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The following Standards issued by the Auditing and Assurance Standards Board under the authority of 
the Council are collectively known as the Engagement Standards: 

I. Assurance 
a) Audits and reviews of historical 
financial information

•	 Standards on Auditing (SAs), to be applied in the audit of historical 
financial information. 

•	 Standards on Review Engagements (SREs), to be applied in the 
review of historical financial information. 

b) Assurance Engagements other 
than audits or reviews of historical 
financial information

•	 Standards on Assurance Engagements (SAEs), to be applied in 
assurance engagements, other than audits and reviews of historical 
financial information. 

II Related Services •	 Standards on Related Services (SRSs), to be applied to engagements 
involving application of agreed-upon procedures to information, 
compilation engagements.

Reviews of Historical Financial Information

In this article we will be focusing on:
•	 SAE 3400 “The Examination of Prospective 

Financial Information”, 
•	 SAE 3402 “Assurance Reports on Controls at 

Service Organisation,” 
•	 SRS 4400 “Engagements to Perform Agreed-

upon Procedures Regarding Financial 
Information” and 

•	 SRS 4410 (Revised), “Compilation Engagements”.
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SAE 3400 “The Examination of Prospective 
Financial Information”

The purpose of this SAE is to establish standards 
and provide guidance on engagements to examine 
and report on prospective financial information 
including examination procedures for best-
estimate and hypothetical assumptions.
now, first of all, what is Prospective Financial 
Information?
“Prospective financial information” means financial 
information based on assumptions about events 
that may occur in the future and possible actions 
by an entity. It is highly subjective in nature and its 
preparation requires the exercise of considerable 
judgment. Prospective financial information 
can be in the form of a forecast, a projection, or 
a combination of both, for example, a one year 
forecast plus a five year projection.

What will Prospective Financial Information 
Include?
“Prospective financial information” can include 
financial statements or one or more elements of 
financial statements and may be prepared: 
(a) as an internal management tool (to assist in 
evaluating a possible capital investment) or 
(b) for the distribution/submission to third parties 
(a prospectus to provide potential investors with 
information about future expectations)

How an Auditor will examine Such Prospective 
Financial Information?
In an engagement to examine prospective financial 
information, the auditor should obtain sufficient 
appropriate evidence as to whether:

•	 Management’s best-estimate assumptions on 
which the prospective financial information is 
based are not unreasonable and, in the case of 
hypothetical assumptions, such assumptions are 
consistent with the purpose of the information; 

•	 The prospective financial information is properly 
prepared on the basis of the assumptions; 

•	 The prospective financial information is 
properly presented and all material assumptions 
are adequately disclosed, including a clear 
indication as to whether they are best-estimate 
assumptions or hypothetical assumptions;

•	 The prospective financial information is 
prepared on a consistent basis with historical 
financial statements, using appropriate 
accounting principles.

Period for which Prospective Financial 
Information shall be given?
The period shall be decided by the management 
but it would not extend beyond the time for which 
they have reasonable basis for the assumptions. 
Auditor should consider the following factors for 
considering the reliability of assumptions made by 
the management:
(a)  The operating cycle, for example, in the case 

of a major construction project undertaken by 
a construction company, the time required to 
complete the project may dictate the period 
covered.

(b)  The degree of reliability of assumptions, for 
example, if the entity is introducing a new 
product, the prospective period covered could 
be short and broken into small segments, 
such as weeks or months. Alternatively, if for 
example, the entity’s sole business is owning 
a property under long-term lease, a relatively 
long prospective period might be reasonable.

(c)  The needs of users, for example, prospective 
financial information may be prepared in 
connection with an application for a loan 
for the period of time required to generate 
sufficient funds for repayment. Alternatively, 
the information may be prepared for investors 
in connection with the issue of securities to 
illustrate the intended use of the proceeds in 
the subsequent period.

How shall Auditor report on examination of 
Prospective Financial Information?

(a)  Title;

(b)  Addressee;
(c) Identification of the prospective financial 

information; 

Prospective financial information” means financial 
information based on assumptions about events 
that may occur in the future and possible actions 

by an entity. It is highly subjective in nature and its 
preparation requires the exercise of considerable 

judgment.



www.icai.org 35THE CHARTERED ACCOUNTANT    november 2018

683

(d) Reference to the Standards on Auditing 
applicable to the examination of prospective 
financial information;

(e)  Statement that management is responsible for 
the prospective financial information including 
the underlying assumptions;

(f ) When applicable, a reference to the purpose 
and/or restricted distribution of the 
prospective financial information;

(g) Statement that the examination procedures 
included examination, on a test basis, of 
evidence supporting the assumptions, 
amounts and other disclosures in the forecast 
or projection;

(h)  Statement of negative assurance as to whether 
the assumptions provide a reasonable basis for 
the prospective financial information;

(i)  Opinion as to whether the prospective 
financial information is properly prepared on 
the basis of the assumptions and is presented 
in accordance with the relevant financial 
reporting framework;

(j)  Appropriate caveats concerning the 
achievability of the results indicated by the 
prospective financial information; 

(k) Date of report (which should be the date 
procedures have been completed); 

(l)  Place of signature; and 
(m) Signature

Key Take Aways:
•	 Prospective financial information is 

information based on assumptions about 
events that may occur in the future and 
possible actions by an entity.

•	 Such assumptions should be reliable and to be 
agreed upon by the Auditors.

•	 Auditors should obtain sufficient and 
appropriate audit evidence for relying on such 
assumptions.

•	 Period shall be decided by the management 
but it shall not exceed the period for which 
such assumptions are made.

•	 Auditor has the right to modify his opinion 
if he thinks the assumptions so made are not 
reliable or he can also withdraw from the 
Engagement.

SAE 3402 “Assurance Reports on Controls 
at a Service Organisation”

This SAE deals with assurance engagements 
undertaken by a professional accountant in public 
practice to provide a report for use by user entities 
and their auditors on the controls at a service 
organisation that provides a service to user entities 
that is likely to be relevant to user entities’ internal 
control.

When Does this SAe Applies?
This SAE applies only when the service organisation 
is responsible for, or otherwise able to make an 
assertion about, the suitable design of controls.
This SAE does not deal with assurance engagements:
(a)  To report only on whether controls at a service 

organization operated as described, or
(b) To report only on controls at a service 

organization other than those related to a 
service that is likely to be relevant to user 
entities’ internal control as it relates to financial 
reporting (for example, controls that affect 
user entities’ production or quality control).

What is Auditors objective in this SAe?
The objectives of the service auditor are: 

(a) To obtain reasonable assurance about whether, 
in all material respects, based on suitable 
criteria:

(i) The service organisation’s description of its 
system fairly presents the system as designed 
and implemented throughout the specified 
period (or in the case of a type 1 report, as at a 
specified date); 

(ii) The controls related to the control objectives 
stated in the service organisation’s description 
of its system were suitably designed throughout 
the specified period (or in the case of a type 1 
report, as at a specified date);

SAE 3402 “Assurance Reports on Controls at a Service 
Organisation” deals with assurance engagements 
undertaken by a professional accountant in public 
practice to provide a report for use by user entities 

and their auditors on the controls at a service 
organisation that provides a service to user entities 

that is likely to be relevant to user entities’  
internal control.

Auditing
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(iii) Where included in the scope of the 
engagement, the controls operated effectively 
to provide reasonable assurance that the 
control objectives stated in the service 
organisation’s description of its system were 
achieved throughout the specified period.

(b) To report on the matters in (a) above in 
accordance with the service auditor’s findings.

How an Auditor shall obtain an understanding 
of the Service organisation System?
Auditor will have to basically focus on two things 
in order to obtain an understanding of the service 
Organisation System 

1. Obtaining Evidence Regarding the Description.

2 Obtaining Evidence Regarding Design of 
Controls.

How an Auditor obtains evidence regarding the 
Description?
The service auditor shall obtain and read the 
service organization’s description of its system, 
and shall evaluate whether those aspects of 
the description included in the scope of the 
engagement are fairly presented, including  
whether: 

(a) Control objectives stated in the service 
organisation’s description of its system are 
reasonable in the circumstances; 

(b) Controls identified in that description were 
implemented

(c) Complementary user entity controls, if any, are 
adequately described; and

(d) Services performed by a subservice 
organization, if any, are adequately described, 
including whether the inclusive method or the 
carve-out method has been used in relation to 
them.

How an Auditor obtains evidence regarding the 
Design of controls?

The service auditor shall determine which of the 
controls at the service organization are necessary 
to achieve the control objectives stated in the 
service organization’s description of its system, 
and shall assess whether those controls were 
suitably designed. This determination shall  
include:

(a) Identifying the risks that threaten the 
achievement of the control objectives stated 
in the service organization’s description of its 
system; and

(b) Evaluating the linkage of controls identified 
in the service organization’s description of its 
system with those risks.

Key Take Aways:

•	 This  SAE  deals with assurance engagements 
undertaken by a professional accountant in 
public practice to provide a report for use by 
user entities and their auditors on the controls 
at a service organization.

•	 Auditor Should have an understanding about 
description and design of control.

•	 Such Reports are basically useful for user 
entity’s internal control. 

SRS 4400 “Engagements to Perform 
Agreed-upon Procedures Regarding 
Financial Information”

The purpose of this Standard on Related Services 
(SRS) is to establish standards and provide guidance 
on the auditor’s professional responsibilities 
when an engagement to perform agreed-upon 
procedures regarding financial information is 
undertaken and on the form and content of the 
report that the auditor issues in connection with 
such an engagement.

What will be objective for an Agreed upon 
Procedures engagement?

The objective of an agreed-upon procedures 
engagement is for the auditor to carry out 
procedures of an audit nature to which the auditor 
and the entity and any appropriate third parties 
have agreed and to report on factual findings.

The purpose of SRS 4400 “Engagements to Perform 
Agreed-upon Procedures Regarding Financial 

Information” is to establish standards and 
provide guidance on the auditor’s professional 

responsibilities when an engagement to perform 
agreed-upon procedures regarding financial 

information is undertaken and on the form and 
content of the report that the auditor issues in 

connection with such an engagement.

Auditing
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What should Auditor Focus on?

Auditor should basically focus on 4 aspects:
1. Planning
2. Procedures and Evidence 
3. Reporting
4. Documentation

Let’s now understand this 4 in brief:
1.  Planning:

The auditor should plan the work so that an 
effective engagement will be performed.
2. Procedures and Evidence

The auditor should carry out the procedures 
agreed-upon and use the evidence obtained as 
the basis for the report of factual findings. The 
procedures applied in an engagement to perform 
agreed-upon procedures may include: 

♦  Inquiry and analysis. 

♦  Recomputation, comparison and other clerical 
accuracy checks.

♦  Observation. 

♦  Inspection. 

♦  Obtaining confirmations.

3.    Reporting

The report on an agreed-upon procedures 
engagement needs to describe the purpose and 
the agreed-upon procedures of the engagement in 
sufficient detail to enable the reader to understand 
the nature and the extent of the work performed. 
The report should also clearly mention that no 
audit or review has been performed.

4.    Documentation

The auditor should document matters which are 
important in providing evidence to support the 
report of factual findings, and evidence that the 
engagement was carried out in accordance with 
this SRS and the terms of the engagement.

Key Take Aways:

The purpose of this Standard on Related Services 
(SRS) is to establish standards and provide guidance 

on the auditor’s professional responsibilities 
when an engagement to perform agreed-upon 
procedures regarding financial information is 
undertaken and on the form and content of the 
report that the auditor issues in connection with 
such an engagement.
SRS 4410 “(Revised), Compilation 
Engagements”

This Standard on Related Services (SRS) deals with 
the practitioner’s responsibilities when engaged 
to assist management with the preparation and 
presentation of historical financial information 
without obtaining any assurance on that 
information, and to report on the engagement in 
accordance with this SRS.

How it works?

Management may request a professional accountant 
in public practice to assist with the preparation and 
presentation of financial information of an entity. 
The value of a compilation engagement performed 
in accordance with this SRS to users of financial 
information results from the application of the 
practitioner’s professional expertise in accounting 
and financial reporting and compliance with 
professional standards, including relevant ethical 
requirements, and the clear communication 
of the nature and extent of the practitioner’s 
involvement with the compiled financial  
information.

Since a compilation engagement is not an assurance 
engagement, a compilation engagement does not 
require the practitioner to verify the accuracy 
or completeness of the information provided by 
management for the compilation, or otherwise 
to gather evidence to express an audit opinion 
or a review conclusion on the preparation of the 
financial information.

The SRS 4410 “(Revised), Compilation Engagements” deals 
with the practitioner’s responsibilities when engaged to 

assist management with the preparation and presentation 
of historical financial information without obtaining 

any assurance on that information, and to report on the 
engagement in accordance with this SRS.

Auditing
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Management retains responsibility for the financial 
information and the basis on which it is prepared and 
presented. That responsibility includes application 
by management of the judgment required for 
the preparation and presentation of the financial 
information, including the selection and application 
of appropriate accounting policies and, where 
needed, developing reasonable accounting estimates.

objectives?

The practitioner’s objectives in a compilation 
engagement under this SRS are to:
(a) Apply accounting and financial reporting 

expertise to assist management in the 
preparation and presentation of financial 
information in accordance with an applicable 
financial reporting framework based on 
information provided by management; and

(b) Report in accordance with the requirements of 
this SRS.

Communication? 

The practitioner shall communicate with 
management or those charged with governance, 
as appropriate, on a timely basis during the 
course of the compilation engagement, all matters 
concerning the compilation engagement that, in 
the practitioner’s professional judgment, are of 
sufficient importance to merit the attention of 
management or those charged with governance, as 
appropriate.

Documentation?

The practitioner shall include in the engagement 
documentation: 
(a) Significant matters arising during the 

compilation engagement and how those 
matters were addressed by the practitioner;

(b) A record of how the compiled financial 
information reconciles with the underlying 
records, documents, explanations and other 
information, provided by management; and

(c) A copy of the final version of the compiled 
financial information for which management or 
those charged with governance, as appropriate, 
has acknowledged their responsibility, and the 
practitioner’s report.

What will Practitioner report Include?

The practitioner’s report issued for the compilation 
engagement shall be in writing, and shall include 
the following elements: 
(a)  The report title;

(b) The addressee(s), as required by the terms of 
the engagement; 

(c)  A statement that the practitioner has compiled 
the financial information based on information 
provided by management; 

(d) A description of the responsibilities of 
management, or those charged with 
governance as appropriate, in relation to the 
compilation engagement, and in relation to the 
financial information; 

(e) Identification of the applicable financial 
reporting framework and, if a special purpose 
financial reporting framework is used, a 
description or reference to the description 
of that special purpose financial reporting 
framework in the financial information; 

(f ) Identification of the financial information, 
including the title of each element of the 
financial information if it comprises more 
than one element, and the date of the financial 
information or the period to which it relates; 

(g) A description of the practitioner’s 
responsibilities in compiling the 
financial information, including that the 
engagement was performed in accordance 
with this SRS, and that the practitioner 
has complied with relevant ethical  
requirements;

(h)  A description of what a compilation 
engagement entails in accordance with this 
SRS.

(i)  Explanations that: 

(i) Since a compilation engagement is 
not an assurance engagement, the 
practitioner is not required to verify 
the accuracy or completeness of the 
information provided by management 
for the compilation; and

Auditing
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(ii) Accordingly, the practitioner does not 
express an audit opinion or a review 
conclusion on whether the financial 
information is prepared in accordance 
with the applicable financial reporting 
framework.

(j)  If the financial information is prepared using a 
special purpose financial reporting framework, 
an explanatory paragraph that: 

(i)  Describes the purpose for which the 
financial information is prepared and, 
if necessary, the intended users, or 
contains a reference to a note in the 
financial information that discloses 
this information; and

(ii)  Draws the attention of readers of the 
report to the fact that the financial in-
formation is prepared in accordance 
with a special purpose framework and 
that, as a result, the information may 
not be suitable for other purposes;

(k)  The date of the practitioner’s report;

(l)  The practitioner’s signature; and 

(m) The place of signature

Key Take Aways:
•	 This Standard on Related Services (SRS) 

deals with the practitioner’s responsibilities 
when engaged to assist management with the 
preparation and presentation of historical 
financial information without obtaining any 
assurance on that information, and to report 
on the engagement in accordance with this 
SRS.

•	 Management retains responsibility for the 
financial information and the basis on which it 
is prepared and presented.

•	 The practitioner shall communicate 
with management or those charged with 
governance, as appropriate, on a timely 
basis during the course of the compilation  
engagement. n
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The world is changed by your example, not by your opinion. - Paulo Coelho
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