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Section 90

• Upon its incorporation, and each year at its annual general meeting, a
public company or state-owned company must appoint an auditor.

• To be appointed as an auditor of a company, a person or firm:
• must be a registered auditor;
• The auditor must not be:

1. director or prescribed officer of the company;
2. an employee or consultant of the company who was or has been engaged2. an employee or consultant of the company who was or has been engaged

for more than one year in the maintenance of any of the company’s financial
records or the preparation of any of its financial statements;

3. a director, officer or employee of a person appointed as company secretary;
4. a person who, alone or with a partner or employees, habitually or regularly

performs the duties of accountant or bookkeeper, or performs related
secretarial work, for the company;

• a person who, at any time during the five financial years immediately
preceding the date of appointment, was a person contemplated in 1-4.
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Independent practitioner 1. A registered practitioner in terms of the Auditing
Profession Act; or

2. A person who is qualified to be appointed as an accounting
officer of a close corporation in terms of the Close
Corporations Act, 1984 (Act No. 69 of 1984).

Persons in (1) and (2) must:

a) Not have a personal financial interest in the company
or a related or inter-related company.

b) Not be involved in the day to day management of the
company’s business, nor have been so involved at anycompany’s business, nor have been so involved at any
time during the previous three financial years.

c) Not be a prescribed officer or full-time executive
employee of the company or another related or inter-
related company, or have been such an officer or
employee at any time during the previous three
financial years.

d) Not be related to any person in (a) and (b).



Independently compiled
and reported

The annual financial statements are prepared:

 By an independent practitioner.
 On the basis of financial records provided by the company.
 In accordance with any relevant financial reporting

standards.

Regulation 29 (5) of the Companies Regulations, 2011 states the following:

“An independent review of a company’s annual financial statements must not be carried out
by an independent accounting professional who was involved in the preparation of the saidby an independent accounting professional who was involved in the preparation of the said
annual financial statements”



Public interest score  Number of points equal to the average number of
employees of the company during the financial year.

 One point for every R1 million (or portion thereof) in
third party liability of the company at the financial
year-end.

 One point for every R1 million (or portion thereof) in
turnover during the financial year.

 One point for every individual who, at the end of the One point for every individual who, at the end of the
financial year, is known by the company:

– In the case of a profit company, to directly or indirectly
have a beneficial interest in any of the company’s
issued securities; or

– In the case of a non-profit company, to be a member of
the company or a member of an association that is a
member of the company.



Would a private company with a turnover of R100 million, with unsecured debt of R50 million, 50
employees and 50 shareholders be considered to be a public interest company, and therefore
needs to be audited?

Financial statement item Amount Points

Turnover (Rm) 100 100
Unsecured debt (Rm) 50 50
Number of employees 50 50
Number of beneficial owners 50 50

Total 250
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Total 250

If this private company commissioned an external service provider to prepare its financial
statements, it will not be required to be audited; all it needs is an Independent Review as the
number of points is below the 350 threshold.

However, if this private company prepares its own financial statements, it will need to be audited
as it will have exceeded the 100 points required before it gets audited.



Core Concepts in a Review
Engagement

Audit Independent review

Level of assurance High – reasonable Limited – moderate

Subject matter of report Financial statements Financial statements

Nature of assurance Reasonable assurance – Opinion “the
financial statements present fairly...”

Moderate assurance/Limited assurance
- negative assurance – “Nothing came
to our attention to indicate…”
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Distribution of report No restriction No restriction

Understanding the entity In-depth understanding – ID RMM Understanding – enough to identify
MM

Internal control Evaluation of internal control required No requirements

Nature of procedures Extensive, highly reliable Primarily analytical procedures and
enquiries

Relative cost Most expensive Less expensive than audit



Practiitoner Registered auditor Registered auditor/ or a member in
good standing of a professional body
that has been accredited in terms of
section 33 of the Auditing Professions
Act or
A person who is qualified to be
appointed as an accounting officer of a
close corporation in terms of the Close
Corporations Act, 1984 (Act No. 69 of
1984).

Professional liability Can be sued if auditor fails the objective
standard/test of what the reasonable
auditor would have done

Can be sued if auditor fails the objective
standard/test of what the reasonable
independent reviewer would have done

Liability protection Section 46 of Auditing Professions Act –
limiting liability to third parties

Section 58 (2) of Auditing Professions

None
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Section 58 (2) of Auditing Professions
Act – application of Apportionment of
Damages Act to auditor’s contracts with
their clients

Regulation Regulated by IRBA IPC

Applicability  All public and state-owned
companies must be audited.

 All other companies that pass the
public interest test; or

 All companies opting for a
voluntary audit.

All non-owner-managed companies
(where the shareholders are not the
same as the directors) who fail the
public interest test and do not opt for a
voluntary audit



Professional Skepticism

Necessary for the critical assessment of
evidence in a review - questioning
inconsistencies and investigating
contradictory evidence, and questioning the
reliability of responses to inquiries.

Professional skepticism includes being alert
to, for example:

Maintaining professional
skepticism throughout the review
is necessary if the practitioner
is to reduce the risks of:
• Overlooking unusual

circumstances.
• Over-generalizing when drawing

conclusions from evidence
obtained.

• Using inappropriate
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• Evidence that contradicts other evidence
obtained.

• Information that brings into question the
reliability of documents and responses to

• inquiries to be used as evidence.
• Conditions that may indicate possible fraud.
• Any other circumstances that suggest the

need for additional procedures.

• Using inappropriate
assumptions in determining the
nature, timing, and extent of the
procedures performed in the
review, and evaluating the
results thereof.



Differences between Current and
Proposed ISRE 2400

Difference Current Proposed

Understanding of the entity and
its environment

Knowledge of the business to
make relevant inquiries and to
design appropriate procedures.

Understanding of the entity and
its environment sufficient to
identify areas in the financial
statements where material
misstatements are likely to arise,
so procedures can be designed to
address those areas.

Obtaining evidence Review is limited primarily to
inquiries and analytical
procedures.

The practitioner shall design and
perform inquiry and analytical
procedures to address all material
items in the financial statements,
including disclosures, and to focus
on addressing areas in the
financial statements where
material misstatements are likely
to arise.
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Additional procedures If the practitioner has reason to
believe that the information
subject to review may be
materially misstated, the
practitioner should carry out
additional or more extensive
procedures.

If the practitioner becomes
aware of a matter(s) that causes
the practitioner to believe the
financial statements may be
materially misstated, the
practitioner shall design and
perform additional procedures.

Assurance Provides a moderate level of
assurance

Limited assurance

13
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Work Effort
• The work effort in a review engagement is limited to inquiry and analytical procedures to

address all material items and areas where material misstatements are likely to arise.
• Perform additional procedures when the practitioner becomes aware of a matter(s)

that causes the practitioner to believe the financial statements may be materially
misstated.

• Consequently, a review does not require an assessment of internal control.
• Management's responses to inquiries are acceptable as long as they appear plausible in the

circumstances.
• Trigger point at which additional procedures are required.

• The word plausible/trigger point is often defined in terms such as the information being
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• The word plausible/trigger point is often defined in terms such as the information being
credible, appearing worthy of belief, or seemingly or apparently valid, likely or acceptable
and sufficient and appropriate.

• If the results obtained do not adequately address areas in the financial statements
where material misstatements are likely to arise.

• When aspects of financial statements do not appear plausible, additional inquiries should be
made, which could even include procedures that would normally be performed in an audit.

• However, the use of these procedures does not convert the engagement into an audit.



Steps Involved in the Review
• Who to accept or retain as a clientClient acceptance or continuance

• Focus the reviewEngagement planning

• Sufficient appropriate evidenceNature of review procedures

• More extensive proceduresWhere plausibility is in doubt
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• More extensive proceduresWhere plausibility is in doubt

• Letter from managementManagement representations

• Support opinionDocumentation

• Appropriate conclusionReporting results
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Engagement Acceptance and
Continuance

• One of the most important decisions that a
firm can make is who to accept or retain as a
client.

• A poor decision can lead to unbillable time,• A poor decision can lead to unbillable time,
unpaid fees, additional stress on partners and
staff, loss of reputation and worst of all,
potential lawsuits.
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The decision to accept or continue involves an internal and, external
assessment. Consider the following questions when performing these
assessments:

Assessments Questions

Internal
(the firm)

 Are we independent?
 Are we in compliance with our firm's quality control manual?
 Do we have the necessary skills and resources to perform work when

required?
 Are any consultations required?
 Do we want this entity as a client?

External
(the entity and its
management)

 Does management act with integrity and have a good attitude to control?
 Does management understand the nature of a review engagement and agree

with the terms of engagement?
 Have there been any major problems in past engagements?
 Are there any anticipated issues this period?
 Is the entity able to pay our fees?

18
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Public Interest Score is a
legal “pre-condition”



Before a firm decides to accept or retain an entity as a client, some
acceptance or continuance procedures would be carried out. These
procedures would include the following:

Assess Consider

What is management's understanding
of the engagement?

Does management understand the scope of the engagement and agree with the proposed terms of
engagement?

Who are the users of the financial
statements?

Consider the needs of the users and what would constitute a material error in the financial statements.

Is a review engagement appropriate in
the circumstances?

 Is there appropriate criteria against which the subject matter can be evaluated (i.e., IFRS for
SMEs?

 Are there any legal or other requirements that would necessitate a review engagement to be
performed?performed?

Does the firm have the ability to
perform the engagement?

Consider the firm's competence to perform the required work and availability of required resources at
the appropriate time.

Are the firm and proposed team
members independent?

Consider compliance with the firm's quality control manual and the applicable Rules of Professional
Conduct / Code of Ethics.

Are the terms of the engagement
appropriate? (as documented in the
engagement letter)

Does management understand the nature and limitations of a review engagement and their
responsibilities for the financial statements?

Is the level of engagement risk
acceptable to the firm?

Consider the nature of industry, industry trends, government regulations, entity plans and financial
condition, management's integrity, their attitudes toward control and reputation, competence of key
personnel, previous engagements performed by the firm and the entity's ability to pay professional
fees, etc.
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• To ensure there is an understanding of the terms of engagement (and the specific
roles and responsibilities of management), the practitioner would prepare an
engagement letter for discussion and signature by the appropriate representative of
senior management.

• To avoid any potential for misunderstanding, the practitioner would ensure the
engagement letter is finalized and signed before engagement work commences.

Updating the Engagement Letter

• The engagement letter should be updated at regular intervals, ideally each period but
no later than every third period.

• When no changes have occurred, the terms could be reconfirmed at the time of the• When no changes have occurred, the terms could be reconfirmed at the time of the
practitioner's reappointment without the need to obtain a new letter each period.
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Criteria for an Update of the Engagement Letter

• Any indication exists that management misunderstands the objective and scope of
the engagement.

• Any revised or special terms of the engagement.
• A recent change in senior management.
• A significant change in ownership.
• A significant change in nature or size of the entity's business.
• A change in legal or regulatory requirements.• A change in legal or regulatory requirements.
• A change in the financial reporting framework adopted in the preparation of the

financial statements.
• A change in other reporting requirements.
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Planning the Review Engagement
Planning is a critical step in performing an efficient and effective review
engagement. Time spent in planning can focus work effort toward material
matters and away from insignificant matters. Planning helps to:

• Focus partner / staff attention on the engagement objectives;
• Identify the critical issues to be addressed and develop an appropriate

response;
• Ensure that a coherent set of review procedures are developed to achieve the• Ensure that a coherent set of review procedures are developed to achieve the

engagement objectives.
• This also includes the removal of review procedures considered unnecessary

(based on the practitioner's judgment); and
• Identify ways in which the entity could assist the engagement, such as

preparing certain working papers and analysis.
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Benefits of Planning

• Team members are properly briefed on the engagement objectives and
expectations.

• Problem areas can be anticipated and surprises avoided.
• Review procedures are focused on areas of potential material misstatement.
• The engagement is properly organized, staffed and managed.

 Ideally, the planning discussions would involve all of the engagement team but
it is most important that senior engagement personnel be involved.it is most important that senior engagement personnel be involved.

 The partner and senior staff usually have the most information about the entity
and they are in a position for making the key decisions.
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Planning Agenda Items

• Informing the team on what the entity is all about and what has changed this
period.

• Discussion about where misstatements are most likely to occur and the
appropriate response.

• Responses to specific concerns such as related-party transactions, complex
estimates, litigation or claims and going-concern events / conditions.

• Any potential for improving the quality of file documentation and the efficiency /
effectiveness of the review procedures performed.effectiveness of the review procedures performed.

• Any concerns identified during the preliminary engagement activities.
• Discussion on what staff will be required to do and why.
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The results of the planning process should be documented in a planning
memorandum and could include the following:

Planning Agenda Items

• Informing the team on what the entity is all about and what has changed this
period.

• Discussion about where misstatements are most likely to occur and the
appropriate response.

• Responses to specific concerns such as related-party transactions, complex
estimates, litigation or claims and going-concern events / conditions.estimates, litigation or claims and going-concern events / conditions.

• Any potential for improving the quality of file documentation and the efficiency
/ effectiveness of the review procedures performed.

• Any concerns identified during the preliminary engagement activities.
• Discussion on what staff will be required to do and why.
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The core areas to consider in planning are as follows:

Planning Discussions

What’s changed this
period? Is there any
new business or fraud
risks to address?

What does the entity do?
Who are the key people?
What are the key areas of
concern to address?

What have we learned
from performing previous
engagements?

27

What is the timing of the
review engagement and
who will be assigned?

What materiality to use?
Identify financial
statement users and
their needs.

What is our response to areas of
risk? Where is more work required,
and where can we reduce work?



Planning Area Considerations

Understanding the Entity • Discuss what the entity does, state of the economy and industry trends;
• Discuss the organizational structure and the roles of the board of directors,

key personnel and state of their accounting knowledge;
• Identify any financial issues such as poor cash flow, bank covenants close to

being breached, need for new capital investment or inability to attract people
with the required skills;

• Identify any concerns regarding the choice and consistent use of accounting
policies; and

• Identify and discuss those areas most susceptible to material misstatements
in the financial statements.

Note: This understanding is less than that required in an audit engagement.

Results of Previous Work
Performed

• Where were misstatements identified and how were they resolved? These
details about previous work can provide valuable insight on how the entity
is managed and flag potential risks of material misstatement.

• What information was difficult to obtain or arrived late?
• Were there any matters noted in the file for carry forward or additional

attention in this period?
• What was management's response to other matters bought to their

attention?
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FUNDAMENTAL INTERNAL CONTROLS NECESSARY TO HAVE REVIEWABLE RECORDS
CONTROL

Payments Cycle
1. Goods and services recorded on receipt.

2. Purchase invoices/receipt document checked.

3. All purchase invoices completely and accurately processed.

4. Creditors statements reconciled and differences investigated.

5. Correct salaries and wages paid to bona fide employees.

6. Payment/EFT’s authorised and checked.

7. Payments only made with supporting vouchers which are properly checked.
Revenue Cycle

8. Potential sales orders are recorded.

9. Sales properly recorded at time of delivery.

10. Sales invoices properly checked.
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11. All sales invoices completely and properly processed.

12. Credit notes approved.

13. All payments banked intact regularly.

14. Statements sent to all debtors and enquiries properly investigated.
General Cycle

15. General ledger written up and balanced regularly and all control accounts
reconciled with subsidiary ledgers.

16. Bank accounts reconciled regularly and differences investigated.

17. Adequate physical controls over inventories.



Engagement Efficiency • Are there areas where we spent time unnecessarily or on insignificant
matters or alternatively are there areas where we need to perform more
work?

• Is there information that the client could be requested to prepare (i.e.,
saving our engagement time)?

Timing of Engagement • What are the deadlines or timelines for engagement completion?
• When will the information to be prepared by the client be available?
• Who is available to perform the work at the required times, and is staff

continuity possible?

Major Changes During Period • What changes have taken place in the entity (such as changes in operations,
information technology and business processes, key management, newinformation technology and business processes, key management, new
financing activities and any acquisitions, mergers and divestments, etc.)?

• Have there been any changes in the financial reporting framework, such as
accounting standards?

• Are there any other industry-specific matters to consider (such as new
regulations, or competition, declining sales, obsolescence of products or
availability of finance)?

Materiality and Risk Factors • What would constitute a material misstatement with regard to the users of
the financial statements?

• Were any new risk factors identified as a result of changes during the
period?

• Are there any indicators that fraud may be taking place?
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Consider Points:

Staff briefings

 Brief staff about the entity and industry before they start work.
 Management does not like having to deal with new staff members who ask the same questions that other

staff had already asked in the previous period.

Determine who to ask

 Identify the right people (those with the most information) to whom the review inquiries will be directed.

Assistance

 Ask management to prepare work papers, reconciliations, letters and analysis of balances where possible. Ask management to prepare work papers, reconciliations, letters and analysis of balances where possible.

Automation

 Use a trial balance management program (Draftworx) to perform time-consuming tasks such as posting
journal entries, analytical comparisons, preparation of lead sheets and the financial statements.

Complete work in field

 Where applicable, ensure staff complete the work in the field before it comes back to the office for review.
Going back to the entity at a later time and requesting additional information is inefficient.
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Materiality in a Review Engagement

• The concept of materiality and its calculation in a review
engagement is similar to that used in an audit engagement .

• However, its use in determining the nature and extent of review
engagement procedures required is quite different.

• In an audit, the objective is to perform sufficient procedures to
reduce the risk of a material misstatement to an appropriately low
level.level.

• In a review engagement the objective is limited to assessing
whether the information provided by the entity is sufficient and
appropriate in the circumstances.
– Determination of material of misstatement.

• To the extent that misstatements are identified as a result of review
engagement procedures, the practitioner would record them and
ask management to make the appropriate corrections.
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Financial Statement Users

• The concept of materiality recognizes that some matters, either individually or in
the aggregate, are important to people making a decision (such as investing or
lending money to an entity) based on the financial statements.

• Materiality describes the significance of financial statement information to
decision makers or the users of financial statements.

Assumptions Made about
Financial Statement Users

 Have a reasonable knowledge of business and economic activities and
accounting.

 Have a willingness to study the information in the financial statements with
reasonable diligence.

 Understand that financial statements are prepared and presented using the Understand that financial statements are prepared and presented using the
concept of materiality.

 Recognize the uncertainties inherent in the measurement of amounts
based on the use of estimates, judgment and the consideration of future
events.

 Make reasonable economic decisions on the basis of the information in the
financial statements.
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• Information users (readers of the subject matter) are the people who make
decisions based on the financial information provided by management (such as
bankers, investors, tax authorities and regulators).

• The practitioner should determine who will be the most likely users of the
financial statements; in many cases this will be the owner-manager and the
entity's bank.

• However, there may well be other users to consider, such as shareholders not
involved in day-to-day operations, those charged with governance, financial
institutions, franchisors, major funders, employees, customers, creditors and
government agencies and departments.

• When a misstatement (or the aggregate of all misstatements) is significant enough• When a misstatement (or the aggregate of all misstatements) is significant enough
to change or influence the decision of an informed person, a material
misstatement has occurred.

• Below this threshold, the misstatement is regarded as not material.
• Qualitative assessment also needs to be made.

• Misstatements may arise from a number of causes such as fraud and error,
departures from the appropriate criteria, inappropriate estimates or less than
adequate disclosures.
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• It represents a grey area between what is very likely not material and what is very
likely material. Consequently, the assessment of what is material is always a matter
of professional judgment.

• Materiality involves both qualitative and quantitative considerations.
• In some cases, misstatements of relatively small amounts could have a material

effect on the financial statements.
• For example, an illegal payment of an otherwise immaterial amount or failure to

comply with some regulatory requirement may be material if there is a reasonable
possibility of such payment or failure leading to a material contingent liability, a
material loss of assets or a material loss of revenue.material loss of assets or a material loss of revenue.
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Calculation of Materiality

Materiality for the financial statements as a whole is based on professional judgment
as to the highest amount of misstatement(s) that could be included in the financial
statements without affecting the economic decisions made by the financial statement
users.

Step 1 — Identify major elements

• Identify the major elements of the financial statements that will be of interest to
users such as income, expenses or assets, liabilities and equity.users such as income, expenses or assets, liabilities and equity.

• Also consider any specific user expectations such as compliance with sensitive laws
and regulations, expense allocations or industry-specific disclosures.

Step 2 — Determine amount for materiality

Use professional judgment to determine an appropriate amount for materiality. Some
common rules of thumb for calculating materiality are as follows:
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Calculating Materiality — Rules of Thumb

Profit-Oriented Entities • Income from continuing operations - from 3 to 7% after adjustment for
bonuses, etc.

• Revenues or expenditures - 1 to 3%
• Equity - 3 to 5%
• Assets - 1 to 3%

Not-For-Profit Entities • Revenues or expenditures - 1 to 3%
• Assets - 1 to 3%

Step 3 — Determine if information is in accordance with appropriate criteria

Use the calculated amount as a yardstick for determining whether the information
being reported on is not, in all material respects, in accordance with appropriate
criteria. If identified and uncorrected misstatements (individually or in aggregate)
exceed the established threshold, a material misstatement would exist.
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Selecting Appropriate Review
Procedures

• Review procedures are based on the understanding obtained of the entity's
business and consist of procedures such as inquiry, analytical procedures and
discussion.

• Professional judgment should be used in determining the appropriate nature and
extent of the review procedures to be performed.

• The practitioner is entitled to accept the information obtained from these
procedures (which will often be verbal) as long as the information appears sufficient
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procedures (which will often be verbal) as long as the information appears sufficient
and appropriate in the circumstances.

• If not sufficient and appropriate, additional procedures will also be necessary to
resolve or confirm the doubts.



Unless there is doubt about the plausibly of information obtained, a review
engagement does not typically require:

• Obtaining supporting or independent evidence for management's assertions
other than a letter outlining management's representations;

• A study or evaluation of internal control activities (other than that required for a
general understanding of the control environment);

• Physical inspection of inventories;
• Observation of client procedures;
• Confirmations from external parties; and
• Examination of documents such as performed in an audit.
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• Examination of documents such as performed in an audit.

If the practitioner does decide to perform additional procedures such as outlined
above (i.e., to resolve doubts about plausibility), the review engagement is not
converted to an audit engagement.



Nature of Review Engagement Procedures

Type of Procedure Subject Matter

Understanding the Entity Purpose
Obtain sufficient knowledge of the entity and the business in which it is involved
to make intelligent inquiries and a reasonable assessment of responses and other
information obtained.
• This requirement is less detailed than that required in an audit.
• However, when the review (such as interim financial statements) is

undertaken by the auditor, consideration would be given to the knowledge
obtained in performing the audit.

Scope of understanding
• Obtain general information on industry and the entity from Internet searches

and other applicable sources.
• How the entity manages operations and the accounting function.
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• How the entity manages operations and the accounting function.
• Key policies and procedures that impact financial reporting. For example,

accounting policies, period end cut-off procedures, inventory count
instructions, related-party transactions, VAT reconciliations, preparation of
estimates, etc.

• Request information and listings from management, such as:
 Draft financial statements and/or trial balance,
 Listings of major assets and liabilities such as inventory, receivables and

payables,
 Bank, VAT and other reconciliations,
 Related-party transactions,
 Information on assumptions, underlying estimates and provisions (such

as the allowance for doubtful accounts and inventory obsolescence),
 Schedules showing changes in asset / liability balances (such as

property, plant and equipment, investments, loans), and
 Lease commitments and other contractual documents.



Make Inquiries Purpose
Obtain relevant information to assess the plausibility of the information being
reported on. If there is any doubt about plausibility, sufficient additional or more
extensive procedures should be carried out to resolve such doubt or confirm that a
modification of the report is required.

Scope of inquiries
• Business activities and the industry of which it is a part.
• Control systems related to the preparation of the financial statements, to

obtain an understanding of the manner in which transactions are recorded,
classified and summarized.

• Matters discussed at meetings, if any, of shareholders and directors and
committees thereof that may affect the financial statements.

• Accounting principles being followed and whether they are consistently
applied.

• Existence of major commitments, contractual obligations and contingencies.
• Occurrence of events subsequent to the date of the financial statements that
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• Occurrence of events subsequent to the date of the financial statements that
could have a material effect on such statements.

• Occurrence of transactions with related parties.
• Obtain explanations for any of the following:

 Operating results that do not follow expected patterns, and
 Significant changes in:

 Financial, operating, contractual and other information,

 Key personnel, or roles and responsibilities,

 Business activities,

 Control systems (including breakdowns) related to the preparation
of the financial statements, and

 Decisions and discussions affecting the entity made at meetings, if
any, of shareholders and directors and committees thereof that
may affect the financial statements.



Perform Analytical
Procedures

Purpose
• Identify significant trends in financial data, unusual

relationships and individual items and obtain
explanations.

• Analytical procedures performed would normally be less
extensive than analytical procedures performed during an
audit.

Scope
• Identify trends and obtain reasons for changes in
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• Identify trends and obtain reasons for changes in
operating profits / losses, sales, profit margins, investment
in inventory or receivables, debt and working capital;

• Compare the financial statements with those of the
immediately preceding period and with any budgets for
the current period; and

• Consider interrelationships of key elements of financial
statements that would be expected to conform to a
predictable pattern based on previous experience.



Discuss with
Management

Purpose
To discuss with management and those charged with
governance (e.g., the board of directors) the key management
representations made, the financial statements and the
proposed wording of the review engagement report.

Scope
• Prepare a list of matters for discussion with management

including any misstatements identified;
• Arrange a date for a meeting with management to review

the draft financial statements and other matters arising;

43

the draft financial statements and other matters arising;
and

• Following the discussions, obtain a letter of representation
signed by management (dated close to the date of the
review engagement report) that addresses the accuracy
and completeness of the financial statements.



Other Areas of Inquiry • The significant accounting policies used, and their application by
management in presenting the financial statements;

• The development of significant accounting estimates required under the
applicable financial reporting framework;

• The identification of related parties and related party transactions;
• Whether there are significant, unusual or complex transactions, events or

matters that have affected or may affect the entity’s financial statements,
including:
 Significant changes in the entity’s business activities or operations;
 Significant changes to the terms of contracts that materially affect

the entity’s
 financial statements, including terms of finance and debt contracts

or covenants;
 Significant journal entries or other adjustments to the financial

statements;
 Significant transactions occurring or recognized near the end of the
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 Significant transactions occurring or recognized near the end of the
reporting

 period;
 The status of any uncorrected misstatements identified during the

previous review engagement carried out; and
 Effects or possible implications for the entity of transactions or

relationships with related parties;
• The existence of any actual, suspected or alleged:

 Fraud or illegal acts affecting the entity, and Non-compliance with
provisions of laws and regulations that are generally recognized to
have a direct effect on the determination of material amounts and
disclosures in the financial statements, such as tax and pension
laws and regulations; and

• Management’s assessment of the entity’s ability to continue as a going
concern, and whether there are events or conditions that appear to cast
doubt on the entity’s ability to continue as a going concern.



Procedures for Special Areas

Estimates

Assessing the plausibility estimates prepared by management and the
underlying assumptions can sometimes be difficult, such as when it is not feasible or
economical for the entity to prepare extensive supporting documentation.

In these circumstances, the practitioner would consider whether the information that is
available is sufficient to establish the plausibility of such assumptions and estimates.
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Some possible procedures would include:

• Obtain an understanding of the significant drivers (i.e., interest rates, commodity prices, etc.) that
affect estimates;

• Identify changes or trends in current period that impact the drivers identified above;
• Compare the estimates prepared this period to those in prior periods and identify differences;
• Assess the level of precision achieved in previous estimates by comparing the outcome of prior

period estimates (and fair values) with actual results; and
• Review the estimates and fair values for indicators of possible management bias or employee fraud.
• If the practitioner is unable to determine the plausibility of these assumptions and estimates,

consideration would be given to the need to modify the review engagement report.



Group Financial Statements

Where the practitioner is engaged to review consolidated financial statements that contain the accounts of a
subsidiary, branch or division (component), a number of additional factors should be considered in determining the
nature and extent of the review procedures to be performed.

These include:

• Materiality of the other components in the group. Consider:

 Size of revenues and assets in relation to the parent,
 Degree of ownership by the parent,
 Legal and reporting requirements,
 Degree of independence of the component's management and governance, and
 The jurisdiction in which the component operates.
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 The jurisdiction in which the component operates.

• Whether separate review engagement reports will be required. If so, determine who has been, or will be,
appointed as the practitioner of the component(s).

• Also consider the need for separate engagement letters.
• Communicate with the other practitioners who are reviewing a group component to determine the nature and

extent of any work performed and whether the practitioners have the appropriate competence and capabilities
to perform the work required and therefore their work can be relied upon (where appropriate).



• Where other practitioners are involved, they should be advised about any intention of the
practitioner to rely on their reports (audit or review).

• The practitioner would also read such reports.
• In addition, the other practitioners should be told about any matters arising from that reliance or

other matters that might affect their work and responsibilities.
• ISA 600 addresses the audits of group financial statements.
• If the entity being reviewed is a component of a larger group that is being audited, the group

engagement team may request certain work to be performed on the financial information of the
component.

• If this work requires the performance of procedures that go beyond those required for the review
engagement (such as specific audit procedures), a separate engagement letter outlining the
additional work would be necessary.

• Where work is requested by a group engagement team, they would first obtain an understanding
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• Where work is requested by a group engagement team, they would first obtain an understanding
of the accounting firm (or component auditor). This understanding addresses matters such as:

 Whether the component auditor understands and will comply with the ethical (including
independence) requirements that are relevant to the group audit;

 The component auditor's professional competence; and
 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.



Related parties

• During the review, the practitioner shall remain alert for arrangements or
information that may indicate the existence of related party relationships or
transactions that management has not previously identified or disclosed to
the practitioner.

• If the practitioner identifies significant transactions outside the entity’s normal
course of business in the course of performing the review, the practitioner
shall inquire of management about:
 The nature of those transactions;
 Whether related parties could be involved; and
 The business rationale (or lack thereof) of those transactions.

48

 The business rationale (or lack thereof) of those transactions.



Fraud and non-compliance with laws or regulations

When there is an indication that fraud or non-compliance with laws or regulations, or suspected
fraud or non-compliance with laws or regulations, has occurred in the entity, the practitioner
shall:
• Communicate that matter to the appropriate level of senior management or those charged

with governance as appropriate;
• Request management’s assessment of the effect, if any, on the financial statements,

including any amendments needed to reflect the effects in the financial statements;
• Consider the effect, if any, of management’s assessment of the effects of fraud or non-

compliance with laws or regulations communicated to the practitioner on the practitioner’s
conclusion on the financial statements and on the practitioner’s report;
Determine whether there is a responsibility to report the occurrence or suspicion of fraud or
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conclusion on the financial statements and on the practitioner’s report;
• Determine whether there is a responsibility to report the occurrence or suspicion of fraud or

illegal acts to a party outside the entity.



Additional and More Extensive Procedures

If there is reason to doubt the plausibility of information obtained or where management
requests extra procedures (such as attendance at an inventory count or confirmation of
accounts receivable), additional or more extensive procedures will be required.

Plausibility of Information in Doubt

• Where doubts about plausibility are raised about representations made by
management, the practitioner is required to perform sufficient additional or more
extensive procedures so as to resolve such doubt or to confirm that a reservation is
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extensive procedures so as to resolve such doubt or to confirm that a reservation is
required in the review engagement report.

• The procedures would be tailored to the particular circumstances of the concern.
• Even though these procedures may be similar to procedures carried out in an audit,

they do not result in the review engagement being converted to an audit.
• If after performing the additional procedures, the practitioner concludes that

management's representation are indeed implausible, it then becomes necessary to re-
evaluate the plausibility of other management representations received.



Consider Point

• Avoid the temptation to ignore or rationalize inconsistent information that
may not seem to be that material.

• If you have any reason to believe that information is not forthcoming,
missing or incomplete, it may cast some doubt on the plausibility on other
information obtained.

• Once you have reason to doubt plausibility, additional inquiries and requests
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• Once you have reason to doubt plausibility, additional inquiries and requests
for information should be made.

• If suitable explanations or information is not forthcoming, it may also be
necessary to modify the review engagement report or withdraw from the
engagement altogether.



Documenting and Evaluating Results
The major steps in a review engagement process are summarized in the following exhibit:

Review

Engagement

Report

Assess Plausibility

Design and Performance of Review Engagement
Procedures

The Foundation

The Basic Understanding of the Entity
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Documenting Information Obtained

File documentation provides the evidence that review procedures were, in fact,
performed and support the review engagement report.

• The review forms and checklists in the IREM (THE INDEPENDENT REVIEW
ENGAGEMENT MANUAL) cover a broad range of matters found in many engagements.

• However, not all of the questions will apply to every engagement and time will often
be saved by tailoring the questions to the specific entity being reviewed.

• Most of the IREM checklists provide a comments column that can be used to provide
additional information (or provide a cross-reference to another working paper) that
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additional information (or provide a cross-reference to another working paper) that
can be used to record additional information in relation to each particular inquiry.

• It is not sufficient to document that a question was asked without providing some
details about the response received.



The basic principles for preparing documentation are to ensure it is:

• Well organized;
• Cross-referenced;
• Clear and concise; and
• Stand alone (no additional verbal explanations should be required
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• Stand alone (no additional verbal explanations should be required
to understand how major conclusions were reached).

The extent of file documentation is ultimately a matter for professional
judgment but will typically include the following:



Information Prepared by the Practitioner

Understanding the Entity  The basic knowledge obtained about the entity and its procedures.
 The appropriate criteria (appropriate financial reporting framework) that

will be used.

Planning  An assessment of independence.
 The engagement letter.
 Determination of what would be material.
 Results of the planning process (planning memos, etc.).

Work Performed  The review procedures performed to support the content of the report plus
any additional procedures considered necessary to resolve any doubts
about plausibility. This would include:

 Names of the entity personnel interviewed,
 Dates of the discussions and what was discussed, and
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 Dates of the discussions and what was discussed, and
 Results from applying analytical procedures, including explanations for

variances and unusual items.

 Listing of identified misstatements and whether they have been corrected.
 Any unusual matters considered during the performance of the review,

including the disposition of such matters.

Conclusions and Reporting  Significant matters discussed with management.
 Evidence of file review by the practitioner.
 Conclusions reached and wording of the review engagement report.
 A letter of representation from management.



Information Prepared by Management

Understanding the Entity
and Other Relevant
Information

 Relevant entity policies and procedures that address matters
such as period-end accounting (i.e., cut-off, inventory count
instructions, receivable valuation, estimates, etc.).

 Listings provided of major assets and liabilities (such as
inventory, accounts receivable and payables).

 Bank reconciliations.
 Identification of related parties and nature of transactions.
 Information on the assumptions underlying estimates and

provisions (such as the allowance for doubtful accounts and
inventory obsolescence).

 Continuity schedules (such as property, plant and equipment)
or major changes in balances or transactions during the period.
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or major changes in balances or transactions during the period.
 Copies of lease commitments and other contractual

documents.
 Details of any litigation, claims or non-compliance with laws and

regulations.
 A copy of the financial statements cross-referenced to the

applicable review procedures.



Distinguishing Work Effort from an Audit

Take care when preparing working papers to ensure that the review engagement
work effort could not mistakenly imply that it is the same as that performed in an
audit engagement.

Differentiating Review Procedures from an Audit

• Use words such as "compare, agree, scan, discuss and inquire" rather than
"vouch, audit, confirm, examine or verify".

• Express conclusions on individual file sections as "the information appears
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• Express conclusions on individual file sections as "the information appears
plausible" rather than "reducing audit risk to an appropriately low level".

• Modify standard audit letters to the needs of the review engagement and
avoid using the word audit.



Assessing Identified Misstatements

Because a review engagement is limited primarily to inquiries, discussions and
analytical procedures, there is a greater risk that misstatements will not be
detected in a review engagement than in an audit.

Consider Point

• Most quantitative misstatements can be aggregated so that the overall impact on
the financial statements can be evaluated. However, some misstatements (such as
incomplete or inaccurate financial statement disclosures) and qualitative findings
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incomplete or inaccurate financial statement disclosures) and qualitative findings
(such as the possible existence of fraud) cannot be aggregated.

• These misstatements should be documented and evaluated on an individual basis.
• Ask management to correct identified misstatements. If management refuses to

correct some or all of the misstatements:
 Obtain an understanding of management's reasons for not making the

corrections; and
 Take these reasons into account when preparing the review engagement

report.



Assessing Management Representations

• A number of management's representations will be obtained as a result of
performing review engagement procedures.

• These representations may be verbal or include listings, schedules and other
documents provided by management or prepared with the assistance of the
practitioner.

• Such representations should be documented in the engagement file.
• This documentation would include discussions with management and copies of

listings, schedules and other documents.
• The plausibility of management's representations should be based on your
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• The plausibility of management's representations should be based on your
understanding of the entity.

• In the case of any doubt as to the credibility of a representation, additional
procedures will need to be performed.

• If the doubt is unresolved, a reservation will be required in the review engagement
report.



Documenting Management Representations

At the completion of the field work, a letter of representation should be obtained
from management that confirms the major assertions made during the course of the
work and the accuracy and completeness of the financial statements.

Letter of Representation

Format Written representations should be addressed to the practitioner and would usually be in the form
of a letter.

Materiality Discuss with management the relevance of materiality to the required written representations.
Indicate that materiality will not apply to certain of management's written representations.

Content Representations directly related to items that are material, either individually or in the aggregate,
to the financial statements.
Representations not directly related to items that are material to the financial statements but are
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Representations not directly related to items that are material to the financial statements but are
significant, including:
• Management's acknowledgment of its responsibility for the fair presentation of the financial

statements in accordance with appropriate criteria (such as IFRS for SMEs);
• Management's belief that the financial statements are complete and presented fairly in

accordance with the appropriate criteria;
• Management's acknowledgment of its responsibility for the design and implementation of

internal control to prevent and detect fraud and error;
• The completeness and availability of all financial records and related data;
• The fullness of management's response to all inquiries made by the practitioner;
• The completeness and availability of all minutes of meetings of shareholders, directors, and

committees of directors; and
• Management's knowledge of any known or probable instances of non-compliance with

legislative or regulatory requirements, including financial reporting requirement.



Effective Date Management's written representations should be effective as of the date of
the review engagement report.

Who signs the letter? • Typically the chief executive officer and the chief financial officer, or
others with equivalent positions in the entity.

• In some situations, the practitioner may also wish to obtain specific
written representations from other individuals, such as a director.

What if management refuses to
sign the letter?

The negative assurance report should be modified to include a qualification or
a denial of assurance, as this would constitute a scope limitation.
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Concluding and Reporting
Concluding

• Although there is no set process to follow in determining whether financial statements conform with an
applicable financial reporting framework, the following steps illustrate one possible approach.

• It should be emphasized that the decision process described in the following does not preclude the
simultaneous performance of inquiries, analytical procedures, or other procedures that the practitioner
considers appropriate:

 Does it appear that the client has applied accounting principles used by the industry in preparing its financial statements?
 Does it appear that the client's business transactions are consistent with the industry transactions?
 Are unique industry accounting principles adequately described in the summary of significant accounting policies?
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 Are unique industry accounting principles adequately described in the summary of significant accounting policies?
 Does it appear that the client has applied IFRS for SMEs properly in preparing the financial statements?
 If IFRS for SMEs was not applied on a consistent basis, do the financial statements appear to reflect the appropriate

disclosures and adjustments?
 Do the client's accounts on the financial statements appear consistent with the client's operating characteristics?
 Do the accounting procedures for recording, classifying, and summarizing transactions appear to provide a basis for the

actual accounts and disclosures contained in the financial statements?
 Have changes in the client's business activities had an effect on the accounting system, and does it appear that the resulting

changes in transactions and accounts have been properly reflected in the financial statements?
 Do the financial statements appear to properly reflect actions taken by management and shareholders.
 Do the financial statements appear to properly reflect events and transactions that occurred after the end of the accounting

period but before the completion of the review engagement?



In addition to the other review procedures just described, the practitioner should
perform a technical reading of the financial statements:

• Are headings on the financial statements appropriate according to the basis of
accounting used to prepare the financial statements?

• Are major sections of the financial statements properly captioned (such as the use of
"current" and "noncurrent" captions on a classified statement of financial position)?

• Are accounts grouped in appropriate captions (such as land classified as "property,
plant and equipment")?

• On the basis of titles of transactions, are such transactions properly classified (such
as Cost of Sales or Operating Expenses)
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as Cost of Sales or Operating Expenses)
• Are there arithmetical errors in the financial statements?
• Are there clerical mistakes in the financial statements (such as typographical errors)?
• Are there mistakes in the application of IFRS for SMEs (such as the reporting of

property, plant, and equipment at cost with no accumulated depreciation
computed)?

• Are financial statement disclosures omitted (such as the omission of the method
used to account for inventories)?



The reviewer must discuss with management the quality of the accounting
principles that it uses to prepare its financial reports. Matters that should be
included in the discussion are the following:

• The consistency of its accounting policies and their application
• The clarity and completeness of the financial statements based on the accounting

principles selected by management
• The use of accounting principles that have a significant impact on the

representational faithfulness, verifiability, and neutrality of information contained
in the financial statements

• The analysis of the quality of specific accounting principles could include estimates
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• The analysis of the quality of specific accounting principles could include estimates
used by management, the treatment of unusual transactions, and the policies
used to determine the timing of transactions.



Reporting

• To clearly distinguish a review engagement from an audit engagement, a form of
reporting called negative assurance is used.

• Negative assurance provides a level of assurance that is considerably below that
given in an audit opinion.

•
The negative assurance report informs the reader that, although sufficient evidence
has not been obtained to enable the practitioner to express an audit opinion, a
review has been completed in accordance with IFRS for SMEs and nothing has come
to the attention of the practitioner that causes him/her to believe that the
information being reported on is not, in all material respects, in accordance with
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information being reported on is not, in all material respects, in accordance with
appropriate criteria (IFRS for SMEs).

Types of Reports

1. Unqualified review report; and
2. Modified review conclusions.



Unqualified review report

INDEPENDENT PRACTITIONER’S REVIEW REPORT
[Appropriate Addressee]

Report on the Financial Statements

We have reviewed the accompanying financial statements of ABC Company that comprise
the statement of financial position as at December 31, 20X1, and the statement of
comprehensive income, 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.
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explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with International Financial Reporting Standards for Small and
Medium-sized Entities, and for such internal control as management determines is
necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.



Practitioner’s Responsibility

Our responsibility is to express a conclusion on the accompanying financial statements based on our
review. We conducted our review in accordance with International Standard on Review Engagements
(ISRE) 2400, Engagements to Review Historical Financial Statements. ISRE 2400 requires us to
conclude whether anything has come to our attention that causes us to believe that the financial
statements, taken as a whole, are not prepared in all material respects in accordance with the
applicable financial reporting framework. This Standard also requires us to comply with relevant
ethical requirements.

A review of financial statements in accordance with ISRE 2400 consists primarily of making inquiries of
management and others within the entity involved in financial and accounting matters, applying
analytical procedures, and evaluating the sufficiency and appropriateness of evidence obtained. A
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management and others within the entity involved in financial and accounting matters, applying
analytical procedures, and evaluating the sufficiency and appropriateness of evidence obtained. A
review also requires performance of additional procedures when the practitioner becomes aware of
matters that cause the practitioner to believe the financial statements as a whole may be materially
misstated.

We believe that the evidence we have obtained in our review is sufficient and appropriate to provide
a basis for our conclusion. The procedures performed in a review are substantially less than those
performed in an audit conducted in accordance with International Standards on Auditing. Accordingly,
we do not express an audit opinion on these financial statements.



Conclusion

Based on our review, nothing has come to our attention that causes us to believe that
these financial statements do not present fairly, in all material respects, the financial
position of ABC Company as at December 31, 20X1, and its financial performance and
cash flows for the year then ended, in accordance with International Financial Reporting
Standards for Small and Medium-sized Entities.

Report on Other Legal and Regulatory Requirements

[Form and content of this section of the practitioner’s report will vary depending on the
nature of the practitioner’s other reporting responsibilities.]
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nature of the practitioner’s other reporting responsibilities.]

[Practitioner’s signature]
[Date of the practitioner’s report]
[Practitioner’s address]



Wording a Modified Report

Basis for Qualified Conclusion

The company’s inventories are carried in the statement of financial position at xxx. Management has not stated the inventories at the
lower of cost and net realizable value but has stated them solely at cost, which constitutes a departure from the requirements of the
Financial Reporting Framework (XYZ Law) of Jurisdiction X. The company’s records indicate that, had management stated the
inventories at the lower of cost and net realizable value, an amount of xxx would have been required to write the inventories down to
their net realizable value. Accordingly, cost of sales would have been increased by xxx, and income tax, net income and shareholders’
equity would have been reduced by xxx, xxx and xxx, respectively.

Qualified Conclusion

Except for the effects of the matter described in the Basis for Qualified Conclusion paragraph, based on our review, nothing has come
to our attention that causes us to believe that the financial statements of ABC Company are not prepared, in all material respects, in
accordance with the Financial Reporting Framework (XYZ Law) of Jurisdiction X.
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Basis for Adverse Conclusion

As explained in Note X, the company has not consolidated the financial statements of subsidiary XYZ Company it acquired during 20X1
because it has not yet been able to ascertain the fair values of certain of the subsidiary’s material assets and liabilities at the
acquisition date. This investment is therefore accounted for on a cost basis. Under International Financial Reporting Standards, the
subsidiary should have been consolidated because it is controlled by the company. Had XYZ been consolidated, many elements in the
accompanying financial statements would have been materially affected. The effects on the consolidated financial statements of the
failure to consolidate have not been determined.

Adverse Conclusion

Due to the significance of the matter discussed in the Basis for Adverse Conclusion paragraph, we conclude that the consolidated
financial statements do not present fairly the financial position of ABC Company and its subsidiaries as at December 31, 20X1, and (of)
their financial performance and cash flows for the year then ended in accordance with International Financial Reporting Standards.



Basis for Disclaimer of Conclusion

Management did not conduct a count of physical inventory on hand at the end of the year. We
were unable to satisfy ourselves concerning the inventory quantities held at December 31, 20X1,
which are stated in the statement of financial position at December 31, 20X1.

In addition, the introduction of a new computerized accounts receivable system in September 20X1
resulted in numerous errors in accounts receivable and inventory. As of the date of our report,
management was still in the process of rectifying the system deficiencies and correcting the errors.
As a result of these matters, we were unable to determine whether any adjustments might have
been found necessary in respect of recorded or unrecorded inventories and accounts receivable,
and the elements making up the statement of comprehensive income, statement of changes in
equity and statement of cash flows.
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equity and statement of cash flows.

Disclaimer of Conclusion

Because of the significance of the matters described in the Basis for Disclaimer of Conclusion
paragraph, we were unable to obtain sufficient appropriate evidence as a basis for expression of a
conclusion on the accompanying financial statements. Accordingly, we do not express a conclusion
on these financial statements.
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