
IINNTTRROODDUUCCTTIIOONN

he Statement on Peer Review contem-
plates that the main objective of peer
review process is to ensure that the prac-
tice units (PU) are performing attestation
service engagements in a qualitative man-

ner. To achieve the desired level of quality, it is envisaged
that the practice units shall have to strive to achieve twin
targets, viz., first, compliance with the technical stan-
dards laid down by the Institute; and, second, establish-
ment of proper systems (including documentation sys-
tems).  In this article, we shall concentrate on the proce-
dures to be followed by the reviewer in assessing the exis-
tence and continuous operation of system of performing
attestation engagements, including documentation sys-
tem by the PU.

OOBBLLIIGGAATTIIOONNSS  OOFF  TTHHEE  PPRRAACCTTIICCEE  UUNNIITT

At the outset, it is quite necessary to appreciate the
obligations of the PU as laid down in Para 12.0 of the
Statement on Peer Review to ensure that a reviewer is
able to perform his work in a smooth manner.  The oblig-
ations of the PU are briefly listed below:
● To provide access or make available records or docu-

mentsconsidered relevant by him within reasonable
time to the reviewer.

● To provide explanation or further particulars as spec-
ified by the reviewer;

● To provide all assistance to the reviewer in the con-
duct of peer review;

● To provide information in legible form; if informa-
tion is in any language other than English, then a suit-
able translation in English, if requested by the
reviewer;

● To provide access to all documents at one place if the
practice unit has more than one office;

● To allow the reviewer to inspect, examine or take any
abstract of or extract from a record or document.

◆  The statement on Peer Review con-

templates that the main objective of

Peer Review Process is to ensure that
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It is incumbent upon any person i.e., partner, sole-
proprietor or any employee or any other individual
whose services have been engaged by the practice unit to
provide relevant information to the peer reviewer.  The
words "reasonable time" must be interpreted within the
time-frame laid down by the Statement. The practice unit
is also expected to provide all assistance by way of pro-
viding explanations and further particulars as may be
required with reference to documentation. If the infor-
mation or matter recorded is not in a legible form, the
practice unit shall provide and present to the reviewer a
reproduction of such information or matter, or of the
relevant part of it in a legible form, with a suitable trans-
lation in English if the matter is in any other language.
While the reviewer may inspect all relevant documents
lying in one or more offices of the PU, under no circum-
stances, the reviewer shall communicate or visit any
client of the PU.  Finally, it may be noted that though the
reviewer has a right to inspect, examine or take any
abstract of or take any extract from record or document,
however, with a view to ensuring confidentiality of clien-
t's files with the PU, it has been clarified by the  Peer
Review Board that the reviewer shall not carry as a part
of working papers, extracts of client's files or records
acquired by him while conducting peer review.

TTHHEE  RREEVVIIEEWWEERR''SS  PPRROOCCEEDDUURREE
Broadly speaking, the following methodology may

be adopted by the reviewer:
● Selection of attestation services engagements for

review
◆ Analysis of completed questionnaire followed by

on-site visit; and
◆ Compliance review of general controls.

● Review of Records
◆ Compliance Approach - Attestation Services 
◆ Substantive Approach - Attestation Services

Engagements 
● Reporting

Selection of Engagements for Review :
Methodology of conducting the peer view has been laid
down in para 16 of the Statement. It envisages three
stages in conducting the review, viz, planning, execution
and reporting.  The primary focus of this article is to deal
with execution stage elaborately and to emphasise the
documentation aspects in the process. First of all, the
reviewer will have to select attestation engagements by

conducting off-site as well as on-site procedures
described in the following paragraphs.

Off-Site Procedures : The reviewer would start
off-site review procedures as soon as response of the
practice unit to the questionnaire is received.  The
reviewer would examine the response given by the prac-
tice unit:
● to determine initial sample of the clients to whom

attestation services have been rendered; and
● to obtain basic understanding of the broad frame-

work of quality control policies and procedures under
which the practice unit operates.

The above examination would ultimately help the
reviewer in developing an appropriate plan for the
review.  The reviewer may also, based on his evaluation
of the responses given in the questionnaire, frame fur-
ther questions to seek replies from the practice unit or
determine the additional information that may be
required for the review.  The reviewer would also deter-
mine the relevant records / documentation that may
require to be examined during the course of the review.
While conducting off-site reviews, the reviewer would
select an initial sample from the complete list of attesta-
tion services.  This initial assessment of selection of sam-
ple may either be further reduced or increased at the exe-
cution stage in consultation with the practice unit.

On-Site Procedures: The on-site procedures
would begin with the initial meeting with the practice
unit.  The Statement makes it abundantly clear that the
reviewer must fix the date(s) for on-site review in con-
sultation with the practice unit.  The primary purpose of
the initial meeting with the practice unit is to determine
the accuracy of the responses given in the questionnaire
and seek additional information in respect of those ques-
tions which fail to explain all relevant procedures.  Based
on the foregoing procedures, i.e., initial examination of
the responses given in the questionnaire, additional
information sought by the reviewer on inspection of
internal manuals, if any, in case of large practice units,
responses to further questions posed by him and after
establishing the accuracy of the responses, the reviewer
would be able to have a thorough understanding of the
policies and procedures followed by the practice unit.

Compliance Review - General Controls : Once
the reviewer identifies the policies and procedures fol-
lowed by the practice unit, the reviewer's next task is to
perform compliance testing or compliance review.  The
primary purpose of the compliance review is to make an
evaluation and identification of those control proce-
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dures on which it might be appropriate  to rely.  Then the
reviewer applies substantive procedures.  It is the first
stage of applying review procedures to ascertain whether
the practice unit has been observing the systems as con-
templated by it in the questionnaire.  The Statement
requires the reviewer to consider the 'general controls'
which comprise of five controls, viz., independence,
maintenance of professional skills and standards, out-
side consultation, staff supervision and development
and office administration. The Statement makes it
imperative that all practice units are expected to address
each of the five key control areas.  However, the reviewer
shall have regard to the size of the practice unit while
evaluating such controls.  The evaluation of general con-
trols by the reviewer would help him in determining the
appropriate selection of sample.  It is expected that the
reviewer shall aim to draw a sample comprising of clients
of varying sizes representing cross-section of the indus-
try so that it reflects the overall performance of a practice
unit.

RREEVVIIEEWW  OOFF  RREECCOORRDDSS
Compliance Approach: After evaluating general

controls, the reviewer conducts review of records of the
practice unit either by compliance approach or substan-
tive approach or a combination of both.  The Statement
requires the reviewer to assess key controls as to whether
proper control procedures have been established by the
practice unit to ensure that attestation services are being
performed in accordance with the Technical Standards.
It requires the assessment of following six key controls:
◆ Audit Record Administration
◆ Financial Statements Presentation
◆ Review and Evaluation of System of Internal Controls
◆ Substantive Tests
◆ Audit Conclusion
◆ Audit Report

The key controls listed above are analogous to dif-
ferent stages in performing an attestation engagement.
A key control is one whose failure could lead to a mater-
ial misstatement in the financial statements and is not
compensated by another control.  At this stage, as far as
the reviewer is concerned, the documentation aspect
shall be critical.  The Statement, however, makes it amply
clear that "members in smaller practices may find some
of the documentation too elaborate for most of their
clients and should tailor their attestation services docu-
mentation to suit their particular circumstances with jus-

tification for doing so provided to the reviewer".
Reviewers are expected to take note of this while review-
ing records of smaller-sized practice units.

The administration aspect of audit records of a prac-
tice unit would involve as to whether such records con-
tain engagement letter, a copy of audit plan or pro-
gramme, proper documentation in terms of AAS 3 and
the same are easily retrievable.  Further, such records
would also provide evidence that the practice unit did
evaluate internal controls and make an assessment of
audit risk.  Subsequently, the reviewer would like to
ensure documentation of results of compliance proce-
dures followed by substantive testing.  Before arriving at
audit conclusion and reporting thereof, the records must
also provide evidence in respect of complying with key
control of financial statements presentation by ensuring
compliance with relevant disclosure requirements laid
down by the governing Statutes and ICAI pronounce-
ments.
Substantive Approach: A substantive approach will be
employed if the reviewer chooses not to place reliance on
the practice unit's specific controls on attestation
engagements or is of the opinion that the standard of
compliance is not satisfactory.  This approach requires a
review of the attestation working papers in order to
establish whether the attestation work has been carried
out as per norms of Technical Standards.  It may cover
the following areas:
◆ Terms of Engagement
◆ Understanding Client's Business
◆ Internal Control System
◆ Analytical Procedures
◆ Materiality and Sampling
◆ Transactions Testing
◆ Balance Verification
◆ Review of Financial Statements

DDOOCCUUMMEENNTTAATTIIOONN  AANNDD  RREECCOORRDD  KKEEEEPPIINNGG  ::  AA
CCRRIITTIICCAALL  FFAACCTTOORR

The Statement on Peer Review does not lay down
any documentation requirements for the practice units.
However, it suggests, on a comprehensive reading, that
the practice unit should maintain certain minimum
records/documentation that represent the adequacy of
quality control policies and procedures followed by the
practice unit.  The maintenance of adequate documenta-
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tion does not necessarily mean that the quality control
policies and procedures of the practice unit are adequate.
Further, the Institute has issued the Auditing and
Assurance Standard (AAS 3) "Documentation".  The
mandatory nature of the Standard implies that while dis-
charging their attest functions, it is the duty of the mem-
bers of the Institute to ensure that the AASs are followed
in the audit of financial information covered by their audit
reports.  If, for any reason, a member has not been able to
perform an audit in accordance with the AASs, his report
should draw attention to the material departures there-
from.  Thus, it is clear that the records maintained by the
practice units fall into two categories, i.e., mandatory
records and recommendatory records.  Working papers
maintained by the practice units pursuant to the require-
ments of AAS 3 are mandatory records.  The recom-
mendatory records are described below:

Profile of the Practice Unit: These records should
contain the relevant documents that corroborate the
information provided by the practice unit in response to
the questionnaire. These records may be bifurcated into
three sections that deal with:
◆ information relating to partners and constitution of

firm;
◆ staff, including qualified members, of the Institute

and other professional bodies; and
◆ articled clerks.

The reviewer while performing the review should
examine whether the file is maintained properly and is
regularly updated for any changes.

Lists of Clients: Every practice unit may maintain a
register containing the list of clients. Such register, if
maintained, should be able to provide information about
the kind of services being rendered to the client, among
other things. It is advisable to maintain such a register in
a manner wherein a unique code number has been allot-
ted since it would facilitate the submission of informa-
tion to the reviewer as and when asked.

Staff Files: The practice unit may maintain files con-
taining particulars of each employee, e.g.,
application/curriculum vitae, appointment letter, details
of training programmes undergone during employment,
periodic evaluation of performance, etc.

Manual of Policies and Procedures: A manual of
policies and procedures may be maintained by each prac-
tice unit. The manual would incorporate the practice
unit's policies and procedures relating to:
◆ acceptance of an engagement;
◆ skills and competence for particular type of engage-

ment;
◆ the manner of assignment and delegation of author-

ity and responsibility for different kinds of engage-
ment;

◆ the procedure for consultation;
◆ policy for retention of clients;
◆ guidelines for monitoring the engagement; and
◆ policies regarding direction and supervision of the

engagement.
The manual of policies and procedures may not be

required for small-sized practice units. Small-sized prac-
tice units could be those practice units where the number
of overall staff working (including partners) is small and
are not covered under Stage I or Stage II of the imple-
mentation of the peer review.

The reviewer would establish the existence of such a
manual in the practice units. If such a manual does not
exist, the responses to the questionnaire would form the
basis for the reviewer to establish the existence of such
policies and procedures. The reviewer, while examining
the attestation services working papers, should consider
whether the policies and procedures mentioned in the
manual or the information provided by the practice unit
in the questionnaire are being complied with in practice.

Mandatory Documentation: Principal require-
ments of documentation as envisaged in AAS 3 on
"Documentation" are: 
◆ Working papers should record the audit plan, the

nature, timing and extent of auditing procedures per-
formed, and the conclusions drawn from the evi-
dence obtained.

◆ Working papers should be designed and properly
organised to meet the circumstances of each audit and
the auditor's needs in respect thereof.

◆ Working papers should be sufficiently complete and
detailed for an auditor to obtain an overall under-
standing of the audit.

◆ All significant matters which require the exercise of
judgement, together with the auditor's conclusion
thereon, should be included in the working papers.

◆ The auditor should adopt reasonable procedures for
custody and confidentiality of his working papers and
should retain them for a period of time sufficient to
meet the needs of his practice and satisfy any pertinent
legal or professional requirements of record retention.

The reviewer should review the working papers of
the practice unit to establish the compliance by the prac-
tice unit with the technical standards. The reviewer is
concerned with establishing that the procedures used by
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the practice units are sufficient and appropriate, that the
procedures are properly effected in an attestation
engagement. The reviewer is also concerned with verify-
ing that the procedures used by the practice units gener-
ate sufficient appropriate evidence to support the con-
clusions arrived at in relation to the attestation engage-
ment being reviewed. In other words, the logic of con-
clusions drawn in relation to the engagement should
flow from the working papers. The working papers
should also disclose that no significant points or issues
remained unresolved.

All working papers must be prepared in a manner so
that they clearly and logically show the schedule, results
of test, etc. Working papers must depict the client's
name, file number, accounting period, subject of work-
ing paper, reference of working paper with current or
permanent file, initials of preparer and date of prepara-
tion and reviewer (principal or supervisor and the date of
such review). The working papers may be classified as
"permanent files" as distinct from "current files".  It is
not important that the classification of working papers is
done on the basis of "Permanent vs. Current".  The moot
point is that the information is recorded somewhere.
Whatever may be the format, each audit working paper
should be headed with the following information:
◆ Name of the client
◆ Period covered by the audit
◆ Subject matter
◆ File-reference
◆ Initials of the member of the audit team who pre-

pared it and the date on which it was prepared.
◆ In case of a working paper prepared by the client, the

date of receipt and the initial of the audit team mem-
ber who carried out the audit work thereon.

◆ Initials of the member of the audit team who reviewed
the working paper.

The largest portion of working papers includes the
detailed schedules prepared by the client or the auditors in
support of specific amounts on the financial statements.
The major types of supporting schedules are account
analysis, list schedules, reconciliation of amounts, tests of
reasonableness, procedures description, informational
and outside documentation.  The auditor uses several
working paper schedules. An account analysis schedule,
normally used for fixed assets, liabilities and equity
accounts, shows the activity in a general ledger account
during the entire period under audit, typing together the
beginning and ending balances. The list schedule shows
the details of those items that make up an end-of -period

balance in a general ledger account. A reconciliation
relates a specific amount in the accounting records to
another source of information, e.g., a reconciliation of
accounts payable balances with vendor's statements. The
test of reasonableness schedule contains information that
enables the auditor to evaluate whether the client's balance
appears to include a misstatement considering the cir-
cumstances. A summary of procedures description sched-
ule summarizes the result of audit procedures performed.
Information schedules contain non-audit information
such as tax informaiton, regulatory information and time
budgets. External documentation includes confirmation
replies, copies of client agreements, etc.

RREEVVIIEEWWEERR''SS  WWOORRKKIINNGG  PPAAPPEERRSS
The reviewer should document the working papers of

the review performed and their findings, including mat-
ters that indicate deficiencies in the firm's policies and pro-
cedures relating to quality control and significant lack of
compliance therewith. Further, the reviewer is required to
keep these working papers for a period, as prescribed by
the Peer Review Board or uptil when the practice unit
appeals against the review before the Peer Review Board
/the Council of the Institute or the date of final judgement
by the Board/ Council, as the case may be.

CCOONNCCLLUUDDIINNGG  OOBBSSEERRVVAATTIIOONNSS
In conclusion, it is important to note that the PU

places emphasis on the quality of working papers ensur-
ing that it contains the right material, rather than on
quantity for quality's sake. In essence, the documenta-
tion must provide a written record that clearly defines the
procedures employed, evidence obtained and conclu-
sions reached.  This record must be clear, not only to the
auditor who prepares the working papers but also to any
and all reviewers.  Therefore, it is essential that each and
every working paper stands alone - conveys to the reader
as well as the reviewer what was done, what was found,
and what conclusions reached - based solely on the writ-
ten record. In that, it would not be far fetched to con-
clude that based on the information contained in the
working papers, an independent person may be able to
replicate the work performed and should reach to the
same conclusion. This indeed may prove to be the litmus
test for a reviewer while formulating his opinion and rec-
ommending areas for improvement to the PU in con-
ducting attestation engagements. ■
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