charged with governance as to whether any subsequent events have occurred which might affect the financial statements (Ref: Para. A9).

(c) 
Reading minutes, if any, of the meetings, of the entity’s owners, management and those charged with governance, that have been held after the date of the financial statements and inquiring about matters discussed at any such meetings for which minutes are not yet available (Ref: Para. A10).

(d) 
Reading the entity’s latest subsequent interim financial statements, if any.

9. 
If, as a result of the procedures performed as required by paragraphs 7 and 8, the auditor identifies events that require adjustment of, or disclosure in, the financial statements, the auditor shall determine whether each such event is appropriately reflected in those financial statements in accordance with the applicable financial reporting framework.

      
Written Representations

10. 
The auditor shall request management and, where appropriate, those charged with governance, to provide a written representation in accordance with NSA 24 that all events occurring subsequent to the date of the financial statements and for which the applicable financial reporting framework requires adjustment or disclosure have been adjusted or disclosed.

        Facts Which Become Known to the Auditor after the Date of the

          Auditor’s Report but before the Date the Financial Statements Are

        Issued

11. 
The auditor has no obligation to perform any audit procedures regarding the financial statements after the date of the auditor’s report. However, if, after the date of the auditor’s report but before the date the financial statements are issued, a fact becomes known to the auditor that, had it been known to the auditor at the date of the auditor’s report, may have caused the auditor to amend the auditor’s report, the auditor shall (Ref: Para. A11):

(a)     Discuss the matter with management and those charged with

    governance.

(b) 
Determine whether the financial statements need amendment and, if so,

(c) 
Inquire how management intends to address the matter in the financial statements.

12. 
If management amends the financial statements, the auditor shall:

AUDITING

(a) 
Carry out the audit procedures necessary in the circumstances on the amendment.

(b) 
Unless the circumstances in paragraph 13 apply:

(i)
Extend the audit procedures referred to in paragraphs 7 and 8 to the date of the new auditor’s report; and

(ii)
Provide a new auditor’s report on the amended financial statements. The new auditor’s report shall not be dated earlier than the date of approval of the amended financial statements.

13. 
Where law, regulation or the financial reporting framework does not prohibit management from restricting the amendment of the financial statements to the effects of the subsequent event or events causing that amendment and those responsible for approving the financial statements are not prohibited from restricting their approval to that amendment, the auditor is permitted to restrict the audit procedures on subsequent events required in paragraph 12(b)(i) to that amendment. In such cases, the auditor shall either:

(a) 
Amend the auditor’s report to include an additional date restricted to that amendment that thereby indicates that the auditor’s procedures on subsequent events are restricted solely to the amendment of the financial statements described in the relevant note to the financial statements; or (Ref: Para. A12)

(b) 
Provide a new or amended auditor’s report that includes a statement in an Emphasis of Matter paragraph or Other Matter paragraph that conveys that the auditor’s procedures on subsequent events are restricted solely to the amendment of the financial statements as described in the relevant note to the financial statements.

14.     Management may not be required by law, regulation or the financial 

reporting framework to issue amended financial statements and accordingly, the auditor need not provide an amended or new auditor’s report. However, if management does not amend the financial statements in circumstances where the auditor believes they need to be amended, then (Ref: Para. A13-A14):

(a) 
If the auditor’s report has not yet been provided to the entity, the auditor shall modify the opinion as required by NSA 29 and then provide the auditor’s report; or

(b)
If the auditor’s report has already been provided to the entity, the auditor shall notify management and, unless all of those charged with governance are involved in managing the entity, those charged with governance, not to issue the financial statements to third parties before the necessary amendments have been made. If the financial statements are nevertheless subsequently issued without the necessary amendments, the auditor shall take appropriate action, to seek to prevent reliance on the auditor’s report (Ref. Para: A15-A16).

   
Facts Which Become Known to the Auditor after the Financial

      
Statements Have Been Issued

15. 
After the financial statements have been issued, the auditor has no obligation to perform any audit procedures regarding such financial statements. However, if, after the financial statements have been issued, a fact becomes known to the auditor that, had it been known to the auditor at the date of the auditor’s report, may have caused the auditor to amend the auditor’s report, the auditor shall:

(a)
Discuss the matter with management and, where appropriate, those charged with governance;

(b) 
Determine whether the financial statements need amendment; and, if so,

(c) 
Inquire how management intends to address the matter in the financial statements.

16. 
If management amends the financial statements, the auditor shall 
          (Ref: Para. A17):

(a) 
Carry out the audit procedures necessary in the circumstances on the amendment.

(b) 
Review the steps taken by management to ensure that anyone in receipt of the previously issued financial statements together with the auditor’s report thereon is informed of the situation.

(c) 
Unless the circumstances in paragraph 13 apply:

(i)
Extend the audit procedures referred to in paragraphs 7 and 8 to the date of the new auditor’s report, and date the new auditor’s report no earlier than the date of approval of the amended financial statements; and

(ii)
Provide a new auditor’s report on the amended financial statements.

(d) 
When the circumstances in paragraph 13 apply, amend the auditor’s report, or provide a new auditor’s report as required by paragraph 13.

17. 
The auditor shall include in the new or amended auditor’s report an Emphasis of Matter paragraph or Other Matter(s) paragraph referring to a note to the financial statements that more extensively discusses the reason for the amendment of the previously issued financial statements and to the earlier report provided by the auditor.

18. 
If management does not take the necessary steps to ensure that anyone in receipt of the previously issued financial statements is informed of the situation and does not amend the financial statements in circumstances where the auditor believes they need to be amended, the auditor shall notify management and, unless all of those charged with governance are involved in managing the entity, those charged with governance, that the auditor will seek to prevent future reliance on the auditor’s report. If, despite such notification, management or those charged with governance do not take these necessary steps, the auditor shall take appropriate action to seek to prevent reliance on the auditor’s report (Ref: Para. A18).

    
Application and Other Explanatory Material

    
Scope of this NSA (Ref: Para. 1)

A1. 
When the audited financial statements are included in other documents subsequent to the issuance of the financial statements, the auditor may have additional responsibilities relating to subsequent events that the auditor may need to consider, such as legal or regulatory requirements involving the offering of securities to the public. For example, the auditor may be required to perform additional audit procedures to the date of the final offering document. These procedures may include those referred to in paragraphs 7 and 8 performed up to a date at or near the effective date of the final offering document, and reading the offering document to assess whether the other information in the offering document is consistent with the financial information with which the auditor is associated.

     
Definitions

      
Date of Approval of the Financial Statements {Ref: Para. 6(b)}

A2. 
The date of approval of the financial statements for purposes of the NSAs is the earlier date on which those with the recognized authority determine that all the statements that comprise the financial statements, including the related notes, have been prepared and that those with the recognized authority have asserted that they have taken responsibility for those financial statements.

          Date of the Auditor’s Report {Ref: Para. 6(c)}

A3. 
The auditor’s report cannot be dated earlier than the date on which the auditor has obtained sufficient appropriate audit evidence on which to base the opinion on the financial statements including evidence that all the statements that comprise the financial statements, including the related notes, have been prepared and that those with the recognized authority have asserted that they have taken responsibility for those financial statements.  Consequently, the date of the auditor’s report cannot be earlier than the date of approval of the financial statements as defined in paragraph 6(b). A time period may elapse due to administrative issues between the date of the auditor’s report as defined in paragraph 6(c) and the date the auditor’s report is provided to the entity.

      
Date the Financial Statements Are Issued {Ref: Para. 6(d)}

A4. 
The date the financial statements are issued generally depends on the regulatory environment of the entity. In some circumstances, the date the financial statements are issued may be the date that they are filed with a regulatory authority. Since audited financial statements cannot be issued without an auditor’s report, the date that the audited financial statements are issued must not only be at or later than the date of the auditor’s report, but must also be at or later than the date the auditor’s report is provided to the entity.

          Considerations Specific to Public Sector Entities

A5. 
In the case of the public sector, the date the financial statements are issued may be the date the audited financial statements and the auditor’s report thereon are presented to the legislature or otherwise made public.

AUDITING

           Events Occurring between the Date of the Financial Statements and

        the Date of the Auditor’s Report (Ref: Para. 7-10)

A6. 
Depending on the auditor’s risk assessment, the audit procedures required by paragraph 7 may include procedures, necessary to obtain sufficient appropriate audit evidence, involving the review or testing of accounting records or transactions occurring between the date of the financial statements and the date of the auditor’s report. The audit procedures required by paragraphs 7 and 8 are in addition to procedures that the auditor may perform for other purposes that, nevertheless, may provide evidence about subsequent events (for example, to obtain audit evidence for account balances as at the date of the financial statements, such as cut-off procedures or procedures in relation to subsequent receipts of accounts receivable).

A7. 
Paragraph 8 stipulates certain audit procedures in this context that the auditor is required to perform pursuant to paragraph 7. The subsequent events procedures that the auditor performs may, however, depend on the information that is available and, in particular, the extent to which the accounting records have been prepared since the date of the financial statements. Where the accounting records are not up-to-date, and accordingly no interim financial statements (whether for internal or external purposes) have been prepared, or minutes of meetings of management or those charged with governance have not been prepared, relevant audit procedures may take the form of inspection of available books and records, including bank statements. Paragraph A8 gives examples of some of the additional matters that the auditor may consider in the course of these inquiries.

A8. 
In addition to the audit procedures required by paragraph 8, the auditor may consider it necessary and appropriate to:

• 
Read the entity’s latest available budgets, cash flow forecasts and other related management reports for periods after the date of the financial statements;

• 
Inquire, or extend previous oral or written inquiries, of the entity’s legal counsel concerning litigation and claims; or

• 
Consider whether written representations covering particular subsequent events may be necessary to support other audit evidence and thereby obtain sufficient appropriate audit evidence. 

Inquiry {Ref: Para. 8(b)}

A9. 
In inquiring of management and those charged with governance, as to whether any subsequent events have occurred that might affect the financial statements, the auditor may inquire as to the current status of items that were accounted for on the basis of preliminary or inconclusive data and may make specific inquiries about the following matters:

•
Whether new commitments, borrowings or guarantees have been entered into.

• 
Whether sales or acquisitions of assets have occurred or are planned.

• 
Whether there have been increases in capital or issuance of debt instruments, such as the issue of new shares or debentures, or an agreement to merge or liquidate has been made or is planned.

•
Whether any assets have been appropriated by government or destroyed, for example, by fire or flood.

• 
Whether there have been any developments regarding contingencies.

•
Whether any unusual accounting adjustments have been made or are contemplated.

• 
Whether any events have occurred or are likely to occur that will bring into question the appropriateness of accounting policies used in the financial statements, as would be the case, for example, if such events call into question the validity of the going concern assumption.

• 
Whether any events have occurred that are relevant to the measurement of estimates or provisions made in the financial statements.

• 
Whether any events have occurred that are relevant to the recoverability of assets.

       
Reading Minutes {Ref. Para. 8(c)}

       
Considerations Specific to Public Sector Entities

A10. 
In the public sector, the auditor may read the official records of relevant proceedings of the legislature and inquire about matters addressed in proceedings for which official records are not yet available.

Facts Which Become Known to the Auditor after the Date of the Auditor’s Report but before the Date the Financial Statements Are Issued

      
Management Responsibility towards Auditor (Ref: Para. 11)

A11. 
As explained in NSA 2, the terms of the audit engagement include the agreement of management to inform the auditor of facts that may affect the financial statements, of which management may become aware during the period from the date of the auditor’s report to the date the financial statements are issued.

AUDITING

      
Dual Dating {Ref: Para. 13(a)}

A12. 
When, in the circumstances described in paragraph 13(a), the auditor amends the auditor’s report to include an additional date restricted to that amendment, the date of the auditor’s report on the financial statements prior to their subsequent amendment by management remains unchanged because this date informs the reader as to when the audit work on those financial statements was completed. However, an additional date is included in the auditor’s report to inform users that the auditor’s procedures subsequent to that date were restricted to the subsequent amendment of the financial statements. The following is an illustration of such an additional date:

(Date of auditor’s report), except as to Note Y, which is as of (date of completion of audit procedures restricted to amendment described in Note Y).

     
No Amendment of Financial Statements by Management (Ref: Para. 14)

A13.
Management may not be required by law, regulation or the financial reporting framework to issue amended financial statements.  This is often the case when issuance of the financial statements for the following period is imminent, provided appropriate disclosures are made in such statements.

          Considerations Specific to Public Sector Entities

A14. 
In the public sector, the actions taken in accordance with paragraph 14 when management does not amend the financial statements may also include reporting separately to the legislature, or other relevant body in the reporting hierarchy, on the implications of the subsequent event for the financial statements and the auditor’s report.

          Auditor Action to Seek to Prevent Reliance on Auditor’s Report

          {Ref: Para. 14(b)}

A15. 
The auditor may need to fulfill additional legal obligations even when the auditor has notified management not to issue the financial statements and management has agreed to this request.

A16. 
Where management has issued the financial statements despite the auditor’s notification not to issue the financial statements to third parties, the auditor’s course of action to prevent reliance on the auditor’s report on the financial statements depends upon the auditor’s legal rights and obligations.  Consequently, the auditor may consider it appropriate to seek legal advice.

       
Facts Which Become Known to the Auditor after the Financial 
Statements Have Been Issued

       
No Amendment of Financial Statements by Management (Ref: Para. 16)

       
Considerations Specific to Public Sector Entities

A17. 
Entities in the public sector may be prohibited from issuing amended financial statements by law or regulation. In such circumstances, the appropriate course of action for the auditor may be to report to the appropriate statutory body.
         
Auditor Action to Seek to Prevent Reliance on Auditor’s Report

         
(Ref: Para. 18)

A18. 
Where the auditor believes that management, or those charged with governance, have failed to take the necessary steps to prevent reliance on the auditor’s report on financial statements previously issued by the entity despite the auditor’s prior notification that the auditor will take action to seek to prevent such reliance, the auditor’s course of action depends upon the auditor’s legal rights and obligations. Consequently, the auditor may consider it appropriate to seek legal advice.

AUDI
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TI     
Introduction

        
Scope of this NSA

1. 
This Nigerian Standard on Auditing (NSA) deals with the auditor’s responsibilities in the audit of financial statements relating to management’s use of the going concern assumption in the preparation of the financial statements.

     
Compliance with International Standard on Auditing (ISA)

2.        The requirements of this Standard comply substantially with ISA

        570: Going Concern.   

     
Effective Date

3. 
This NSA is effective for audits of financial statements for periods beginning on or after April 1, 2011.

      
Going Concern Assumption

4. 
Under the going concern assumption, an entity is viewed as continuing in business for the foreseeable future. General purpose financial statements are prepared on a going concern basis, unless management either intends to liquidate the entity or to cease operations, or has no realistic alternative but to do so.  Special purpose financial statements may or may not be prepared in accordance with a financial reporting framework for which the going concern basis is relevant. When the use of the going concern assumption is appropriate, assets and liabilities are recorded on the basis that the entity will be able to realize its assets and discharge its liabilities in the normal course of business (Ref: Para. A1).

Responsibility for Assessment of the Entity’s Ability to Continue as a Going Concern

5.
Some financial reporting frameworks contain an explicit requirement for management to make a specific assessment of the entity’s ability to continue as a going concern, and standards regarding matters to be considered and disclosures to be made in connection with going concern. For example, Statement of Accounting Standard (SAS) 1 requires management to make an assessment of an entity’s ability to continue as a going concern. The detailed requirements regarding management’s responsibility to assess the entity’s ability to continue as a going concern and related financial statement disclosures may also be set out in law or regulation.

6. 
In other financial reporting frameworks, there may be no explicit requirement for management to make a specific assessment of the entity’s ability to continue as a going concern. Nevertheless, since the going concern assumption is a fundamental principle in the preparation of financial statements as discussed in paragraph 4, the preparation of the financial statements requires management to assess the entity’s ability to continue as a going concern even if the financial reporting framework does not include an explicit requirement to do so.

7.
Management’s assessment of the entity’s ability to continue as a going concern involves making a judgment, at a particular point in time, about inherently uncertain future outcomes of events or conditions. The following factors are relevant to that judgment:

• 
The degree of uncertainty associated with the outcome of an event or condition increases significantly the further into the future an event or condition or the outcome occurs. For that reason, most financial reporting frameworks that require an explicit management assessment specify the period for which management is required to take into account all available information.

• 
The size and complexity of the entity, the nature and condition of its business and the degree to which it is affected by external factors affect the judgment regarding the outcome of events or conditions.

•
Any judgment about the future is based on information available at the time at which the judgment is made. Subsequent events may result in outcomes that are inconsistent with judgments that were reasonable at the time they were made.

       
Responsibilities of the Auditor

8. 
The auditor’s responsibility is to obtain sufficient appropriate audit evidence about the appropriateness of management’s use of the going concern assumption in the preparation and presentation of the financial statements and to conclude whether there is a material uncertainty about the entity’s ability to continue as a going concern. This responsibility exists even if the financial reporting framework used in the preparation of the financial statements does not include an explicit requirement for management to make a specific assessment of the entity’s ability to continue as a going concern.

9. 
However, as described in NSA 1 the potential effects of inherent limitations on the auditor’s ability to detect material misstatements are greater for future events or conditions that may cause an entity to cease to continue as a going concern. The auditor cannot predict such future events or conditions. Accordingly, the absence of any reference to going concern uncertainty in an auditor’s report cannot be viewed as a guarantee as to the entity’s ability to continue as a going concern.

     
Objectives

10. 
The objectives of the auditor are:

(a) 
To obtain sufficient appropriate audit evidence regarding the appropriateness of management’s use of the going concern assumption in the preparation of the financial statements;

(b) 
To conclude, based on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the entity’s ability to continue as a going concern; and

(c) 
To determine the implications for the auditor’s report.

    
Requirements

      
Risk Assessment Procedures and Related Activities

11. 
When performing risk assessment procedures as required by NSA 10, the auditor shall consider whether there are events or conditions that may cast

significant doubt on the entity’s ability to continue as a going concern. In so doing, the auditor shall determine whether management has already performed a preliminary assessment of the entity’s ability to continue as a going concern, (Ref: Para. A2-A5) and:

(a) 
If such an assessment has been performed, the auditor shall discuss the assessment with management and determine whether management has identified events or conditions that, individually or collectively, may cast significant doubt on the entity’s ability to continue as a going concern and, if so, management’s plans to address them; or

(b) 
If such an assessment has not yet been performed, the auditor shall discuss with management the basis for the intended use of the going concern assumption, and inquire of management whether events or conditions exist that, individually or collectively, may cast significant doubt on the entity’s ability to continue as a going concern.

12. 
The auditor shall remain alert throughout the audit for audit evidence of events or conditions that may cast significant doubt on the entity’s ability to continue as a going concern (Ref: Para. A6).

    
Evaluating Management’s Assessment

13. 
The auditor shall evaluate management’s assessment of the entity’s ability to continue as a going concern (Ref: Para. A7-A9; A11-A12).

14. 
In evaluating management’s assessment of the entity’s ability to continue as a going concern, the auditor shall cover the same period as that used by management to make its assessment as required by the applicable financial reporting framework, or by law or regulation if it specifies a longer period. If management’s assessment of the entity’s ability to continue as a going concern covers less than twelve months from the date of the financial statements as defined in NSA 22, the auditor shall request management to extend its assessment period to at least twelve months from that date (Ref: Para. A10-A12).

15. 
In evaluating management’s assessment, the auditor shall consider whether management’s assessment includes all relevant information of which the auditor is aware as a result of the audit.

     
Period beyond Management’s Assessment

16. 
The auditor shall inquire of management as to its knowledge of events or conditions beyond the period of management’s assessment that may cast

significant doubt on the entity’s ability to continue as a going concern (Ref: Para. A13-A14).


Additional Audit Procedures When Events or Conditions Are Identified

17. 
If events or conditions have been identified that may cast significant doubt on the entity’s ability to continue as a going concern, the auditor shall obtain sufficient appropriate audit evidence to determine whether or not a material uncertainty exists through performing additional audit procedures, including consideration of mitigating factors. These procedures shall include (Ref: Para. A15):

(a)
Where management has not yet performed an assessment of the entity’s ability to continue as a going concern, requesting management to make its assessment.

(b)
Evaluating management’s plans for future actions in relation to its

going concern assessment, whether the outcome of these plans is likely to improve the situation and whether management’s plans are feasible in the circumstances (Ref: Para. A16).

(c) 
Where the entity has prepared a cash flow forecast, and analysis of the forecast is a significant factor in considering the future outcome of events or conditions in the evaluation of management’s plans for future action (Ref: Para. A17-A18):

(i) 
Evaluating the reliability of the underlying data generated to prepare the forecast; and
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(ii) 
Determining whether there is adequate support for the assumptions underlying the forecast.

(d) 
Considering whether any additional facts or information have become available since the date on which management made its assessment.

(e)
Requesting written representations from management and those charged with governance, regarding their plans for future action and the feasibility of these plans.

    
Audit Conclusions and Reporting

18. 
Based on the audit evidence obtained, the auditor shall conclude whether, in the auditor’s judgment, a material uncertainty exists related to events or conditions that, individually or collectively, may cast significant doubt on the entity’s ability to continue as a going concern. A material uncertainty exists when the magnitude of its potential impact and likelihood of occurrence is such that, in the auditor’s judgment, appropriate disclosure of the nature and implications of the uncertainty is necessary for (Ref: Para. A19):

(a) 
In the case of a fair presentation financial reporting framework, the fair presentation of the financial statements, or

(b)
In the case of a compliance framework, the financial statements not to be misleading.

      
Use of Going Concern Assumption Appropriate but a Material

     
Uncertainty Exists

19. 
If the auditor concludes that the use of the going concern assumption is appropriate in the circumstances but a material uncertainty exists, the auditor shall determine whether the financial statements:

(a) 
Adequately describe the principal events or conditions that may cast significant doubt on the entity’s ability to continue as a going concern and management’s plans to deal with these events or conditions; and

(b) 
Disclose clearly that there is a material uncertainty related to events or conditions that may cast significant doubt on the entity’s ability to continue as a going concern and, therefore, that it may be unable to realize its assets and discharge its liabilities in the normal course of business (Ref: Para. A20).

20. 
If adequate disclosure is made in the financial statements, the auditor shall express an unmodified opinion and include an Emphasis of Matter paragraph in the auditor’s report to:

(a) 
Highlight the existence of a material uncertainty relating to the event or condition that may cast significant doubt on the entity’s ability to continue as a going concern; and
         (b)     Draw attention to the note in the financial statements that
        discloses the matters set out in paragraph 19 (See NSA 30) (Ref:
        Para. A21-A22).

21. 
If adequate disclosure is not made in the financial statements, the auditor shall express a qualified opinion or adverse opinion, as appropriate, in accordance with NSA 29. The auditor shall state in the auditor’s report that there is a material uncertainty that may cast significant doubt about the entity’s ability to continue as a going concern (Ref: Para. A23-A24).

     
Use of Going Concern Assumption Inappropriate

22. 
If the financial statements have been prepared on a going concern basis but, in the auditor’s judgment, management’s use of the going concern assumption in the financial statements is inappropriate, the auditor shall express an adverse opinion (Ref: Para. A25-A26).

     
Management Unwilling to Make or Extend Its Assessment

23. 
If management is unwilling to make or extend its assessment when requested to do so by the auditor, the auditor shall consider the implications for the auditor’s report (Ref: Para. A27).

     
Communication with Those Charged with Governance

24. 
Unless all those charged with governance are involved in managing the entity, the auditor shall communicate with those charged with governance events or conditions identified that may cast significant doubt on the entity’s ability to continue as a going concern. Such communication with those charged with governance shall include the following:

(a) 
Whether the events or conditions constitute a material uncertainty;

(b) 
Whether the use of the going concern assumption is appropriate in the preparation and presentation of the financial statements; and

(c) 
The adequacy of related disclosures in the financial statements.

    
Significant Delay in the Approval of Financial Statements

25. 
If there is significant delay in the approval of the financial statements by

management or those charged with governance after the date of the financial statements, the auditor shall inquire as to the reasons for the delay. If the auditor believes that the delay could be related to events or conditions relating to the going concern assessment, the auditor shall perform those additional audit procedures necessary, as described in paragraph 17, as well as consider the effect on the auditor’s conclusion regarding the existence of a material uncertainty, as described in paragraph 18.

   
Application and Other Explanatory Material

    
Going Concern Assumption (Ref: Para. 4)

       
Considerations Specific to Public Sector Entities

A1. 
Management’s use of the going concern assumption is also relevant to public sector entities. For example, International Public Sector Accounting Standard (IPSAS) 1 addresses the issue of the ability of public sector entities to continue as going concerns. Going concern risks may arise, but are not limited to, situations where public sector entities operate on a for-profit basis, where government support may be reduced or withdrawn or in the case of privatization. Events or conditions that may cast significant doubt on an entity’s ability to continue as a going concern in the public sector may include situations where the public sector entity lacks funding for its continued existence or when policy decisions are made that affect the services provided by the public sector entity.

    
Risk Assessment Procedures and Related Activities

      
Events or Conditions That May Cast Doubt about Going Concern

        
Assumption (Ref: Para. 11)

A2. 
The following are examples of events or conditions that, individually or collectively, may cast significant doubt about the going concern assumption. This listing is not all-inclusive nor does the existence of one or more of the items always signify that a material uncertainty exists.

Financial

• 
Net liability or net current liability position.

• 
Fixed-term borrowings approaching maturity without realistic prospects of renewal or repayment; or excessive reliance on short-term borrowings to finance long-term assets.

• 
Indications of withdrawal of financial support by creditors.

•
Negative operating cash flows indicated by historical or prospective financial statements.

• 
Adverse key financial ratios.

•
Substantial operating losses or significant deterioration in the value of assets used to generate cash flows.

• 
Arrears or discontinuance of dividends.

• 
Inability to pay creditors on due dates.

•
Inability to comply with the terms of loan agreements.

•        Change from credit to cash-on-delivery transactions with suppliers.

•
Inability to obtain financing for essential new product development or other essential investments.

Operating

• 
Management intentions to liquidate the entity or to cease operations.

•
Loss of key management without replacement.

• 
Loss of a major market, key customer(s), franchise, license, or principal supplier(s).

•
Labour difficulties.

• 
Shortages of important supplies.

• 
Emergence of a highly successful competitor.

Other

•
Non-compliance with capital or other statutory requirements.

• 
Pending legal or regulatory proceedings against the entity that may, if successful, result in claims that the entity is unlikely to be able to satisfy.

• 
Changes in law or regulation or government policy expected to adversely affect the entity.

• 
Uninsured or underinsured catastrophes when they occur.

The significance of such events or conditions often can be mitigated by other factors. For example, the effect of an entity being unable to make its normal debt repayments may be counter-balanced by management’s plans to maintain adequate cash flows by alternative means, such as by disposing of assets, rescheduling loan repayments, or obtaining additional capital. Similarly, the loss of a principal supplier may be mitigated by the availability of a suitable alternative source of supply.
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A3. 
The risk assessment procedures required by paragraph 11 help the auditor to determine whether management’s use of the going concern assumption is likely to be an important issue and its impact on planning the audit. These procedures also allow for more timely discussions with management, including a discussion of management’s plans and resolution of any identified going concern issues.

      
Considerations Specific to Smaller Entities

A4. 
The size of an entity may affect its ability to withstand adverse conditions. Small entities may be able to respond quickly to exploit opportunities, but may lack reserves to sustain operations.

A5. 
Conditions of particular relevance to small entities include the risk that banks and other lenders may cease to support the entity, as well as the possible loss of a principal supplier, major customer, key employee, or the right to operate under a license, franchise or other legal agreement.

       
Remaining Alert throughout the Audit for Audit Evidence about Events or

      
Conditions (Ref: Para. 12)

A6. 
NSA 10 requires the auditor to revise the auditor’s risk assessment and modify the further planned audit procedures accordingly when additional audit evidence is obtained during the course of the audit that affects the auditor’s assessment of risk. If events or conditions that may cast significant doubt on the entity’s ability to continue as a going concern are identified after the auditor’s risk assessments are made, in addition to performing the procedures in paragraph 17, the auditor’s assessment of the risks of material misstatement may need to be revised. The existence of such events or conditions may also affect the nature, timing and extent of the auditor’s further procedures in response to the assessed risks. NSA 12 establishes requirements and provides guidance on this issue.

     
Evaluating Management’s Assessment

       
Management’s Assessment and Supporting Analysis and the Auditor’s

     
Evaluation (Ref: Para. 13)

A7.
Management’s assessment of the entity’s ability to continue as a going concern is a key part of the auditor’s consideration of management’s use of the going concern assumption.

A8. 
It is not the auditor’s responsibility to rectify the lack of analysis by management. In some circumstances, however, the lack of detailed analysis by management to support its assessment may not prevent the auditor from concluding whether management’s use of the going concern assumption is appropriate in the circumstances. For example, when there is a history of profitable operations and a ready access to financial resources, management may make its assessment without detailed analysis. In this case, the auditor’s evaluation of the appropriateness of management’s assessment may be made without performing detailed evaluation procedures if the auditor’s other audit procedures are sufficient to enable the auditor to conclude whether management’s use of the going concern assumption in the preparation of the financial statements is appropriate in the circumstances.

A9. 
In other circumstances, evaluating management’s assessment of the entity’s ability to continue as a going concern, as required by paragraph 13, may include an evaluation of the process management followed to make its assessment, the assumptions on which the assessment is based and management’s plans for future action and whether management’s plans are feasible in the circumstances.

     
The Period of Management’s Assessment (Ref: Para. 14)

A10. 
Most financial reporting frameworks requiring an explicit management assessment specify the period for which management is required to take into account all available information.

         Considerations Specific to Smaller Entities (Ref: Para. 13-14)

A11. 
In many cases, the management of smaller entities may not have prepared a detailed assessment of the entity’s ability to continue as a going concern, but instead may rely on in-depth knowledge of the business and anticipated future prospects. Nevertheless, in accordance with the requirements of this NSA, the auditor needs to evaluate management’s assessment of the entity’s ability to continue as a going concern. For smaller entities, it may be appropriate to discuss the medium and long-term financing of the entity with management, provided that management’s contentions can be corroborated by sufficient documentary evidence and are not inconsistent with the auditor’s understanding of the entity. Therefore, the requirement in paragraph 14 for the auditor to request management to extend its assessment may, for example, be satisfied by discussion, inquiry and inspection of supporting documentation, for example, orders received for future supply, evaluated as to their feasibility or otherwise substantiated.

A12. 
Continued support by owner-managers is often important to smaller entities’ ability to continue as a going concern. Where a small entity is largely financed by a loan from the owner-manager, it may be important that these funds are not withdrawn. For example, the continuance of a small entity in financial difficulty may be dependent on the owner-manager subordinating a loan to the entity in favor of banks or other creditors, or the owner manager supporting a loan for the entity by providing a guarantee with his or her personal assets as collateral. In such circumstances the auditor may obtain appropriate documentary evidence of the subordination of the owner-manager’s loan or of the guarantee. Where an entity is dependent on additional support from the owner-manager, the auditor may evaluate the owner-manager’s ability to meet the obligation under the support arrangement. In addition, the auditor may request written confirmation of the terms and conditions attaching to such support and the owner-manager’s intention or understanding.

     
Period beyond Management’s Assessment (Ref: Para. 16)

A13. 
As required by paragraph 12, the auditor remains alert to the possibility that there may be known events, scheduled or otherwise, or conditions that will occur beyond the period of assessment used by management that may bring into question the appropriateness of management’s use of the going concern assumption in preparing the financial statements. Since the degree of uncertainty associated with the outcome of an event or condition increases as the event or condition is further into the future, in considering events or conditions further in the future, the indications of going concern issues need to be significant before the auditor needs to consider taking further action. If such events or conditions are identified, the auditor may need to request management to evaluate the potential significance of the event or condition on its assessment of the entity’s ability to continue as a going concern. In these circumstances the procedures in paragraph 17 apply.

A14. 
Other than inquiry of management, the auditor does not have a responsibility to perform any other audit procedures to identify events or conditions that may cast significant doubt on the entity’s ability to continue as a going concern beyond the period assessed by management, which, as discussed in paragraph 14, would be at least twelve months from the date of the financial statements.

    
Additional Audit Procedures When Events or Conditions Are

     
Identified (Ref: Para. 17)

A15. 
Audit procedures that are relevant to the requirement in paragraph 17 may include the following:

•
Analyzing and discussing cash flow, profit and other relevant forecasts with management.

• 
Analyzing and discussing the entity’s latest available interim financial statements.

•
Reading the terms of debentures and loan agreements and determining whether any have been breached.

•
Reading minutes of the meetings of shareholders, those charged with governance and relevant committees for reference to financing difficulties.

•
Inquiring of the entity’s legal counsel regarding the existence of litigation and claims and the reasonableness of management’s assessments of their outcome and the estimate of their financial implications.

• 
Confirming the existence, legality and enforceability of arrangements to provide or maintain financial support with related and third parties and assessing the financial ability of such parties to provide additional funds.

•
Evaluating the entity’s plans to deal with unfilled customer orders.

• 
Performing audit procedures regarding subsequent events to identify those that either mitigate or otherwise affect the entity’s ability to continue as a going concern.

•
Confirming the existence, terms and adequacy of borrowing facilities.

• 
Obtaining and reviewing reports of regulatory actions.

• 
Determining the adequacy of support for any planned disposals of

assets.

      
Evaluating Management’s Plans for Future Actions {Ref: Para. 17(b)}

A16. 
Evaluating management’s plans for future actions may include inquiries of management as to its plans for future action, including, for example, its plans to liquidate assets, borrow money or restructure debt, reduce or delay expenditures, or increase capital.

      
The Period of Management’s Assessment {Ref: Para. 17(c)}

A17. 
In addition to the procedures required in paragraph 17(c), the auditor may compare:

• 
The prospective financial information for recent prior periods with



historical results; and

• 
The prospective financial information for the current period with results achieved to date.

A18. 
Where management’s assumptions include continued support by third parties, whether through the subordination of loans, commitments to maintain or provide additional funding, or guarantees, and such support is important to an entity’s ability to continue as a going concern, the auditor may need to consider requesting written confirmation (including of terms and conditions) from those third parties and to obtain evidence of their ability to provide such support.

AUDITING

 
Audit Conclusions and Reporting (Ref: Para. 18)

A19. 
The phrase “material uncertainty” is used in Statement of Accounting Standard (SAS) 1 in discussing the uncertainties related to events or conditions which may cast significant doubt on the entity’s ability to continue as a going concern that should be disclosed in the financial statements. In some other financial reporting frameworks the phrase “significant uncertainty” is used in similar circumstances.

     
Use of Going Concern Assumption Appropriate but a Material 

       
Uncertainty Exists

     
Adequacy of Disclosure of Material Uncertainty (Ref: Para. 19)

A20. 
The determination of the adequacy of the financial statement disclosure may involve determining whether the information explicitly draws the reader’s attention to the possibility that the entity may be unable to continue realizing its assets and discharging its liabilities in the normal course of business.

      
Audit Reporting When Disclosure of Material Uncertainty Is Adequate

       
(Ref: Para. 20)

A21. 
The following is an illustration of an Emphasis of Matter paragraph when the auditor is satisfied as to the adequacy of the note disclosure:

Emphasis of Matter

Without qualifying our opinion, we draw attention to Note X in the financial statements which indicates that the Company incurred a net loss of ZZZ during the year ended December 31, 20X1 and, as of that date, the Company’s current liabilities exceeded its total assets by YYY. These conditions, along with other matters as set forth in Note X, indicate the existence of a material uncertainty that may cast significant doubt about the Company’s ability to continue as a going concern.

A22. 
In situations involving multiple material uncertainties that are significant to the financial statements as a whole, the auditor may consider it appropriate in extremely rare cases to express a disclaimer of opinion instead of adding an Emphasis of Matter paragraph. NSA 29 provides guidance on this issue.

          Audit Reporting When Disclosure of Material Uncertainty Is Inadequate

          (Ref: Para. 21)

A23. 
The following is an illustration of the relevant paragraphs when a qualified opinion is to be expressed:

Basis for Qualified Opinion

The Company’s financing arrangements expire and amounts outstanding are payable on March 19, 20X1. The Company has been unable to re-negotiate or obtain replacement financing. This situation indicates the existence of a material uncertainty that may cast significant doubt on the Company’s ability to continue as a going concern and therefore the Company may be unable to realize its assets and discharge its liabilities in the normal course of business. The financial statements (and notes thereto) do not fully disclose this fact.

Qualified Opinion

In our opinion, except for the incomplete disclosure of the information referred to in the Basis for Qualified Opinion paragraph, the financial statements present fairly, in all material respects (or “give a true and fair view of”) the financial position of the Company as at December 31, 20X0, and of its financial performance and its cash flows for the year then ended in accordance with …

A24. 
The following is an illustration of the relevant paragraphs when an adverse opinion is to be expressed:
Basis for Adverse Opinion

The Company’s financing arrangements expired and the amount outstanding was payable on December 31, 20X0. The Company has been unable to re-negotiate or obtain replacement financing and is considering filing for bankruptcy. These events indicate a material uncertainty that may cast significant doubt on the Company’s ability to continue as a going concern and therefore the Company may be unable to realize its assets and discharge its liabilities in the normal course of business. The financial statements (and notes thereto) do not disclose this fact.

Adverse Opinion

In our opinion, because of the omission of the information mentioned in the Basis for Adverse Opinion paragraph, the financial statements do not present fairly (or “give a true and fair view of”) the financial position of the Company as at December 31, 20X0, and of its financial performance and its cash flows for the year then ended in accordance with …

     
Use of Going Concern Assumption Inappropriate (Ref: Para. 22)

A25. 
If the financial statements have been prepared on a going concern basis but, in the auditor’s judgment, management’s use of the going concern assumption in the financial statements is inappropriate, the requirement of paragraph 22 for the auditor to express an adverse opinion applies regardless of whether or not the financial statements include disclosure of the inappropriateness of management’s use of the going concern assumption.

A26. 
If the entity’s management is required, or elects, to prepare financial statements when the use of the going concern assumption is not appropriate in the circumstances, the financial statements are prepared on an alternative basis (for example, liquidation basis). The auditor may be able to perform an audit of those financial statements provided that the auditor determines that the alternative basis is an acceptable financial reporting framework in the circumstances. The auditor may be able to express an unmodified opinion on those financial statements, provided there is adequate disclosure therein but may consider it appropriate or necessary to include an Emphasis of Matter paragraph in the auditor’s report to draw the user’s attention to that alternative basis and the reasons for its use.

       
Management Unwilling to Make or Extend Its Assessment 

        (Ref: Para. 23)

A27. 
In certain circumstances, the auditor may believe it necessary to request management to make or extend its assessment. If management is unwilling to do so, a qualified opinion or a disclaimer of opinion in the auditor’s report may be appropriate, because it may not be possible for the auditor to obtain sufficient appropriate audit evidence regarding the use of the going concern assumption in the preparation of the financial statements, such as audit evidence regarding the existence of plans management has put in place or the existence of other mitigating factors.
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Introduction

       
Scope of this NSA

1. 
This Nigerian Standard on Auditing (NSA) deals with the auditor’s responsibility to obtain written representations from management and, where appropriate, those charged with governance in an audit of financial statements.

2. 
Appendix 1 lists other NSAs containing subject-matter specific requirements for written representations. The specific requirements for written representations of other NSAs do not limit the application of this NSA.

      
Compliance with International Standard on Auditing (ISA)

3.        The requirements of this Standard comply substantially with ISA

        580: Written Representations

      
Effective Date

4. 
This NSA is effective for audits of financial statements for periods beginning on or after April 1, 2011.

      
Written Representations as Audit Evidence

5. 
Audit evidence is the information used by the auditor in arriving at the conclusions on which the auditor’s opinion is based. Written representations are necessary information that the auditor requires in connection with the audit of the entity’s financial statements. Accordingly, similar to responses to inquiries, written representations are audit evidence (Ref: Para. A1).

6. 
Although written representations provide necessary audit evidence, they do not provide sufficient appropriate audit evidence on their own about any of the matters with which they deal. Furthermore, the fact that management has provided reliable written representations does not affect the nature or extent of other audit evidence that the auditor obtains about the fulfillment of management’s responsibilities, or about specific assertions.

        Objectives

7. 
The objectives of the auditor are:

(a) 
To obtain written representations from management and those charged with governance that they believe that they have fulfilled their responsibility for the preparation of the financial statements and for the completeness of the information provided to the auditor;

(b) 
To support other audit evidence relevant to the financial statements or specific assertions in the financial statements by means of written representations if determined necessary by the auditor or required by other NSAs; and

AUDITING

(c) 
To respond appropriately to written representations provided by management and those charged with governance or if manage- ment those charged with governance do not provide the written representations requested by the auditor.

     
Definitions

8. 
For purposes of the NSAs, the following term has the meaning attributed below:

Written representation – A written statement by management provided to the auditor to confirm certain matters or to support other audit evidence Written representations in this context do not include financial statements, the assertions therein, or supporting books and records.

9. 
For purposes of this NSA, references to “management” should be read as “management and those charged with governance.” Furthermore, in the case of a fair presentation framework, management is responsible for the preparation and fair presentation of the financial statements in accordance with the applicable financial reporting framework; or the preparation of financial statements that give a true and fair view in accordance with the applicable financial reporting framework.

        Requirements

    
Management from whom Written Representations Requested

10. 
The auditor shall request written representations from management with appropriate responsibilities for the financial statements and knowledge of the matters concerned (Ref: Para. A2-A6).

   
Written Representations about Management’s Responsibilities

          Preparation of the Financial Statements
11. 
The auditor shall request management to provide a written representation that it has fulfilled its responsibility for the preparation of the financial statements in accordance with the applicable financial reporting framework, including where relevant their fair presentation, as set out in the terms of the audit engagement (Ref: Para. A7-A9, A14, A22).

     
Information Provided and Completeness of Transactions

12. 
The auditor shall request management to provide a written representation that:

(a) 
It has provided the auditor with all relevant information and access as agreed in the terms of the audit engagement, and

(b) 
All transactions have been recorded and are reflected in the financial statements (Ref: Para. A7-A9, A14, A22).

Description of Management’s Responsibilities in the Written Representations

13. 
Management’s responsibilities shall be described in the written representations required by paragraphs 11 and 12 in the manner in which these responsibilities are described in the terms of the audit engagement.

  
Other Written Representations

14. 
Other NSAs require the auditor to request written representations. If, in addition to such required representations, the auditor determines that it is necessary to obtain one or more written representations to support other audit evidence relevant to the financial statements or one or more specific assertions in the financial statements, the auditor shall request such other written representations (Ref: Para. A10-A13, A14, A22).

   
Date of and Period(s) Covered by Written Representations

15. 
The date of the written representations shall be as near as practicable to, but not after, the date of the auditor’s report on the financial statements. The written representations shall be for all financial statements and period(s) referred to in the auditor’s report (Ref: Para. A15-A18).

     
Form of Written Representations

16. 
The written representations shall be in the form of a representation letter addressed to the auditor. If law or regulation requires management to make written public statements about its responsibilities, and the auditor determines that such statements provide some or all of the representations required by paragraphs 11 or 12, the relevant matters covered by such statements need not be included in the representation letter (Ref: Para. A19-A21).

Doubt as to the Reliability of Written Representations and Requested Written Representations Not Provided

       
Doubt as to the Reliability of Written Representations

17. 
If the auditor has concerns about the competence, integrity, ethical values or diligence of management, or about its commitment to or enforcement of these, the auditor shall determine the effect that such concerns may have on the reliability of representations (oral or written) and audit evidence in general (Ref: Para. A24-A25).
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18. 
In particular, if written representations are inconsistent with other audit evidence, the auditor shall perform audit procedures to attempt to resolve the matter. If the matter remains unresolved, the auditor shall reconsider the assessment of the competence, integrity, ethical values or diligence of management, or of its commitment to or enforcement of these, and shall determine the effect that this may have on the reliability of representations (oral or written) and audit evidence in general (Ref: Para. A23).

19. 
If the auditor concludes that the written representations are not reliable, the auditor shall take appropriate actions, including determining the possible effect on the opinion in the auditor’s report in accordance with NSA 29, having regard to the requirement in paragraph 21 of this NSA.

     
Requested Written Representations Not Provided

20. 
If management does not provide one or more of the requested written representations, the auditor shall:

(a) 
Discuss the matter with management;

(b)
Re-evaluate the integrity of management and evaluate the effect that this may have on the reliability of representations (oral or written) and audit evidence in general; and

(c) 
Take appropriate actions, including determining the possible effect on the opinion in the auditor’s report in accordance with NSA 29, having regard to the requirement in paragraph 21 of this NSA.

          Written Representations about Management’s Responsibilities

21. 
The auditor shall disclaim an opinion on the financial statements in accordance with NSA 29 if:

(a) 
The auditor concludes that there is sufficient doubt about the integrity of management such that the written representations required by paragraphs 11 and 12 are not reliable; or

(b) 
Management does not provide the written representations required by paragraphs 11 and 12 (Ref: Para. A26-A27).

   
Application and Other Explanatory Material

    
Written Representations as Audit Evidence (Ref: Para. 5)

A1. 
Written representations are an important source of audit evidence. If management modifies or does not provide the requested written representations, it may alert the auditor to the possibility that one or more significant issues may exist. Further, a request for written, rather than oral, representations in many cases may prompt management to consider such matters more rigorously, thereby enhancing the quality of the representations.

Management from whom Written Representations Requested 

   
(Ref: Para. 10)

A2. 
Written representations are requested from those responsible for the preparation of the financial statements. Those individuals may vary depending on the governance structure of the entity and relevant law or regulation; however, management (rather than those charged with governance) is often the responsible party. Written representations may therefore be requested from the entity’s chief executive officer and chief financial officer, or other equivalent persons in entities that do not use such titles. In some circumstances, however, other parties, such as those charged with governance, are also responsible for the preparation of the financial statements.

A3. 
Due to its responsibility for the preparation of the financial statements, and its responsibilities for the conduct of the entity’s business, management would be expected to have sufficient knowledge of the process followed by the entity in preparing and presenting the financial statements and the assertions therein on which to base the written representations.

A4. 
In some cases, however, management may decide to make inquiries of others who participate in preparing and presenting the financial statements and assertions therein, including individuals who have specialized knowledge relating to the matters about which written representations are requested. Such individuals may include:

• 
An actuary responsible for actuarially determined accounting measurements.

• 
Staff engineers who may have responsibility for and specialized knowledge about environmental liability measurements.

• 
Internal counsel who may provide information essential to provisions for legal claims.

A5. 
In some cases, management may include in the written representations qualifying language to the effect that representations are made to the best of its knowledge and belief. It is reasonable for the auditor to accept such wording if the auditor is satisfied that the representations are being made by those with appropriate responsibilities and knowledge of the matters included in the representations.

A6. 
To reinforce the need for management to make informed representations, the auditor may request that management include in the written representations confirmation that it has made such inquiries as it considered appropriate to place it in the position to be able to make the requested written representations. It is not expected that such inquiries would usually require a formal internal process beyond those already established by the entity.

    
Written Representations about Management’s Responsibilities 

      
(Ref: Para. 11-12)

A7.
Audit evidence obtained during the audit that management has fulfilled the responsibilities referred to in paragraphs 11 and 12 is not sufficient without obtaining confirmation from management that it believes that it has fulfilled those responsibilities. This is because the auditor is not able to judge solely on other audit evidence whether management has prepared and presented the financial statements and provided information to the auditor on the basis of the agreed acknowledgement and understanding of its responsibilities.  For example, the auditor could not conclude that management has provided the auditor with all relevant information agreed in the terms of the audit engagement without asking it whether, and receiving confirmation that, such information has been provided.

A8. 
The written representations required by paragraphs 11 and 12 draw on the agreed acknowledgement and understanding of management of its responsibilities in the terms of the audit engagement by requesting confirmation that it has fulfilled them. The auditor may also ask management to reconfirm its acknowledgement and understanding of those responsibilities in written representations. This may be particularly appropriate when:

• 
Those who signed the terms of the audit engagement on behalf of the entity no longer have the relevant responsibilities;

• 
The terms of the audit engagement were prepared in a previous year;

• 
There is any indication that management misunderstands those responsibilities; or

• 
Changes in circumstances make it appropriate to do so.

Consistent with the requirement of NSA 2, such reconfirmation of management’s acknowledgement and understanding of its responsibilities is not made subject to the best of management’s knowledge and belief (as discussed in paragraph A5 of this NSA).

         Considerations Specific to Public Sector Entities

A9. 
The mandates for audits of the financial statements of public sector entities may be broader than those of other entities. As a result, the premise, relating to management’s responsibilities, on which an audit of the financial statements of a public sector entity is conducted may give rise to additional written representations. These may include written representations confirming that transactions and events have been carried out in accordance with law, regulation or other authority.

      
Other Written Representations (Ref: Para. 14)

      
Additional Written Representations about the Financial Statements

A10. 
In addition to the written representation required by paragraph 11, the auditor may consider it necessary to request other written representations about the financial statements. Such written representations may supplement, but do not form part of, the written representation required by paragraph 11. They may include representations about the following:

•
Whether the selection and application of accounting policies are appropriate; and

• 
Whether matters such as the following, where relevant under the applicable financial reporting framework, have been recognized, measured, presented or disclosed in accordance with that framework:

· Plans or intentions that may affect the carrying value or classification of assets and liabilities;

· Liabilities, both actual and contingent;

· Title to, or control over, assets, the liens or encumbrances on assets, and assets pledged as collateral; and

· Aspects of laws, regulations and contractual agreements that may affect the financial statements, including non-compliance.

          Additional Written Representations about Information Provided to the

          Auditor

A11. 
In addition to the written representation required by paragraph 12, the auditor may consider it necessary to request management to provide a written representation that it has communicated to the auditor all deficiencies in internal control of which management is aware.

         Written Representations about Specific Assertions

A12. 
When obtaining evidence about, or evaluating, judgments and intentions, the auditor may consider one or more of the following:

•
The entity’s past history in carrying out its stated intentions.

• 
The entity’s reasons for choosing a particular course of action.

• 
The entity’s ability to pursue a specific course of action.
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• 
The existence or lack of any other information that might have been obtained during the course of the audit that may be inconsistent with management’s judgment or intent.

A13. 
In addition, the auditor may consider it necessary to request management to provide written representations about specific assertions in the financial statements; in particular, to support an understanding that the auditor has obtained from other audit evidence of management’s judgment or intent in relation to, or the completeness of, a specific assertion. For example, if the intent of management is important to the valuation basis for investments, it may not be possible to obtain sufficient appropriate audit evidence without a written representation from management about its intentions. Although such written representations provide necessary audit evidence, they do not provide sufficient appropriate audit evidence on their own for that assertion.

   
Communicating a Threshold Amount (Ref: Para. 11-12, 14)

A14. 
NSA 34 requires the auditor to accumulate misstatements identified during the audit, other than those that are clearly trivial. The auditor may determine a threshold above which misstatements cannot be regarded as clearly trivial.  In the same way, the auditor may consider communicating to management a threshold for purposes of the requested written representations.

     
Date of and Period(s) Covered by Written Representations 

      
(Ref: Para. 15)

A15. 
Because written representations are necessary audit evidence, the auditor’s opinion cannot be expressed, and the auditor’s report cannot be dated, before the date of the written representations. Furthermore, because the auditor is concerned with events occurring up to the date of the auditor’s report that may require adjustment to or disclosure in the financial statements, the written representations are dated as near as practicable to, but not after, the date of the auditor’s report on the financial statements.

A16. 
In some circumstances it may be appropriate for the auditor to obtain a written representation about a specific assertion in the financial statements during the course of the audit. Where this is the case, it may be necessary to request an updated written representation.

A17. 
The written representations are for all periods referred to in the auditor’s report because management needs to reaffirm that the written representations it previously made with respect to the prior periods remain appropriate. The auditor and management may agree to a form of written representation that updates written representations relating to the prior periods by addressing whether there are any changes to such written representations and, if so, what they are.

A18. 
Situations may arise where current management were not present during all periods referred to in the auditor’s report. Such persons may assert that they are not in a position to provide some or all of the written representations because they were not in place during the period. This fact, however, does not diminish such persons’ responsibilities for the financial statements as a whole. Accordingly, the requirement for the auditor to request from them written representations that cover the whole of the relevant period(s) still applies.
     
Form of Written Representations (Ref: Para. 16)

A19. 
Written representations are required to be included in a representation letter addressed to the auditor. In some cases, however, management may be required by law or regulation to make a written public statement about its responsibilities. Although such statement is a representation to the users of the financial statements, or to relevant authorities, the auditor may determine that it is an appropriate form of written representation in respect of some or all of the representations required by paragraph 11 or 12.  Consequently, the relevant matters covered by such statement need not be included in the representation letter. Factors that may affect the auditor’s determination include:

• 
Whether the statement includes confirmation of the fulfillment of the responsibilities referred to in paragraphs 11 and 12.

• 
Whether the statement has been given or approved by those from whom the auditor requests the relevant written representations.

•
Whether a copy of the statement is provided to the auditor as near as practicable to, but not after, the date of the auditor’s report on the financial statements (see paragraph 15).

A20.   A formal statement of compliance with law or regulation, or of approval

of the financial statements, would not contain sufficient information for

the auditor to be satisfied that all necessary representations have been

consciously made. The expression of management’s responsibilities in

law or regulation is also not a substitute for the requested written

representations.

A21.
Appendix 2 provides an illustrative example of a representation letter.

      
Communication with Those Charged with Governance 

        (Ref: Para. 11-12, 14)

A22. 
NSA 7 requires the auditor to communicate with those charged with governance the written representations which the auditor has requested from management.
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Doubt as to the Reliability of Written Representations and Requested Written Representations Not Provided

         Doubt as to the Reliability of Written Representations (Ref: Para. 17-18)

A23. 
In the case of identified inconsistencies between one or more written representations and audit evidence obtained from another source, the auditor may consider whether the risk assessment remains appropriate and, if not, revise the risk assessment and determine the nature, timing and extent of further audit procedures to respond to the assessed risks.

A24. 
Concerns about the competence, integrity, ethical values or diligence of management, or about its commitment to or enforcement of these, may cause the auditor to conclude that the risk of management misrepresentation in the financial statements is such that an audit cannot be conducted. In such a case, the auditor may consider withdrawing from the engagement, unless those charged with governance put in place appropriate corrective measures. Such measures, however, may not be sufficient to enable the auditor to issue an unmodified audit opinion.

A25. 
NSA 4 requires the auditor to document significant matters arising during the audit, the conclusions reached thereon and significant professional judgments made in reaching those conclusions. The auditor may have identified significant issues relating to the competence, integrity, ethical values or diligence of management, or about its commitment to or enforcement of these, but concluded that the written representations are nevertheless reliable. In such a case, this significant matter is documented in accordance with NSA 4.

     
Written Representations about Management’s Responsibilities 

         
(Ref: Para. 21)

A26. 
As explained in paragraph A7, the auditor is not able to judge solely on other audit evidence whether management has fulfilled the responsibilities referred to in paragraphs 11 and 12. Therefore, if, as described in paragraph 21(a), the auditor concludes that the written representations about these matters are unreliable, or if management does not provide those written representations, the auditor is unable to obtain sufficient appropriate audit evidence. The possible effects on the financial statements of such inability are not confined to specific elements, accounts or items of the financial statements and are hence pervasive. NSA 29 requires the auditor to disclaim an opinion on the financial statements in such circumstances.

A27. 
A written representation that has been modified from that requested by the auditor does not necessarily mean that management did not provide the written representation. However, the underlying reason for such modification may affect the opinion in the auditor’s report. For example:

• 
The written representation about management’s fulfillment of its responsibility for the preparation of the financial statements may state that management believes that, except for material noncompliance with a particular requirement of the applicable financial reporting framework, the financial statements are prepared in accordance with that framework. The requirement in paragraph 21 does not apply because the auditor concluded that management has provided reliable written representations. However, the auditor is required to consider the effect of the non-compliance on the opinion in the auditor’s report in accordance with NSA 29.

• 
The written representation about the responsibility of management to provide the auditor with all relevant information agreed in the terms of the audit engagement may state that management believes that, except for information destroyed in a fire, it has provided the auditor with such information. The requirement in paragraph 21 does not apply because the auditor concluded that management has provided reliable written representations. However, the auditor is required to consider the effects of the pervasiveness of the information destroyed in the fire on the financial statements and the effect thereof on the opinion in the auditor’s report in accordance with NSA 29.

Appendix 1

(Ref: Para. 2)

List of NSAs Containing Requirements for Written

Representations

This appendix identifies paragraphs in other NSAs in effect for audits of financial statements for periods beginning on or after April 1, 2011 that require subject matter specific written representations. The list is not a substitute for considering the requirements and related application and other explanatory material in NSAs.

• 
NSA 5, “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements” – paragraph 40 

• 
NSA 6, “Consideration of Laws and Regulations in an Audit of Financial Statements” – paragraph 17
• 
NSA 15, “Audit Evidence—Specific Considerations for Selected Items” – paragraph 13 

• 
NSA 20, “Auditing Accounting Estimates, Including Fair Value Accounting Estimates, and Related Disclosures” – paragraph 23 

• 
NSA 21, “Related Parties” - paragraph 27
• 
NSA 22, “Subsequent Events”- paragraph 10
• 
NSA 23, “Going Concern”- paragraph 17(e) 

• 
NSA 31, “Comparative Information—Corresponding Figures and

Comparative Financial Statements” – paragraph 10 

• 
NSA 34, “Evaluation of Misstatements Identified during the Audit”- paragraph 15  

         Appendix 2

      (Ref: Para. A21)

Illustrative Representation Letter

The following illustrative letter includes written representations that are required by this and other NSAs in effect for audits of financial statements for periods beginning on or after April 1, 2011. It is assumed in this illustration that the applicable financial reporting framework is International Financial Reporting Standards; the requirement of NSA 23 to obtain a written representation is not relevant; and that there are no exceptions to the requested written representations. If there were exceptions, the representations would need to be modified to reflect the exceptions.

(Entity Letterhead)

(To Auditor) 









(Date)

This representation letter is provided in connection with your audit of the financial statements of ABC Company for the year ended December 31, 20XX for the purpose of expressing an opinion as to whether the financial statements are presented fairly, in all material respects, (or give a true and fair view) in accordance with International Financial Reporting Standards.
We confirm that (,to the best of our knowledge and belief, having made such inquiries as we considered necessary for the purpose of appropriately informing ourselves):

Financial Statements

•
We have fulfilled our responsibilities, as set out in the terms of the audit engagement dated [insert date], for the preparation of the financial statements in accordance with International Financial Reporting Standards; in particular the financial statements are fairly presented (or give a true and fair view) in accordance therewith.

• 
Significant assumptions used by us in making accounting estimates, including those measured at fair value, are reasonable (NSA 20).

• 
Related party relationships and transactions have been appropriately accounted for and disclosed in accordance with the requirements of International Financial Reporting Standards (NSA 21).
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• 
All events subsequent to the date of the financial statements and for which International Financial Reporting Standards require adjustment or disclosure have been adjusted or disclosed (NSA 22).

• 
The effects of uncorrected misstatements are immaterial, both individually and in the aggregate, to the financial statements as a whole. A list of the uncorrected misstatements is attached to the representation letter (NSA 34).

• 
[Any other matters that the auditor may consider appropriate (see paragraph A10 of this NSA).]

Information Provided

• 
We have provided you with:

· Access to all information of which we are aware that is relevant to the preparation of the financial statements such as records, documentation and other matters;

· Additional information that you have requested from us for the purpose of the audit; and

· Unrestricted access to persons within the entity from whom you determined it necessary to obtain audit evidence.

• 
All transactions have been recorded in the accounting records and are reflected in the financial statements.

• 
We have disclosed to you the results of our assessment of the risk that the financial statements may be materially misstated as a result of fraud (NSA 5).

• 
We have disclosed to you all information in relation to fraud or suspected fraud that we are aware of and that affects the entity and involves:

· Management;

· Employees who have significant roles in internal control; or

· Others where the fraud could have a material effect on the financial statements (NSA 5).

•
We have disclosed to you all information in relation to allegations of fraud, or suspected fraud, affecting the entity’s financial statements communicated by employees, former employees, analysts, regulators or others (NSA 5).

•    We have disclosed to you all known instances of non-compliance or suspected non-compliance with laws and regulations whose effects should be considered when preparing financial statements (NSA 6).

•
We have disclosed to you the identity of the entity’s related parties and all the related party relationships and transactions of which we are aware (NSA 21).

• 
[Any other matters that the auditor may consider necessary (see paragraph A11 of this NSA).]

---------------------------------------------------------------------------------------------------

   Management




                           Management
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Introduction

         
Scope of this NSA

1. 
The Nigerian Standards on Auditing (NSAs) apply to group audits. This NSA deals with special considerations that apply to group audits, in particular those that involve component auditors.

2. 
An auditor may find this NSA, adapted as necessary in the circumstances, useful when that auditor involves other auditors in the audit of financial statements that are not group financial statements. For example, an auditor may involve another auditor to observe the inventory count or inspect physical fixed assets at a remote location.

3. 
A component auditor may be required by statute, regulation or for another reason, to express an audit opinion on the financial statements of a component. The group engagement team may decide to use the audit evidence on which the audit opinion on the financial statements of the component is based to provide audit evidence for the group audit, but the requirements of this NSA nevertheless apply (Ref: Para. A1).

4. 
In accordance with NSA 3 the group engagement partner is required to be satisfied that those performing the group audit engagement, including component auditors, collectively have the appropriate competence and capabilities. The group engagement partner is also responsible for the direction, supervision and performance of the group audit engagement.

5. 
The group engagement partner applies the requirements of NSA 3 regardless of whether the group engagement team or a component auditor performs the work on the financial information of a component. This NSA assists the group engagement partner to meet the requirements of NSA 3 where component auditors perform work on the financial information of components.

6. 
Audit risk is a function of the risk of material misstatement of the financial statements and the risk that the auditor will not detect such misstatements. In a group audit, this includes the risk that the component auditor may not detect a misstatement in the financial information of the component that could cause a material misstatement of the group financial statements, and the risk that the group engagement team may not detect this misstatement. This NSA explains the matters that the group engagement team considers when determining the nature, timing and extent of its involvement in the risk assessment procedures and further audit procedures performed by the component auditors on the financial information of the components. The purpose of this involvement is to obtain sufficient appropriate audit evidence on which to base the audit opinion on the group financial statements.

  
Compliance with International Standard on Auditing (ISA)

7.        The requirements of this Standard comply substantially with ISA 

           600: Special Considerations-Audits of Group Financial Statements

      
(Including the Work of Component Auditors)           

   
Effective Date

8. 
This NSA is effective for audits of group financial statements for periods beginning on or after April 1, 2011.

    
Objectives

9. 
The objectives of the auditor are:

(a) 
To determine whether to act as the auditor of the group financial statements; and

(b)
 If acting as the auditor of the group financial statements:

(i) 
To communicate clearly with component auditors about the scope and timing of their work on financial information related to components and their findings; and

(ii) 
To obtain sufficient appropriate audit evidence regarding the financial information of the components and the consolidation process to express an opinion on whether the group financial statements are prepared, in all material respects, in accordance with the applicable financial reporting framework.

     
Definitions

10. 
For purposes of the NSAs, the following terms have the meanings attributed below:

(a) 
Component – An entity or business activity for which group or component management prepares financial information that should be included in the group financial statements (Ref: Para. A2-A4).

(b) 
Component auditor – An auditor who, at the request of the group engagement team, performs work on financial information related to a component for the group audit (Ref: Para. A7).

(c) 
Component management – Management responsible for the preparation of the financial information of a component.

(d) 
Component materiality – The materiality for a component determined by the group engagement team.

(e) 
Group – All the components whose financial information is included in the group financial statements. A group always has more than one component.

(f) 
Group audit – The audit of group financial statements.
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(g) 
Group audit opinion – The audit opinion on the group financial statements.

(h) 
Group engagement partner – The partner or other person in the firm who is responsible for the group audit engagement and its performance, and for the auditor’s report on the group financial statements that is issued on behalf of the firm. Where joint auditors conduct the group audit, the joint engagement partners and their engagement teams collectively constitute the group engagement partner and the group engagement team. This NSA does not, however, deal with the relationship between joint auditors or the work that one joint auditor performs in relation to the work of the other joint auditor.

(i)
Group engagement team – Partners, including the group engagement partner, and staff who establish the overall group audit strategy, communicate with component auditors, perform work on the consolidation process, and evaluate the conclusions drawn from the audit evidence as the basis for forming an opinion on the group financial statements.

(j) 
Group financial statements – Financial statements that include the financial information of more than one component. The term “group financial statements” also refers to combined financial statements aggregating the financial information prepared by components that have no parent but are under common control.

(k) 
Group management – Management responsible for the preparation of the group financial statements.

(l) 
Group-wide controls – Controls designed, implemented and maintained by group management over group financial reporting.


(m) 
Significant component – A component identified by the group engagement team: 

        (i)  that is of individual financial significance to the group, or 

                  (ii) that, due to its specific nature or circumstances, is likely to      

                       include significant risks of material misstatement of the group

                       financial statements (Ref: Para. A5-A6).

11. 
Reference to “the applicable financial reporting framework” means the financial reporting framework that applies to the group financial statements. Reference to “the consolidation process” includes:

(a) 
The recognition, measurement, presentation, and disclosure of the financial information of the components in the group financial statements by way of consolidation, proportionate consolidation, or the equity or cost methods of accounting; and

(b) 
The aggregation in combined financial statements of the financial information of components that have no parent but are under common control.

      
Requirements

    
Responsibility

12. 
The group engagement partner is responsible for the direction, supervision and performance of the group audit engagement in compliance with professional standards and applicable legal and regulatory requirements, and whether the auditor’s report that is issued is appropriate in the circumstances. As a result, the auditor’s report on the group financial statements shall not refer to a component auditor, unless required by law or regulation to include such reference. If such reference is required by law or regulation, the auditor’s report shall indicate that the reference does not diminish the group engagement partner’s or the group engagement partner’s firm’s responsibility for the group audit opinion (Ref: Para. A8-A9).

     
Acceptance and Continuance

13. 
In applying NSA 3, the group engagement partner shall determine whether sufficient appropriate audit evidence can reasonably be expected to be obtained in relation to the consolidation process and the financial information of the components on which to base the group audit opinion. For this purpose, the group engagement team shall obtain an understanding of the group, its components, and their environments that is sufficient to identify components that are likely to be significant components. Where component auditors will perform work on the financial information of such components, the group engagement partner shall evaluate whether the group engagement team will be able to be involved in the work of those component auditors to the extent necessary to obtain sufficient appropriate audit evidence (Ref: Para. A10-A12).

14. 
If the group engagement partner concludes that:

(a) 
it will not be possible for the group engagement team to obtain sufficient appropriate audit evidence due to restrictions imposed by group management; and

(b) 
the possible effect of this inability will result in a disclaimer of opinion on the group financial statements,

the group engagement partner shall either:

• 
in the case of a new engagement, not accept the engagement, or, in the case of a continuing engagement, withdraw from the engagement, or
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•       where withdrawal from an engagement is not otherwise possible, having performed the audit of the group financial statements to the extent possible, disclaim an opinion on the group financial statements (Ref: Para. A13-A19).

          Terms of Engagement

15. 
The group engagement partner shall agree on the terms of the group audit engagement in accordance with NSA 2 (Ref: Para. A20-A21).

     
Overall Audit Strategy and Audit Plan

16. 
The group engagement team shall establish an overall group audit strategy and shall develop a group audit plan in accordance with NSA 9.

17. 
The group engagement partner shall review the overall group audit strategy and group audit plan (Ref: Para. A22).

       
Understanding the Group, Its Components and Their Environments

18. 
The auditor is required to identify and assess the risks of material misstatement through obtaining an understanding of the entity and its environment.  The group engagement team shall:

(a) 
Enhance its understanding of the group, its components, and their environments, including group-wide controls, obtained during the acceptance or continuance stage; and

(b) 
Obtain an understanding of the consolidation process, including the instructions issued by group management to components (Ref: Para.A23-A29).

19. 
The group engagement team shall obtain an understanding that is sufficient to:

(a) 
Confirm or revise its initial identification of components that are likely to be significant; and

(b) 
Assess the risks of material misstatement of the group financial statements, whether due to fraud or error (Ref: Para. A30-A31).

   
Understanding the Component Auditor

20. 
If the group engagement team plans to request a component auditor to perform work on the financial information of a component, the group engagement team shall obtain an understanding of the following (Ref: Para. A32-A35):

(a)
Whether the component auditor understands and will comply with the ethical requirements that are relevant to the group audit and, in particular, is independent (Ref: Para. A37).

(b) 
The component auditor’s professional competence (Ref: Para. A38).

(c) 
Whether the group engagement team will be able to be involved in the work of the component auditor to the extent necessary to obtain sufficient appropriate audit evidence.

(d)
Whether the component auditor operates in a regulatory environment that actively oversees auditors (Ref: Para. A36).

21. 
If a component auditor does not meet the independence requirements that are relevant to the group audit, or the group engagement team has serious concerns about the other matters listed in paragraph 20(a)-(c), the group engagement team shall obtain sufficient appropriate audit evidence relating to the financial information of the component without requesting that component auditor to perform work on the financial information of that component (Ref: Para. A39-A41).

      
Materiality

22. 
The group engagement team shall determine the following (Ref: Para. A42):

(a) 
Materiality for the group financial statements as a whole when establishing the overall group audit strategy.

(b) 
If, in the specific circumstances of the group, there are particular classes of transactions, account balances or disclosures in the group financial statements for which misstatements of lesser amounts than materiality for the group financial statements as a whole could reasonably be expected to influence the economic decisions of users taken on the basis of the group financial statements, the materiality level or levels to be applied to those particular classes of transactions, account balances or disclosures.

(c) 
Component materiality for those components where component auditors will perform an audit or a review for purposes of the group audit. To reduce to an appropriately low level the probability that the aggregate of uncorrected and undetected misstatements in the group financial statements exceeds materiality for the group financial statements as a whole, component materiality shall be lower than materiality for the group financial statements as a whole. (Ref: Para. A43-A44).
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(d) 
The threshold above which misstatements cannot be regarded as clearly trivial to the group financial statements (Ref: Para. A45).

23. 
Where component auditors will perform an audit for purposes of the group audit, the group engagement team shall evaluate the appropriateness of performance materiality determined at the component level (Ref: Para. A46).

24. 
If a component is subject to audit by statute, regulation or other reason, and the group engagement team decides to use that audit to provide audit evidence for the group audit, the group engagement team shall determine whether:

(a)
materiality for the component financial statements as a whole;  and

(b)
performance materiality at the component level 

meet the requirements of this NSA.

      
Responding to Assessed Risks

25. 
The auditor is required to design and implement appropriate responses to address the assessed risks of material misstatement of the financial statements.  The group engagement team shall determine the type of work to be performed by the group engagement team, or the component auditors on its behalf, on the financial information of the components (see paragraphs 27-30). The group engagement team shall also determine the nature, timing and extent of its involvement in the work of the component auditors (see paragraphs 31-32).

26. 
If the nature, timing and extent of the work to be performed on the consolidation process or the financial information of the components are based on an expectation that group-wide controls are operating effectively, or if substantive procedures alone cannot provide sufficient appropriate audit evidence at the assertion level, the group engagement team shall test, or request a component auditor to test, the operating effectiveness of those controls.

          Determining the Type of Work to Be Performed on the Financial

          Information of Components (Ref: Para. A47)

          Significant Components

27.
For a component that is significant due to its individual financial significance to the group, the group engagement team, or a component auditor on its behalf, shall perform an audit of the financial information of the component using component materiality.

28.
For a component that is significant because it is likely to include significant risks of material misstatement of the group financial statements due to its specific nature or circumstances, the group engagement team, or a component auditor on its behalf, shall perform one or more of the following:

(a) 
An audit of the financial information of the component using component materiality.

(b) 
An audit of one or more account balances, classes of transactions or disclosures relating to the likely significant risks of material misstatement of the group financial statements (Ref: Para. A48).

(c) 
Specified audit procedures relating to the likely significant risks of material misstatement of the group financial statements (Ref: Para. A49).

          Components that Are Not Significant Components

29.
For components that are not significant components, the group engagement team shall perform analytical procedures at group level (Ref: Para. A50).

30. 
If the group engagement team does not consider that sufficient appropriate audit evidence on which to base the group audit opinion will be obtained from:

(a) 
the work performed on the financial information of significant components;

(b)
the work performed on group-wide controls and the consolidation process; and

(c)
the analytical procedures performed at group level, the group engagement team shall select components that are not significant components and shall perform, or request a component auditor to perform, one or more of the following on the financial information of the individual components selected (Ref: Para. A51-A53):

• 
An audit of the financial information of the component using component materiality.

• 
An audit of one or more account balances, classes of transactions or disclosures.

• 
A review of the financial information of the component using component materiality.

• 
Specified procedures.

           The group engagement team shall vary the selection of components over 

           a period of time.
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           Involvement in the Work Performed by Component Auditors

           (Ref: Para. A54-A55)

          Significant Components—Risk Assessment

31. 
If a component auditor performs an audit of the financial information of a significant component, the group engagement team shall be involved in the component auditor’s risk assessment to identify significant risks of material misstatement of the group financial statements. The nature, timing and extent of this involvement are affected by the group engagement team’s understanding of the component auditor, but at a minimum shall include:

(a) 
Discussing with the component auditor or component management those of the component’s business activities that are significant to the group;

(b)
Discussing with the component auditor the susceptibility of the component to material misstatement of the financial information due to fraud or error; and

(c) 
Reviewing the component auditor’s documentation of identified significant risks of material misstatement of the group financial statements. Such documentation may take the form of a memorandum that reflects the component auditor’s conclusion with regard to the identified significant risks.

          Identified Significant Risks of Material Misstatement of the Group

          Financial Statements—Further Audit Procedures

32. 
If significant risks of material misstatement of the group financial statements have been identified in a component on which a component auditor performs the work, the group engagement team shall evaluate the appropriateness of the further audit procedures to be performed to respond to the identified significant risks of material misstatement of the group financial statements. Based on its understanding of the component auditor, the group engagement team shall determine whether it is necessary to be involved in the further audit procedures.

   
Consolidation Process

33.
In accordance with paragraph 18, the group engagement team obtains an understanding of group-wide controls and the consolidation process, including the instructions issued by group management to components. In accordance with paragraph 26, the group engagement team, or component auditor at the request of the group engagement team, tests the operating effectiveness of group-wide controls if the nature, timing and extent of the work to be performed on the consolidation process are based on an expectation that group wide controls are operating effectively, or if substantive procedures alone cannot provide sufficient appropriate audit evidence at the assertion level.

34. 
The group engagement team shall design and perform further audit procedures on the consolidation process to respond to the assessed risks of material misstatement of the group financial statements arising from the consolidation process. This shall include evaluating whether all components have been included in the group financial statements.

35.
The group engagement team shall evaluate the appropriateness, completeness and accuracy of consolidation adjustments and reclassifications, and shall evaluate whether any fraud risk factors or indicators of possible management bias exist (Ref: Para. A56).

36. 
If the financial information of a component has not been prepared in accordance with the same accounting policies applied to the group financial statements, the group engagement team shall evaluate whether the financial information of that component has been appropriately adjusted for purposes of preparing and presenting the group financial statements.

37. 
The group engagement team shall determine whether the financial information identified in the component auditor’s communication (see paragraph 42(c)) is the financial information that is incorporated in the group financial statements.

38.
If the group financial statements include the financial statements of a component with a financial reporting period-end that differs from that of the group, the group engagement team shall evaluate whether appropriate adjustments have been made to those financial statements in accordance with the applicable financial reporting framework.

      
Subsequent Events

39. 
Where the group engagement team or component auditors perform audits on the financial information of components, the group engagement team or the component auditors shall perform procedures designed to identify events at those components that occur between the dates of the financial information of the components and the date of the auditor’s report on the group financial statements, and that may require adjustment to or disclosure in the group financial statements.

40.
Where component auditors perform work other than audits of the financial information of components, the group engagement team shall request the component auditors to notify the group engagement team if they become aware of subsequent events that may require an adjustment to or disclosure in the group financial statements.

   
Communication with the Component Auditor

41. 
The group engagement team shall communicate its requirements to the component auditor on a timely basis. This communication shall set out the work to be performed, the use to be made of that work, and the form and content of the component auditor’s communication with the group engagement team. It shall also include the following (Ref: Para. A57, A58, A60):

(a)
A request that the component auditor, knowing the context in which the group engagement team will use the work of the component auditor, confirms that the component auditor will cooperate with the group engagement team (Ref: Para. A59).

(b) 
The ethical requirements that are relevant to the group audit and, in particular, the independence requirements.

(c) 
In the case of an audit or review of the financial information of the component, component materiality (and, if applicable, the materiality level or levels for particular classes of transactions, account balances or disclosures) and the threshold above which misstatements cannot be regarded as clearly trivial to the group financial statements.

(d)
Identified significant risks of material misstatement of the group financial statements, due to fraud or error, that are relevant to the work of the component auditor. The group engagement team shall request the component auditor to communicate on a timely basis any other identified significant risks of material misstatement of the group financial statements, due to fraud or error, in the component, and the component auditor’s responses to such risks.

(e) 
A list of related parties prepared by group management, and any other related parties of which the group engagement team is aware. The group engagement team shall request the component auditor to communicate on a timely basis related parties not previously identified by group management or the group engagement team. The group engagement team shall determine whether to identify such additional related parties to other component auditors.

42. 
The group engagement team shall request the component auditor to communicate matters relevant to the group engagement team’s conclusion with regard to the group audit. Such communication shall include (Ref: Para. A60):

(a) 
Whether the component auditor has complied with ethical requirements that are relevant to the group audit, including independence and professional competence;

(b) 
Whether the component auditor has complied with the group engagement team’s requirements;

(c)
Identification of the financial information of the component on which the component auditor is reporting;

(d) 
Information on instances of non-compliance with laws or regulations that could give rise to a material misstatement of the group financial statements;

(e)
A list of uncorrected misstatements of the financial information of the component (the list need not include misstatements that are below the threshold for clearly trivial misstatements communicated by the group engagement team {see paragraph 41(c)};

(f) 
Indicators of possible management bias;

(g) 
Description of any identified significant deficiencies in internal control at the component level;

(h) 
Other significant matters that the component auditor communicated or expects to communicate to those charged with governance of the component, including fraud or suspected fraud involving component management, employees who have significant roles in internal control at the component level or others where the fraud resulted in a material misstatement of the financial information of the component;

(i) 
Any other matters that may be relevant to the group audit, or that the component auditor wishes to draw to the attention of the group engagement team, including exceptions noted in the written representations that the component auditor requested from component management; and

(j) 
The component auditor’s overall findings, conclusions or opinion. 

   
Evaluating the Sufficiency and Appropriateness of Audit Evidence 

    
Obtained

Evaluating the Component Auditor’s Communication and Adequacy of their Work

43. 
The group engagement team shall evaluate the component auditor’s communication (see paragraph 42). The group engagement team shall:

(a) 
Discuss significant matters arising from that evaluation with the component auditor, component management or group management, as appropriate; and

(b)
Determine whether it is necessary to review other relevant parts of the component auditor’s audit documentation (Ref: Para. A61).

44. 
If the group engagement team concludes that the work of the component auditor is insufficient, the group engagement team shall determine what additional procedures are to be performed, and whether they are to be performed by the component auditor or by the group engagement team.
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Sufficiency and Appropriateness of Audit Evidence

45. 
The auditor is required to obtain sufficient appropriate audit evidence to reduce audit risk to an acceptably low level and thereby enable the auditor to draw reasonable conclusions on which to base the auditor’s opinion. The group engagement team shall evaluate whether sufficient appropriate audit evidence has been obtained from the audit procedures performed on the consolidation process and the work performed by the group engagement team and the component auditors on the financial information of the components, on which to base the group audit opinion (Ref: Para. A62).

46. 
The group engagement partner shall evaluate the effect on the group audit opinion of any uncorrected misstatements (either identified by the group engagement team or communicated by component auditors) and any instances where there has been an inability to obtain sufficient appropriate audit evidence (Ref: Para. A63).

      
Communication with Group Management and Those Charged with

      
Governance of the Group

      
Communication with Group Management

47. 
The group engagement team shall determine which identified deficiencies in internal control to communicate to those charged with governance and group management in accordance with NSA 8. In making this determination, the group engagement team shall consider:

(a) 
Deficiencies in group-wide internal control that the group engagement team has identified;

(b)
Deficiencies in internal control that the group engagement team has identified in internal controls at components; and

(c)
Deficiencies in internal control that component auditors have brought to the attention of the group engagement team.

48. 
If fraud has been identified by the group engagement team or brought to its attention by a component auditor {see paragraph 42(h)}, or information indicates that a fraud may exist, the group engagement team shall communicate this on a timely basis to the appropriate level of group management in order to inform those with primary responsibility for the prevention and detection of fraud of matters relevant to their responsibilities (Ref. Para. A64).

49. 
A component auditor may be required by statute, regulation or for another reason, to express an audit opinion on the financial statements of a component. In that case, the group engagement team shall request group management to inform component management of any matter of which the group engagement team becomes aware that may be significant to the financial statements of the component, but of which component management may be unaware. If group management refuses to communicate the matter to component management, the group engagement team shall discuss the matter with those charged with governance of the group. If the matter remains unresolved, the group engagement team, subject to legal and professional confidentiality considerations, shall consider whether to advise the component auditor not to issue the auditor’s report on the financial statements of the component until the matter is resolved (Ref: Para. A65).

          Communication with Those Charged with Governance of the Group

50. 
The group engagement team shall communicate the following matters with those charged with governance of the group, in addition to those required by NSA 7 and other NSAs (Ref: Para. A66):

(a)
An overview of the type of work to be performed on the financial information of the components.

(b)
An overview of the nature of the group engagement team’s planned involvement in the work to be performed by the component auditors on the financial information of significant components.

(c) 
Instances where the group engagement team’s evaluation of the work of a component auditor gave rise to a concern about the quality of that auditor’s work.

(d) 
Any limitations on the group audit, for example, where the group engagement team’s access to information may have been restricted.

(e)
Fraud or suspected fraud involving group management, component management, employees who have significant roles in group-wide controls or others where the fraud resulted in a material misstatement of the group financial statements.

     
Documentation

51. 
The group engagement team shall include in the audit documentation the following matters:

(a) 
An analysis of components, indicating those that are significant, and the type of work performed on the financial information of the components.
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(b) 
The nature, timing and extent of the group engagement team’s involvement in the work performed by the component auditors on significant components including, where applicable, the group engagement team’s review of relevant parts of the component auditors’ audit documentation and conclusions thereon.

(c) 
Written communications between the group engagement team and the component auditors about the group engagement team’s requirements.

    
Application and Other Explanatory Material

      
Components Subject to Audit by Statute, Regulation or Other Reason 
(Ref: Para. 3)
A1. 
Factors that may affect the group engagement team’s decision whether to use an audit required by statute, regulation or for another reason to provide audit evidence for the group audit include the following:

• 
Differences in the financial reporting framework applied in preparing the financial statements of the component and that applied in preparing the group financial statements.

•
Differences in the auditing and other standards applied by the component auditor and those applied in the audit of the group financial statements.

• 
Whether the audit of the financial statements of the component will be completed in time to meet the group reporting timetable.

     
Definitions

      
Component {Ref: Para. 10(a)}

A2. 
The structure of a group affects how components are identified. For example, the group financial reporting system may be based on an organizational structure that provides for financial information to be prepared by a parent and one or more subsidiaries, joint ventures, or investees accounted for by the equity or cost methods of accounting; by a head office and one or more divisions or branches; or by a combination of both. Some groups, however, may organize their financial reporting system by function, process, product or service (or by groups of products or services), or geographical locations. In these cases, the entity or business activity for which group or component management prepares financial information that is included in the group financial statements may be a function, process, product or service (or group of products or services), or geographical location.

A3. 
Various levels of components may exist within the group financial reporting system, in which case it may be more appropriate to identify components at certain levels of aggregation rather than individually.

A4. 
Components aggregated at a certain level may constitute a component for purposes of the group audit; however, such a component may also prepare group financial statements that incorporate the financial information of the components it encompasses (that is, a subgroup). This NSA may therefore be applied by different group engagement partners and teams for different subgroups within a larger group.

       
Significant Component {Ref: Para. 10(m)}

A5. 
As the individual financial significance of a component increases, the risks of material misstatement of the group financial statements ordinarily increase. The group engagement team may apply a percentage to a chosen benchmark as an aid to identify components that are of individual financial significance. Identifying a benchmark and determining a percentage to be applied to it involve the exercise of professional judgment. Depending on the nature and circumstances of the group, appropriate benchmarks might include group assets, liabilities, cash flows, profit or turnover. For example, the group engagement team may consider that components exceeding 15% of the chosen benchmark are significant components. A higher or lower percentage may, however, be deemed appropriate in the circumstances.

A6. 
The group engagement team may also identify a component as likely to include significant risks of material misstatement of the group financial statements due to its specific nature or circumstances (that is, risks that require special audit consideration). For example, a component could be responsible for foreign exchange trading and thus expose the group to a significant risk of material misstatement, even though the component is not otherwise of individual financial significance to the group.

     
Component Auditor {Ref: Para. 10(b)}

A7.
A member of the group engagement team may perform work on the financial information of a component for the group audit at the request of the group engagement team. Where this is the case, such a member of the engagement team is also a component auditor.

    
Responsibility (Ref: Para. 12)

A8. 
Although component auditors may perform work on the financial information of the components for the group audit and as such are responsible for their overall findings, conclusions or opinions, the group engagement partner or the group engagement partner’s firm is responsible for the group audit opinion.

A9. 
When the group audit opinion is modified because the group engagement team was unable to obtain sufficient appropriate audit evidence in relation to the financial information of one or more components, the Basis for Modification paragraph in the auditor’s report on the group financial statements describes the reasons for that inability without referring to the component auditor, unless such a reference is necessary for an adequate explanation of the circumstances.

    
Acceptance and Continuance

     
Obtaining an Understanding at the Acceptance or Continuance Stage

  
(Ref: Para. 13)

A10. 
In the case of a new engagement, the group engagement team’s understanding of the group, its components, and their environments may be obtained from:

• 
Information provided by group management;

•
Communication with group management; and

• 
Where applicable, communication with the previous group engagement team, component management, or component auditors.

A11. 
The group engagement team’s understanding may include matters such as the following:

• 
The group structure, including both the legal and organizational structure (that is, how the group financial reporting system is organized).

• 
Components’ business activities that are significant to the group, including the industry and regulatory, economic and political environments in which those activities take place.

• 
The use of service organizations, including shared service centers.

• 
A description of group-wide controls.

•
The complexity of the consolidation process.

•
Whether component auditors that are not from the group engagement partner’s firm or network will perform work on the financial information of any of the components, and group management’s rationale for appointing more than one auditor.

• 
Whether the group engagement team:

· Will have unrestricted access to those charged with governance of the group, group management, those charged with governance of the component, component management, component information, and the component auditors (including relevant audit documentation sought by the group engagement team); and

· Will be able to perform necessary work on the financial information of the components.

A12. 
In the case of a continuing engagement, the group engagement team’s ability to obtain sufficient appropriate audit evidence may be affected by significant changes, for example:

• 
Changes in the group structure (for example, acquisitions, disposals, reorganizations, or changes in how the group financial reporting system is organized).

• 
Changes in components’ business activities that are significant to the group.

• 
Changes in the composition of those charged with governance of the group, group management, or key management of significant

components.

• 
Concerns the group engagement team has with regard to the integrity and competence of group or component management.

•
Changes in group-wide controls.

• 
Changes in the applicable financial reporting framework.

        
Expectation to Obtain Sufficient Appropriate Audit Evidence 

(Ref: Para. 14)
A13.
A group may consist only of components not considered significant components. In these circumstances, the group engagement partner can reasonably expect to obtain sufficient appropriate audit evidence on which to base the group audit opinion if the group engagement team will be able to:

(a)
Perform the work on the financial information of some of these components; and

(b) 
Be involved in the work performed by component auditors on the financial information of other components to the extent necessary to obtain sufficient appropriate audit evidence.

       
Access to Information (Ref: Para. 14)

A14. 
The group engagement team’s access to information may be restricted by

circumstances that cannot be overcome by group management, for example, laws relating to confidentiality and data privacy, or denial by the component auditor of access to relevant audit documentation sought by the group engagement team. It may also be restricted by group management.
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A15. 
Where access to information is restricted by circumstances, the group engagement team may still be able to obtain sufficient appropriate audit evidence; however, this is less likely as the significance of the component increases. For example, the group engagement team may not have access to those charged with governance, management, or the auditor (including relevant audit documentation sought by the group engagement team) of a component that is accounted for by the equity method of accounting. If the component is not a significant component, and the group engagement team has a complete set of financial statements of the component, including the auditor’s report thereon, and has access to information kept by group management in relation to that component, the group engagement team may conclude that this information constitutes sufficient appropriate audit evidence in relation to that component. If the component is a significant component, however, the group engagement team will not be able to comply with the requirements of this NSA relevant in the circumstances of the group audit. For example, the group engagement team will not be able to comply with the requirement in paragraphs 31-32 to be involved in the work of the component auditor. The group engagement team will not, therefore, be able to obtain sufficient appropriate audit evidence in relation to that component. The effect of the group engagement team’s inability to obtain sufficient appropriate audit evidence is considered in terms of NSA 29.

A16. 
The group engagement team will not be able to obtain sufficient appropriate audit evidence if group management restricts the access of the group engagement team or a component auditor to the information of a significant component.

A17. 
Although the group engagement team may be able to obtain sufficient appropriate audit evidence if such restriction relates to a component considered not a significant component, the reason for the restriction may affect the group audit opinion. For example, it may affect the reliability of group management’s responses to the group engagement team’s inquiries and group management’s representations to the group engagement team.

A18. 
Law or regulation may prohibit the group engagement partner from declining or withdrawing from an engagement. For example, in some cases the auditor is appointed for a specified period of time and is prohibited from withdrawing before the end of that period. Also, in the public sector, the option of declining or withdrawing from an engagement may not be available to the auditor due to the nature of the mandate or public interest considerations. In these circumstances, this NSA still applies to the group audit, and the effect of the group engagement team’s inability to obtain sufficient appropriate audit evidence is considered in terms of NSA 29.

A19. 
Appendix 1 contains an example of an auditor’s report containing a qualified opinion based on the group engagement team’s inability to obtain sufficient appropriate audit evidence in relation to a significant component accounted for by the equity method of accounting, but where, in the group engagement team’s judgment, the effect is material but not pervasive.

      
Terms of Engagement (Ref: Para. 15)

A20. 
The terms of engagement identify the applicable financial reporting framework. Additional matters may be included in the terms of a group audit engagement, such as the fact that:

• 
The communication between the group engagement team and the component auditors should be unrestricted to the extent possible under law or regulation;

• 
Important communications between the component auditors, those charged with governance of the component, and component management, including communications on significant deficiencies in internal control, should be communicated as well to the group engagement team;

• 
Important communications between regulatory authorities and components related to financial reporting matters should be communicated to the group engagement team; and

• 
To the extent the group engagement team considers necessary, it should be permitted:

· Access to component information, those charged with governance of components, component management, and the component auditors (including relevant audit documentation sought by the group engagement team); and

· To perform work or request a component auditor to perform

work on the financial information of the components.

A21.   Restrictions imposed on:

•
the group engagement team’s access to component information, those charged with governance of components, component management, or the component auditors (including relevant audit documentation sought by the group engagement team); or

•
the work to be performed on the financial information of the components after the group engagement partner’s acceptance of the group audit engagement, constitute an inability to obtain sufficient appropriate audit evidence that may affect the group audit opinion. In exceptional circumstances it may even lead to withdrawal from the engagement where withdrawal is possible under applicable law or regulation.

    
Overall Audit Strategy and Audit Plan (Ref: Para. 17)

A22. 
The group engagement partner’s review of the overall group audit strategy and group audit plan is an important part of fulfilling the group engagement partner’s responsibility for the direction of the group audit engagement.

           Understanding the Group, Its Components and Their Environments

          Matters about Which the Group Engagement Team Obtains an

          Understanding (Ref: Para. 18)

A23. 
NSA 10 contains guidance on matters the auditor may consider when obtaining an understanding of the industry, regulatory, and other external factors that affect the entity, including the applicable financial reporting framework; the nature of the entity; objectives and strategies and related business risks; and measurement and review of the entity’s financial performance. Appendix 2 of this NSA contains guidance on matters specific to a group, including the consolidation process.

     
Instructions Issued by Group Management to Components (Ref: Para. 18)

A24. 
To achieve uniformity and comparability of financial information, group management ordinarily issues instructions to components. Such instructions specify the requirements for financial information of the components to be included in the group financial statements and often include financial reporting procedures manuals and a reporting package. A reporting package ordinarily consists of standard formats for providing financial information for incorporation in the group financial statements. Reporting packages generally do not, however, take the form of complete financial statements prepared and presented in accordance with the applicable financial reporting framework.

A25. 
The instructions ordinarily cover:

• 
The accounting policies to be applied;

• 
Statutory and other disclosure requirements applicable to the group financial statements, including:

· The identification and reporting of segments;

· Related party relationships and transactions;

· Intra-group transactions and unrealized profits;

· Intra-group account balances; and

• 
A reporting timetable.

A26. 
The group engagement team’s understanding of the instructions may include the following:

• 
The clarity and practicality of the instructions for completing the reporting package.

• 
Whether the instructions:

· Adequately describe the characteristics of the applicable financial reporting framework;

· Provide for disclosures that are sufficient to comply with the requirements of the applicable financial reporting framework, for example, disclosure of related party relationships and transactions, and segment information;

· Provide for the identification of consolidation adjustments, for example, intra-group transactions and unrealized profits, and intra-group account balances; and

· Provide for the approval of the financial information by component management.

          Fraud (Ref: Para. 18)

A27. 
The auditor is required to identify and assess the risks of material misstatement of the financial statements due to fraud, and to design and implement appropriate responses to the assessed risks. Information used to identify the risks of material misstatement of the group financial statements due to fraud may include the following:

•
Group management’s assessment of the risks that the group financial statements may be materially misstated as a result of fraud.

• 
Group management’s process for identifying and responding to the risks of fraud in the group, including any specific fraud risks identified by group management, or account balances, classes of transactions, or disclosures for which a risk of fraud is likely.

•
Whether there are particular components for which a risk of fraud is likely.

•
How those charged with governance of the group monitor group management’s processes for identifying and responding to the risks of fraud in the group, and the controls group management has established to mitigate these risks.

• 
Responses of those charged with governance of the group, group management, internal audit (and if considered appropriate, component management, the component auditors, and others) to the group engagement team’s inquiry whether they have knowledge of any actual, suspected, or alleged fraud affecting a component or the group.

          Discussion among Group Engagement Team Members and Component

          Auditors Regarding the Risks of Material Misstatement of the Group

          Financial Statements, Including Risks of Fraud (Ref: Para. 18)

A28. 
The key members of the engagement team are required to discuss the susceptibility of an entity to material misstatement of the financial statements due to fraud or error, specifically emphasizing the risks due to fraud. In a group audit, these discussions may also include the component auditors. The group engagement partner’s determination of who to include in the discussions, how and when they occur, and their extent, is affected by factors such as prior experience with the group.

A29.   The discussions provide an opportunity to:

• 
Share knowledge of the components and their environments, including group-wide controls.

• 
Exchange information about the business risks of the components or the group.

•
Exchange ideas about how and where the group financial statements may be susceptible to material misstatement due to fraud or error, how group management and component management could perpetrate and conceal fraudulent financial reporting, and how assets of the components could be misappropriated.

• 
Identify practices followed by group or component management that may be biased or designed to manage earnings that could lead to fraudulent financial reporting, for example, revenue recognition practices that do not comply with the applicable financial reporting framework.

•
Consider known external and internal factors affecting the group that may create an incentive or pressure for group management, component management, or others to commit fraud, provide the opportunity for fraud to be perpetrated, or indicate a culture or environment that enables group management, component management, or others to rationalize committing fraud.

• 
Consider the risk that group or component management may override controls.

• 
Consider whether uniform accounting policies are used to prepare the financial information of the components for the group financial statements and, where not, how differences in accounting policies are identified and adjusted (where required by the applicable financial reporting framework).

•
Discuss fraud that has been identified in components, or information that indicates existence of a fraud in a component.

• 
Share information that may indicate non-compliance with national laws or regulations, for example, payments of bribes and improper transfer pricing practices.
        
Risk Factors (Ref: Para. 19)

A30. 
Appendix 3 sets out examples of conditions or events that, individually or together, may indicate risks of material misstatement of the group financial statements, including risks due to fraud.

       
Risk Assessment (Ref: Para. 19)

A31. 
The group engagement team’s assessment at group level of the risks of material misstatement of the group financial statements is based on information such as the following:

•
Information obtained from the understanding of the group, its components, and their environments, and of the consolidation process, including audit evidence obtained in evaluating the design and implementation of group-wide controls and controls that are relevant to the consolidation.

•
Information obtained from the component auditors.

        
Understanding the Component Auditor (Ref: Para. 20)

A32. 
The group engagement team obtains an understanding of a component auditor only when it plans to request the component auditor to perform work on the financial information of a component for the group audit. For example, it will not be necessary to obtain an understanding of the auditors of those components for which the group engagement team plans to perform analytical procedures at group level only.
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          Group Engagement Team’s Procedures to Obtain an Understanding of

          the Component Auditor and Sources of Audit Evidence (Ref: Para. 20)

A33. 
The nature, timing and extent of the group engagement team’s procedures to obtain an understanding of the component auditor are affected by factors such as previous experience with or knowledge of the component auditor, and the degree to which the group engagement team and the component auditor are subject to common policies and procedures, for example:

•
Whether the group engagement team and a component auditor share:

· Common policies and procedures for performing the work (for example, audit methodologies);

· Common quality control policies and procedures; or

· Common monitoring policies and procedures.

• 
The consistency or similarity of:

· Laws and regulations or legal system;

· Professional oversight, discipline, and external quality assurance;

· Education and training;

· Professional organizations and standards; or

· Language and culture.

A34. 
These factors interact and are not mutually exclusive. For example, the extent of the group engagement team’s procedures to obtain an understanding of Component Auditor A, who consistently applies common quality control and monitoring policies and procedures and a common audit methodology or operates in the same jurisdiction as the group engagement partner, may be less than the extent of the group engagement team’s procedures to obtain an understanding of Component Auditor B, who is not consistently applying common quality control and monitoring policies and procedures and a common audit methodology or operates in a foreign jurisdiction. The nature of the procedures performed in relation to Component Auditors A and B may also be different.

A35. 
The group engagement team may obtain an understanding of the component auditor in a number of ways. In the first year of involving a component auditor, the group engagement team may, for example:

• 
Evaluate the results of the quality control monitoring system where the group engagement team and component auditor are from a firm or network that operates under and complies with common monitoring policies and procedures;

• 
Visit the component auditor to discuss the matters in paragraph 20(a)-(c);

• 
Request the component auditor to confirm the matters referred to in paragraph 20(a)-(c) in writing. Appendix 4 contains an example of written confirmations by a component auditor;

•
Request the component auditor to complete questionnaires about the matters in paragraph 20(a)-(c);

• 
Discuss the component auditor with colleagues in the group engagement partner’s firm, or with a reputable third party that has knowledge of the component auditor; or

• 
Obtain confirmations from the professional body or bodies to which the component auditor belongs, the authorities by which the component auditor is licensed, or other third parties.

In subsequent years, the understanding of the component auditor may be based on the group engagement team’s previous experience with the component auditor. The group engagement team may request the component auditor to confirm whether anything in relation to the matters listed in paragraph 20(a) - (c) has changed since the previous year.

A36.
Where independent oversight bodies have been established to oversee the auditing profession and monitor the quality of audits, awareness of the regulatory environment may assist the group engagement team in evaluating the independence and competence of the component auditor. Information about the regulatory environment may be obtained from the component auditor or information provided by the independent oversight bodies.

          Ethical Requirements that Are Relevant to the Group Audit
{Ref: Para. 20(a)}
A37. 
When performing work on the financial information of a component for a

group audit, the component auditor is subject to ethical requirements that are relevant to the group audit. Such requirements may be different or in addition to those applying to the component auditor when performing a statutory audit in the component auditor’s jurisdiction. The group engagement team therefore obtains an understanding whether the component auditor understands and will comply with the ethical requirements that are relevant to the group audit, sufficient to fulfill the component auditor’s responsibilities in the group audit.
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          The Component Auditor’s Professional Competence {Ref: Para. 20(b)}

A38. 
The group engagement team’s understanding of the component auditor’s

professional competence may include whether the component auditor:

•
Possesses an understanding of auditing and other standards applicable to the group audit that is sufficient to fulfill the component auditor’s responsibilities in the group audit;

•
Possesses the special skills (for example, industry specific knowledge) necessary to perform the work on the financial information of the particular component; and

• 
Where relevant, possesses an understanding of the applicable financial reporting framework that is sufficient to fulfill the component auditor’s responsibilities in the group audit (instructions issued by group management to components often describe the characteristics of the applicable financial reporting framework).
          Application of the Group Engagement Team’s Understanding of a

          Component Auditor (Ref: Para. 21)

A39. 
The group engagement team cannot overcome the fact that a component auditor is not independent by being involved in the work of the component auditor or by performing additional risk assessment or further audit procedures on the financial information of the component.

A40. 
However, the group engagement team may be able to overcome less than serious concerns about the component auditor’s professional competency (for example, lack of industry specific knowledge), or the fact that the component auditor does not operate in an environment that actively oversees auditors, by being involved in the work of the component auditor or by performing additional risk assessment or further audit procedures on the financial information of the component.

A41.  Where law or regulation prohibits access to relevant parts of the audit documentation of the component auditor, the group engagement team may request the component auditor to overcome this by preparing a memorandum that covers the relevant information.

      
Materiality (Ref: Para. 22-24)

A42.   The auditor is required:

(a)
When establishing the overall audit strategy, to determine:

                   (i)
Materiality for the financial statements as a whole; and

(ii)
If, in the specific circumstances of the entity, there are particular classes of transactions, account balances or disclosures for which misstatements of lesser amounts than materiality for the financial statements as a whole could reasonably be expected to influence the economic decisions of users taken on the basis of the financial statements, the materiality level or levels to be applied to those particular classes of transactions, account balances or disclosures; and

(b) 
To determine performance materiality.

In the context of a group audit, materiality is established for both the group financial statements as a whole, and for the financial information of the components. Materiality for the group financial statements as a whole is used when establishing the overall group audit strategy.

A43. 
To reduce to an appropriately low level the probability that the aggregate of uncorrected and undetected misstatements in the group financial statements exceeds materiality for the group financial statements as a whole, component materiality is set lower than materiality for the group financial statements as a whole. Different component materiality may be established for different components. Component materiality need not be an arithmetical portion of the materiality for the group financial statements as a whole and, consequently, the aggregate of component materiality for the different components may exceed the materiality for the group financial statements as a whole. Component materiality is used when establishing the overall audit strategy for a component.

A44.
Component materiality is determined for those components whose financial information will be audited or reviewed as part of the group audit in accordance with paragraphs 27, 28(a) and 30. Component materiality is used by the component auditor to evaluate whether uncorrected detected misstatements are material, individually or in the aggregate.

A45. 
A threshold for misstatements is determined in addition to component materiality. Misstatements identified in the financial information of the component that are above the threshold for misstatements are communicated to the group engagement team.

A46. 
In the case of an audit of the financial information of a component, the component auditor (or group engagement team) determines performance materiality at the component level. This is necessary to reduce to an appropriately low level the probability that the aggregate of uncorrected and undetected misstatements in the financial information of the component exceeds component materiality. In practice, the group engagement team may set component materiality at this lower level. Where this is the case, the component auditor uses component materiality for purposes of assessing the risks of material misstatement of the financial information of the component and to design further audit procedures in response to assessed risks as well as for evaluating whether detected misstatements are material individually or in the aggregate.

     
Responding to Assessed Risks

Determining the Type of Work to Be Performed on the Financial Information of Components (Ref: Para. 27-28)
A47. 
The group engagement team’s determination of the type of work to be performed on the financial information of a component and its involvement in the work of the component auditor is affected by:

(a) 
The significance of the component;

(b) 
The identified significant risks of material misstatement of the group financial statements;

(c) 
The group engagement team’s evaluation of the design of group-wide controls and determination whether they have been implemented; and

(d) 
The group engagement team’s understanding of the component auditor.

The diagram shows how the significance of the component affects the group engagement team’s determination of the type of work to be performed on the financial information of the component.
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          Significant Components {Ref: Para. 28(b)-(c)}

A48. 
The group engagement team may identify a component as a significant component because that component is likely to include significant risks of material misstatement of the group financial statements due to its specific nature or circumstances. In that case, the group engagement team may be able to identify the account balances, classes of transactions or disclosures affected by the likely significant risks. Where this is the case, the group engagement team may decide to perform, or request a component auditor to perform, an audit of only those account balances, classes of transactions or disclosures. For example, in the situation described in paragraph A6, the work on the financial information of the component may be limited to an audit of the account balances, classes of transactions and disclosures affected by the foreign exchange trading of that component. Where the group engagement team requests a component auditor to perform an audit of one or more specific account balances, classes of transactions or disclosures, the communication of the group engagement team (see paragraph 41) takes account of the fact that many financial statement items are interrelated.

A49. 
The group engagement team may design audit procedures that respond to a likely significant risk of material misstatement of the group financial statements. For example, in the case of a likely significant risk of inventory obsolescence, the group engagement team may perform, or request a component auditor to perform, specified audit procedures on the valuation of inventory at a component that holds a large volume of potentially obsolete inventory, but that is not otherwise significant.

          Components that Are Not Significant Components (Ref: Para. 29-30)

A50. 
Depending on the circumstances of the engagement, the financial information of the components may be aggregated at various levels for purposes of the analytical procedures. The results of the analytical procedures corroborate the group engagement team’s conclusions that there are no significant risks of material misstatement of the aggregated financial information of components that are not significant components.

A51. 
The group engagement team’s decision as to how many components to select in accordance with paragraph 30, which components to select, and the type of work to be performed on the financial information of the individual components selected may be affected by factors such as the following:

• 
The extent of audit evidence expected to be obtained on the financial information of the significant components.

•
Whether the component has been newly formed or acquired.

• 
Whether significant changes have taken place in the component.

• 
Whether internal audit has performed work at the component and any effect of that work on the group audit.

• 
Whether the components apply common systems and processes.

• 
The operating effectiveness of group-wide controls.

• 
Abnormal fluctuations identified by analytical procedures performed at group level.

• 
The individual financial significance of, or the risk posed by, the component in comparison with other components within this category.

•
Whether the component is subject to audit required by statute, regulation or for another reason.

         
Including an element of unpredictability in selecting components in this

category may increase the likelihood of identifying material misstatement of the components’ financial information. The selection of components is often varied on a cyclical basis.

A52.
A review of the financial information of a component may be performed in accordance with Nigerian Standard on Review Engagements (NSRE) 100 or NSRE 110, adapted as necessary in the circumstances. The group engagement team may also specify additional procedures to supplement this work.

A53. 
As explained in paragraph A13, a group may consist only of components that are not significant components. In these circumstances, the group engagement team can obtain sufficient appropriate audit evidence on which to base the group audit opinion by determining the type of work to be performed on the financial information of the components in accordance with paragraph 30. It is unlikely that the group engagement team will obtain sufficient appropriate audit evidence on which to base the group audit opinion if the group engagement team, or a component auditor, only tests group-wide controls and performs analytical procedures on the financial information of the components.

          Involvement in the Work Performed by Component Auditors

          (Ref: Para. 31-32)

A54. 
Factors that may affect the group engagement team’s involvement in the work of the component auditor include:

(a) 
The significance of the component;
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(b) 
The identified significant risks of material misstatement of the group financial statements; and

(c) 
The group engagement team’s understanding of the component auditor.

In the case of a significant component or identified significant risks, the group engagement team performs the procedures described in paragraphs 31-32. In the case of a component that is not a significant component, the nature, timing and extent of the group engagement team’s involvement in the work of the component auditor will vary based on the group engagement team’s understanding of that component auditor. The fact that the component is not a significant component becomes secondary. For example, even though a component is not considered a significant component, the group engagement team nevertheless may decide to be involved in the component auditor’s risk assessment, because it has less than serious concerns about the component auditor’s professional competency (for example, lack of industry specific knowledge), or the component auditor does not operate in an environment that actively oversees auditors.

A55. 
Forms of involvement in the work of a component auditor other than those described in paragraphs 31-32 and 43 may, based on the group engagement team’s understanding of the component auditor, include one or more of the following:

(a)
Meeting with component management or the component auditors to obtain an understanding of the component and its environment.

(b)
Reviewing the component auditors’ overall audit strategy and audit plan.

(c) 
Performing risk assessment procedures to identify and assess the risks of material misstatement at the component level. These may be performed with the component auditors, or by the group engagement team.

(d) 
Designing and performing further audit procedures. These may be designed and performed with the component auditors, or by the group engagement team.

(e)
Participating in the closing and other key meetings between the component auditors and component management.

(f) 
Reviewing other relevant parts of the component auditors’ audit documentation.

     
Consolidation Process

      
Consolidation Adjustments and Reclassifications (Ref: Para. 35)

A56. 
The consolidation process may require adjustments to amounts reported in the group financial statements that do not pass through the usual transaction processing systems, and may not be subject to the same internal controls to which other financial information is subject. The group engagement team’s evaluation of the appropriateness, completeness and accuracy of the adjustments may include:

•
Evaluating whether significant adjustments appropriately reflect the events and transactions underlying them;

•
Determining whether significant adjustments have been correctly calculated, processed and authorized by group management and, where applicable, by component management;

• 
Determining whether significant adjustments are properly supported and sufficiently documented; and

• 
Checking the reconciliation and elimination of intra-group transactions and unrealized profits, and intra-group account balances.

    
Communication with the Component Auditor (Ref: Para. 41-42)

A57. 
If effective two-way communication between the group engagement team and the component auditors does not exist, there is a risk that the group engagement team may not obtain sufficient appropriate audit evidence on which to base the group audit opinion. Clear and timely communication of the group engagement team’s requirements forms the basis of effective two-way communication between the group engagement team and the component auditor.

A58. 
The group engagement team’s requirements are often communicated in a letter of instruction. Appendix 5 contains guidance on required and additional matters that may be included in such a letter of instruction. The component auditor’s communication with the group engagement team often takes the form of a memorandum or report of work performed. Communication between the group engagement team and the component auditor, however, may not necessarily be in writing. For example, the group engagement team may visit the component auditor to discuss identified significant risks or review relevant parts of the component auditor’s audit documentation. Nevertheless, the documentation requirements of this and other NSAs apply.

A59. 
In cooperating with the group engagement team, the component auditor, for example, would provide the group engagement team with access to relevant audit documentation if not prohibited by law or regulation.

A60. 
Where a member of the group engagement team is also a component auditor, the objective for the group engagement team to communicate clearly with the component auditor can often be achieved by means other than specific written communication. For example:

• 
Access by the component auditor to the overall audit strategy and audit plan may be sufficient to communicate the group engagement team’s requirements set out in paragraph 41; and

•
A review of the component auditor’s audit documentation by the group engagement team may be sufficient to communicate matters relevant to the group engagement team’s conclusion set out in paragraph 42.

        
Evaluating the Sufficiency and Appropriateness of Audit Evidence

      
Obtained

       
Reviewing the Component Auditor’s Audit Documentation

       
{Ref: Para. 43(b)}

A61. 
What parts of the audit documentation of the component auditor will be relevant to the group audit may vary depending on the circumstances. Often the focus is on audit documentation that is relevant to the significant risks of material misstatement of the group financial statements. The extent of the review may be affected by the fact that the component auditor’s audit documentation has been subjected to the component auditor’s firm’s review procedures.

   
Sufficiency and Appropriateness of Audit Evidence (Ref: Para. 45-46)

A62. 
If the group engagement team concludes that sufficient appropriate audit evidence on which to base the group audit opinion has not been obtained, the group engagement team may request the component auditor to perform additional procedures. If this is not feasible, the group engagement team may perform its own procedures on the financial information of the component.

A63. 
The group engagement partner’s evaluation of the aggregate effect of any misstatements (either identified by the group engagement team or communicated by component auditors) allows the group engagement partner to determine whether the group financial statements as a whole are materially misstated.
   
Communication with Group Management and Those Charged with

     
Governance of the Group

     
Communication with Group Management (Ref: Para. 47-49)

A64. 
NSA 5 contains requirements and guidance on communication of fraud to management and, where management may be involved in the fraud, to those charged with governance.

A65.
Group management may need to keep certain material sensitive information confidential. Examples of matters that may be significant to the financial statements of the component of which component management may be unaware include the following:

• 
Potential litigation.

• 
Plans for abandonment of material operating assets.

• 
Subsequent events.

• 
Significant legal agreements.

     
Communication with Those Charged with Governance of the Group 

        
(Ref: Para. 50)

A66. 
The matters the group engagement team communicates to those charged with governance of the group may include those brought to the attention of the group engagement team by component auditors that the group engagement team judges to be significant to the responsibilities of those charged with governance of the group. Communication with those charged with governance of the group takes place at various times during the group audit. For example, the matters referred to in paragraph 50(a)-(b) may be communicated after the group engagement team has determined the work to be performed on the financial information of the components. On the other hand, the matter referred to in paragraph 50(c) may be communicated at the end of the audit, and the matters referred to in paragraph 50(d)-(e) may be communicated when they occur.
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                 (Ref: Para. A19)

Example of a Qualified Opinion Where the Group Engagement Team Is Not Able to Obtain Sufficient Appropriate Audit Evidence on Which to Base the Group Audit Opinion

In this example, the group engagement team is unable to obtain sufficient appropriate audit evidence relating to a significant component accounted for by the equity method (recognized at N15 million in the balance sheet, which reflects total assets of N60 million) because the group engagement team did not have access to the accounting records, management, or auditor of the component.

The group engagement team has read the audited financial statements of the component as of December 31, 20X1, including the auditor’s report thereon, and considered related financial information kept by group management in relation to the component.

In the group engagement partner’s judgment, the effect on the group financial statements of this inability to obtain sufficient appropriate audit evidence is material but not pervasive.

INDEPENDENT AUDITOR’S REPORT

[Appropriate Addressee]

Report on the Consolidated Financial Statements
We have audited the accompanying consolidated financial statements of ABC Ltd/Plc and its subsidiaries, which comprise the consolidated balance sheet as at December 31, 20X1, and the consolidated income statement, statement of changes in equity and statement of cash flows for the year then ended, and a summary of significant accounting policies and other explanatory information.

Directors’ Responsibility for the Consolidated Financial Statements

Directors are responsible for the preparation and fair presentation of these consolidated financial statements in accordance with generally applicable accounting principle in Nigeria, and for such internal control as management determines is necessary to enable the preparation of consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our audit in accordance with Nigerian Standards on Auditing. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our qualified audit opinion. 

Basis for Qualified Opinion

ABC Ltd/Plc’s investment in XYZ Company, a foreign associate acquired during the year and accounted for by the equity method, is carried at N15 million on the consolidated balance sheet as at December 31, 20X1, and ABC’s share of XYZ’s net income of N1 million is included in the consolidated income statement for the year then ended.  We were unable to obtain sufficient appropriate audit evidence about the carrying amount of ABC’s investment in XYZ as at December 31, 20X1 and ABC’s share of XYZ’s net income for the year because we were denied access to the financial information, management, and the auditors of XYZ. Consequently, we were unable to determine whether any adjustments to these amounts were necessary.

Qualified Opinion

In our opinion, except for the possible effects of the matter described in the Basis for Qualified Opinion paragraph, the consolidated financial statements present fairly, in all material respects, (or give a true and fair view of) the financial position of ABC Ltd/Plc and its subsidiaries as at December 31, 20X1, and (of) their financial performance and cash flows for the year then ended in accordance with generally applicable accounting principle in Nigeria.

Report on Other Legal and Regulatory Requirements

[Form and content of this section of the auditor’s report will vary depending on the nature of the auditor’s other reporting responsibilities.]

[Auditor’s signature]

[Date of the auditor’s report]

[Auditor’s address]

If, in the group engagement partner’s judgment, the effect on the group financial statements of the inability to obtain sufficient appropriate audit evidence is material and pervasive, the group engagement partner would disclaim an opinion in accordance with NSA 29.
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                                                                                                     (Ref: Para. A23)

Examples of Matters about Which the Group Engagement Team

Obtains an Understanding

The examples provided cover a broad range of matters; however, not all matters are relevant to every group audit engagement and the list of examples is not necessarily complete.

Group-Wide Controls

1. 
Group-wide controls may include a combination of the following:

• 
Regular meetings between group and component management to discuss business developments and to review performance.

• 
Monitoring of components’ operations and their financial results, including regular reporting routines, which enables group management to monitor components’ performance against budgets, and to take appropriate action.

•
Group management’s risk assessment process, that is, the process for identifying, analyzing and managing business risks, including the risk of fraud, that may result in material misstatement of the group financial statements.

•
Monitoring, controlling, reconciling, and eliminating intra-group transactions and unrealized profits, and intra-group account balances at group level.

• 
A process for monitoring the timeliness and assessing the accuracy and completeness of financial information received from components.

• 
A central IT system controlled by the same general IT controls for all or part of the group.

• 
Control activities within an IT system that is common for all or some components.

• 
Monitoring of controls, including activities of internal audit and self assessment programs.

•
Consistent policies and procedures, including a group financial reporting procedures manual.

• 
Group-wide programs, such as codes of conduct and fraud prevention programs.
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• 
Arrangements for assigning authority and responsibility to component management.

2. 
Internal audit may be regarded as part of group-wide controls, for example, when the internal audit function is centralized. NSA 26 deals with the group engagement team’s evaluation of the competence and objectivity of the internal auditors where it plans to use their work.

          Consolidation Process

3. 
The group engagement team’s understanding of the consolidation process may include matters such as the following:

Matters relating to the applicable financial reporting framework:

• 
The extent to which component management has an understanding of the applicable financial reporting framework.

• 
The process for identifying and accounting for components in accordance with the applicable financial reporting framework.

• 
The process for identifying reportable segments for segment reporting in accordance with the applicable financial reporting framework.

• 
The process for identifying related party relationships and related party transactions for reporting in accordance with the applicable financial reporting framework.

• 
The accounting policies applied to the group financial statements, changes from those of the previous financial year, and changes resulting from new or revised standards under the applicable financial reporting framework.

• 
The procedures for dealing with components with financial year-ends different from the group’s year-end.

Matters relating to the consolidation process:

•
Group management’s process for obtaining an understanding of the accounting policies used by components, and, where applicable, ensuring that uniform accounting policies are used to prepare the financial information of the components for the group financial statements, and that differences in accounting policies are identified, and adjusted where required in terms of the applicable financial reporting framework. Uniform accounting policies are the specific principles, bases, conventions, rules, and practices adopted by the group, based on the applicable financial reporting framework, that the components use to report similar transactions consistently. These policies are ordinarily described in the financial reporting procedures manual and reporting package issued by group management.

• 
Group management’s process for ensuring complete, accurate and timely financial reporting by the components for the consolidation

• 
The process for translating the financial information of foreign components into the currency of the group financial statements.

•
How IT is organized for the consolidation, including the manual and automated stages of the process, and the manual and programmed controls in place at various stages of the consolidation process.

• 
Group management’s process for obtaining information on subsequent events.

Matters relating to consolidation adjustments:

• 
The process for recording consolidation adjustments, including the preparation, authorization and processing of related journal entries, and the experience of personnel responsible for the consolidation.

• 
The consolidation adjustments required by the applicable financial reporting framework.

•
Business rationale for the events and transactions that gave rise to the consolidation adjustments.

• 
Frequency, nature and size of transactions between components.

• 
Procedures for monitoring, controlling, reconciling and eliminating intra-group transactions and unrealized profits, and intra-group account balances.

• 
Steps taken to arrive at the fair value of acquired assets and liabilities, procedures for amortizing goodwill (where applicable), and impairment testing of goodwill, in accordance with the applicable financial reporting framework.

• 
Arrangements with a majority owner or minority interests regarding losses incurred by a component (for example, an obligation of the minority interest to make good such losses).
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Examples of Conditions or Events that May Indicate Risks of Material Misstatement of the Group Financial Statements

The examples provided cover a broad range of conditions or events; however, not all conditions or events are relevant to every group audit engagement and the list of examples is not necessarily complete.

• 
A complex group structure, especially where there are frequent acquisitions, disposals or reorganizations.

• 
Poor corporate governance structures, including decision-making processes that are not transparent.

• 
Non-existent or ineffective group-wide controls, including inadequate group management information on monitoring of components’ operations and their results.

• 
Components operating in foreign jurisdictions that may be exposed to factors such as unusual government intervention in areas such as trade and fiscal policy, and restrictions on currency and dividend movements; and fluctuations in exchange rates.

• 
Business activities of components that involve high risk, such as long-term contracts or trading in innovative or complex financial instruments.

• 
Uncertainties regarding which components’ financial information require incorporation in the group financial statements in accordance with the applicable financial reporting framework, for example, whether any special-purpose entities or non-trading entities exist and require incorporation.

•
Unusual related party relationships and transactions.

•
Prior occurrences of intra-group account balances that did not balance or

reconcile on consolidation.

• 
The existence of complex transactions that are accounted for in more than one component.

• 
Components’ application of accounting policies that differ from those applied to the group financial statements.

• 
Components with different financial year-ends, which may be utilized to manipulate the timing of transactions.

• 
Prior occurrences of unauthorized or incomplete consolidation adjustments.

• 
Aggressive tax planning within the group or large cash transactions with entities in tax havens.

• 
Frequent changes of auditors engaged to audit the financial statements of components.
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Examples of a Component Auditor’s Confirmations

The following is not intended to be a standard letter. Confirmations may vary from one component auditor to another and from one period to the next.

Confirmations often are obtained before work on the financial information of the component commences.

[Component Auditor Letterhead]

[Date]

[To Group Engagement Partner]

This letter is provided in connection with your audit of the group financial statements of [name of parent] for the year ended [date] for the purpose of expressing an opinion on whether the group financial statements present fairly, in all material respects (give a true and fair view of) the financial position of the group as of [date] and of its financial performance and cash flows for the year then ended in accordance with [indicate applicable financial reporting framework].

We acknowledge receipt of your instructions dated [date], requesting us to perform the specified work on the financial information of [name of component] for the year ended [date].

We confirm that:

1. 
We will be able to comply with the instructions. / We advise you that we will not be able to comply with the following instructions [specify instructions] for the following reasons [specify reasons].

2. 
The instructions are clear and we understand them. / We would appreciate it if you could clarify the following instructions [specify instructions].

3. 
We will cooperate with you and provide you with access to relevant audit documentation.

We acknowledge that:

1. 
The financial information of [name of component] will be included in the group financial statements of [name of parent].

2. 
You may consider it necessary to be involved in the work you have requested us to perform on the financial information of [name of component] for the year ended [date].

3. 
You intend to evaluate and, if considered appropriate, use our work for the audit of the group financial statements of [name of parent].

In connection with the work that we will perform on the financial information of [name of component], a [describe component, for example, wholly-owned subsidiary, joint venture, investee accounted for by the equity or cost methods of accounting] of [name of parent], we confirm the following:

1. 
We have an understanding of [indicate relevant ethical requirements] that is sufficient to fulfill our responsibilities in the audit of the group financial statements, and will comply therewith. In particular, and with respect to [name of parent] and the other components in the group, we are independent within the meaning of [indicate relevant ethical requirements] and comply with the applicable requirements of [refer to rules] promulgated by [name of regulatory agency].

2. 
We have an understanding of International Standards on Auditing and [indicate other national standards applicable to the audit of the group financial statements] that is sufficient to fulfill our responsibilities in the audit of the group financial statements and will conduct our work on the financial information of [name of component] for the year ended [date] in accordance with those standards.

3. 
We possess the special skills (for example, industry specific knowledge) necessary to perform the work on the financial information of the particular component.

4. 
We have an understanding of [indicate applicable financial reporting framework or group financial reporting procedures manual] that is sufficient to fulfill our responsibilities in the audit of the group financial statements.

We will inform you of any changes in the above representations during the course of our work on the financial information of [name of component].

[Auditor’s signature]

[Date]

[Auditor’s address]
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Required and Additional Matters Included in the Group Engagement Team’s Letter of Instruction

Matters required by this NSA to be communicated to the component auditor are shown in italicized text.

Matters that are relevant to the planning of the work of the component auditor:

• 
A request for the component auditor, knowing the context in which the group engagement team will use the work of the component auditor, to confirm that the component auditor will cooperate with the group engagement team.

•
The timetable for completing the audit.

• 
Dates of planned visits by group management and the group engagement team, and dates of planned meetings with component management and the component auditor.

• 
A list of key contacts.

• 
The work to be performed by the component auditor, the use to be made of that work, and arrangements for coordinating efforts at the initial stage of and during the audit, including the group engagement team’s planned involvement in the work of the component auditor.

• 
The ethical requirements that are relevant to the group audit and, in particular, the independence requirements.

• 
In the case of an audit or review of the financial information of the component, component materiality (and, if applicable, the materiality level or levels for particular classes of transactions, account balances or disclosures), and the threshold above which misstatements cannot be regarded as clearly trivial to the group financial statements.

•
A list of related parties prepared by group management, and any other related parties that the group engagement team is aware of, and a request that the component auditor communicates on a timely basis to the group engagement team related parties not previously identified by group management or the group engagement team.

• 
Work to be performed on intra-group transactions and unrealized profits and intra-group account balances.

•
Guidance on other statutory reporting responsibilities, for example, reporting on group management’s assertion on the effectiveness of internal control.

• 
Where time lag between completion of the work on the financial information of the components and the group engagement team’s conclusion on the group financial statements is likely, specific instructions for a subsequent events review.

Matters that are relevant to the conduct of the work of the component auditor:

• 
The findings of the group engagement team’s tests of control activities of a processing system that is common for all or some components, and tests of controls to be performed by the component auditor.

• 
Identified significant risks of material misstatement of the group financial statements, due to fraud or error, that are relevant to the work of the component auditor, and a request that the component auditor communicates on a timely basis any other significant risks of material misstatement of the group financial statements, due to fraud or error, identified in the component and the component auditor’s response to such risks

• 
The findings of internal audit, based on work performed on controls at or relevant to components.

•
A request for timely communication of audit evidence obtained from performing work on the financial information of the components that contradicts the audit evidence on which the group engagement team originally based the risk assessment performed at group level.

• 
A request for a written representation on component management’s compliance with the applicable financial reporting framework, or a statement that differences between the accounting policies applied to the financial information of the component and those applied to the group financial statements have been disclosed.

•
Matters to be documented by the component auditor.

Other information

• 
A request that the following be reported to the group engagement team on a timely basis:

· Significant accounting, financial reporting and auditing matters, including accounting estimates and related judgments.

· Matters relating to the going concern status of the component.

· Matters relating to litigation and claims.

· Significant deficiencies in internal control that the component auditor has identified during the performance of the work on the financial information of the component, and information that indicates the existence of fraud.

•
A request that the group engagement team be notified of any significant or unusual events as early as possible.
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• 
A request that the matters listed in paragraph 42 be communicated to the group engagement team when the work on the financial information of the component is completed.
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