haysmacintyre

corporate ' best practice in group audits

contacts The following eight point plan highlights areas where, based on the research, current
procedures could be further developed to enhance the quality of group audits.

o\ David Cox 1. get organised

Partner

& o start early and establish clear milestones
020 7969 5564
dcox@haysmacintyre.com

o provide very clear instructions and requirements for deliverables to other auditors

Andrew Ball ¢ get audit committee and management by-in to the audit process and ensure they

partner understand their responsibilities
020 7969 5530

aball@haysmacintyre.com

o consider asking for information on planning and risk assessment, including fraud
risk, prior to the year end

o keep in regular contact with the key group parties

o use more telephone and conference calls, rather than relying solely on letters and
email

o Wwhere appropriate visit other auditors and subsidiary management.

2. analyse the group structure
o focus attention on the more unusual corporate structures

« if there are doubts about the group structure, verify it against publicly available
information

o consider whether to accept an engagement where the group auditor is only directly
responsible for a minority of the total group

o understand the accounting framework applicable to each component and any local
statutory reporting requirements.
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3. focus on the quality of other auditors
o consider the qualifications, independence and competence of other auditors up
front, along with their quality control procedures

o for related auditors (those who have common quality control policies and
procedures) group auditors may be able to rely on those common policies and
procedures, consider:

- visiting the other auditor

- requesting that the other auditor completes a questionnaire for
representation

- obtaining confirmation from a relevant regulatory body

- discussing the other auditor with colleagues from their own firm

o for other auditors based overseas, consider whether they have enough knowledge
and experience of ISAs (UK and Ireland)

4. focus the group audit on high risk areas
e group auditors need to ask for enough information from other auditors to form
their own conclusion on significant risks arising in components that affect the group
financial statements. Focus attention on the five warning signs identified by r
espondents to the research:
-recently acquired components
-jurisdictions with under developed financial reporting regimes
-components which are just "below the radar’
-components that have a history of reporting late
-components that have had big swings in their profits

o consider the risks arising from the consolidation process itself, including the use of
journals and incomplete information relating to adjustments between accounting
frameworks or to align accounting policies

o discuss fraud risks with other auditors as appropriate.

5. understand internal controls across the group
o request details of material weaknesses in internal control identified by other
auditors

e communicate material weaknesses in group-wide controls and significant
weaknesses in internal controls of components to group management and those
charged with governance of the group

6. ensure staff understand the technical complexities of
group audits and know when to bring in specialist help

e consider areas of particular concern, where it is important that practitioners are
aware of the main issues and bring in expertise where it is needed:



a) differing accounting frameworks and policies
b) intra group transactions and balances

¢) fair values on acquisitions

d) capturing post-balance sheet events

e) intangibles

f) the basis and calculation of share options, bonuses
g) deferred tax

o plan early any specialist involvement, for example the use of a tax expert to deal with
international tax issues or a valuation expert for share options.

7. review other auditors’ working papers

o group and other auditors should co-operate as regards sharing of information unless
prohibited by law. Appropriate use of hold harmless letters may be used to manage
risk

e get group management to obtain the consent of subsidiary management to
communicate with the group auditor to deal with concerns about client
confidentiality and sensitivity

o consider whether holding discussions with or visiting other auditors could deal with
secrecy and data-protection issues

8. review and update procedures, training and tools

o provide formal training on group audits to supplement on-the-job-experience.

o review standard questionnaires, if any, for effectiveness.

o make sure that training materials and manuals are updated to reflect the new ISA
(UK and Ireland) 600 in good time

about haysmacintyre

haysmacintyre, Chartered Accountants and tax advisers, comprises 24 partners and 160
staff based in Holborn, London. It provides high quality auditing and assurance, business
and personal taxation, corporate finance, financial planning and other business support
services. Around 50% of the firm’s business is within the corporate sector — small and
medium sized enterprises many of which are within the property, media and
entertainment, sports, motor trade and manufacturing sectors, 35% is for charitable
and not for profit organisations and the remainder is for professional practices and
private individuals.

haysmacintyre is a founding member of MSI, an international network of accountants
and lawyers with over 200 firms in 90 countries.
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haysmacintyre

haysmacintyre t 020 7969 5500

Fairfax House f 020 7969 5600

15 Fulwood Place

London e marketing@haysmacintyre.com
WC1V 6AY w www.haysmacintyre.com
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Disclaimer: This datasheet has been produced by the partners
of haysmacintyre and is for private circulation only. Whilst every
care has been taken in preparation of this document, it may
contain errors for which we cannot be held responsible. In the
case of a specific problem, it is recommended that professional
advice be sought. The material contained in this datasheet may
not be reproduced in whole or in part by any means, without
prior permission from haysmacintyre.
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