Chapter 2 Audit Planning

	LEARNING OBJECTIVES

1.
Discuss the importance of adequate audit planning.

2.
Discuss how to obtain the knowledge of client’s business.

3.
Explain the purpose of obtaining an engagement letter and discuss the contents of an engagement letter.
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1.
Audit Planning
1.1
Importance of adequate planning
	1.1.1
	Importance (benefits) of adequate planning

	
	Based on HKSA 300 (Clarified) “Planning and Audit of Financial Statements” states that adequate planning is important to the audit of financial statements because this can assist the auditor or the audit team in various following aspects:

(a)
Help the auditor devote appropriate attention to important areas of the audit.

(b)
Help the auditor identify and resolve potential problems on a timely basis.

(c)
Help the auditor properly organize and manage the audit so it is performed in an effective manner.

(d)
Assist in the selection of appropriate team members and assignment of work to them.

(e)
Assist in coordination of work done by auditors of components and experts.

(f)
Assist the review of audit work done to ensure quality of the audit.


1.2
Content of overall audit plan

1.2.1
HKSA 300 (Clarified) states that the auditor should plan the audit so that the engagement will be performed in an effective manner and the activities involved include the followings:

(a)
The overall audit strategy
To set out the scope, timing and direction of the audit and thus, provides guidance in the development of the overall audit plan.

(b)
The audit plan
The audit plan should include the nature, timing and extent of planned risk assessment procedures and further audit procedures at the assertion level for each material class of transactions, account balance and disclosures.

(c)
Changes to planning decisions during the course of the audit

The overall audit strategy and audit plan are required to be modified in response to the changes in conditions, the happening of unexpected events, or the audit evidence collected.

(d)
Direction, supervision and review
The nature and extent of the supervision and direction of audit team members and review of their work vary depending on the size and complexity of the entity.

(e)
Documentation
The overall audit strategy and the audit planning, including any significant subsequent changes, should be properly documented.

(f)
Communications with those charged with governance and management

The discussion with those charged with governance and management should include matters such as the overall audit strategy, timing of the audit, as well as those limitations on the conduct of the audit engagement.

3.
Knowledge of Client’s Business

3.1
Before accepting an engagement, auditors would obtain a preliminary knowledge of the industry 

(a)
Matters to be considered:

(i)
general economic conditions – e.g. economic activities, interest rates, financing, inflation, etc.

(ii)
conditions that affect client’s business – e.g. market and competition, seasonal activity, technology changes, etc.

(iii)
background of the entity – e.g. management and ownership, business nature and operations, etc.

(b)
Sources of acquiring the knowledge:

(i)
review of previous years’ audit files to obtain previous experience with the entity and its industry;

(ii)
discussions with management of the entity;

(iii)
discussions with internal auditor and review of internal audit report;

(iv)
discussions with specialists including other auditors, legal advisors; and other knowledgeable people;

(v)
publications related to the industry;

(vi)
legislation and regulations that significantly affect the entity;

(vii)
visits to the entity’s premises and plant facilities; and

(viii)
internal documents of the entity.
4.
Acceptance and Retention of Client

4.1
Acceptance of new audit engagement

4.1.1
Need to consider:

(a)
obtaining the knowledge for an engagement – e.g. preliminary knowledge of the ownership, directors, management and operations of the entity

(i)
discuss with management, internal auditor, legal advisor, etc.

(ii)
review client’s internal control (e.g. minutes of meetings, charts of accounts) and publications related to the industry.

(iii)
be aware of the legislation and regulations that significantly affect the entity.

(iv)
visit the entity’s premises and plant.

(b)
capacity and resources of the firm

(i)
size, location, nature of business of the client;

(ii)
timing of the audit and current commitments;

(iii)
staff availability; and

(iv)
firm’s experience.

(c)
independence and other ethics

must consider whether the acceptance of such a new client will breach the professional ethics of independence and other professional ethics.

4.2
Changes of professional appointment

4.2.1
Before accepting the appointment, the member who is asked to accept nomination as auditor should ensure the following:
(a)
find out whether the change of auditor has been properly with in accordance with the Companies Ordinance or other legislation; and

(b)
request the prospective client’s permission to communicate with the auditor last appointed. If the prospective client does not permit the member to do so, he should decline the offer.

4.3
Retention of the existing client

4.3.1
In order to maintain a good relationship with the client, the auditor should

(a)
obtain knowledge of the client’s business and its operations through re-evaluate information gathered previously, including from previous year’s working paper;

(b)
keep a good working relationship with the client’s management and staff;

(c)
be aware of the role of the auditor; and

(d)
maintain a high standard practice.

4.4
Practice promotion

4.4.1
Professional Ethics Statement 1.205 “Practice promotion” provides the following general principles in respect of any activities of practice promotion:

(a)
the activities in respect of advertising or other forms of practice promotion must be in an objective manner; conform with legality, decency (莊重) clarity, honestly and truthfulness; and consistent with the image of high ethical and technical standards.

(b)
Practice promotion activities that are prohibited include:

(i)
create false, deceptive or unjustified expectations of favourable results;

(ii)
make unjustified claims to be an expert in a particular field and comparison with the services of others;

(iii)
contain testimonials (推薦書) or endorsements that the giver is not clearly identified, prior consent has not been obtained, and is obtained for reward;

(iv)
imply the ability to influence any court, tribunal, regulatory agency or similar body or officials; and

(v)
contain purported (謠傳的) statements of fact which cannot be verified or which are misleading.

(c)
Practising members should not give any commissions, fees or rewards to a third party, unless he/she is either their employee or professional accountant, in return for the introduction of a client.

5.
Engagement Letter

5.1
Terms of audit engagement

5.1.1
The auditor will accept or continue an audit engagement only when:

(a)
the preconditions for an audit are present.

(b)
there is a common understanding and agreement between the auditor and management and those charged with governance of the terms of engagement that will be included in an audit engagement letter.
5.1.2
The auditor is required to take the following steps in order to establish whether the preconditions for an audit are present:

(a)
Determine the acceptability of the financial reporting framework for preparing the financial statements (e.g. HKFRSs) by considering:

(i)
the nature of the entity and the purpose of the financial statements to be prepared.

(ii)
the law and regulations that lay down the applicable financial reporting framework.

(iii)
the usefulness to the intended users regarding the information demonstrate attributes of relevance, completeness, reliability, neutrality and understandability.

(b)
Obtain the agreement of management’s responsibility for the following:
(i)
preparing the financial statements in a true and fair view and according to the applicable financial reporting framework.

(ii)
internal control necessary to enable the financial statements are free from material misstatement, whether due to fraud or error.

(c)
Provide the auditor with the following in order to facilitate the performance of the audit:

(i)
access to all information that is relevant to the preparation of the financial statements.

(ii)
additional information for the purpose of the audit.

(iii)
unrestricted access to persons within the entity that is necessary to obtain audit evidence.
5.2
Purposes of obtaining an engagement letter

	5.2.1
	Purposes of engagement letter

	
	(a)
Information included in the engagement letter is useful for:
(i)
the audit planning because it affects the timing of performing the audit procedures and the resources needed for the engagement.

(ii)
the avoidance of the misunderstanding between auditor and client with respect to the engagement.

(b)
This is an agreement between the auditor and the client for the terms of the audit engagement about:

(i)
the objective and scope of the audit,

(ii)
the respective responsibilities of auditor and client and the form of reports to be issued.


	5.2.2
	Contents of engagement letter

	
	(a)
The objective and scope of the audit of the financial statements.

(b)
The respective responsibilities of the auditor and management.
(c)
Identification of the applicable financial reporting framework, legislation and regulation, and ethical and other pronouncements of professional bodies which is relevant to the audit.

(d)
The form and content of audit reports or of other communication of results of the audit engagement.
(e)
The unavoidable risk that some material misstatements may not be detected due to the inherent limitations of an audit and of internal control; despite of the fact that the audit is properly planned and performed in accordance with HKSDs.

(f)
Arrangements about the planning and performance of the audit:

(i)
composition of audit team

(ii)
involvement of other auditors, internal auditor and experts

(iii)
communication with predecessor auditor for initial audit

(g)
Written representation is expected to be obtained from management.

(h)
The agreement of management to:
(i)
make available to the auditor draft financial statements and other information in time to allow the auditor to complete the audit on schedule

(ii)
inform the auditor of subsequent events that may affect the financial statements

(i)
Any obligations to provide audit working papers to other parties.

(j)
Basis of computing audit fee and billing arrangement.

(k)
Request to acknowledge receipt of the audit engagement letter and to confirm the terms of the engagement.


	Question 1

	It is in the interest of both client and auditor that the auditor sends an engagement letter, preferably before the commencement of the engagement.
An auditor has a statutory responsibility to report to the members of the audit client whether in his opinion the financial statements give a true and fair view and whether these financial statements have been properly prepared in accordance with the Companies Ordinance.
Required:

(a)
List the principal contents of an audit engagement letter.
(7 marks)



(HKIAAT Paper 8 Auditing Pilot Paper 2008 B2(a))


	Question 2

	Misconceptions

(a)
On recurring audits, auditors cannot revise the terms of engagement; this would be a breach of contract.

(b)
Once the engagement partner has approved the audit plan and the audit programme, no one can revise either of these things.

Required:
Correct the misconceptions from items (a) to (b) above.
(4 marks)



(Adapted HKAAT Paper 8 Auditing June 2002)


Appendix I

	CLIENT NAME:
	 


	DATE OF FINANCIAL STATEMENTS:
	


I.
PLANNING
Audit Objectives:  To plan the audit adequately in accordance with professional standards and firm policies and procedures.

	
	Performed By
	
	Workpaper Reference

	1.
Prepare or update the “Engagement Acceptance and Retention Evaluation Form” at Section III (FOR01). In connection with this, perform the following:
	
	
	

	
	
	
	

	a.
Make the required communications with predecessor auditors, if this is a new client (see audit program in sub-section X below, “Additional Audit Procedures for New Engagements,” for inquiries to be made of the predecessor auditor).
	
	
	

	
	
	
	

	b.
If other auditors are performing parts of the audit, ascertain that appropriate communications have been made.
	
	
	

	
	
	
	

	2.
Review prior year’s files, including the following:
	
	
	

	
	
	
	

	a.
Auditor’s report and the financial statements
	
	
	

	
	
	
	

	b.
Information on the internal control
	
	
	

	
	
	
	

	c.
Pertinent sections of the workpapers
	
	
	

	
	
	
	

	d.
Pertinent permanent file documents
	
	
	

	
	
	
	

	3.
Review interim financial statements and management reports for the period under audit.
	
	
	

	
	
	
	

	4.
Meet with the client and discuss:
	
	
	

	
	
	
	

	a.
Significant changes in client’s operations, accounting system, accounting policies and procedures, and special concerns or problems
	
	
	

	
	
	
	

	b.
The scope and timing of the audit
	
	
	

	
	
	
	

	c.
The client’s responsibility for the entity’s internal control and financial statements
	
	
	

	
	
	
	

	d.
The client’s responsibility for disclosing potential errors, fraud, and illegal acts
	
	
	

	
	
	
	

	e.
Adequacy of working space for the audit team
	
	
	

	
	
	
	

	f.
Extent of client assistance
	
	
	

	
	
	
	

	g.
The extent of involvement, if any, of specialists, consultants, internal auditors, or other audit firms
	
	
	

	
	
	
	

	5.
Obtain a signed engagement letter from the client.
	
	
	

	
	
	
	

	6.
Complete or update the “Audit Planning Questionnaire” at Section III (FOR03).
	
	
	

	
	
	
	

	7.
Obtain an understanding of the client’s fraud risk factors and assess the risk of material misstatement due to fraud by completing or updating the fraud checklist included in “Audit Planning Questionnaire” at Section III (FOR03).
	
	
	

	
	
	
	

	8.
Complete or update the “Understanding of Internal Control Form” at Section III (FOR08) to obtain an understanding of the client’s internal control. Consider the steps, listed below, in the audit program in sub-section II “Walk-Throughs.”
	
	
	

	
	
	
	

	9.
Assess the level of control risk for the following audit areas:
	
	
	

	
	
	
	

	a.
Cash
	
	
	

	
	
	
	

	b.
Investments in securities, derivative instruments, and hedging activities
	
	
	

	
	
	
	

	c.
Accounts receivable and sales
	
	
	

	
	
	
	

	d.
Inventories and cost of sales
	
	
	

	
	
	
	

	e.
Property and equipment, and depreciation
	
	
	

	
	
	
	

	f.
Prepaid expenses, deferred charges, intangibles, and other assets
	
	
	

	
	
	
	

	g.
Accounts payable and purchases
	
	
	

	
	
	
	

	h.
Debt obligations
	
	
	

	
	
	
	

	i.
Income taxes
	
	
	

	
	
	
	

	j.
Payrolls and other liabilities
	
	
	

	
	
	
	

	k.
Equity
	
	
	

	
	
	
	

	l.
Commitments and contingencies
	
	
	

	
	
	
	

	10.
Inquire of management about the following:
	
	
	

	
	
	
	

	a.
The entity’s compliance with laws and regulations
	
	
	

	
	
	
	

	b.
The entity’s policies that may prevent illegal acts
	
	
	

	
	
	
	

	c.
The entity’s directives and periodic representations obtained by the entity from appropriate levels of management concerning compliance with laws and regulations
	
	
	

	
	
	
	

	d.
Management’s understanding of the risk of fraud and whether they have knowledge of fraud that has occurred
	
	
	

	
	
	
	

	11.
If the client uses a service organization to process transactions, consider the following:
	
	
	

	
	
	
	

	a.
The nature and materiality of the transactions processed by the service organization
	
	
	

	
	
	
	

	b.
The accounting records, supporting information, and specific accounts in the financial statements involved in the processing and reporting of the client’s transactions
	
	
	

	
	
	
	

	c.
The degree of interaction between the internal controls at the client and the controls at the service organization
	
	
	

	
	
	
	

	d.
Whether it is necessary to obtain information on the service organization’s controls that are significant to the client’s internal control (e.g., through user or technical manuals; reports by service auditors, internal auditors, or regulatory authorities; system overviews)
	
	
	

	
	
	
	

	12.
Perform analytical procedures to: 
	
	
	

	
	
	
	

	a.
Assist in planning the nature, timing, and extent of auditing procedures
	
	
	

	
	
	
	

	b.
Identify the existence of unusual transactions and events
	
	
	

	
	
	
	

	c.
Identify high-risk audit areas that may require increased audit emphasis
	
	
	

	
	
	
	

	13.
Complete the “Planning Materiality Calculation Form” at Section III (FOR07).
	
	
	

	
	
	
	

	14.
Prepare a list of schedules and analyses to be prepared by the client.
	
	
	

	
	
	
	

	15.
Prepare a time budget using the “Audit Time Budget and Control Form” at Section III (FOR04).
	
	
	

	
	
	
	

	16.
Establish audit timing and staff requirements, and coordinate with other firm personnel who provide nonaudit services to the client.
	
	
	

	
	
	
	

	17.
Meet with the audit team and discuss the audit plan, including:
	
	
	

	
	
	
	

	a.
Significant changes in client’s operations, accounting system, accounting policies and procedures, and special concerns or problems
	
	
	

	
	
	
	

	b.
Individual responsibilities of the staff and their budget guidelines
	
	
	

	
	
	
	

	c.
Report requirements and deadlines
	
	
	

	
	
	
	

	18.
Determine if the work of internal auditors, if any, will be used in the engagement.
	
	
	

	
	
	
	

	19.
Obtain and review the minutes of the board of directors meetings and other important committee meetings.
	
	
	

	
	
	
	

	20.
Obtain copies of and review all important agreements and contracts (e.g., debt agreements, lease contracts).
	
	
	

	
	
	
	

	21.
Update permanent file documents for new agreements and amendments to existing agreements, and obtain copies of similar important documents.
	
	
	

	
	
	
	

	22.
Prepare audit program and obtain approval of audit partner before starting the audit.
	
	
	


Based on the procedures performed and the results obtained, it is my opinion that the objectives listed in this audit program have been achieved.

	Performed by
	
	Date
	

	Reviewed and approved by
	
	Date
	


Appendix II

ENGAGEMENT ACCEPTANCE AND RETENTION EVALUATION FORM

	CLIENT NAME:
	


	DATE OF FINANCIAL STATEMENTS:
	


Instructions
This form should be used to document the screening of prospective new clients/engagements or for evaluating the retention of existing clients/engagements. This form is only a guide, and the auditor should exercise professional judgment to determine how the form should be modified by revising questions listed or adding questions where appropriate. This form should be updated at least annually, and the engagement executive should review it to determine whether to retain or terminate the client and whether to accept a certain engagement from that client.

SECTION I—BACKGROUND AND BASIC INFORMATION
	1.
Entity legal name:
	


	2.
Key contact name and title:
	


3.
Entity address, telephone number, fax number, e-mail address, and web site address:

	

	

	


	4.
Type of entity (e.g., partnership, Subchapter S, public):
	


	5.
Fiscal year end:
	


6.
Principal stockholders, officers, and directors:

	Name
	Position

	
	

	
	

	
	

	
	

	
	


7.
Describe how contact was initially established:

	

	

	


8.
Entity’s attorneys:

	Name
	


	Address
	

	


9.
Entity’s banking relationships:

	Name
	


	Address
	

	


10.
Describe the nature of the entity’s business and products or services provided, including any economic dependence or concentrations.

	

	

	


11.
Explain management’s reasons for changing CPA firms and how frequently the entity has changed CPA firms.

	

	

	


12.
Describe what services and reports are requested and their required completion dates.

	

	

	


13.
Describe why the entity desires audited financial statements and what parties may potentially rely on them.

	

	

	


SECTION II—ENTITY FINANCIAL CONDITION AND NATURE OF TRANSACTIONS
Any “Yes” answers to the following questions indicate a higher level of risk than normal, and the auditor should expand on those answers.
	
	YES
	NO
	N/A

	1.
Is cash flow or working capital inadequate to meet operating requirements, debt payments, dividends, etc.?
	___
	___
	___

	2.
Are there significant demands for new debt or equity capital?
	___
	___
	___

	3.
Have loan agreement covenants been waived or violated?
	___
	___
	___

	4.
Is there any doubt about the ability of the entity to continue in existence?
	___
	___
	___

	5.
Have sales, gross margins, or income trends deteriorated significantly in recent years?
	___
	___
	___

	6.
Is the entity’s industry unfavorable, unusually litigious, or considered risky (e.g., construction companies)?
	___
	___
	___

	7.
Does the entity engage in significant related-party transactions?
	___
	___
	___

	8.
Does the entity usually engage in significant unusual transactions during the year or near year-end?
	___
	___
	___

	9.
Is there evidence of complex accounting issues or transactions that are difficult to audit?
	___
	___
	___

	10.
Is financing by third parties contingent on the entity’s meeting certain minimum financial ratios?
	___
	___
	___

	
	
	
	

	11.
Does the company engage in the use of derivatives?
	___
	___
	___


SECTION III—MANAGEMENT INTEGRITY AND BUSINESS RISK EXPOSURE

Any “Yes” answers to the following questions indicate a higher level of risk than normal, and the auditor should expand on those answers.
	
	YES
	NO
	N/A

	1.
Has the entity or any of its principals ever been charged with violations of any federal, state, or local laws?
	___
	___
	___

	2.
Is there any pending litigation or investigation against the entity or any of its principals?
	___
	___
	___

	3.
Is there disagreement among/between the owners?
	___
	___
	___

	4.
Are any mergers, acquisitions, or dispositions planned or likely?
	___
	___
	___

	5.
Has there been a high turnover of key management?
	___
	___
	___

	6.
Is the entity dependent on one major customer for most of its revenue or on one major supplier for most of its products?
	___
	___
	___

	7.
Does management have a reputation for taking unusual or unnecessary risks?
	___
	___
	___

	8.
Is management reluctant to provide necessary documents regarding major transactions or generally uncooperative or unreasonable?
	___
	___
	___

	9.
Is management unwilling to correct material misstatements in the financial statements?
	___
	___
	___

	10.
Is there any indication that management representations are not reliable?
	___
	___
	___

	11.
Does management place undue pressure on meeting financial goals or reducing income taxes?
	___
	___
	___

	12.
Are key management employees compensated based on the results of the entity’s operations?
	____
	____
	____

	13.
Is management aware of any instances of fraud or illegal acts?
	___
	___
	___


SECTION IV—COMMUNICATION WITH PREDECESSOR ACCOUNTANTS
Any “Yes” answers to the following questions indicate a higher level of risk than normal, and the auditor should expand on those answers.
	
	YES
	NO
	N/A

	1.
Are you aware of any situations that might bear on the integrity of management?
	___
	___
	___

	2.
Have you had any significant disagreements with management over the application of accounting principles, practices, or financial statement disclosures?
	___
	___
	___

	3.
Has management ever attempted to restrict or direct the scope of the audit?
	___
	___
	___

	4.
Are you aware of any incidents of management intervention in, or circumvention, of the company’s internal control?
	___
	___
	___

	5.
Is management unwilling to accept primary responsibility for the content of the financial statements?
	___
	___
	___

	6.
Does management discourage its key employees from cooperating fully with the independent auditor?
	___
	___
	___

	7.
Have you had any communications with management regarding fraud, illegal acts, or internal control related matters?
	____
	____
	____


8.
Inquire of the predecessor auditor about his or her understanding of reasons for change in auditors and summarize:

	

	

	


9.
Name, address, and phone number of predecessor auditor:

	


10.
Name and position of person inquired of:

	


11.
Date of inquiry: 

	


SECTION V—AUDITABILITY AND ABILITY TO PROVIDE SERVICES REQUESTED

	
	YES
	NO
	N/A

	1.
Does the entity appear to have appropriate completeness procedures to ensure that accounting transactions enter into the accounting system?
	___
	___
	___

	2.
Does the accounting system appear to provide records sufficient to permit application of cost-effective audit procedures?
	___
	___
	___

	3.
Does our firm have the required technical skills and expertise in the entity’s field?
	___
	___
	___

	4.
Does our firm or any of its staff have any existing relationship with the entity or conflicts of interest that would impair our independence?
	___
	___
	___

	5.
Does top management lack experience necessary to operate the business?
	___
	___
	___

	6.
Are there any indications that our firm might have a problem billing or collecting its fees?
	___
	___
	___


SECTION VI—ADDITIONAL COMMENTS

Use this section to elaborate on any of the answers above or to provide additional comments about matters that increase the overall engagement risk.
	

	


SECTION VII—CONCLUSION
	Prepared by
	
	Date
	


Acceptance decision:

formcheckbox 
 YES   formcheckbox 
 NO

	Partner’s signature
	
	Date
	


	Concurring Partner’s signature
	
	Date
	


Updated in subsequent years as follows:

	Year
	Updated by
	Date

	
	
	

	
	
	

	
	
	


Appendix III

ILLUSTRATIVE AUDIT ENGAGEMENT LETTER
(Prepared on auditor’s letterhead)

To the directors of [ABC Company Limited]:
Objective of services
1.1
You have requested that we audit the (consolidated)* financial statements of ABC Company Limited ("the Company") (and its subsidiaries)*. We are pleased to confirm our acceptance and our understanding of this audit engagement by means of this letter.

1.2
The objectives of our audit are to obtain reasonable assurance about whether the (consolidated)* financial statements as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with Hong Kong Standards on Auditing ("HKSAs") will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these (consolidated)* financial statements.
Responsibilities of directors

2.1
Our audit will be conducted on the basis that you acknowledge and understand that you have responsibility:
a.
To prepare (consolidated)* financial statements which give a true and fair view of the financial position of the Company (and its subsidiaries)* as at the end of the financial year and of [its][their] financial performance for the financial year in accordance with [insert applicable financial reporting framework] [Hong Kong Financial Reporting Standards][Hong Kong Financial Reporting Standard for Private Entities] and the Companies Ordinance ("CO");

b.
(To ensure the subsidiary, if any, of the Company keeps accounting records that are sufficient for the Company to prepare (consolidated)* financial statements that comply with a. above.)*

c.
To take all reasonable steps to ensure the Company keeps sufficient accounting records which show and explain the transactions of the Company (and its subsidiaries)*, disclose with reasonable accuracy, at any time, the financial position and financial performance of the Company (and its subsidiaries)*;

d.
To ensure that the (consolidated)* financial statements comply with section 383 (Notes to Financial Statements to Contain Information on Directors' Emoluments etc) of the CO which must contain in the notes to the financial statements, the information prescribed by the Companies (Disclosure of Information about Benefits of Directors) Regulation (Cap. 622G);

e.
For such internal control as you determine is necessary to enable the preparation of (consolidated)* financial statements that are free from material misstatement, whether due to fraud or error;

f.
To provide us with:

(i)
Access to all information of which you are aware that is relevant to the preparation of the (consolidated)* financial statements such as Company's accounting records and all other relevant records and documentation, including minutes of all management and shareholders' meetings and other matters;

(ii)
Additional information that we may request from you for the purpose of the audit; and

(iii)
Unrestricted access to persons related to the Company (and its subsidiaries)* from whom we determine it necessary to obtain audit evidence;

g.
To provide us with (i) any proposed written resolution and (ii) any other document relating to the resolution that is required to be sent to a member of the Company, on or before the circulation of written resolution to a member of the Company; and

h.
To notify us any passed written resolution within 15 days after resolution is passed.
2.2
You are also responsible for the preparation and approval of the directors' report in accordance with the CO.
Responsibilities of the auditor

3.1
We have a statutory responsibility to prepare a report to the members to state whether in our opinion the (consolidated)* financial statements give a true and fair view of the financial position and financial performance of the Company (and its subsidiaries)* for the financial year and whether they have been properly prepared in compliance with the CO. We shall also state our opinion in the auditor's report if we are of the opinion that:
a.
adequate accounting records have not been kept by the Company (and its subsidiaries)*; or

b.
the (consolidated)* financial statements are not in agreement with the accounting records in any material respect; and

We shall also state the fact in the auditor's report if we have failed to obtain all the information or explanations that, to the best of our knowledge and belief, are necessary and material for the purpose of the audit.

In addition, where the (consolidated)* financial statements do not contain information on directors' emoluments, etc under section 383(1) of the CO, the CO requires us to include in our report, as far as we are reasonably able to do so, a statement giving the particulars that are required to be, but have not been, contained in the (consolidated)* financial statements.

3.2
We have a professional responsibility to report if the (consolidated)* financial statements do not comply in any material respect with [insert applicable financial reporting framework] [Hong Kong Financial Reporting Standards][Hong Kong Financial Reporting Standard for Private Entities], unless in our opinion the noncompliance is justified in the circumstances. In determining whether or not the departure is justified, we consider:

a.
whether the departure is required in order for the (consolidated)* financial statements to give a true and fair view; and
b.
whether adequate disclosure has been made concerning the departure.
3.3
We are required to read the information in the directors' report for the financial year to identify and report inconsistencies with the (consolidated)* financial statements. As required by the CO, if we are of the opinion that the information in the directors' report for a financial year is not consistent with the (consolidated)* financial statements for the financial year, we shall state that opinion in our auditor's report; and we may bring that opinion to the members' attention at a general meeting. However, we are not required to audit or review the director's report and accordingly we will not express an opinion or review conclusion or any assurance on it.
Scope of audit

4.1
Our audit will be conducted in accordance with HKSAs issued by the Hong Kong Institute of Certified Public Accountants. Those standards require that we comply with ethical requirements. As part of an audit in accordance with HKSAs, we exercise professional judgment and maintain professional skepticism throughout the audit. We also:
a.
Identify and assess the risks of material misstatement of the (consolidated)* financial statements, whether due to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

b.
Obtain an understanding of internal control relevant to the audit 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. 2 However, we will communicate to you in writing concerning any significant deficiencies in internal control relevant to the audit of the (consolidated)* financial statements that we have identified during the audit. Any such report may not be provided to third parties without our prior written consent. Such consent will be granted only on the basis that such reports are not prepared with the interests of anyone other than the Company in mind and that we accept no duty or responsibility to any other party as concerns the reports.

c.
Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures made by you.

d.
Conclude on the appropriateness of your use of the going concern basis of accounting and, based on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Company's ability to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw attention in our auditor's report to the related disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor's report. However, future events or conditions may cause the Company to cease to continue as a going concern.

e.
Evaluate the overall presentation, structure and content of the (consolidated)* financial statements, including the disclosures, and whether the (consolidated)* financial statements represent the underlying transactions and events in a manner that achieves fair presentation.
4.2
Because of the inherent limitations of an audit, together with the inherent limitations of internal control, there is an unavoidable risk that some material misstatements may not be detected, even though the audit is properly planned and performed in accordance with HKSAs.
4.3
In connection with the audit of the consolidated financial statements, we draw your attention to section 412 of the CO which gives the rights to the auditor of the holding company to require a person that is a related entity of the company to provide any information or explanation that the auditor reasonably requires for the performance of the duties as auditor of the holding company. As defined in section 412 of the CO, a related entity includes an auditor of a subsidiary undertaking.
4.4
In order to express an opinion on the consolidated financial statements which include the financial information of subsidiaries, joint arrangements or associates of which we are not the auditor, it will be necessary for us to communicate directly with the other auditor(s) concerned to satisfy ourselves that:
a.
so far as is practicable, there is uniformity within the Company and its subsidiaries in the application of accounting policies;

b.
the consolidated financial statements contain the information required by the CO, applicable accounting standards and any other legislation or non-statutory requirements affecting the presentation of financial statements; and

c.
all material aspects of the consolidated financial statements have been subjected to an audit, the nature and extent of which is adequate and reasonable, in our view, for the purpose of forming an opinion on the consolidated financial statements.)

4.5
As part of our audit procedures, we will request you to provide written confirmation concerning representations which we have received from you during the course of the audit in connection with the audit. In connection with representations and the supply of information to us generally, we draw your attention to section 412 of the CO which sets out the rights of the auditor in relation to obtaining information from a person that is a related entity as defined in this section of the CO. You are also referred to section 413 of the CO which sets out the offences relating to section 412 of the CO.
4.6
In order to assist us with the audit of your (consolidated)* financial statements, we shall request sight of all documents or statements, including the chairman's statement, operating and financial review and the directors' report, which are due to be issued with the (consolidated)* financial statements. We are also entitled to attend all general meetings of the Company and to receive notice of all such meetings.
4.7
The responsibility for safeguarding the assets of the Company (and its subsidiaries)* and for the prevention and detection of fraud, error and non-compliance with law or regulations rests with you. However, we shall endeavour to plan our audit so that we have a reasonable expectation of detecting material misstatements in the (consolidated)* financial statements or books of account (including those resulting from fraud, error or non-compliance with law or regulations), but our audit should not be relied upon to disclose all such material misstatements or frauds, errors or instances of non-compliance as may exist.
4.8
(Where appropriate - Note) We shall not be treated as having notice, for the purposes of our audit responsibilities, of information provided to members of our firm other than those engaged on the audit (for example information provided in connection with accounting, taxation and other services).

4.9
Once we have issued our report we have no further direct responsibility in relation to the (consolidated)* financial statements for that period. However, you agree that you will inform us of any material event occurring between the date of our report and that of the Annual General Meeting which may affect the (consolidated)* financial statements.
Reporting

5.1
[Insert appropriate reference to the expected form and content of the auditor's report including, if applicable, the reporting on other information in accordance with HKSA 720 (Revised).]

5.2
The form and content of our report may need to be amended in the light of our audit findings.
(Other services
6.
You have requested that we provide other services in respect of ...... The terms under which we provide these other services are dealt with in a separate letter.)*

Fees

7.
Our fees are computed on the basis of the time spent on your affairs by our partners and our staff and on the levels of skill and responsibility involved plus out-of-pocket expenses. Unless otherwise agreed, our fees will be billed at appropriate intervals during the course of the audit and will be due on presentation.
Agreement of terms

8.1
Once it has been agreed, this letter will remain effective, from one audit appointment to another, until it is replaced. Please sign and return the enclosed copy of this letter to indicate your acknowledgement of, and agreement with, the arrangements for our audit of the (consolidated)* financial statements including our respective responsibilities.

(8.2
Since the terms of our engagement as auditors of the subsidiaries listed in the attached appendix are the same, we will not send separate letters to the board of directors of each subsidiary. We would therefore be grateful if you would forward copies of this letter to the boards of directors of each such subsidiary and confirm that these boards have also agreed and confirmed their acceptance of this letter.)*

Yours faithfully,

ABC & Co.

Certified Public Accountants (Practising) [or Certified Public Accountants]

Date

We agree to the terms of this letter.

(Signed)
.................................

Director, for and on behalf of the board of

Date
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