
Auditing Standards & Ethics Committee Opinion 
Enquiry on Award of contract to joint statutory auditors on 100% physical verification 
and reconciliation of inventory 

 
The Auditing Standards & Ethics Committee of the Institute received below enquiry and its views 

are thereunder:  

Enquiry: 

On the directions of Departmental Accounts Committee of a leading Oil & Gas Company (the 
Company), we would like to seek clarification from the concerned technical committee of ICAP 
regarding one of our procurement matter, where the Company has outsourced a consultancy 
assignment of 100% physical verification and reconciliation of stores & spares to M/s ABC. (M/s 
ABC & Co., Chartered Accountants are joint statutory auditors of the Company along with M/s 
EFG, Chartered Accountants). 
 
2. M/s ABC & Co. has applied in the bidding process for providing "100% physical verification and 
reconciliation of inventory" and awarded the contract based on its competitiveness as 
"technically qualified" and "financially lowest" bidder. 
 
3. Later on, Commercial audit (Government auditors) team during audit for the year 2018-19 
raised an observation that since M/s ABC & Co is appointed as statutory auditors by shareholders 
of the Company and providing tax consultancy services to the Company; therefore, the award of 
contract for 100% physical verification & reconciliation of inventory should not be executed with 
M/s ABC & Co. due to conflict of interest. 
 
4. On the directions of Departmental Accounts Committee, we have apprised the matter to the 
Corporate Law Division of the Securities and Exchange Commission of Pakistan (SECP). They have 
drawn our attention to clause 5.10.3 of PSX Rules and para 290. 174 of the Code of Ethics of the 
Chartered Accountants (Revised April 28, 2015), where relevant provisions regarding "prohibited 
services" and "valuation services to audit client" are explained. 
 
5. We understand that M/s ABC & Co were awarded contract in compliance with all statutory 
requirements as in the following manners: - 
 

a) Contract were awarded to the firm in compliance with all procurement procedures. 
 
b) M/s ABC & Co. has provided undertaking that administratively separate team from the 
audit team of financial statements of the Company would be responsible to perform the 
assignment.  
 
c) Consultancy services for physical verification and reconciliation of stores does not fall 
under the category of prohibited services under PSX rules 5.10.3 as said services does not 
constitute as prohibited services explained in the clause. 
 
d) Consultancy services regarding physical verification does not constitute as valuation 
services in terms of para 290.169 of Revised code of Ethics for Chartered Accountants.  

 
In view of above position, your kind advice is solicited on award of contract to M/s ABC & Co. 
being joint statutory auditor of the Company and tax consultant in line with the relevant 
provisions of Code of Ethics for Chartered Accountants and other statutory obligations including 
PSX rule book. 
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The Committee’s View: 

1. The Auditing Standards & Ethics Committee of the Institute (the Committee) considers and 
issues opinions on audit and ethics related matters after consideration of: 
 
 The particular facts and information provided in each enquiry; and 
 

 The requirements of the International Standards on Auditing (ISAs), applicable Code of 
Ethics for Chartered Accountants (ICAP Code of Ethics), audit and ethics related 
provisions of the Companies Act, 2017, related rules and regulations and Rule Book of 
Pakistan Stock Exchange Limited (the PSX Rules). 

 
2. The Committee observed that in the enquired fact pattern, M/s ABC & Co. is a firm of 

Chartered Accountants registered with the Institute.  
 
The enquirer is a listed company and it has appointed M/s ABC & Co. for the provision of 
following services: 
 

 Joint statutory auditor; 
 Tax consultant; and 
 100% physical verification and reconciliation of stores & spares.  

 
The enquirer has also represented that M/s ABC & Co. has been awarded the contract for 
100% physical verification and reconciliation of stores & spares through a competitive bidding 
process.  
 
The Committee would like to clarify that its analysis and response to the enquired matter 
does not include study and evaluation of the legal and statutory obligations and internal 
policies applicable to the enquirer.  

3. The Committee observed that the statutory auditors of listed companies can also provide a 
variety of non-assurance services that are consistent with their skills and expertise. 
However, these permissible services to a listed audit client are subject to the requirements 
of the PSX Rules, Listed Companies (Code of Corporate Governance) Regulations, 2019 (the 
CCG Regulations) and ICAP Code of Ethics applicable to the statutory auditor. 

4. The PSX Rules 

Clause 5.10.3 of the PSX Rules list down the prohibited services, (reproduced in Annexure A 
to this letter). Accordingly, this clause prohibits a statutory auditor of a listed company to 
provide certain non-audit services.  

The prohibited services include rendering of ‘valuation service’. However, the 100% physical 
verification of stores and spares is not mentioned in the list of prohibited services. 
 

5. The CCG Regulations:  
 
The requirements of Regulation 32(4) and 32(5) of the CCG Regulations state that: 
 

“(4) It is mandatory that no company shall appoint its external auditors to provide 
services in addition to audit except in accordance with these Regulations and shall 
require the auditors to observe applicable International Federation of Accountants 
guidelines in this regard.   

  
(5) It is mandatory that the company shall ensure that the auditors do not perform 
management functions or make management decisions, responsibility for which 
remains with the Board and management of the company”. 
 

The CGG Regulations do not provide any listing of permissible or prohibited services. 
However, above Regulation 32(5) outlines the principal that statutory auditor should not 
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perform any management decisions on behalf of the audited company. Further, the above 
mentioned applicable guidelines of International Federation of Accountants are issued by 
the Institute in the form of the Code of Ethics for Chartered Accountants.  
 
Under the provisions of the CCG Regulations, the audit committee, as representative of the 
shareholders, is required to oversee the relationship with the auditors and keep the nature 
and extent of non-audit services under review. The audit committee must satisfy itself that 
the independence and objectivity of the auditors are not compromised. 
 

6. The Code of Ethics for Chartered Accountants:  
 
The Code of Ethics for Chartered Accountants applicable to M/s ABC & Co., in context of the 
enquired matter and time period, would be the ICAP Code of Ethics 2015.  
 
Paragraph 290.169 of the ICAP Code of Ethics 2015 explains that a valuation service 
“comprises the making of assumptions with regard to future developments, the application 
of appropriate methodologies and techniques, and the combination of both to compute a 
certain value, or range of values, for an asset, a liability or for a business as a whole.”  
 
Further, paragraph 290.174 of the ICAP Code of Ethics 2015 prohibits rendering of ‘valuation 
service’ to an audit client that is a public interest entity. 
 
In view of above explanation, the Committee noted that physical verification and 
reconciliation of stores and spares is not a valuation service under ICAP Code of Ethics. 
 
Further, ICAP Code of Ethics 2015: 
 
 Contains restrictions on the range of non-audit services to public interest entities 

(paragraphs 290.164 to 290.213). However, these restrictive services do not include 
physical verification of assets. 

 
 Outlines the principal, that while rendering non-audit services to an audit client, an 

auditor is required to apply the conceptual framework of the code of ethics to identify 
threats to compliance with the fundamental principles and assess their significance and 
implication(s). 

 
 Through Section 220 ‘Conflicts of Interest’ provides guidance that a conflict of interest 

may create a threat to objectivity and other fundamental principles. All reasonable steps 
should be taken to identify circumstances that may create threats to compliance with 
the fundamental principles and could also pose a conflict of interest. Based on this, M/s 
ABC & Co. shall be able to satisfy themselves and the client that any conflict can be 
managed with available safeguards. 
 

 Explains that the responsibility of evaluation of such threats to compliance with the 
fundamental principles rests on the auditor. The auditor should consider qualitative as 
well as quantitative factors while performing such evaluation. Such obligation on the 
part of an auditor becomes more critical in a situation where the applicable guidelines 
or regulations do not clearly prohibit any specific service. The guidance, in this regard, 
are given in paragraphs 200.13, 290.10, 290.32 and 290.154 to 290.158 of the ICAP Code 
of Ethics 2015, (reproduced in Annexure B to this letter). 
 

 The auditors while providing non-assurance services such as 100% physical verification of 
stores and spares shall deploy safeguards, which generally will take the form of 
information barriers. 
 

These information barriers may include the following features (this list is not 
exhaustive): 
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 Ensuring that there is, and continues to be, no overlap between the teams servicing 
the relevant clients and that each has separate internal reporting lines; 

 Physically separating, and restricting access to, departments providing 
different professional services, or creating such divisions within departments if 
necessary, so that confidential information about one client is not accessible by 
anyone providing services to another client where their interests conflict; and 

 Setting strict and carefully defined procedures for dealing with any apparent need 
to disseminate information beyond a barrier and for maintaining proper records 
where this occurs. 

 
 Outlines that where a conflict of interest is so fundamental that it cannot be managed 

effectively by the implementation of appropriate safeguards and could seriously 
prejudice the interests of a client, the engagement shall not be accepted or continued 
even if the client consent to the engagement. 
 

 Prohibit an auditor to assume management function on behalf of the audited company 
as such a situation may create self-review, self-interest and familiarity threat, through 
Paragraphs 290.159 to 290.163 (reproduced in Annexure B to this letter). 

 
 Specifies that an audit appointment should not be accepted if the client provides, for 

whatever work, a large proportion of a firm's gross practice income. That approach limits 
undue financial dependency on any client without irrelevant restrictions on the balance 
between different types of income.  

 
The Committee noted that in context of the enquired matter and application of ICAP Code 
of Ethics 2015, M/s ABC & Co. would be required to consider the ethical requirements and 
exercise professional judgment when identifying and evaluating the interests and 
relationships that might create a conflict of interest and implementing safeguards. Further, 
when necessary, M/s ABC & Co. would have to eliminate or reduce any threat to compliance 
with the fundamental principles to an acceptable level.  

 
7. The Committee considered it pertinent to mention that the compliance with the above 

ethical requirements, including application of safeguards involves judgment and 
independent decision making of M/s ABC & Co.  
 

8. The Committee, based on the information provided in the enquiry and above discussion, 
concluded that:  
 
a) Rendering of service of 100% physical verification and reconciliation of stores & spares 

by M/s ABC & Co.: 
 
a) Is not specifically mentioned as a ‘prohibited’ service, under the PSX Rules, the CCG 

Regulations and the ICAP Code of Ethics 2015;  
 

b) Is not a ‘valuation service’ under the PSX Rules and ICAP Code of Ethics 2015;  
 

b) The auditor of a listed company can render the non-audit service of 100% verification of 
stores and spares, subject to compliance with ethical requirements. In case any conflict 
of interest arises for the auditor it has to be addressed through applying appropriate 

safeguards as mentioned in paragraph 6 above. 
 

(Issued in August 2020) 

  

https://www.icaew.com/en/members/regulations-standards-and-guidance/ethics/code-of-ethics-abc-definitions?letter=p
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Annexure A 
 
Rule Book of Pakistan Stock Exchange Limited (PSX) 
 
5.10.3 A listed company shall not appoint or continue to retain any person as an auditor, who is 
engaged by the company to provide services that are prohibited or if a person associated with 
the auditor is, or has been, at any time during the preceding one year engaged as a consultant 
or advisor or to provide any services that are prohibited.  
 
Explanation:  
 
For the purposes of this regulation, the expression “associated with” shall mean any person 
associated with the auditor, if the person:  
(a) is a partner in a firm, or is a director in a company, or holds or controls shares carrying more 
than twenty percent of the voting power in a company, and the auditor is also partner of that 
firm, or is a director in that company or so holds or controls shares in such company; or  

(b) is a company or body corporate in which the auditor is a director or holds or controls shares 
carrying more than twenty percent of the voting power in that company or has other interest to 
that extent.  
 
Explanation: For the purposes of this regulation the services that are “prohibited services” shall 
mean the following:  
 
(a) Preparing financial statements, accounting records and accounting services;  

(b) Financial information technology system design and implementation, significant to overall 
financial statements;  

(c) Appraisal or valuation services for material items of financial statements;  

(d) Acting as an Appointed Actuary within the meaning of the term defined by the Insurance 
Ordinance, 2000;  

(e) Actuarial advice and reviews in respect of provisioning and loss assessments for an insurance 
entity;  

(f) Internal audit services related to internal accounting controls, financial systems or financial 
statements;  

(g) Human resource services relating to:  
(i) Executive recruitment;  

(ii) Work performed (including secondments) where management decision will be made on 
behalf of a listed audit client;  

(h) Legal Services;  

(i) Management functions or decisions;  

(j) Corporate finance services, advice or assistance which may involve independence threats 
such as promoting, dealing in or underwriting of shares of audit clients;  

(k) Any exercise or assignment for estimation of financial effect of a transaction or event where 
an auditor provides litigation support services as identified in paragraph 9.187 of Code of Ethics 
for Chartered Accountants;  

(l) Share Registration Services (Transfer Agents); and  

(m) Any other service(s) which the Council with the prior approval of the Commission, may 
determine to be a “prohibited service”.  
 
The Commission may on the recommendation of ICAP or in its sole discretion and to the extent 

deemed fit and proper exempt one or more services from the restriction aforesaid. 
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Annexure B 
 

Code of Ethics for Chartered Accountants (Revised 2015) 

200.13 Examples of engagement-specific safeguards in the work environment include: 
 
• Having a chartered accountant who was not involved with the non assurance service review 

the non-assurance work performed or otherwise advise as necessary. 
• Having a chartered accountant who was not a member of the assurance team review the 

assurance work performed or otherwise advise as necessary. 
• Consulting an independent third party, such as a committee of independent directors, a 

professional regulatory body or another chartered accountant. 
• Discussing ethical issues with those charged with governance of the client. 
• Disclosing to those charged with governance of the client the nature of services provided 

and extent of fees charged. 
• Involving another firm to perform or re-perform part of the engagement. 
• Rotating senior assurance team personnel.  
 
290.10  In deciding whether to accept or continue an engagement, or whether a particular 
individual may be a member of the audit team, a firm shall identify and evaluate threats to 
independence. If the threats are not at an acceptable level, and the decision is whether to 
accept an engagement or include a particular individual on the audit team, the firm shall 
determine whether safeguards are available to eliminate the threats or reduce them to an 
acceptable level. If the decision is whether to continue an engagement, the firm shall determine 
whether any existing safeguards will continue to be effective to eliminate the threats or reduce 
them to an acceptable level or whether other safeguards will need to be applied or whether the 
engagement needs to be terminated. Whenever new information about a threat to independence 
comes to the attention of the firm during the engagement, the firm shall evaluate the 
significance of the threat in accordance with the conceptual framework approach. 
 
290.32  If a non-assurance service was provided to the audit client during or after the period 
covered by the financial statements but before the audit team begins to perform audit services 
and the service would not be permitted during the period of the audit engagement, the firm 
shall evaluate any threat to independence created by the service. If a threat is not at an 
acceptable level, the audit engagement shall only be accepted if safeguards are applied to 
eliminate any threats or reduce them to an acceptable level. Examples of such safeguards 
include: 
 
• Not including personnel who provided the non-assurance service as members of the audit 

team; 
• Having a chartered accountant review the audit and non-assurance work as appropriate; or 
• Engaging another firm to evaluate the results of the non-assurance service or having another 

firm re-perform the non-assurance service to the extent necessary to enable it to take 
responsibility for the service. 

 
Provision of Non-Assurance Services to an Audit Client 

290.154 Firms have traditionally provided to their audit clients a range of non-assurance services 
that are consistent with their skills and expertise. Providing non-assurance services may, 
however, create threats to the independence of the firm or members of the audit team. The 
threats created are most often self-review, self-interest and advocacy threats. 
 
290.155 New developments in business, the evolution of financial markets and changes in 
information technology make it impossible to draw up an all-inclusive list of non-assurance 
services that might be provided to an audit client. When specific guidance on a particular non-
assurance service is not included in this section, the conceptual framework shall be applied 
when evaluating the particular circumstances. 
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290.156 Before the firm accepts an engagement to provide a non-assurance service to an audit 
client, a determination shall be made as to whether providing such a service would create a 
threat to independence. In evaluating the significance of any threat created by a particular non 
assurance service, consideration shall be given to any threat that the audit team has reason to 
believe is created by providing other related non-assurance services. If a threat is created that 
cannot be reduced to an acceptable level by the application of safeguards, the non-assurance 
service shall not be provided. 
 
290.157 A firm may provide non-assurance services that would otherwise be restricted under 

this section to the following related entities of the audit client: 

(a) An entity, which is not an audit client, that has direct or indirect control over the audit 

client; 

(b) An entity, which is not an audit client, with a direct financial interest in the client if that 

entity has significant influence over the client and the interest in the client is material to 

such entity; or 

(c) An entity, which is not an audit client, that is under common control with the audit 

client, 

if it is reasonable to conclude that (a) the services do not create a self review threat because 

the results of the services will not be subject to audit procedures and (b) any threats that are 

created by the provision of such services are eliminated or reduced to an acceptable level by 

the application of safeguards. 

290.158 A non-assurance service provided to an audit client does not compromise the firm's 

independence when the client becomes a public interest entity if: 

(a) The previous non-assurance service complies with the provisions of this section that 

relate to audit clients that are not public interest entities; 

(b) Services that are not permitted under this section for audit clients that are public interest 

entities are terminated before or as soon as practicable after the client becomes a public 

interest entity; and 

(c) The firm applies safeguards when necessary to eliminate or reduce to an acceptable level 

any threats to independence arising from the service. 

 
Management Responsibilities 
 
290.159 Management of an entity performs many activities in managing the entity in the best 
interests of stakeholders of the entity. It is not possible to specify every activity that is a 
management responsibility. However, management responsibilities involve leading and directing 
an entity, including making significant decisions regarding the acquisition, deployment and 
control of human, financial, physical and intangible resources. 
 
290.160 Whether an activity is a management responsibility depends on the circumstances and 
requires the exercise of judgment. Examples of activities that would generally be considered a 
management responsibility include: 
 
• Setting policies and strategic direction; 
• Directing and taking responsibility for the actions of the entity's employees; 
• Authorizing transactions; 
• Deciding which recommendations of the firm or other third parties to implement; 
• Taking responsibility for the preparation and fair presentation of the financial statements in 

accordance with the applicable financial reporting framework; and 
• Taking responsibility for designing, implementing and maintaining internal control. 
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290.161 Activities that are routine and administrative, or involve matters that are insignificant, 
generally are deemed not to be a management responsibility. For example, executing an 
insignificant transaction that has been authorized by management or monitoring the dates for 
filing statutory returns and advising an audit client of those dates is deemed not to be a 
management responsibility. Further, providing advice and recommendations to assist 
management in discharging its responsibilities is not assuming a management responsibility. 
 
290.162 If a firm were to assume a management responsibility for an audit client, the threats 
created would be so significant that no safeguards could reduce the threats to an acceptable 
level. For example, deciding which recommendations of the firm to implement will create self-
review and self interest threats. Further, assuming a management responsibility creates a 
familiarity threat because the firm becomes too closely aligned with the views and interests of 
management. Therefore, the firm shall not assume a management responsibility for an audit 
client. 
 
290.163 To avoid the risk of assuming a management responsibility when providing non-assurance 
services to an audit client, the firm shall be satisfied that a member of management is 
responsible for making the significant judgments and decisions that are the proper responsibility 
of management, evaluating the results of the service and accepting responsibility for the actions 
to be taken arising from the results of the service. This reduces the risk of the firm inadvertently 
making any significant judgments or decisions on behalf of management. The risk is further 
reduced when the firm gives the client the opportunity to make judgments and decisions based 
on an objective and transparent analysis and presentation of the issues. 
 
 


