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Circular No. 01/2004        February 20, 2004  
 
 
ALL MEMBERS OF THE INSTITUTE 
 
 
APPOINTMENT OF SOLE PROPRIETOR CHARTERED ACCOUNTANTS AS AUDITORS BY 
BUSINESS NAME 
 
 
Dear Member, 
 
The Securities and Exchange Commission of Pakistan (SECP) has accepted the ICAP recommendation 
to withdraw its Circular No.1/2003 dated January 23, 2003 on the above noted subject vide its Circular 
No. 6/2004 dated January 30, 2004. 
 
Thanking you. 
 
 
Yours truly, 
 
 
 
Syed Sajid Ali 
Director Technical Services 
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Circular No.02/2004          March 15, 2004 
 
ALL MEMBERS OF THE INSTITUTE 
 
Dear Member 
 
REVIEW OF STATEMENTS OF STANDARD AUDITING PRACTICE (SAPs) AND STATEMENT OF 
STANDARD ACCOUNTING PRACTICE (SSAP) 
 
The Technical Advisory Committees and the Professional Standards & Technical Advisory Committee of 
the Institute recently carried out a thorough review of Statements of Standard Auditing Practice (SAPs) 
and Statement of Standard Accounting Practice (SSAP) with a view to bring simplicity in the 
pronouncements of the Institute.  
 
It was noted that SAPs 2 and 4 already stand withdrawn, while only SSAP-1 is in effect till the date of 
review.  
 
The Committees also came to the conclusion that the remaining three SAPs should be withdrawn 
immediately and simultaneously the guidance provided in the said statements be reviewed and issued as 
ATRs. 
 
As the matter of accounting for stores and spares is adequately dealt with by IAS 2 (Inventories) and IAS 
16 (Property, Plant and Equipment) and compliance with these IAS is, in any case, mandatory in the 
preparation of financial statements, therefore SSAP 1 no longer served the purpose for which it was 
originally issued and hence should be withdrawn  
 
These recommendations were considered by the Council in its 162nd meeting held on January 23 & 24, 
2004 which, while approving the withdrawal of  SSAP 1,  has decided that the proposed ATRs should be 
exposed to the general membership for their comments. Accordingly, following draft Auditing Technical 
Releases are enclosed.  

 
ATR- 18  Bank Reports for Audit Purposes – to replace SAP 1 
ATR- 19  Verification of Inventories - to replace SAP 3 
ATR- 20    Verification of Debtors’ Balances - Confirmations by Direct Communication - to                  

replace SAP 5 
 
The members are requested to send their comments, if any, to the Director Technical Services by April 7, 
2004. Comments would be more helpful if they indicate the specific paragraph or group of paragraphs to 
which they relate, clearly explaining the issue(s), and providing a suggestion for alternative text giving 
rationale for the suggested change. 
 
Thanking you 
 
Yours truly 
 
 
Syed Sajid Ali 
Director Technical Services 
 

Encl. As above 
 
P.S. SAP 1, SAP 3 and SAP 5 have been put on ICAP website showing all additions - underlined and 

all deletions as struck off. 
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Circular 03/2004        March 25, 2004  
 
 
ALL MEMBERS OF THE INSTITUTE 
 
 
IMPLEMENTATION OF IAS-12, INCOME TAXES 
 
 
The Institute while reviewing the published financial statements of listed companies has noticed 
various instances where requirements of IAS-12 with regard to deferred tax were not 
appropriately complied with. There were companies who had recognized deferred tax asset in 
their financial statements without disclosing the appropriate nature of the evidence supporting 
its recognition. It was also noted that the companies which had a history of losses till previous 
year were able to convert their losses into profit just because of recognition of deferred tax 
asset. Though a history of recent losses does not necessarily rule out recognition of deferred 
tax asset, the financial statements which were reviewed did not have any such evidence which 
might have caused the auditor to believe that the unused tax losses or unused tax credits could 
be utilized in future against taxable profits. Moreover the directors neither in their report nor in 
the Notes to the Accounts mentioned any such evidence. 
 
In view of the above concerns members are advised to pay special attention and exercise extra 
care that the deferred tax assets are measured, recognized and disclosed in accordance with 
the requirements of IAS 12. Especially the following paragraphs are required to be kept in mind: 
 

35. The criteria  for recognizing deferred tax assets arising from the carry 
forward of unused tax losses and tax credits are the same as the criteria 
for recognizing deferred tax assets arising from deductible temporary 
differences. However, the existence of unused tax losses is strong 
evidence that future taxable profit may not be available. Therefore, when 
an enterprise has a history of recent losses, the enterprises recognize a 
deferred tax asset arising from unused tax losses or tax credits only to the 
extent that the enterprise has sufficient taxable temporary differences or 
there is convincing other evidence that sufficient taxable profit will be 
available against which the unused tax losses or unused tax credits can 
be utilized by the enterprise. In such circumstances, paragraph 82 
requires disclosure of the amount of the deferred tax asset and the nature 
of the evidence supporting its recognition. 

 
36. An enterprise considers the following criteria in assessing the probability 

that taxable profit will be available against which the unused tax losses or 
unused tax credits can be utilized: 
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(a) whether the enterprise has sufficient taxable temporary 
differences relating to the same taxation authority and the same 
taxable entity, which will result in taxable amounts against which 
the unused tax losses or unused tax credits can be utilized before 
they expire; 

 
(b) Whether it is probable that the enterprise will have taxable profits 

before the unused tax losses or unused tax credits expire; 
 

(c) whether the unused tax losses result from identifiable causes 
which are unlikely to recur; and 

 
(d) whether tax-planning opportunities (see paragraph 30) are 

available to the enterprise that will create taxable profit in the 
period in which the unused tax losses or unused tax credits can 
be utilized.  

 
To the extent that it is not probable that taxable profit will be available 
against which the unused tax losses or unused tax credits can be utilized the 
deferred tax asset is not recognized. 

 
82. An enterprise should disclose the amount of a deferred tax asset and the 

nature of the evidence supporting its recognition, when: 
 

(a) the utilization of the deferred tax asset is dependent on  future 
taxable profits in excess of the profits arising from the reversal of 
existing taxable temporary differences; and 

 
(b) the enterprise has suffered a loss in either the current or 

preceding  period in the tax jurisdiction to which the deferred tax  
asset relates. 

  
The Institute would like to remind its members whether in practice or otherwise that they have a 
duty to exercise a reasonable level of care while performing work for those they serve.  They will 
be failing in their duty if they omit to address this significant issue in their reports or financial 
statements in case of any non-compliance by the companies. 
 
Thanking you. 
 
Yours truly, 
 
 
Syed Sajid Ali 
Director Technical Services 
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Circular No. 04/2004        March 26, 2004  
 
 
ALL MEMBERS OF THE INSTITUTE 
 
 
AMENDMENTS IN SECTION 7 OF THE CODE OF ETHICS FOR CHARTERED 
ACCOUNTANTS 
 
 
Dear Member, 
 
On the recommendation of the Professional Standards and Technical Advisory Committee, the 
Council of the Institute in its 162nd meeting held on January 23-24, 2004, has approved certain 
amendments in the existing Section 7 of the Institute’s Code of Ethics for Chartered 
Accountants whose heading has been changed to read as “ Public Notices, Announcements 
and Communications ”. 
 
Revised Section 7 (containing page 21 – 26B) is enclosed, which the members are requested to 
file in the Members’ Handbook Volume-I, Part-4, Section 6, Directive 6.04. 
 
Thanking you. 
 
 
Yours truly, 
 
 
 
Syed Sajid Ali 
Director Technical Services 
 
Encl. As above. 
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Circular 05/2004         May 8, 2004  
 
ALL MEMBERS OF THE INSTITUTE 
 
REBUILDING PUBLIC CONFIDENCE IN FINANCIAL REPORTING  
 
Dear Member, 
 
In October 2002, International Federation of Accountants (IFAC) commissioned a Task Force on 
Rebuilding Public Confidence in Financial Reporting to provide an International perspective on the 
causes of the loss of credibility in financial reporting and corporate disclosure and to recommend courses 
of action to restore credibility.  
 
While it is highly recommended, considering the significance of the subject and the global initiative 
underlying the process, that members of our Institute acquire a full awareness of the same to be able to 
do the needful to restore confidence, given below are a few significant extracts to facilitate you:- 
 
1. Attention to the “tone at the top” within the audit firms 

 

Attention means more than pious statements regarding the importance of quality. It requires top 
management to take action that reflects this in areas such as income allocation, promotion of 
partners and other personnel, and the acceptance and retention of clients. It requires firms to 
reinforce the importance of the audit practice within the total firm. It requires firms to ensure that 
they continue to place high quality people in technical support and quality control roles. Quality 
must be first in action as well as speech. 

 
2. Client acceptance and retention policies 
 

Publicly available evidence indicates that most audit failure cases were identified as high or even 
very high risk clients. The firm involved then concluded, following whatever process it had in 
place, that the client should be retained. In some cases, but not all, additional procedures or 
quality control mechanisms were put in place. In all cases the firm concluded that it could audit 
away the high risk. The approach confirmed the general view that the client retention process 
lacked rigor and was based on the assumption that all current clients would be retained and most 
potential clients would be accepted. 
 
It is recommended that the audit firms’ client acceptance and retention processes use greater 
skepticism and assume that some current clients will not be retained and some potential clients 
will not be accepted. 

 
3. Firms’ internal quality review programs 
 

The key elements of quality control must obviously take place before an auditor issues the report 
on the company’s financial statements. The new ISA on engagement quality control should help 
bring greater consistency to these processes. 
 
The concept of post-audit reviews is becoming vogue and also necessary. There are quite a few 
international firms who conduct post-audit reviews of compliance with their policies and 
procedures in basic policy areas such as recruiting, training and consultation, as well as the 
approach taken on individual audits. The firms conduct these reviews across the whole of their 
international network, aiming to cover the work of each partner every three years. 
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It is recommended that the firms’ post-audit review processes be reviewed to identify whether 
improvements in the above processes are necessary to comply with the best practice and to give 
them higher visibility. 

 
4. The internal consultation process 

 
An audit involves the making of many judgments. To make these judgments, the audit team may 
require information of a factual nature or advice on interpretation of accounting standards or on 
the approach taken in similar circumstances on other assignments, from experts who are not part 
of the audit team. All the larger firms have technical experts assigned to provide information and 
advice and others to assist in the decision making and evaluation process for complex matters of 
judgment. The firms’ policies require that audit teams make use of these resources so that 
appropriate levels of expertise and experience are brought to bear on complex issues and 
judgments, such as where there is doubt as to the approach which should be taken or where 
clients pressure the audit team to accept approaches which are not in line with the best practice. 
Some of the recent audit failures indicate that technical advice is not always being followed and 
that consultation on matters of judgment is not always occurring.  
 
It is recommended that the results of consultation on matters of judgment and any technical 
advice given to an engagement team should be in writing, and that any disagreement between 
the results of the consultation or the technical advice and the conclusion eventually reached 
should also be documented. 

 
Where the engagement team does not believe it appropriate to follow the technical advice, the 
matter should be referred to a higher level within the firm so that an agreed position can be 
reached and documented. This should be done at a sufficiently high level that client pressure 
concerns do not dominate the decision process. 

 
It is also recommended that where there is a disagreement between the engagement partner and 
those providing advice on judgmental and technical matters or the reviewing partner, and the 
firm’s high-level review process concludes that the engagement partner’s view should be 
followed, this fact should be disclosed to the audit committee together with the rationale for 
accepting the engagement partner’s view. 

 
The Institute strongly suggests that the firms take cognizance of the above recommendation so that the 
quality of work could improve further.  
 
Thanking you. 
 
 
Yours truly, 
 
 
 
Syed Sajid Ali 
Director Technical Services 
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Circular No. 06/2004                    June 16, 2004  
 
 
ALL MEMBERS OF THE INSTITUTE 
 
 
MAINTENANCE OF WEBSITE BY THE LISTED COMPANIES 
 
 
Dear Member, 

 
We refer to the SECP Circular No.13 of 2003 dated May 26, 2003 regarding the maintenance of 
website by the listed companies.   
 
The appropriate Committee of the Institute, while appraising the SECP’s move, considered the 
possible effects of making financial information available on a listed company’s website. The 
SECP has allowed the listed companies to place their quarterly accounts (i.e. first, second and 
third quarter accounts) on its website (SECP Circular 19 of 2004 dated April 14, 2004). It is 
likely that in future the annual financial statements would also be posted on the websites.  
 
This raises the question whether Internet financial reporting would have an effect on auditors’ 
responsibility. The following responsibilities could arise in this respect: 
 

•  To review the process by which the financial statements to be published 
electronically are derived from the financial information contained in the 
paper-based versions of statutory accounts. 

 

•  To check that the proposed electronic version is identical in content with the 
paper-based versions of statutory accounts. 

 
•  To check that the conversion of the paper-based versions of half yearly/ 

statutory accounts into electronic format has not distorted the overall 
presentation of the financial information, for example highlighting certain 
information so as to give it greater prominence. 

 
•  To retain a printout or disk of the final electronic version for future reference 

if necessary. 
 
However, you will agree that it is the responsibility of the directors to ensure that any such 
publication properly presents the financial information and the auditors’ report.  Also the 
directors are responsible for the controls and security with regard to the website, and that 
review of controls over the maintenance and integrity of the company’s website would not fall 
within the scope of the audit of the financial statements. 
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This may also raise the risk that the directors of a company may not fully appreciate their above-
mentioned responsibilities. As a pre-emptive measure to avoid any such instance, the Institute 
wishes to suggest inclusion of certain acknowledgements and clarifications in the engagement 
letter such as: 
 

 Acknowledge that the auditors recognize that the company may wish to publish 
its financial statements and the auditors’ report on its website. 

 Note that it is the responsibility of the directors to ensure that any such 
publication properly presents the financial information and the auditors’ report. 

 Advise the auditors of any intended electronic publication before it occurs. 

 State that the auditors reserve the right to withhold consent to the electronic 
publication of their report if the audited financial statements or the auditors’ report 
are to be published in an inappropriate manner. 

 State that the directors are responsible for the controls and security with regard 
to the website. 

 State that review of controls over the maintenance and integrity of the company’s 
website does not fall within the scope of the audit of the financial statements. 

 State that directors are responsible for the process of distributing annual reports 
and other financial information to shareholders electronically. 

 There should be separate qualification from the auditors to the effect that in case 
of any discrepancy on a company’s website, the auditors shall not be responsible 
and the auditors would be bound by the hard copies of the audited accounts 
available at the company’s registered office. 

 

Members concerned are requested to note the above. 

 
Thanking you. 
 
 
Yours truly, 
 
 
 
Syed Sajid Ali 
Director Technical Services 
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Circular No. 07/2004                    June 17, 2004  
 
 
ALL MEMBERS OF THE INSTITUTE 
 
 
REVISION OF ATR-17, AUDITORS’ REPORT TO THE TRUSTEES / BOARD OF 
GOVERNORS / MANAGEMENT COMMITTEE 
 
 
Dear Member, 
 
On the recommendation of the Professional Standards and Technical Advisory Committee, the 
Council of the Institute in its 163rd meeting held on April 29-30 and May 14, 2004, approved the 
enclosed revised ATR-17.  
 
Please note that the existing ATR-17 approved by the Council in its 154th meeting held on 
October 25-26, 2002 stands withdrawn. 
 
 
Thanking you 
 
 
Yours truly 
 
 
 
Syed Sajid Ali 
Director Technical Services 
 
Encl. As above. 
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AUDITING                  ATR – 17 (Revised-2004)  
 

 
AUDITORS’ REPORT TO THE TRUSTEES / BOARD OF GOVERNORS / MANAGEMENT COMMITTEE 
 
 
The Issue 
 
What should be the format of the auditors’ report in case of audit of Societies, NGOs & Charity 
Organizations?  
 
Technical Advisory Committee Recommendations 
 
As there is no standard format of auditors’ report and also there is no provision for maintenance of 
accounts and audit of these societies either in the Trust Act, 1882 or Societies Registration Act, 1860 the 
Council has approved the enclosed format of auditors’ report. 
 
Members are advised to follow the following formats whichever is applicable while reporting on the 
financial statements of such organizations: - 

 
AUDITORS’ REPORT TO THE 1TRUSTEES / BOARD OF GOVERNORS / MANAGEMENT 
COMMITTEE 

  
(ACCRUAL BASIS OF ACCOUNTING) 
 
We have audited the annexed balance sheet of the ------------------- as at ----------------and the 
related income and expenditure account and cash flow statement together with the notes forming 
part thereof (here-in-after referred to as the financial statements for the year then ended).  

 
It is the responsibility of the trustees / board of governors / management committee to establish 
and maintain a system of internal control, and prepare and present the financial statements in 
conformity with the approved accounting standards as applicable in Pakistan. Our responsibility 
is to express an opinion on these financial statements based on our audit. 

  
We conducted our audit in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes examining 
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An 
audit also includes assessing the accounting policies used and significant estimates made by 
management, as well as evaluating the overall presentation of the financial statements. We 
believe that our audit provides a reasonable basis for our opinion. 

  
In our opinion the financial statements present fairly in all material respects the financial position 
of the ------------------ as at ----------------------- and of its surplus/deficit and cash flow for the year 
then ended in accordance with the approved accounting standards as applicable in Pakistan. 

   
 
Date ........................                Signature 

[Name(s) of Auditors] 
Place ...................... 
 
 
Note: 1. Select wherever is appropriate.



 
AUDITORS’ REPORT TO THE 1TRUSTEES / BOARD OF GOVERNORS / MANAGEMENT 
COMMITTEE 

 
(OTHER THAN ACCRUAL BASIS OF ACCOUNTING) 

  
We have audited the annexed receipt and disbursement account / receipt and expenditure account of 
the …………… as at ……………….. together with the notes forming part thereof (here-in-after 
referred to as the statement(s) for the year then ended).  

 
It is the responsibility of the trustees / board of governors / management committee to establish and 
maintain a system of internal control, and prepare and present the statement(s) in conformity with the 
cash receipt and disbursement / cash receipt and expenditure incurred basis as described in Note. X 
to the accounts. Our responsibility is to express an opinion on these statements based on our audit. 

  
We conducted our audit in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the statements are free of material misstatement. An audit includes examining on a test 
basis, evidence supporting the amounts and disclosures in the statements. An audit also includes 
assessing the accounting policies used and significant estimates made by management, as well 
as evaluating the overall presentation of the statements. We believe that our audit provides a 
reasonable basis for our opinion. 

  
As described in Note X, the statement(s) have been prepared on the (cash receipts and 
disbursements basis / cash receipt and expenditure basis, etc.)  of accounting, which is a 
comprehensive basis of accounting other than generally accepted accounting principles.  

 

In our opinion the statement(s) present(s) fairly, in all material respect(s), the cash receipt and 
disbursement or cash receipt and expenditure, etc. of the ----------------------- for the year ended -------
--------------- on the basis of accounting described in Note X to the statement. 
 
 
Date ........................               Signature 

[Name(s) of Auditors] 
Place ...................... 

 
 

Note: 1. Select wherever is appropriate. 
 
 

(163rd meeting of the Council held on April 29-30 and May 14, 2004) 
 
 

 
 
 
 
 
 



Circular No. 08/2004           August 11, 2004  
 

ALL MEMBERS OF THE INSTITUTE 
 
REPLACEMENT OF SECTION 9 OF ICAP’S CODE OF ETHICS FOR CHARTERED ACCOUNTANTS  

 

Dear Member, 
 

Members are aware that ICAP’s Code of Ethics for Chartered Accountants is broadly based on IFAC’s 
Code of Ethics. Sometime back IFAC had updated its ‘Code of Ethics for Professional Accountants’ to 
include new rules on independence. The new rules state the fundamental principles that should be 
observed by professional accountants to meet their responsibility to protect the public interest. It includes 
principles that are applicable to all professional accountants, and distinguishes between those that affect 
professional accountants in public practice and those that are applicable to other accountants employed 
in business and industry. The new rules of independence set out a conceptual framework that focuses on 
the factors that pose a threat to independence for all assurance engagements and the safeguards that 
auditors should put in place to preserve their independence.  
 
The Professional Standards & Technical Advisory Committee (PS&TAC) of the Institute is presently 
considering whether the new section 8 relating to Independence as issued by IFAC should replace section 
9 on Independence in the ICAP’s Code of Ethics for Chartered Accountants in the light of following 
recommendations of two Technical Advisory Committees of the South and North: -.  
 

1.  Section 9 of ICAP should be replaced with the new section 8 issued by IFAC with certain 
deletions and additions. (All proposed deletions are struck off and all additions are underlined.  

 
2.  The IFAC section 8 has also an Appendix relating to Application of Principles to Specific 

Situations comprising paragraphs 8.100 to 8.211. It is recommended that this Appendix should 
also form part of the ICAP Code of Ethics.  

 
3. As in the new section 8 of IFAC Code, certain new terms have been used which require the 

revision of Definitions Section of the ICAP Code. The recommendations in this respect are 
enclosed. 
 

(All the three documents referred to above have been placed on ICAP Website: 
www.icap.org.pk/Circulars/circulars2004/Circular No 08.htm) 

 
Before reaching any conclusion, the PS&TAC has decided to invite the members of the Institute to give 
their comments/recommendations in this respect.  
 
The members are requested to send their comments/recommendations, if any, to the Director Technical 
Services by September 15, 2004. Comments would be more helpful if they indicate the specific 
paragraph or group of paragraphs to which they relate, clearly explaining the issue(s), and providing a 
suggestion for alternate text giving rationale for the suggested change. 
 
Thanking you. 
 

Yours truly, 
 
 
Syed Sajid Ali 
Director Technical Services   



 
 

 
 
 
 
 
 
Circular No. 09/2004           August 11, 2004  
 
 
ALL MEMBERS OF THE INSTITUTE 
 
 
Dear Member, 
 
The nominated members of the Institute of Chartered Accountants of Pakistan (ICAP) and the 
State Bank of Pakistan (SBP) regularly hold meetings to discuss issues of mutual interest and 
coordinate efforts towards improving quality of audit report on banks. In one such meeting SBP 
showed its concern that in the absence of any identification on the audited financial statements 
submitted by the borrower, it becomes difficult if not impossible to ensure that the financial 
statements annexed with the auditors’ report are in actual fact the one audited by the auditors. It 
was mutually decided that to ensure the authenticity of the financial statements submitted by the 
borrowers to the banks, a copy of such financial statements may be sent by the lending bank to 
the auditor concerned to seek confirmation of the fact whether those are the ones on which 
auditor has rendered his opinion. 

 
The concerned auditor may confirm within a reasonable time of having received such a request 
from the bank/DFI, which seeks to rely on the financial statements, submitted by its 
client/prospective client. This confirmation may be done through a letter. 
 
Thanking you. 
 
 
Yours truly, 
 
 
 
Syed Sajid Ali 
Director Technical Services   
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Circular No. 10/2004                August 11, 2004  
 
 
ALL MEMBERS IN PRACTICE  
 
 
COMPLIANCE OF PARAGRAPH 51 OF ISA-240, THE AUDITOR’S RESPONSIBILITY TO 
CONSIDER FRAUD AND ERROR IN AN AUDIT OF FINANCIAL STATEMENTS 
 
 
Dear Member, 
 
The Quality Control Review Committee of the Institute while carrying out reviews has noted that 
majority of the practising firms are not obtaining the specific representations from the clients 
regarding fraud and error as required by following paragraph 51 of ISA-240, The Auditor’s 
Responsibility to Consider Fraud and Error in an Audit of Financial Statements: - 
 

“51. The auditor should obtain written representations from management that: 
 

(a)  It acknowledges its responsibility for the implementation and operations of 
accounting and internal control systems that are designed to prevent and detect 
fraud and error; 

 
(b) It believes the effects of those uncorrected financial statement misstatements 

aggregated by the auditor during the audit are immaterial, both individually and in the 
aggregate, to the financial statements taken as a whole. A summary of such items 
should be included in or attached to the written representation; 

 
(c)  It has disclosed to the auditor all significant facts relating to any frauds or suspected 

frauds known to management that may have affected the entity; and 
 
(d)  It has disclosed to the auditor the results of its assessment of the risk that the 

financial statements may be materially misstated as a result of fraud.” 
 
Members in practice are advised to comply with the above requirement of ISA-240. 
 
Thanking you. 
 
Yours truly, 
 
 
Syed Sajid Ali 
Director Technical Services 
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Circular No. 11/2004                 November 18, 2004 
 
 
ALL MEMBERS OF THE INSTITUTE 
 
 
Dear Member 

 
MAINTENANCE OF WEBSITE BY THE LISTED COMPANIES 

 
During the Fourth Coordination meeting held recently between State Bank of Pakistan (SBP) and the 
Institute of Chartered Accountants of Pakistan (ICAP), SBP raised the issue that certain banks had drawn 
their attention towards the following paragraph of ICAP Circular No. 06/2004 dated June 16, 2004 on 
“Maintenance of Website by the Listed Companies”: 

 
“ ………….. the Institute wishes to suggest inclusion of certain acknowledgements and 
clarifications in the engagement letter such as: 

 
 There should be separate qualification from the auditors to the effect that in case of 

any discrepancy on a company’s website, the auditors shall not be responsible and 
the auditors would be bound by the hard copies of the audited accounts available at 
the company’s registered office.” 

 
It was said that the phrase “separate qualification” was being misinterpreted to suggest that the auditors’ 
were required to qualify their opinion on the annual financial statements of the listed companies. 

 
In fact, the Institute’s intention was to make their members (whether in practice or in industry), aware of 
their respective responsibilities and to ensure that such issues were appropriately dealt with at the time 
when terms of engagement were being finalized. 

 
Therefore, the last bullet point in our Circular No. 06/2004 dated June 16, 2004, is replaced by the 
following:- 

  
 In case the management wishes to place the financial statements   to be audited by us on the 

company’s website then the following note shall be placed as a footnote to our  report  : 
 

 In case of any discrepancy on a company’s website, the auditors shall only be 
responsible in respect of the information contained in the hard copies of the audited 
financial statements available at the company’s registered office.” 
 

Members concerned are requested to note the above. 
 
 
Thanking you 
 
 
Yours truly 
 
 
 
Syed Sajid Ali 
Director Technical Services 



  
 
 
 
 
 
 
Circular No. 12 / 2004         November 18, 2004 
 
ALL MEMBERS OF THE INSTITUTE 
 
Dear Member 
 
The Council of the Institute in its 165th meeting held on 30-31 July, 2004 decided to adopt: - 
 
1. ISA 315 ON “UNDERSTANDING THE ENTITY AND ITS ENVIRONMENT AND ASSESSING THE 

RISK OF MATERIAL MISSTATEMENT” and  
 
2. ISA 330 ON “THE AUDITOR’S PROCEDURES IN RESPONSE TO ASSESSED RISKS”  
 
These standards on auditing are applicable for the audits of the financial statements covering the periods 
beginning on or after December 15, 2004.  
 
Given below are outlines of both ISAs:  
 
AN OUTLINE OF ISA 315  

 
Obtaining an understanding of the entity and its environment is an essential aspect of performing an audit in 
accordance with ISAs. In particular, that understanding establishes a frame of reference within which the 
auditor plans the audit and exercises professional judgment about assessing risks of material misstatement of 
the financial statements and responding to those risks throughout the audit. The Standard therefore requires 
that: 
 

The auditor should obtain an understanding of the entity and its environment, including its 
internal control, sufficient to identify and assess the risks of material misstatement of the 
financial statements whether due to fraud or error, and sufficient to design and perform 
further audit procedures. 

 
The requirements of this Standard can be divided into following five sections: 

 
1. Risk assessment procedures and sources of information about the entity and its 

environment, including its internal control. This section explains the audit procedures that the 
auditor is required to perform to obtain the understanding of the entity and its environment, 
including its internal control (risk assessment procedures). It also requires discussion among the 
engagement team about the susceptibility of the entity’s financial statements to material 
misstatement. 

 
2. Understanding the entity and its environment, including its internal control. This section 

requires the auditor to understand specified aspects of the entity and its environment, and 
components of its internal control, in order to identify and assess the risks of material 
misstatement  

 
3. Assessing the risks of material misstatement. This section requires the auditor to identify and 

assess the risks of material misstatement at the financial statement and assertion levels. The 
auditor: 

 
 Identifies risks by considering the entity and its environment, including relevant controls, and 

by considering the classes of transactions, account balances, and disclosures in the financial 
statements; 
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 Relates the identified risks to what can go wrong at the assertion level; and 
 Considers the significance and likelihood of the risks. 

 
This section also requires the auditor to determine whether any of the assessed risks are 
significant risks that require special audit consideration or risks for which substantive procedures 
alone do not provide sufficient appropriate audit evidence. The auditor is required to evaluate the 
design of the entity’s controls, including relevant control activities, over such risks and determine 
whether they have been implemented. 

 
4. Communicating with those charged with governance and management. This section deals 

with matters relating to internal control that the auditor communicates to those charged with 
governance and management. 

 
5. Documentation. This section establishes related documentation requirements. 

The Standard includes three Appendices that provide additional guidance on: 
 

 Understanding the entity and its environment; 
 Internal control components; and 
 Conditions and events that may indicate risks of material misstatement 

 
Appendix 2 also provides guidance on application of the Standard to small entities, which was 
previously dealt with under IAPS 1005 “The Special Considerations in the Audit of Small Entities”. 

 
AN OUTLINE OF ISA 330  

 
The overall responses and the nature, timing, and extent of the further audit procedures are matters for 
the professional judgment of the auditor. This Standard provides guidance on determining overall 
responses and designing and performing further audit procedures to respond to the assessed risks of 
material misstatement at the financial statement and assertion levels in a financial statement audit and 
requires that: 

 
The auditor should determine overall responses to address the risks of material misstatement 
at the financial statement level; and  

 
In order to reduce audit risk to an acceptably low level, the auditor should determine overall 
responses to assessed risks at the financial statement level, and should design and perform 
further audit procedures to respond to assessed risks at the assertion level. 

 
The requirements of this Standard can be divided into following four sections: 

 
1. Overall responses. This section requires the auditor to determine overall responses to address 

risks of material misstatement at the financial statement level and provides guidance on the 
nature of those responses. 

 
2. Audit procedures responsive to risks of material misstatement at the assertion level. This 

section requires the auditor to design and perform further audit procedures, including tests of the 
operating effectiveness of controls, when relevant or required, and substantive procedures, 
whose nature, timing, and extent are responsive to the assessed risks of material misstatement 
at the assertion level. In addition, this section includes matters the auditor considers in 
determining the nature, timing, and extent of such audit procedures. 
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3. Evaluating the sufficiency and appropriateness of audit evidence obtained. This section 
requires the auditor to evaluate whether the risk assessment remains appropriate and to 
conclude whether sufficient appropriate audit evidence has been obtained. 

 
4. Documentation. This section establishes related documentation requirements. 

 
ISA 330 takes a further step to the guidance provided in ISA 315 regarding assessing the risks of 
material misstatement. The Standard would assist the auditors in applying appropriate audit 
procedures to address the assessed risks of material misstatement.   
 

These ISAs are part of the Audit Risk Standards comprising of:  
 

 ISA 315, “Understanding the Entity and Its Environment and Assessing the Risks of Material 
Misstatement;” 

 
 ISA 330, “The Auditor’s Procedures in Response to Assessed Risks;” 

 
 Revised ISA 500, “Audit Evidence;” and 
 
 Amendments to ISA 200, “Objective and General Principles Governing an Audit of Financial 

Statements.” The amendments are reflected in the appendix of the extant ISA 200. 
 

ISAs 315, 330, 500 (Revised) and the amendments to ISA 200 are effective for audits of 
financial statements for periods beginning on or after December 15, 2004, after which 
following ISA will be withdrawn: 

  
1. ISA 310, “Knowledge of the Business,”  
2. ISA 400, “Risk Assessments and Internal Control,”  
3. ISA 401, “Auditing in a Computer Information Systems Environment,”  
4. extant ISA 500, “Audit Evidence” and  
5. International Auditing Practice Statement (IAPS) 1008, “Risk Assessments and Internal 

Control—CIS Characteristics and Considerations”  
 
Members are requested to note that the ISA 315, 330, 500 (revised) and details of revisions to ISA 200  
are available in the ISA handbook editions published by the Institute on or after February 2004. 
 
 
Thanking You 
 
 
Yours truly 
 
 
 
Syed Sajid Ali 
Director Technical Services 
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Circular No. 13/2004         November 27, 2004 
 
ALL MEMBERS OF THE INSTITUTE 
 
Dear Member 
 
The Council of the Institute in its 165th meeting held on July 30-31, 2004, 166th meeting held on 
September 17-18, 2004 and 167th meeting held on October 30, 2004 has accepted the Professional 
Standards and Technical Advisory Committee (PS&TAC) recommendations to revise/reformat for better 
understanding or withdraw certain Accounting Technical Releases (TRs) and Auditing Technical 
Releases (ATR) as per details given below: - 
 
Review of TRs 
 
TR-5 IASB Standards – Council’s Statement on Applicability 
 

This has been revised in the light of revised Preface to the International Financial Reporting 
Standards. 

 
TR-6 Fixed Assets Inventory and Records 
 

Reformatted 
 
TR-8 Clarification regarding basis of calculation of Workers’ Profits Participation Fund 
 

Reformatted 
 
TR-10 Deferred Taxation 
 

Withdrawn as the issue i.e. deferred tax on revaluation has been addressed by revised IAS-12, 
Income Taxes 

 
TR-11 Depreciation on Idle Fixed Assets 
 

Reformatted  
 
TR-12 Debt Extinguishment 
 

Withdrawn as the issue is fully covered in paragraph 39-41and AG 57-63 of IAS-39 (Revised 
2004) under the heading of Derecognition of a Financial Liability (Formerly paragraph 57-64 of 
IAS-39) 

 
TR-14 Accounting for Revaluation of Fixed Assets 
 

Withdrawn as there is no more any disparity between IAS and Companies Ordinance, 1984 with 
regard to the treatment of surplus on revaluation of fixed assets after the amendment in section 
235 of the Companies Ordinance, 1984 and issuance of clarification by SECP vide SRO NO. 
45(I)2003 dated January 13, 2003. 

 
TR-15 Bonus Shares – Accounting Treatment 
 

Reformatted  
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TR-19 Excise Duty – Accounting Treatment 
TR-20 Accounting for Expenditure during Construction Period 
TR-21 Date of Commencement of Commercial Production 
TR-22 Book Value Per Share 
TR-24 Exchange Risk Fee – Accounting Treatment 
 

No change 
 
TR-25 Prudential Regulations for Banks 
 

Withdrawn, as the requirement of counter-signing no more exists in the new Prudential 
Regulations for Corporate and Commercial Banking issued by the State Bank of Pakistan in 
October 2003.  

 
TR-27 IAS-12, Accounting for Taxes on Income 
 

No change 
 
TR-28 Golden Handshake – Accounting for 
 

Stands withdrawn for accounting years beginning on or after  January 1, 2005. Any balance on 
account of golden handshake not written off so far should be charged off in the accounting year, 
which closes on or after the above-mentioned date.  
 

TR-29 Carry-over Transactions (COT) 
 

No change 
 
Review of ATRs 
 
ATR-1 Only Members to sign Audit Documents 
 

No change 
 
ATR-6 Audit by Ex-employees 
 

Withdrawn as paragraph 9.4 of section 9 of the Code of Ethics has addressed this very issue 
categorically. 

 
ATR-8,  ATR-9, ATR-11, ATR-12, ATR-13, ATR-14, ATR-16 and ATR-17 - No change 
 
Copies of the revised / reformatted TRs and ATRs along with Sectional Indexes are enclosed. 
 
Thanking You 
 
Yours truly 
 
 
Syed Sajid Ali 
Director Technical Services 
 
Encl.: As above 
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