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Goals for this session

• Introduction to independent review engagements
• Calculation of the public interest (PI) score
• Does the entity qualify for independent review?

• Audit versus independent review

• The independent review (IR) i.t.o. ISRE 2400 (governing pronouncement)
• Revised in 2013
• Scope
• Objectives of the practitioner
• Pre-engagement activities
• The independent review engagement
• Evaluating evidence obtained from procedures
• Appropriate conclusion and the independent review report
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Introduction to Independent 
Review Engagements

• A new alternative to a full audit of a company’s annual financial 
statements

• Brought about by Companies Act of 2008

• Only became effective 1 April 2011

• Applies to qualifying smaller companies (only private companies, i.e. 
Pty (Ltd))

• Full annual audit can only be performed by auditors registered with 
IRBA (RAs)

• Independent review can be performed by more accountants than just 
RAs
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How to decide? PI score…

• Companies Act Regulation 26: every company MUST calculate its 
public interest (PI) score at the end of EACH financial year

• PI score is calculated as the sum of:
• A 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 3rd 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 financial year, is known 

by the company to directly or indirectly have a beneficial interest in any of the 
company's issued securities
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Guidance on PI score

• “Employee”?
• Defined in Labour Relations Act (1995), as:

• Any person, excluding an independent contractor, who works for another person or for 
the State and who receives, or is entitled to receive, any remuneration

• Any other person who in any manner assists in carrying on or conducting the business of 
an employer

• “Turnover”?
• Not defined in the context of the PI score
• Defined in Regulation 164 as the “gross revenue derived from the sale of 

goods, the rendering of services or the use by other persons of the company’s 
assets yielding interest, royalties or dividends”

• Regulation 164 not authoritative
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Practical issues (PI score)

• Average number of employees

• No guidance on how the average number of employees of a company should be calculated. In 
doing this calculation, it is however advised that a basis is used that accurately reflects the 
employment base throughout the year. For example, a weighted average calculation
(opening number of employees + closing number of employees/ 2), might not be 
representative of the employment base of a company that experiences seasonal fluctuations. 
It is probably most accurate to calculate an employee average over the 12 months making up 
the financial year, as reflected in the non-binding opinion issued by the Companies and 
Intellectual Property Commission (CIPC) on 30 June 2011.

• When making the calculation, ‘employee' has the meaning set out in the Labour Relations 
Act, 1995 (Act No. 66 of 1995). In this Act, an employee is defined as:
“a) any person, excluding an independent contractor, who works for another person or for 
the State and who receives, or is entitled to receive, any remuneration; and
b) any other person who in any manner assists in carrying on or conducting the business of 
an employer, and ‘employed' and ‘employment' have meanings corresponding to that of 
‘employee’.”
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Practical issues (PI score)

• Third party liability

• Not defined in the Act and various current views are circulating how this should be 
interpreted. The more conservative view would be that one should include all liabilities in the 
calculation of the PI Score, i.e. including any liabilities with any related parties (such as 
shareholders' loans, for example) and all provisions.

• Another view is that one would only include liabilities of a company that are payable to an 
identifiable third party. In this view:
• All liabilities (including subordinated loans) from shareholders are seen to be with a directly related party 

of the company and should be excluded from the public interest score calculation.
• It has also been suggested that when calculating the PI Score, the company should be considered and 

not the group of companies, and therefore loans from other companies within a group should be 
included in the calculation of the PI Score. However, loans not provided on normal commercial terms 
should be excluded, as favourable terms would be deemed to compromise the ‘third-party’ status of the 
counterparty.

• Provisions recognised in terms of the prescribed financial reporting standards should only be included if 
reasonably deemed to be payable and the third party can be clearly identified.

• If there is uncertainty as to whether a liability is a third party liability or not, one should probably err on 
the conservative side, or get legal advice…
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Practical issues (PI score)

• Turnover

• Not defined in Regulation 26. 

• Regulation 164 (which deals with the calculation of turnover for the purpose 
of determining administrative penalties) does, however, define the term 
‘turnover'. The definition provided in Regulation 164 is the same as the 
definition provided for ‘revenue' in all the prescribed financial reporting 
standards.
It is therefore recommended that the financial accounting/reporting 
definition of ‘revenue’ be considered when determining “turnover” for the 
purpose of calculating the PI Score.
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Practical issues (PI score)

• Beneficial interest

• The Act defines ‘beneficial interest' as:
“when used in relation to a company's securities, means the right or entitlement of a person, through ownership, 
agreement, relationship or otherwise, alone or together with another person to—
(a) receive or participate in any distribution in respect of the company's securities;
(b) exercise or cause to be exercised, in the ordinary course, any or all of the rights attaching to the company's securities; or
(c) dispose or direct the disposal of the company's securities, or any part of a distribution in respect of the securities,
but does not include any interest held by a person in a unit trust or collective investment scheme in terms of the Collective
Investment Schemes Act, 2002 (Act No. 45 of 2002).”

• For a public company, this definition is further expanded in Section 56 of the Act.
• As Regulation 26 requires one point to be allocated to each individual known to the company with a direct or indirect

beneficial interest, another practical issue has developed. The reference to ‘indirect beneficial interest' could imply that a 
subsidiary of a holding company could be required to include the individuals with a beneficial interest in the holding 
company in its PI score, as these individuals could be seen as having an indirect interest through its shareholding in the 
subsidiary. Currently there are two views regarding this matter:

• i. The first view is that the shareholders of a holding company should be included in the calculation of the public interest score of its 
subsidiary, as they are seen to have an indirect beneficial interest. This view appears to be supported by the CIPC in its non-binding 
opinion issued on 30 June 2011 and filed on the CIPC website. In that non-binding opinion the CIPC indicated that with regard to
calculating the PI Score in a company whose securities are held by a trust, the individual beneficiaries of the trust should be counted as 
the individual beneficial interest holders, and not the trust. It further indicates that the same would apply if the shares are held by 
another company.

• ii. The second view is that the shareholders of a holding company do not ordinarily have the right or entitlement to distributions of the 
subsidiary, dispose or direct disposal of securities of the subsidiary, or to direct the voting in respect of those securities. Therefore they 
are not seen as having a beneficial interest and should be excluded from the calculation of the PI Score. One would therefore need to 
consider each case to determine whether the security holders do, or do not, have such a beneficial interest.
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Practical issues (PI score)

• Timing of the calculation

• Regulation 26 requires every company to calculate its PI Score at the end of 
each financial year. This could, however, cause a practical problem for the 
audit or review process applicable to the company.

• For example, if the PI Score is calculated after year-end, and it is determined 
that the company (not audited in the prior period) should be audited, the 
auditor would not have attended the stock take and may need to modify its 
audit report regarding inventory. The PI Score may also be affected by audit or 
review adjustments discovered during the audit or review.

• Calculating a company's PI Score will involve sound judgment. In the event 
that any uncertainty in the calculation of the PI Score is likely to have a 
significant impact on the final PI Score, it is recommended that the company 
obtains expert legal advice from a commercial law firm.
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Companies Act 2008

• Section 28: All companies must prepare accounting records

• Section 29: All companies must prepare annual financial statements
• Importance of compilation engagements and sound knowledge of IFRS for SMEs!

• Public companies and state-owned companies must be audited

• Any other company must be audited if required in terms of the regulations

• Companies may choose to be audited voluntarily

• A private company if not audited and if not exempt from independent 
review requirements, must perform an independent review in terms of 
ISRE 2400, as issued from time to time by the IAASB
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Decision tree for audit

• Public company, state-owned company or subsidiary of listed company (latter is a JSE listing requirement)?
• Yes: The company’s AFS must be audited
• No

• Does the company, in ordinary course of primary activities, hold assets exceeding R5 million in a fiduciary 
capacity for persons who are not related to the company?

• Yes: The company’s AFS must be audited
• No

• Is the company’s PI score more than 350?
• Yes: The company’s AFS must be audited
• No

• Is the company’s PI score at least 100?
• Yes: Are the AFS internally compiled? Yes: The company’s AFS must be audited

No: AFS must be independently reviewed unless exempted, if every person who is 
holder of or has beneficial interest in securities, is also a director (owner-managed)

• No: AFS must be independently reviewed unless exempted, if every person who is holder of or has beneficial interest
in securities, is also a director (owner-managed)

REMEMBER: Any company whose MOI requires the company to be audited, must be audited using the applicable FRS framework
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Non-profit company that 
must be audited (Reg. 28)

• Any non-profit company, if it was incorporated:

• (i) Directly or indirectly by the state, organ of state, a state-owned company, 
an international entity, a foreign state entity or a foreign company; and

• (ii) Primarily to perform a statutory or regulatory function in terms of any 
legislation, or to carry out a public function at the direct or indirect initiation 
or direction of any of the companies mentioned in (i) above or for a purpose 
ancillary to any such function

MUST BE AUDITED!
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Who can perform an 
independent review?

• PI score is 100 to 350
• Registered auditor (RA registered with IRBA)  or
• Member of professional body accredited by APA (Auditing Profession Act) (currently only SAICA)

• PI score is 1 to 99
• Registered auditor (RA registered with IRBA) or
• Member of professional body accredited by APA (Auditing Profession Act) or
• Accounting officer in terms of the CC Act (1984)

• Accounting officer i.t.o. CC Act?
• A corporation may appoint as its ‘accounting officer’ –

• any person who is a member of a recognised profession listed in a notice referred to in subsection (2);
• a firm as defined in subsection (1) of the Auditing Profession Act (APA);
• any other firm, if each partner in the firm is qualified to be so appointed; or
• any other corporation, if each member of such corporation is qualified to be so appointed.
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“Accounting officer”

• The Companies and Intellectual Property Commission (CIPC) is recognising 
the following accounting professions for purposes of appointment as 
accounting officers in terms of the Close Corporations Act, 1984:
• The South African Institute of Chartered Accountants (SAICA)
• Auditors registered in terms of the provisions of the Auditing Profession Act, 2005 

(RA)
• The Southern African Institute of Chartered Secretaries and Administrators (ICSA)
• The Chartered Institute of Management Accountants (CIMA)
• The South African Institute of Professional Accountants (SAIPA)
• THE IAC who have obtained the Diploma in Accountancy (IAC)
• The Association of Chartered Certified Accountants (ACCA)
• The Chartered Institute of Business Management (MCIBM)
• The South African Institute of Business Accountants (SAIBA)
• The South African Institute of Government Auditors (SAIGA)
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“Independently compiled 
and reported”…

• Means that the AFS are prepared:
• By an independent accounting professional;
• On the basis of the financial records provided by the company;
• In accordance with any relevant financial reporting standards

• “Independent accounting professional”?
• A person who: 

• (i) Is:
• A registered auditor (RA) in terms of the Auditing Profession Act (APA); or
• A member in good standing of a professional body that has been accredited in terms of s33 of the Auditing Profession 

Act (APA) (currently only SAICA); or
• Qualified to be appointed as an accounting officer of a close corporation i.t.o. CC Act

• (ii) Does not have a personal financial interest in the company or a related or inter-related company; and
• (iii) Is not:

• Involved in the day-to-day management of the business or has been involved during the previous 3 financial years
• A prescribed officer, or a full-time executive employee of the company or another related or inter-related company or 

have been such an officer or employee during the previous 3 financial years

• (iv) Is not related to any person who falls within any of the criteria set out in clauses (ii) or (iii) above
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Which reporting standards 
must be used?

• State-owned companies Full IFRS, but if in conflict with PFMA, PFMA prevails

• Non-profit companies required to be audited 

i.t.o. Regulation 28(2) Full IFRS, but if in conflict with PFMA, PFMA prevails

• Public companies listed on exchange Full IFRS

• Public companies not listed on exchange Full IFRS, or IFRS for SMEs (if latter permits)

• Profit and non-profit companies whose 

PI score is at least 350 Full IFRS, or IFRS for SMEs (if latter permits)

• Profit and non-profit companies whose

PI score is at least 100 but less than 350 Full IFRS, or IFRS for SMEs (if latter permits), or SA GAAP

• Profit and non-profit companies whose

PI score is less than 100 and AFS are

independently compiled Full IFRS, or IFRS for SMEs (if latter permits), or SA GAAP

• Profit and non-profit companies whose 

PI score is less than 100 and AFS are

internally compiled FRS as determined by the company, for as long as no FRS is prescribed

17

What is this?



The independent review

• The current draft regulations to the Companies Act, 2008, allow for three 
different levels of “independent reviews” 

• Ashley Vandiar, project director: auditing and members’ advice, at the 
South African Institute of Chartered Accountants (SAICA), explains that 
depending on the size of assets and turnover, a company subject to an 
independent review, may be required to:
• Only produce a compilation report, as is currently the case with close corporations

• Have a review performed in accordance with International Standard on Related 
Services (ISRS 4400), a standard that relates to “agreed upon procedures”

• Have an independent review performed in accordance with International Standard on 
Review Engagements (ISRE 2400)

18



“Reportable irregularities”

• RAs required to report RI’s to IRBA i.t.o. Auditing Profession Act (APA) 2005

• What about independent reviewers?
• Regulations to the Companies Act 2008 refer…

• APA requires that RAs refer to RI’s in their audit report
• This is not the case i.t.o. independent reviewers in the Companies Act 2008

• What is a reportable irregularity (RI)?
• Any act or omission committed by any person responsible for the management of a company, 

which:
• Unlawfully has caused or is likely to cause material, financial loss to the company or to any member, 

shareholder, creditor or investor of the company in respect of his, her or its dealings with that entity; or

• Is fraudulent or amounts to theft; or

• Causes or has caused the company to trade under insolvent circumstances
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Steps to alert CIPC about a 
reportable irregularity

• An independent reviewer of a company that is satisfied or has reason to believe that a reportable irregularity has taken place or is taking 
place in respect of that company must, without delay, send a written report to the Commission. This is known as the `first report’.

• The report must give particulars of the reportable irregularity referred to above and must include such other information and particulars 
as the independent reviewer considers appropriate.

• The independent reviewer must within three (3) business days of sending the report to the Commission notify the members of the Board 
of the company in writing of the sending of the report referred to in regulation 29(6) and the provisions of this regulation.

• The first report of the reportable irregularities (RI’s) from the Independent Reviewer to CIPC must include the letter which was sent to the 
board of directors notifying them of the reportable irregularity.

• The independent reviewer must as soon as reasonably possible but not later than 20 business days from the date on which the report 
referred in regulation 29(6) (the first report) was sent to the Commission-

• Take all reasonable measures to discuss the first report with the members of the board of the company;
• Afford the members of the board of the company an opportunity to make representations in respect of the report; and
• A second report must be sent by the Independent Reviewer to the Commission within twenty (20) business days from the date of the first report. The 

second report must include the independent reviewer’s opinion as to whether:
• no reportable irregularity has taken place or is taking place; or

• the suspected reportable irregularity is no longer taking place and that adequate steps have been taken for the prevention or recovery of any loss as a result thereof, if 
relevant; or

• the reportable irregularity is continuing; and the detailed particulars and information supporting his conclusions.

• If the second report from the independent reviewer states that the reportable irregularity is continuing, the Commission must notify the 
appropriate regulator in writing and provide a copy of the reportable irregularity to them. The Commission may investigate any alleged 
contravention of the Act.

• Independent Review reports must be e-mailed to: independentreview@cipc.co.za
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Summary of RI’s
Companies Act vs APA

21



Scope of ISRE 2400

• ISRE 2400 only applies to engagements where the practitioner is NOT 
the auditor of the entity’s financial statements

• Also to be used (and adapted) for any other reviews of historic 
information
• Other than historic information – ISAE 3000 to be used

• Firms performing independent reviews, are subject to ISQC 1
• ISRE 2400 assumes compliance with ISQC 1 on quality control
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ISRE 2400 Engagements to 
Review Historical Financial 
Statements

• A ‘limited assurance’ engagement
• Practitioner expresses a conclusion (based on limited assurance) to 

enhance the degree of confidence of intended users regarding the 
preparation of an entity’s AFS in accordance with an applicable FR 
Framework

• Primarily inquiry and analytical procedures are performed by the 
practitioner, as basis for his/her conclusion

• If practitioner becomes aware of a matter that causes him/her to believe 
the AFS may be materially misstated, additional procedures are designed 
as the practitioner considers necessary

• Effective date of ISRE 2400: for reviews of AFS for periods ending on/after 
31 December 2013
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Practitioner’s objectives in 
performing an IR?

• To obtain limited assurance, primarily by performing inquiry and analytical 
procedures, about whether the AFS as a whole are free from material 
misstatement, thereby enabling the practitioner to express a conclusion on 
whether anything has come to his/her attention that causes the 
practitioner to believe the AFS are NOT prepared, in all material respects, 
in accordance with an applicable financial reporting framework; AND

• Report on the AFS as a whole and communicate as required by ISRE 2400

• When limited assurance cannot be obtained and a qualified conclusion in 
the practitioner’s report is insufficient, ISRE 2400 requires that the 
practitioner either disclaim a conclusion in the report issued or, where 
appropriate, withdraw from the engagement (if possible under applicable 
law or regulation)
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‘Limited assurance’?

• The level of assurance obtained where engagement risk is reduced to 
a level that is acceptable in the circumstances of the engagement, but 
where that risk is greater than for a reasonable assurance 
engagement, as the basis for expressing a conclusion in accordance 
with ISRE 2400

• The combination of the nature, timing and extent of evidence 
gathering procedures is at least sufficient for the practitioner to 
obtain a meaningful level of assurance
• To be meaningful, the level of assurance obtained by the practitioner is likely 

to enhance the intended users’ confidence about the AFS
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What are ‘analytical 
procedures’ and ‘inquiry’?

Analytical procedures

• Evaluations of financial information through analysis of plausible 
relationships among both financial and non-financial data

• Also such investigation as is necessary of identified fluctuations or 
relationships that are inconsistent with other relevant information or that 
differ from expected values by a significant amount

Inquiry

• Seeking information of knowledgeable persons from within or outside the 
entity
• Discussions, enquiries, meetings, written representations, etc.
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Pre-engagement 
activities/considerations

PERVASIVE

• Practitioner must have a solid understanding of ISRE 2400!

• Compliance with ISRE 2400 not to be claimed in report, unless all relevant 
requirements of ISRE 2400 have been complied with (unless irrelevant)

• Ethical requirements to be complied with, including those pertaining to 
independence (refer Code of Professional Conduct)

• Practitioner to plan and perform engagement with ‘professional 
scepticism’ recognising that circumstances may exist that cause the AFS to 
be materially misstated

• Practitioner is to exercise ‘professional judgement’ in executing IRE’s
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Pre-engagement 
activities/considerations (2)

• Engagement partner shall possess competence in assurance skills and 
techniques, and competence in financial reporting

• Engagement partner takes overall responsibility for:
• Overall quality of each review engagement
• Direction, supervision, planning and performance of the review engagement in 

compliance with professional standards and applicable legal and regulatory 
requirements

• Practitioner’s report being appropriate in the circumstances
• Engagement being performed in accordance with the firm’s quality control policies

• Appropriate procedures for acceptance and continuance of client relationships?
• Conclusions reached are appropriate?
• Information considered that could indicate lack of integrity in client’s management?
• Engagement team collectively has appropriate competence and capabilities (assurance and 

financial reporting) to perform the IR and issue a report that is appropriate in the 
circumstances?

• Engagement appropriately documented? ISQC1 properly applied/considered?
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Pre-engagement 
activities/considerations (3)

• Factors affecting acceptance and continuance of client relationships and 
review engagements
• Practitioner shall NOT accept IRE’s if:

• He/she is not satisfied:
• That there is a rational purpose for the engagement; or

• That a review engagement is appropriate in the circumstances (i.e. PI score, MOI considered etc.)

• Practitioner has reason to believe that ethical requirements (incl. independence) will not be 
satisfied

• Practitioner’s preliminary understanding of the engagement circumstances indicates that 
information needed to perform the IRE is likely to be unavailable or unreliable

• Practitioner has cause to doubt management’s integrity such that it is likely to affect proper 
performance of the IRE

• Management impose a limitation on the scope of the practitioner’s work to the extent that 
the practitioner believes the limitation will result in him/her disclaiming a conclusion on the 
AFS (i.e. there is no purpose, rather do not accept engagement)

29



Pre-engagement 
activities/considerations (4)

• Before accepting an IR engagement, the practitioner shall:
• Determine whether the FR Framework applied in the preparation of the AFS is acceptable

• Special purpose AFS – what is that purpose?

• Obtain the agreement of management that it acknowledges and understands its 
responsibilities
• For preparation of AFS i.t.o. relevant FR Framework, and their fair presentation;
• For such internal control as management determines is necessary to enable preparation of AFS that are 

free from material misstatement (whether due to fraud/error)

• To provide practitioner with:
• Access to all information of which management is aware that is relevant to the preparation of the AFS, such as 

records and documentation

• Additional new information that the practitioner may request from management for the purpose of review

• Unrestricted access to the persons within the entity from whom the practitioner determines it necessary to 
obtain evidence

• A formal engagement letter is to be drawn up and the terms of the engagement 
agreed with management PRIOR to performing the engagement (see sample!)
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Pre-engagement 
activities/considerations (5)

• Practitioner is to maintain appropriate communication with 
management on a timely basis during the review engagement on all 
matters concerning the review engagement that, in the practitioner’s 
professional judgement, are of sufficient importance to merit the 
attention of management
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IREs – setting up the file

• 7-step approach can be followed

• Step 1: Determine materiality

• Step 2: Obtain a solid understanding of the entity and its AFS/FR framework etc.

• Step 3: Design inquiries and analytical procedures based on above steps

• Step 4: Assess adequacy of accounting records and accounting system

• Step 5: Perform procedures on specific identified circumstances (ISRE 2400 very specific!)

• Step 6: Consider subsequent events and their effects on the AFS

• Step 7: Obtain detailed written representations
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The IRE – 7-step approach

• STEP 1: The practitioner shall determine materiality for the AFS as a whole, and 
revise the materiality in the event of becoming aware of information during the 
review that would have caused the practitioner to have determined a different 
amount initially
• Apply materiality in designing procedures and evaluating results obtained therefrom

• STEP 2: Practitioner is to obtain an understanding of the entity and its 
environment and the applicable FR framework to identify areas in the AFS of 
potential material misstatement = basis for designing of procedures
• Relevant industry, regulatory and other external factors, including FR framework?
• Nature of entity, including operations, ownership/governance structure, types of investments 

entity is making/plans to make, way the entity is structured & financed; entity’s objectives 
and strategies?

• Entity’s accounting systems and accounting records?
• Entity’s selection and application of accounting policies?
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The IR engagement (2)

• STEP 3: Inquiry and analytical procedures shall be designed:
• To address all material items in the AFS, including disclosures; and
• To focus on addressing areas in the AFS where material misstatements are likely to arise

• Inquiry procedures will focus on (NB):
• How significant accounting estimates are made in the AFS;
• Identification of related parties and related party transactions and their purpose;
• Significant, unusual or complex transactions, events or matters that have affected the AFS;
• Existence of any actual, suspected or alleged fraud/illegal acts affecting the entity, and non-compliance with laws/regulations 

relating to determination of material amounts/disclosures in the AFS;
• Whether management has identified and addressed events after the end of the reporting period that require adjustment 

and/or disclosure;
• Basis for management’s assessment for the entity’s ability to continue as going concern;
• Existence of events/conditions that appear to cast doubt on the entity’s ability to continue as going concern;
• Material commitments, contractual obligations or contingencies that have/may affect the AFS; and
• Material non-monetary transactions or transactions for no monetary consideration in the financial reporting period under 

review etc.

• STEP 4: Assess whether data from accounting system and accounting records is adequate for 
performing the analytical procedures?
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The IR engagement (3)

• STEP 5: Procedures to address specific circumstances
• 5.1 Related parties

• Practitioner to remain alert for information/indication of undisclosed RP relationships
• If such significant transactions are identified, inquire from management:

• The nature of those transactions;
• Whether RP’s could be involved;

• The business rationale (purpose/financial effect) of those transactions.

• 5.2 Fraud and non-compliance with laws/regulations
• Upon any such indication, the practitioner shall:

• Communicate the matter to the appropriate level of senior management;

• Request management’s assessment of the effect(s), if any, on the AFS;
• Consider the effect, if any, of management’s assessment of the effects of above on practitioner’s 

conclusion and report;

• Determine whether there is a responsibility to report the occurrence/suspicion to a party outside 
the entity (RI?)
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The IR engagement (4)

• Procedures to address specific circumstances (continued)
• 5.3 Going concern (NB)

• An IR includes consideration of the entity’s ability to continue as a going concern
• If information/indication leads to significant doubt being cast over going concern, the 

practitioner shall:
• Inquire of management about plans for future actions affecting the ability to continue as 

going concern and the feasibility of those plans – does management believe the outcome of 
the plans will be successful?

• Evaluate the results of inquiries – does management’s response provide sufficient basis to:
• Continue to present the AFS on the going concern basis?
• Conclude whether the AFS are materially misstated or misleading regarding ability to 

continue as going concern?
• Consider management’s responses in light of all relevant information of which the 

practitioner is aware as a result of the IRE
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The IR engagement (5)

• Procedures to address specific circumstances (continued)
• 5.4 Use of work performed by others

• Sometimes reliance may need to be placed on work of others, or experts in fields other 
than assurance or financial reporting

• Practitioner shall take appropriate steps to be satisfied that the work performed by 
others is adequate for the practitioner’s purposes

• 5.5 Reconciling the AFS to the underlying accounting records
• Practitioner shall obtain evidence that the AFS agree with, or reconcile to, underlying 

accounting records of the entity

• 5.6 Procedures when AFS may be materially misstated
• Additional procedures are to be designed by the practitioner, sufficient to enable the 

practitioner to:
• Conclude that the matter is not likely to cause AFS as a whole to be materially misstated; or
• Determine that the matter causes the AFS as a whole to be materially misstated (i.e. 

pervasively)
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The IR engagement (6)

• STEP 6: Consider subsequent events
• If practitioner becomes aware of events occurring between date of AFS and the date of the IR 

report, that require adjustment or disclosure in the AFS, the practitioner shall request 
management to correct those misstatements

• Practitioner has no obligation to perform procedures after the date of his/her report
• If, after date of IR report but before date of issue of AFS, a fact becomes known to the 

practitioner that, had it been known to the practitioner at the date of the IR report, may have 
caused the practitioner to amend the IR report, the practitioner shall:
• Discuss the matter with management/governing body;
• Determine whether the AFS need amendment; and
• If so, inquire how management intends to address the matter in the AFS

• If management does not intend to amend the AFS and practitioner believes they need to be 
amended and the IR report has already been provided to the entity, the practitioner shall 
notify management/governing body not to issue the AFS to 3rd parties before the 
amendments to the AFS have been made
• If AFS are still released without amendments – practitioner to take appropriate action to seek to prevent 

reliance on his/her report being placed by others
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The IR engagement (7)

• STEP 7: Obtain written representations
• Practitioner shall request management to provide a written representation that management 

has fulfilled its responsibilities described in the agreed terms of engagement (hence 
importance of formal engagement letter)

• The written representation shall include that:
• Management has prepared AFS in accordance with applicable FR framework
• Management has provided the practitioner with all relevant information as well as access to all 

information, as agreed in terms of engagement
• All transactions have been recorded and are reflected in the AFS
• Management has disclosed to the practitioner:

• Identity of related parties/relationships/transactions of which management is aware
• Significant facts relating to any frauds/suspected frauds known to management
• Known actual/possible non-compliance with laws/regulations for which the effects of non-compliance affect AFS
• All information relevant to the use of the going concern principle in AFS
• All events occurring subsequent to date of AFS for which adjustment/disclosure is required, have been 

appropriately dealt with in AFS
• Material commitments, contractual obligations or contingencies that have/may affect(ed) the AFS
• Material non-monetary transactions or transactions for no consideration undertaken by the entity in the review 

period
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The IR engagement (8)

• STEP 7: Obtain written representations (continued)
• If management does not provide one/more of the requested written 

representations, the practitioner shall:
• Discuss the matter with management/governing body
• Re-evaluate the integrity of management and the effect that this may have on the reliability 

of representations (oral/written) and evidence in general
• Take appropriate actions, including determining effect of the above on IR report

• The practitioner shall DISCLAIM a conclusion on the AFS, or WITHDRAW from the 
engagement if withdrawal is possible under law/regulation, if:
• The practitioner concludes that there is sufficient doubt about the integrity of management 

such that the written representations are not reliable; OR
• Management does not provide the required representations as mentioned before

• Written representations shall be as near to as possible BUT NOT AFTER the date of 
the IR report and shall be for all AFS and period(s) referred to in the IR report
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Evaluating evidence 
obtained from procedures

• Practitioner shall evaluate whether sufficient appropriate evidence has 
been obtained from the procedures performed and, if not, shall perform 
other procedures judged by the practitioner to be necessary in the 
circumstances to be able to form a conclusion on the AFS

• If the practitioner is not able to obtain sufficient appropriate evidence to 
form a conclusion, the practitioner shall discuss with management the 
effect(s) such limitations have on the scope of the review

• The practitioner shall evaluate the evidence obtained from the procedures 
performed to determine the effect on the IR report
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The conclusion and report 
of the practitioner

• Forming of the conclusion on the AFS
• Consideration of the applicable FR framework in relation to the AFS

• The practitioner shall consider the following:
• Evaluate whether the AFS adequately refer to or describe the applicable FR framework

• Consider, based on the FR framework and procedures performed, whether:

• Terminology used in AFS is appropriate (including titles of statements)

• AFS adequately disclose the significant accounting policies selected and applied

• Accounting policies selected and applied are consistent with the applicable FR framework and are 
appropriate

• Accounting estimates made by management appear reasonable

• Information presented in AFS appears relevant, reliable, comparable and understandable

• AFS provide adequate disclosures to enable intended users to understand the effects of material 
transactions and events on the information conveyed in the AFS

• The practitioner shall consider the impact of:
• Uncorrected misstatements identified during the review and in the prior year’s review on the AFS as a whole

• Qualitative aspects of the entity’s accounting practices, including indicators of possible biases in management’s 
judgements
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The conclusion and report 
of the practitioner (2)

• Options for conclusion:
• Unmodified conclusion

• Modified conclusion

• AFS are materially misstated (qualified or adverse conclusion)

• Inability to obtain sufficient appropriate evidence (qualified or disclaimer of conclusion)
• Adverse conclusion not possible as evidence is not available…
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The conclusion and report 
of the practitioner (3)

• UNMODIFIED CONCLUSION (Illustrative report 1)
• Expressed when the practitioner has obtained limited assurance to be able to 

conclude that nothing has come to his/her attention that causes him/her to 
believe that the AFS are not prepared (in all material respects) in accordance 
with the applicable FR framework

• Acceptable phrasing:
• “Based on our review, nothing has come to our attention that causes us to believe that 

the financial statements do not present fairly, in all material respects, in accordance with 
the applicable financial reporting framework.”
• For AFS prepared on a fair presentation framework

• “Based on our review, nothing has come to our attention that causes us to believe that 
the financial statements are not prepared, in all material respects, in accordance with 
the applicable financial reporting framework.”
• For AFS using a compliance framework

44



The conclusion and report 
of the practitioner (4)

• MODIFIED CONCLUSION (i.e. qualified/adverse/disclaimer)
• Expressed when the practitioner determines that the AFS are materially 

misstated OR is unable to obtain sufficient appropriate evidence in relation to 
one or more items in the AFS that are material in relation to the AFS as a 
whole

• Heading: QUALIFIED CONCLUSION, ADVERSE CONCLUSION or DISCLAIMER OF 
CONCLUSION (as appropriate)

• Description of the matter giving rise to the modification to be given under 
appropriate heading, e.g. “Basis for qualified/adverse/disclaimer of 
conclusion” in a separate paragraph directly before the conclusion paragraph 
(called the basis for conclusion paragraph)
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The conclusion and report 
of the practitioner (5)

• FINANCIAL STATEMENTS ARE MATERIALLY MISSTATED
• Express a qualified conclusion when the effects of the matter(s) giving rise to the modification are material but not pervasive

to the AFS (Illustrative reports 2 and 3)
• Express an adverse qualification when the effects of the matter(s) giving rise to the modification are both material and 

pervasive to the AFS (Illustrative report 4) 
• Acceptable phrasing for QUALIFIED conclusion:

• “Based on our review, except for the effects of the matter(s) described in the Basis for Qualified Conclusion paragraph, nothing has come 
to our attention that causes us to believe that the financial statements do not present fairly, in all material respects (or do not give a 
true and fair view), … in accordance with the applicable financial reporting framework,” (for AFS prepared using a fair presentation 
framework); or

• “Based on our review, except for the effects of the matter(s) described in the Basis for Qualified Conclusion paragraph, nothing has come 
to our attention that causes us to believe that the financial statements are not prepared, in all material respects, in accordance with the 
applicable financial reporting framework,” (for AFS prepared using a compliance framework).

• Acceptable phrasing for ADVERSE conclusion:
• “Based on our review, due to the significance of the matter(s) described in the Basis for Adverse Conclusion paragraph, the financial 

statements do not present fairly, in all material respects (or do not give a true and fair view), … in accordance with the applicable 
financial reporting framework,” (for AFS prepared using a fair presentation framework); or

• “Based on our review, due to the significance of the matter(s) described in the Basis for Adverse Conclusion paragraph, the financial 
statements are not prepared, in all material respects, in accordance with the applicable financial reporting framework,” (for AFS 
prepared using a compliance framework). 

• In the basis for conclusion paragraph, in relation to material misstatements that give rise to either a qualified conclusion or 
an adverse conclusion, the practitioner shall:

• Describe and quantify the financial effects of the misstatement if the material misstatement relates to specific amounts in the financial
statements (including quantitative disclosures), unless impracticable, in which case the practitioner shall so state; 

• Explain how disclosures are misstated if the material misstatement relates to narrative disclosures; or 
• Describe the nature of omitted information if the material misstatement relates to the non-disclosure of information required to be 

disclosed. Unless prohibited by law or regulation, the practitioner shall include the omitted disclosures where practicable to do so. 46



The conclusion and report 
of the practitioner (6)

• INABILITY TO OBTAIN SUFFICIENT APPROPRIATE EVIDENCE
• The practitioner shall: 

• Express a qualified conclusion if the practitioner concludes that the possible effects on the financial statements of undetected misstatements, if any, 
could be material but not pervasive (Illustrative report 3); or 

• Disclaim a conclusion if the practitioner concludes that the possible effects on the financial statements of undetected misstatements, if any, could be 
both material and pervasive (Illustrative report 5). 

• The practitioner shall withdraw from the engagement, if the following conditions are present: 
• Due to a limitation on the scope of the review imposed by management after the practitioner has accepted the engagement, the practitioner is unable to 

obtain sufficient appropriate evidence to form a conclusion on the financial statements; 
• The practitioner has determined that the possible effects on the financial statements of undetected misstatements are material and pervasive; and 
• Withdrawal is possible under applicable law or regulation. 

• When the practitioner expresses a qualified conclusion on the financial statements due to inability to obtain sufficient appropriate 
evidence, the practitioner shall, unless otherwise required by law or regulation, use one of the following phrases, as appropriate: 

• “Based on our review, except for the possible effects of the matter(s) described in the Basis for Qualified Conclusion paragraph, nothing has come to our 
attention that causes us to believe that the financial statements do not present fairly, in all material respects (or do not give a true and fair view), … in 
accordance with the applicable financial reporting framework,” (for financial statements prepared using a fair presentation framework); or 

• “Based on our review, except for the possible effects of the matter(s) described in the Basis for Qualified Conclusion paragraph, nothing has come to our 
attention that causes us to believe that the financial statements are not prepared, in all material respects, in accordance with the applicable financial 
reporting framework,” (for financial statements prepared using a compliance framework). 

• When disclaiming a conclusion on the financial statements the practitioner shall state in the conclusion paragraph that:
• Due to the significance of the matter(s) described in the Basis for Disclaimer of Conclusion paragraph, the practitioner is unable to obtain sufficient 

appropriate evidence to form a conclusion on the financial statements; and 
• Accordingly, the practitioner does not express a conclusion on the financial statements. 

• In the basis for conclusion paragraph, in relation to either the qualified conclusion due to inability to obtain sufficient appropriate 
evidence or when the practitioner disclaims a conclusion, the practitioner shall include the reason(s) for the inability to obtain sufficient 
appropriate evidence. 47



The conclusion and report 
of the practitioner (7)

• The practitioner’s report
• Must be in writing ☺
• Must contain:

• A title (clearly indicating that it is an IR report by an independent practitioner)
• The addressee(s)
• An intro paragraph that:

• Identifies the AFS reviewed, titles of statements in the AFS, date of AFS and period(s) covered by each statement;
• Refers to the summary of significant accounting policies and other explanatory information;
• States that the AFS have been reviewed

• A description of the responsibility of management for the prep of the AFS, and that management is responsible for:
• The prep of the AFS i.t.o. the relevant FR framework
• Such internal control as managements deems necessary to enable prep of AFS free from material misstatement due to fraud or 

error

• If AFS are special purpose AFS:
• Description of the purpose for which the AFS are prepared (intended users etc.)
• Where choice exists i.r.o. FR framework, management’s responsibility for selecting an appropriate FR framework

• Description of practitioner’s responsibility to express a conclusion on the AFS including reference to ISRE 2400
• A description of an IR of AFS and its limitations, and the following:

• IR is a ‘limited assurance engagement’
• Practitioner’s procedures are mainly limited to inquiries and analytical procedures
• Procedures performed in a review are substantially less than those performed in an audit and therefore no opinion is expressed
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The conclusion and report 
of the practitioner (8)

• The practitioner’s report (continued)
• Must contain (continued):

• A paragraph under the heading “Conclusion” that contains:
• The conclusion on the AFS as a whole; and
• A reference to the applicable FR framework used to prepare the AFS

• When the practitioner’s conclusion is modified:
• A paragraph under the appropriate heading that contains the practitioner’s modified 

conclusion in accordance with ISRE 2400; and
• A paragraph under the appropriate heading that provides a description of the matter(s) giving 

rise to the modification

• A reference to the practitioner’s obligation under ISRE 2400 to comply with relevant 
ethical requirements

• The date of the practitioner’s report
• The practitioner’s signature
• The location in the jurisdiction where the practitioner practices
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The conclusion and report 
of the practitioner (9)

• ‘Emphasis of matter’ and ‘Other matter’ paragraphs in the IR report
• Emphasis of matter

• Practitioner may consider it necessary to draw users’ attention to a matter presented or disclosed in the 
financial statements that, in his/her judgment, is of such importance that it is fundamental to users’ 
understanding of the financial statements. In such cases, the practitioner shall include an Emphasis of 
Matter paragraph in the practitioner’s report, provided the practitioner has obtained sufficient 
appropriate evidence to conclude that the matter is not likely to be materially misstated as presented in 
the financial statements.

• Such paragraph shall refer only to information presented or disclosed in the financial statements. 
• The practitioner’s report on special purpose financial statements shall include an Emphasis of Matter

paragraph alerting users of the practitioner’s report that the financial statements are prepared in 
accordance with a special purpose framework and that, as a result, the financial statements may not be 
suitable for another purpose (Illustrative reports 6 and 7). 

• The practitioner shall include an Emphasis of Matter paragraph immediately after the paragraph that 
contains the practitioner’s conclusion on the financial statements under the heading “Emphasis of 
Matter,” or other appropriate heading. 

• Other Matter
• If the practitioner considers it necessary to communicate a matter other than those that are presented 

or disclosed in the financial statements that, in the practitioner’s judgment, is relevant to users’ 
understanding of the review, the practitioner’s responsibilities or the practitioner’s report and this is not 
prohibited by law or regulation, the practitioner shall do so in a paragraph in the practitioner’s report 
with the heading “Other Matter” or other appropriate heading.
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The conclusion and report 
of the practitioner (10)

• Other reporting responsibilities
• A practitioner may be requested to address other reporting responsibilities in 

the practitioner’s report on the financial statements that are in addition to 
the practitioner’s responsibilities under this ISRE to report on the financial 
statements. 

• In such situations, those other reporting responsibilities shall be addressed by 
the practitioner in a separate section in the practitioner’s report headed 
“Report on Other Legal and Regulatory Requirements,” or otherwise as 
appropriate to the content of the section, following the section of the report 
headed “Report on the Financial Statements.”

• Refer illustrative report 2 for example.
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The conclusion and report 
of the practitioner (11)

• Date of the practitioner’s report
• The practitioner shall date the report no earlier than the date on which the 

practitioner has obtained sufficient appropriate evidence as the basis for the 
practitioner’s conclusion on the financial statements, including being satisfied 
that: 
• All the statements that comprise the financial statements under the applicable financial 

reporting framework, including the related notes where applicable, have been prepared; 
and

• Those with the recognised authority have asserted that they have taken responsibility for 
those financial statements.
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Proper documentation of 
work performed

• The following must be documented:
• The nature, timing and extent of procedures performed to comply with ISRE2400 

and applicable legal and regulatory requirements
• Who performed the work and the date the work was performed; and
• Who reviewed the work performed for the purpose of quality control and the date and extent 

of the review

• Results obtained from the procedures and the practitioner’s conclusions formed on 
the basis of those results and

• Significant matters arising during the engagement, the practitioner’s conclusions 
reached thereon and significant professional judgements made in reaching those 
conclusions

• Discussions with management and others relevant to the performance of the review 
of significant matters arising during the engagement, including the nature of those 
matters
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