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This is the twenty seventh compilation of opinions issued by the Institute’s Accounting Standards 
Board (the Board) and the Auditing Standards & Ethics Committee (the Committee) on the 
enquiries raised by members, entities and regulators during the period from July 2021 to 
December 2022. 
 
The selected opinions are issued for the general guidance of the members of the Institute and 
these are based on the specific fact patterns shared by the enquirers. In this document, the 
accounting opinions represent the opinions of the Board and opinions related to auditing and 
ethical matters represent the opinions of the Committee. These are not the official opinions of the 
Council of the Institute. 
 
The technical opinions are based on the financial reporting, auditing and ethics frameworks 
applicable in Pakistan, on the date the Board or the Committee finalized a particular opinion. Since 
an opinion is arrived at on the basis of the facts and circumstances of each individual query 
provided by the enquirer, it may change if the facts and the circumstances change. An opinion may 
also change due to subsequent developments in law, pronouncements made by the Institute and 
other relevant changes, including any change in the financial reporting, auditing or ethics 
framework. The selected opinions are not a compendium of legal advice. In every case members 
are advised to make their own decisions in the light of facts and circumstances of the issue, and 
in consideration of the relevant applicable laws and framework. The Institute, the Board and the 
Committee will have no liability in connection with the selected opinions. 
 
The Institute also uploads the latest opinions of the Board or Committee on its website, as issued, 
with the objective to facilitate members and to provide timely guidance. The latest selected 
opinions issued after December 2022 can be accessed at: www.icap.net.pk/latest-selected-
opinions. 
 
 
 
Directorate of Technical Services 
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1.1  Application of transitional provisions of accounting standard for NPO 
 
Brief facts of the enquiry 
 
The Accounting Standards Board (the Board) received an enquiry seeking guidance on the 
application of transitional requirements of Accounting Standard for Not-for-Profit Organizations 
(NPO Standard). 
 
In the fact pattern described in the enquiry:  
 
(a) An NPO receives a plot of land as an in-kind contribution, on July 01, 2011 
 
(b) The NPO recognizes and measures this in-kind contribution (land) at a nominal amount 

(i.e. Rupee 1), till June 30, 2016. Resultantly, NPO did not assess or measure the plot of 
land at fair value during the period from July 2011 to June 2016.  

 
(c) NPO for financial reporting purposes adopts and applies NPO Standard for the first time, 

effective from July 2016.  
 
The enquirer submitted two alternative views regarding measurement of in-kind contributed 
asset (i.e. land), on the date of first time application of NPO Standard.  
 

• View A: Under view A, on transition to NPO Standard, the tangible asset held by the NPO 
shall be remeasured at fair value. This fair value of the asset shall be as of the first time 
adoption of NPO Standard i.e. July 01, 2016. The asset shall be re-measured irrespective 
of the fact when such asset was first recognized in the books.  

 

• View B: Under view B, on transition to NPO Standard, the tangible asset held by the NPO 
shall be remeasured at fair value. However, this fair value shall be as of the date of 
receiving the asset as a contribution i.e. July 01, 2011. This view also considers that in 
case it is impracticable to determine the fair value of an asset at the 
transaction/contribution date, such asset shall be continued to be measured at its nominal 
value.  

 
The submission also noted that due to above-noted divergent views regarding measurement of 
tangible asset received by an entity as an in-kind contribution, there could also be differing views 
about the accounting treatment of plot of land on the first time adoption of NPO Standard.  
 
On transition to NPO Standard on July 01, 2016, the land received as in-kind contribution is:  
 
(i) measured at nominal value (Rupee 1), as the fair value of the plot as on July 01, 2011 

(i.e. the contribution date of plot) cannot be reasonably determined.  
 
(ii) measured at its fair value as on July 01, 2016. Fair value of July 2016 is recognized in 

the opening balance sheet as at July 01, 2016, with a corresponding gain recorded in the 
opening retained earnings as of July 01, 2016.  

 
(iii) measured at its fair value at the end of the first time adoption year i.e. June 30, 2017. Fair 

value (e.g. Rupees 1 million determined as at June 30, 2017) is recognized in the balance 
sheet as at June 30, 2017, with a corresponding gain recorded in the income statement 
for the year ended June 30, 2017. 

 
The submission, in context of the above fact pattern and alternative views, requested the Board 
to provide guidance on the accounting treatment of the plot of land in the financial statements 
of NPO, on the first time adoption of NPO Standard (i.e. financial statements for the year ended 
June 30, 2017). 
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The Accounting Standards Board comments and conclusion 
 
1. The Board noted that NPO Standard in section 14, First Time Adoption, provides 

transition requirements and guidance that an entity must follow when it adopts the NPO 
Standard for the first time as the basis for preparing its financial statements.  

 
Included in the transition requirements is the requirement for measurement of assets and 
liabilities at the time of adopting NPO Standard. Paragraph 14.2 of section 14 of NPO 
Standard states that  

 
“An organization shall in its opening balance sheet as of its date of transition (beginning 
of the earliest period presented in financial statements) to the Accounting Standards for 
NPOs: 

 
a) Recognize all assets and liabilities whose recognition is required by the Accounting 

Standards for NPOs;  
 
b) Not recognize items as assets or liabilities if the Accounting Standards for NPOs 

do not permit such recognition;  
 
c) Reclassify items that it recognized under its previous financial reporting framework 

as one type of asset, liability or component of equity, but are a different type of 
asset, liability or component of equity under the Accounting Standards for NPOs; 
and  

 
d) Apply the Accounting Standards for NPOs in measuring all recognized assets and 

liabilities.”  
 

(Emphasis is ours)  
 
2. The Board also observed that for the measurement of tangible assets, section 8, Property, 

Plant & Equipment, of NPO Standard contains the relevant guidance.  
 

Paragraph 8.3 of the NPO Standard notes that “for a contributed asset, cost is considered 
to be fair value at the date of contribution. In unusual circumstances when fair value 
cannot be reasonably determined, the asset should be recorded at nominal value to 
ensure monitoring and accountability.” (Emphasis is ours)  

 
NPO Standard defines fair value as the amount for which an asset could be exchanged, 
or a liability settled, between knowledgeable, willing parties in an arm's length transaction.  
 
Paragraph 8.4 of NPO Standard further explains that organizations may receive 
substantial contributions of property, plant and equipment. Recognition of contributions of 
such assets helps provide an understanding of the resources available to the organization 
and enables users of the financial statements to make comparisons with other 
organizations. A contributed asset would be recognized at its fair value at the date of 
contribution. When an estimate of fair value cannot reasonably be made, both the asset 
and the related contribution would be recognized at nominal value.  

 
3. The Board, based fact pattern provided in the submission and above discussion, 

concluded that an entity that is first time adopting NPO Standard shall follow the 
requirements of paragraphs 8.3 and 14.2(d) of the NPO Standard for measurement of a 
tangible asset received by an entity as an in-kind contribution prior to entity's first time 
adoption of the NPO Standard. Based on these requirements:  
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a) NPO, on the date of first time adoption of NPO Standard, shall measure the plot of 
land at its fair value. This fair value shall be as of the date on which the plot of land 
was received by NPO as a contribution (i.e. July 01, 2011).  

 
b) However, in case, NPO cannot reasonably determine fair value of plot of land as of 

July 01, 2011, then plot of land should be measured at a nominal value. In such a 
case, plot of land should be continued to be measured at nominal value in the 
subsequent periods, and shall not be re-measured at fair value.  

 
4. The Board also noted that, in general, it is presumed that fair value (both current and 

historic) of land can be determined by an entity by making every reasonable effort to do 
so. There would, accordingly, be rare and unusual circumstances in which an entity 
cannot reasonably determine the fair value of land.  

 
(Issued in August, 2021) 
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1.2  Determination of fair value at the measurement date under IFRS 13, Fair Value 
Measurement 

 
Brief facts of the enquiry 
 
The Accounting Standards Board (the Board) received an enquiry about the determination of 
fair value of unquoted equity instruments under IFRS 13, Fair Value Measurement, in a specific 
fact pattern. The fact pattern is summarized below:  
 
- A publicly listed company (Company A), in June 2019, made a strategic investment in a 

start-up company (Company B) by purchasing a specific number of voting and non-voting 
shares at a mutually agreed purchase price.  

 
- Company A, at the reporting dates of June 30, 2019, June 30, 2020 and December 31, 

2020, determined the fair value of its investment in Company B using the services of an 
independent valuer.  

 
- In June 2021, Company B issued equity shares to an unrelated third party at a price above 

the fair value determined at previous reporting date (i.e. December 31, 2020).  
 
Along with the above fact pattern, the submission referring to paragraph B 5.4.15 of IFRS 9, 
Financial Instruments, also noted that after June 2021, there were no significant changes to 
Company B’s performance and products, global economy or the comparable entities. 
Additionally, there were no indications of fraud or any transfer of any external transactions. In 
view of above, the submission noted that it would be appropriate to use the most recent 
transaction price (i.e. price of a share issued in June 2021) as the measurement price as at 
December 2021, in accordance with IFRS 13.  
 
The enquirer, based on the above understanding, asked whether Company A can measure fair 
value of its investment in Company B, at the reporting date of December 2021, using the 
transaction price (per share) in the most recent transaction i.e. price at which Company B issued 
its shares in June 2021. 
 
The Accounting Standards Board comments and conclusion 
 
1. The Board noted that in accordance with paragraphs 57-60 of IFRS 13, an entity:  
 

a) can consider the transaction price for unquoted equity instruments in a recent 
transaction as a reasonable starting point for measuring the fair value of such 
instruments at the measurement date;  

 
b) is also required to assess whether the transaction price in the most recent 

transaction needs to be adjusted. The adjustment could be owing to the existence 
of factors noted in paragraph B 5.4.15 of IFRS 9 or if other evidence indicates that 
the transaction price might not be representative of fair value at the measurement 
date; and  

 
c) would need to adjust the most recent transaction price for the aforementioned 

factors to arrive at the fair value at the measurement date. The nature and amount 
of adjustment (if any) will depend on the specific facts and circumstances.  

 
2. The Board, based on the fact pattern and above principle-based guidance of IFRS 13, 

concluded that determination of fair value as well as the consideration of factors that could 
influence and change the fair value involve exercise of management judgement. Entity’s 
management would be required to apply judgment based on the specific information and 
circumstances.  
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3. The Board also considered it pertinent to explain that it considers accounting enquiries 
and provides clarification on the matters relating to interpretation of the requirements of 
accounting and reporting standards as applicable in Pakistan. The enquired matter of 
appropriateness of a particular amount of fair value involves management judgement 
considering the specific information and circumstances. In the submitted fact pattern, 
determination of fair value of unquoted equity instruments at the measurement date does 
not involve interpretation of IFRS 13.  

 
(Issued in September, 2021) 
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1.3  Enquiry on the impact of subsequent recovery of a loan on the provision for 
impairment at the reporting date 

 
Brief facts of the enquiry 
 
The Accounting Standards Board (the Board) has received an enquiry regarding the impact of 
subsequent recovery of a loan on the provision for impairment at the reporting date.  
 
In the fact pattern described in the enquiry: 
 
▪ An entity, after its reporting date of December 31, 2020, receives cash from a customer. 

This cash represents recovery of an outstanding loan balance. The loan settlement 
agreement with the customer was executed on the reporting date. However, the proceeds 
from customer were credited to the entity's bank account after the reporting date as the 
cheque through which the proceeds were transferred was also dated after the reporting 
date. 

 
▪ With this basic information, guidance has been sought on the impact of subsequent 

recovery of loan on the provision for impairment at the reporting date, under the three (03) 
scenarios relating to listed company, listed modaraba and a non-going concern 
modaraba. 

 
Scenario A - Measurement of provision for impairment by a listed company under IFRS 9 
 
Under this scenario, the reporting entity is a listed public company. 
 
Company has calculated and recognized a provision (based on provision matrix) for impairment 
against the receivable balance from a customer, in accordance with IFRS 9, Financial 
Instruments. However, as noted in the basic information, subsequent to the reporting date and 
before the issuance of financial statements, company recovers the amount from the customer. 
In such a scenario, following questions have been asked in the submission: 
 
- whether the recovery from the customer after the reporting date be considered as an 

adjusting event for the financial statements for year ended December 2020; and   
 
-  whether the provision (in context of the subsequent recovery) should be reversed in 

December 31, 2020 financial statements. 
 
Scenario B - Measurement of provision for impairment by a modaraba, under the 
accounting and reporting standards as applicable in Pakistan 
 
Under this scenario, the reporting entity is a financial services modaraba listed on Pakistan 
Stock Exchange. 
 
Modaraba has calculated and recognised a provision for impairment against the receivable 
balance from a customer, based on provision matrix prescribed in the Modaraba Regulations. 
However, subsequent to the reporting date and before the issuance of financial statements, 
modaraba recovers the amount from the customer. In such a scenario, following questions have 
been asked in the submission:  
 
-  whether the recovery from the customer after the reporting date be considered as an 

adjusting event for the financial statements for year ended December 2020; and  
 
- whether the provision (in context of the subsequent recovery) should be reversed in 

December 31, 2020 financial statements.  
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Scenario C - Measurement of provision for impairment by a non-going concern 
modaraba, under the accounting and reporting standards as applicable In Pakistan  
 
Under this scenario, the reporting entity is a modaraba listed on Pakistan Stock Exchange and 
the financial statements for December 31, 2020 have been prepared on a basis other than going 
concern. In those financial statements, assets and liabilities are reported on the basis of their 
respective net realizable values. 
 
Based on provision matrix prescribed in Prudential Regulations, modaraba has calculated and 
recognised a provision for impairment against the receivable balance from a customer. 
 
In such a scenario it has been asked in the submission, whether the subsequent recovery will 
be reflected in calculating the net realizable value of receivables at the reporting date, despite 
the fact that recovery was made in subsequent period? 
 
The Accounting Standards Board comments and conclusion 
 
Scenario A  
 
1.  In the context of the submitted fact pattern, the Board noted that a public listed company 

is required to recognize an impairment allowance for receivable balance(s) in accordance 
with the expected credit loss (ECL) model of IFRS 9, Financial Instruments.  

 
IFRS 9 requires measurement of expected credit losses in a way that reflects reasonable 
and supportable information that is available without undue cost or effort at the reporting 
date about past events, current conditions and forecasts of future economic conditions.  

 
2.  The Board noted that IAS 10, Events after the Reporting Period, requires an entity to 

adjust the amounts recognized in its financial statements to reflect adjusting events after 
the reporting period.  

 
3.  The Board noted that IFRS 9 does not specifically require that new information that 

becomes available after the reporting date has to be reflected in the measurement of ECL 
at the reporting date. However, the Transition Resource Group for Impairment of Financial 
Assets (formed by International Accounting Standards Board with the aim of providing 
support for the implementation of the new expected credit loss requirements in IFRS 9) 
has discussed this matter in 2015.  

 
4.  The Board, based on the principles set out in IAS 10 regarding adjusting and non-

adjusting events and discussions of Transition Resource Group for Impairment of 
Financial Assets, concluded that a listed company should apply judgement as per the 
specific facts and circumstances to determine whether a subsequent recovery of a 
receivable (I.e. cash recovery between the reporting date and the date the financial 
statements are authorized for issue) is an 'adjusting' or 'non-adjusting' event in 
accordance with IAS 10.  

 
In case, a loan-specific information and related facts that existed at the reporting date is 
an 'adjusting event' in accordance with IAS 10, a listed company while applying IFRS 9 
should update its estimation of credit losses as of the reporting date with the information 
about such adjusting event. In this regard, materiality considerations outlined with IAS 8 
Accounting Policies, Changes in Accounting Estimates and Errors, would also be 
relevant.    

 
Scenario B  
 
5.  With regards to the fact pattern submitted by enquirer under scenario B, the Board noted 

that a modaraba is required to prepare its financial statements in accordance with the 
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accounting and reporting standards as applicable in Pakistan. This financial reporting 
framework applicable to modaraba includes International Financial Reporting Standards 
(IFRS Standards) issued by the International Accounting Standards Boards (IASB) as 
notified under the Companies Act, 2017 and the requirements of the Companies Act, 
Modaraba Companies and Modaraba (Floatation and Control) Ordinance, 1980, 
Modaraba Companies and Modaraba Rules, 1981 and Modaraba Regulations, 2021 
(Modaraba Regulations). Further, wherever provisions of and directives issued under the 
above-mentioned statute differ from IFRS Standards, the provision of and directives 
issued under the statutory instrument should prevail.  

 
6.  The Board further noted that a modaraba is required to comply with the requirements of 

Modaraba Regulations, for the classification and provisioning for non-performing assets. 
In this regard, regulation 14 of the Modaraba Regulations, together with Schedule III 
thereof, specify a time-based classification and provisioning criteria. While, regulation 15 
discusses the reversal of provisioning where there is cash recovery.  

 
7.  The Board also noted that IAS 10, Events after the Reporting Period, being part of IFRS 

Standards is also applicable to a modaraba. IAS 10 requires adjustment of the amounts 
recognized in its financial statements to reflect adjusting events after the reporting period.  

 
8.  The Board concluded that a modaraba should consider the requirements of IAS 10 while 

calculating and recognizing the provision for non-performing assets at the reporting date. 
A subsequent recovery against a loan could be an adjusting event based on the loan-
specific facts and circumstances. A modaraba should update its provisioning as of the 
reporting date, consequent to the subsequent recovery, if such recovery is an adjusting 
event in accordance with IAS 10. In this regard, materiality considerations outlined with 
IAS 8 would also be relevant.  

 
Scenario C  
 
9.  In context of the fact pattern submitted in scenario C, the Board noted that the statutory 

financial reporting framework (as noted in paragraph 5, above) does not change for a 
modaraba that is a non-going concern entity. In context of the submitted scenario, while 
preparing statutory financial statements, the requirements of Modaraba Regulations and 
IAS 10 would be part of the financial reporting framework applicable to a non-going 
concern modaraba. 

 
10.  The Board concluded that based on the conclusions outlined in scenario B, above, a 

modaraba should consider the requirements of IAS 10 in relation to treatment of 
subsequent recovery against a loan and determination of carrying value of such loan at 
the reporting date.   

 
(Issued in September 2021) 
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1.4  Objective evidence of impairment on an amount due from the Government of 
Pakistan under the circular debt situation 

 
Brief facts of the enquiry 
 
The Accounting Standards Board (the Board) received an enquiry, wherein, guidance was 
sought that whether the historic and expected delay in settlement of circular debt balances in 
the energy sector of Pakistan (as per enquirer an amount ultimately due from the Government 
of Pakistan) results in an objective evidence of impairment under IAS 39.  
 
The fact pattern is summarized below:  
 
(a) The Securities & Exchange Commission of Pakistan (SECP), vide S.R.O 985(I)/2019 

(dated September 2, 2019), granted temporary exemption from application of ‘Expected 
Credit Loss (ECL) Method’ of IFRS 9, Financial Instruments, to companies holding 
financial assets due directly or ultimately from the GoP. SECP granted this exemption till 
June 30, 2021. However, companies availing such exemption were required to follow 
relevant requirements of IAS 39. (Please note that SECP, subsequently, has extended 
above-noted exemption till June 2022).  

 
(b) Historically, there have been delays in timing of settlement of circular debts. The 

abovementioned temporary exemption was granted by SECP in the wake of prevailing 
circular debt issue in the country and considering the uncertainties/practical limitations in 
determining the timing of settlement of the circular debt.  

 
(c) Under IAS 39, companies are required to make an assessment on whether there is any 

objective evidence of impairment. In the context of circular debt, it has been a country 
wide consensus that historic and expected delay because of circular debt in the energy 
sector of Pakistan are not an objective evidence of impairment.  

 
In the context of the above fact pattern, enquirer requested for Board’s guidance that whether 
the historic and expected delay in settlement of circular debt balances in the energy sector of 
Pakistan results in an objective evidence of impairment under IAS 39.  
 
The Accounting Standards Board comments and conclusion 
 
1. The Board noted that in Pakistan IFRS 9 has been adopted under the Companies Act, 

2017 and it is applicable to companies. The Board also noted that SECP, however, has 
deferred the applicability of IFRS 9 ECL (i.e. impairment) requirements till June 30, 2022 
on the ‘financial assets due from the Government of Pakistan’. While granting this 
relaxation SECP has directed the companies to apply relevant requirements of IAS 39.  

 
In view of above, impairment related requirements of IAS 39 are applicable on companies 
that have availed exemption from IFRS 9 ECL requirements.  

 
2. The Board noted that IAS 39 in paragraphs 58 to 65 and AG84-AG93 sets-out the 

requirements and principle-based guidance for impairment of financial assets.  
 

In accordance with IAS 39, the assessment of impairment loss on a trade debts/receivable 
(i.e. circular debt related balances) will include:  

 
(a) assessment of an ‘objective evidence’ of impairment (the objective evidence is 

provided by one or more events that occurred after the initial recognition of the trade 
receivable (a loss event). The loss event (or events) impacts the estimated future 
cash flows of a trade receivable or a group of such receivables (where loss event(s) 
does not adversely impact the estimated future cash flows under the contractual 
terms there would be no impairment); and  
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(b) a reliable estimation of the above impact.  
 

Where above conditions are fulfilled, impairment loss shall be recognised on a trade 
receivable. 

 
Objective evidence of impairment  
 
3. The Board observed that under paragraph 58 of IAS 39, impairment testing of a trade 

receivable requires assessment of whether there is any objective evidence of impairment. 
This assessment shall be based on all available information at the reporting date.  

 
Objective evidence of impairment could be explained as one or more events that have 
occurred and have an impact on the expected future cash flows of the financial 
instruments.  
 
Paragraph 58 of IAS 39 is reproduced below (emphasis is ours): 

 
“An entity shall assess at the end of each reporting period whether there is any 
objective evidence that a financial asset or group of financial assets is impaired. If 
any such evidence exists, the entity shall apply paragraph 63 (for financial assets 
carried at amortised cost), paragraph 66 (for financial assets carried at cost) or 
paragraph 67 (for available-for-sale financial assets) to determine the amount of any 
impairment loss.” 

 
4. IFRS 9 in paragraph BCE.107, while commenting on impairment model of IAS 39, notes 

that “the impairment models in IAS 39 require the recognition of credit losses only once 
there is objective evidence of impairment or when a credit loss is incurred (thus the 
impairment model includes a ‘recognition threshold’). As a result, the effect of future 
events, even when expected, cannot be considered. This recognition threshold is 
perceived to have caused a delay in the recognition of credit losses and was identified 
during the global financial crisis as a weakness in accounting standards.” 

 
5. The Board noted that IAS 39 in paragraph 59 lists down examples of loss events that 

could result in such objective evidence (general triggers). 
 

In accordance with paragraph 59, objective evidence that a financial asset is impaired 
includes observable data that comes to the attention of the holder of the asset about the 
loss events.  
 
Paragraph 59 is reproduced below (emphasis is ours):  

 
“A financial asset or a group of financial assets is impaired and impairment losses are 
incurred if, and only if, there is objective evidence of impairment as a result of one or more 
events that occurred after the initial recognition of the asset (a ‘loss event’) and that loss 
event (or events) has an impact on the estimated future cash flows of the financial asset 
or group of financial assets that can be reliably estimated. It may not be possible to identify 
a single, discrete event that caused the impairment. Rather the combined effect of several 
events may have caused the impairment. Losses expected as a result of future events, 
no matter how likely, are not recognised. Objective evidence that a financial asset or 
group of assets is impaired includes observable data that comes to the attention of the 
holder of the asset about the following loss events:”  

 
(b) significant financial difficulty of the issuer or obligor;  
 
(c) a breach of contract, such as a default or delinquency in interest or principal 

payments;  
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(d) the lender, for economic or legal reasons relating to the borrower’s financial 
difficulty, granting to the borrower a concession that the lender would not otherwise 
consider; 

 
(e) it becoming probable that the borrower will enter bankruptcy or other financial 

reorganisation;  
 

(f) the disappearance of an active market for that financial asset because of financial 
difficulties; or  

 
(g) observable data indicating that there is a measurable decrease in the estimated 

future cash flows from a group of financial assets since the initial recognition of 
those assets, although the decrease cannot yet be identified with the individual 
financial assets in the group, including:  

 
i. adverse changes in the payment status of borrowers in the group (e.g. an 

increased number of delayed payments or an increased number of credit 
card borrowers who have reached their credit limit and are paying the 
minimum monthly amount); or  

 
ii. national or local economic conditions that correlate with defaults on the 

assets in the group (e.g. an increase in the unemployment rate in the 
geographical area of the borrowers, a decrease in property prices for 
mortgages in the relevant area, a decrease in oil prices for loan assets to oil 
producers, or adverse changes in industry conditions that affect the 
borrowers in the group). 

 
6. The Board also noted that IFRS 9 mentions ‘credit-impaired’ financial assets. In ECL 

model, a credit-impaired financial asset is at Stage 3, effectively at the point at which there 
has been an incurred loss event under the IAS 39 model.  

 
The examples in IFRS 9 of when an asset is credit-impaired are identical to the examples 
that IAS 39 uses to indicate that an impairment loss should be recognized because 
objective evidence of impairment exists.  
 
Credit-impaired financial asset is defined in IFRS 9, as under:  
 
“A financial asset is credit-impaired when one or more events that have a detrimental 
impact on the estimated future cash flows of that financial asset have occurred. Evidence 
that a financial asset is credit-impaired include observable data about the following 
events: 

 
(a) significant financial difficulty of the issuer or the borrower; 
 
(b) a breach of contract, such as a default or past due event;  
 
(c) the lender(s) of the borrower, for economic or contractual reasons relating to the 

borrower’s financial difficulty, having granted to the borrower a concession(s) that 
the lender(s) would not otherwise consider;  

 
(d) it is becoming probable that the borrower will enter bankruptcy or other financial 

reorganisation;  
 
(e) the disappearance of an active market for that financial asset because of financial 

difficulties; or  
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(f) the purchase or origination of a financial asset at a deep discount that reflects the 
incurred credit losses.  

 
It may not be possible to identify a single discrete event—instead, the combined effect of 
several events may have caused financial assets to become credit-impaired.”  

 
Measurement of impairment loss  
 
7. The Board observed that when the loss event has an impact on the estimated future cash 

flows of a trade debt, then entity shall consider this impact on the measurement of the 
impairment loss.  

 
Under IAS 39 paragraph 63, impairment of trade receivables is measured on the basis of 
the present value of estimated future cash flows (including the cash flows expected from 
a collateral and guarantee, under the contractual terms).  
 
Paragraph 63 of IAS 39 is reproduced below (emphasis is ours):  

 
“If there is objective evidence that an impairment loss on loans and receivables or held-
to-maturity investments carried at amortised cost has been incurred, the amount of the 
loss is measured as the difference between the asset’s carrying amount and the present 
value of estimated future cash flows (excluding future credit losses that have not been 
incurred) discounted at the financial asset’s original effective interest rate (i.e. the effective 
interest rate computed at initial recognition). The carrying amount of the asset shall be 
reduced either directly or through use of an allowance account. The amount of the loss 
shall be recognised in profit or loss.”  

 
8. The Board noted that an entity has incurred an impairment loss if it is probable that it will 

not be able to collect all amounts due according to the contractual terms. Contractual 
cash flows and historical loss experience provide the basis for estimating future cash 
flows. Based on the principle outlined in IAS 39, in case of delayed settlement of a trade 
debt: 

 
(a) there would be no impairment, where, an entity under the contractual terms will 

receive compensation for every delayed payment (including interest on the delayed 
payment of principal and liquidated damages/surcharge). In such cases, the 
present value of future cash flows (both principal and interest) discounted at the 
receivable’s original effective interest rate will equal or more than the carrying 
amount of the loan/receivable. 

 
(b) there would be an impairment loss, when, an entity under the contractual terms is 

not compensated for a delayed payment. In such cases, the present value of future 
cash flows discounted at the receivable’s original effective interest rate will be less 
than the carrying amount of the loan/receivable  

 
These scenarios could arise when there is no interest for delayed receipt of principal, or 
any interest on delayed principal is lower than the market interest-rate, or there is no 
interest on the delayed payment of original interest.  

 
Conclusion  
 
9. The Board, based on the enquired fact pattern and above discussion, concluded that:  
 

(a) It is management responsibility and decision to recognise (or not recognise) 
impairment in the financial statements. The assessment of whether an objective 
evidence of impairment on a financial asset exists, is a matter of management 
judgement requiring consideration of all the facts and circumstances of each case. 
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(b) In accordance with the principle-based approach outlined in paragraph 59 of IAS 
39, an objective evidence of impairment exists, when: 

 
i. one or more events have occurred after the initial recognition of the asset (a 

‘loss event’); and 
 
ii. that loss event (or events) has an impact on the estimated future cash flows 

of the financial asset or group of financial assets that can be reliably 
estimated.  

 
(c) Paragraph 59 of IAS 39 also states that objective evidence that a financial asset is 

impaired includes observable data that comes to the attention of the holder of the 
asset about the loss events.  

 
Paragraph 59 also lists down examples of loss events that could result in objective 
evidence of impairment.  

 
(d) IAS 39 provides sufficient guidance for an entity to assess whether there is an 

objective evidence of impairment with regards to long overdue circular debt 
balances, which as per management assessment are directly or indirectly due from 
GoP.  

 
Management of an entity should exercise its judgement considering all the relevant facts 
and circumstances to determine whether the delay in the settlement of circular debt 
balances provides (or does not provide) an objective evidence of impairment under IAS 
39. 

 
(Issued in October, 2021) 
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1.5  Provisioning requirements for NBFCs under IFRS 9 and the NBFC Regulations 
2008 

 
Brief facts of the enquiry 
 
The Accounting Standards Board (the Board/ASB) received an enquiry about the application of 
provisioning requirements for Non-Banking Finance Companies (NBFCs) under IFRS 9, 
Financial Instruments (IFRS 9) and Non-Banking Finance Companies and Notified Entities 
Regulations, 2008 (the NBFC Regulations). 
 
The fact pattern is summarized below: 
 
(a) In the NBFC Regulations, regulation 25 states that a lending NBFC shall observe the 

criteria for classification of its assets and provisioning as provided in Schedule X. NBFC 
Regulations also state that “provided that after adoption and implementation of IFRS 9, 
the requirements of IFRS 9 shall be applicable.” 

 
(b) ASB, issued the Accounting Guidance – Application of IFRS 9 by Non-Banking Finance 

Companies (IFRS 9 Application Guidance), in May 2021. Annexure 1 of this Guidance:  
 

• describes the mechanism to be applied for mapping of time-based criteria. It is 
based on the time-based criteria outlined in the NBFC Regulations and the 
Expected Credit Loss (ECL) staging requirements set out in IFRS 9. 

 

• outlines that provision for impairment shall be higher of IFRS 9 ECL model and the 
NBFC Regulations. 

 
(c) On the above guidance and requirements of Annexure 1 of IFRS 9 Application Guidance, 

enquirer had sought clarifications from the Securities and Exchange Commission of Pakistan 
(SECP). SECP had advised the enquirer to follow the IFRS 9 Application Guidance for 
calculation of provision (i.e. higher of IFRS 9 ECL and the NBFC Regulations). 

 
(d) Regarding the practical implementation of IFRS 9 Application Guidance, SECP advised 

the enquirer to obtain clarification from the ASB. The enquirer had accordingly requested 
for Board’s opinion on whether the calculation of higher provisioning (between IFRS 9 or 
the NBFC Regulations) would be assessed by an NBFC on the overall portfolio level or it 
would be assessed on the level of individual borrower. 

 
The Accounting Standards Board comments and conclusion  
 
1. The Board noted that the SECP, through S.R.O. 800 (1)/ 2021 (dated June 22, 2021) has 

further deferred the application of IFRS 9, for Non-Banking Finance Companies (NBFCs). 
For NBFCs, SECP has made IFRS 9 applicable from June 30, 2022 (with earlier 
application permitted).  

 
IFRS 9 ECL Model  
 
2. The Board noted that IFRS 9 impairment model is based on changes in ECL and involves 

a three stage approach.  
 

• Stage 1 includes financial instruments that have not had a significant increase in 
credit risk since initial recognition or that have low credit risk at the reporting date.  

 

• Stage 2 includes financial instruments that have had a significant increase in credit 
risk since initial recognition (unless they have low credit risk at the reporting date) 
but that do not have objective evidence of impairment.  
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• Stage 3 includes financial assets that are credit impaired, having objective evidence 
of impairment at the reporting date.  

 
Provisioning requirements of the NBFC Regulations  
 
3. The Board observed that the NBFC Regulations specify the requirements for NBFCs to 

maintain ‘Specific’ and ‘General’ provisions for their financial assets. 
 

• Regulation 25 of the NBFC Regulations, prescribes specific provisioning 
requirements for nonperforming assets. Regulation 25 requires that a lending 
NBFC shall observe the criteria for classification of its assets and provisioning as 
provided in Schedule X.  

 
Schedule X of the NBFC Regulations, outlines a time based criteria for classification 
and provisioning of loan/lease assets (separately for microfinance portfolio and all 
financing facilities other than micro-finance).  

 

• Regulation 25A of the NBFC Regulations, prescribes the requirement to maintain 
General provision. 

 
Under regulation 25A, an NBFC with micro-finance portfolio and unsecured finance 
portfolio shall maintain a general provision equivalent to 0.5 per cent of the net 
outstanding micro-finance portfolio and 1 per cent of the net outstanding unsecured 
finance portfolio.  

 
Accounting Guidance ‘Application of IFRS 9 by Non-Banking Finance Companies’  
 
4. The Board with the objective to facilitate NBFCs in the implementation and transition to 

IFRS 9, issued an Accounting Guidance titled ‘Application of IFRS 9 by Non-Banking 
Finance Companies’ (IFRS 9 Application Guidance).  

 
5. It is relevant to mention that the Board, for the development of this accounting guidance, 

formed a Working Group which included representation of SECP. Further, IFRS 9 
Application Guidance was issued in consultation and concurrence with SECP.  

 
6. IFRS 9 Application Guidance (in Annexure I) outlines the principle that after adoption of 

IFRS 9 the provision for impairment shall be at the amount that is higher of IFRS 9 ECL 
and the NBFC Regulations. Annexure I outlines the calculation mechanism as under:  

 
(a) IFRS 9 stage 1 and stage 2 ECL should be compared with provision calculated as 

per regulation 25 A of the NBFC Regulations; and  
 

(b) IFRS 9 stage 3 ECL should be compared with provision calculated as per regulation 
25 of the NBFC Regulations.  

 
7. The Board noted that in IFRS 9, stage 3 ECL is linked with the ‘default’ of the borrower. 

In general, this stage reflects the increase in credit risk to a stage where a loan is 
considered as credit-impaired.  

 
While, under the NBFC Regulations, default is a time-based criteria and such 
loans/portfolio is considered as non-performing.  

 
IFRS 9 stage 3 portfolio would be credit-impaired and in principle it would be similar to 
the nonperforming portfolio of NBFC Regulations.  

 
8. The Board considered that it is important to highlight the rationale for the approach of 

maintaining a provision that is higher of IFRS 9 and the NBFC Regulations.  
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The Board also noted that various regulators have outlined an approach of maintaining a 
provision that is higher of the IFRS 9 ECL and local prudential regulations.  

 
The Board observed that the regulatory approach of maintaining the provision under IFRS 
9 and the NBFC Regulations is to avoid under-provisioning of classified financial assets, 
after implementation of IFRS 9.  

 
It is expected that provisioning as per IFRS 9 requirements would generally be higher 
than provision calculated under the NBFC Regulations. However, in initial years of IFRS 
9 implementation, from a supervisory and regulatory perspective, an inefficient ECL 
model could lead to under-provisioning for impairment.  

 
9. The Board observed that as the objective of above-noted approach is to ensure the 

recognition of provision under the NBFC Regulations as a bare minimum, therefore, the 
comparison between IFRS 9 ECL and the NBFC Regulations is to be done at portfolio 
level rather than individual borrower level. Portfolio-based analysis would ensure that the 
total provision recognised by the NBFCs will not be less than provision required under the 
NBFC Regulations.  

 
IFRS 9 application approach adopted by local and international banking sector 
regulators  
 
10. In context of the enquired matter, a limited desk research about the IFRS 9 application 

and implementation guidance issued by following local and international regulators also 
provided relevant information.  

 

• State Bank of Pakistan  
 

• Central Bank of United Arab Emirates  
 
Approach followed by the State Bank of Pakistan  
 
11. The Board noted that State Bank of Pakistan (SBP) has issued IFRS 9 Financial 

Instruments Application Instruction for banks.  
 

The Board noted that SBP requires the financial institutions to concurrently compute the 
total provisions for impairment as required by existing instructions (i.e. Prudential 
Regulations) and IFRS 9 guidelines on performing, underperforming and non-performing 
credit exposures.  

 
Further, the provision to be accounted for by the banks should be higher of IFRS 9 ECL 
or Prudential Regulations requirements.  

 
12. The Board also noted that, SBP under the IFRS 9 Application Instructions (Annexure-I) 

has also outlined an approach for comparison of provision as higher of IFRS 9 ECL and 
the Prudential Regulations. This approach is similar to one set out by the Board in the 
IFRS 9 Application Guidance for NBFCs. SBP in Annexure–I of the IFRS 9 Application 
Instructions, outlined that:  

 

• IFRS 9 stage 3 ECL would be compared with the total amount of specific provision 
calculated as per the Prudential Regulations; and  

 

• Aggregate of IFRS 9 stage 2 and stage 1 ECL would be compared with the total 
amount of general provision calculated as per the Prudential Regulations.  

  



ACCOUNTING ICAP SELECTED OPINIONS - VOLUME XXVII 

 

The Institute of Chartered Accountants of Pakistan Page 21 of 59 
 

Approach followed by the Central Bank of United Arab Emirates  
 
13. The Board also noted that Central Bank of United Arab Emirates has also issued 

Guidance Note on IFRS 9 application. The Guidance note mentions that:  
 
“In the initial years of IFRS 9 implementation, the existing CBUAE regulation on 
provisioning will be maintained in parallel. Banks and FIs should recognise any shortfall 
in IFRS 9 impairments when compared to the CB UAE provisioning regulation.  
 
If the general or specific provision as per the CB UAE regulation is higher than the 
impairment allowance computed under IFRS 9, the difference should be transferred to an 
Impairment Reserve from retained earnings. The Impairment Reserve should be split to 
the difference in general provisions and to the difference in specific provisions.” 

 
14. The Board also noted that Central Bank of UAE has adopted IFRS 9, however, it also 

requires provisions as per the local Regulations. This provision should be maintained in 
parallel with IFRS 9 ECL based provision.  
 
Further, a desk study of audited financial statements of a Central Bank of UAE’s financial 
statements showed that for financial reporting purposes the practical application and 
calculation is based on below:  

 

• IFRS 9 stage 3 ECL is compared with the total amount of specific provision; and  
 

• Aggregate of IFRS 9 stage 2 and stage 1 ECL is compared with the total amount 
of general provision (calculated as per local provisioning regulations/requirements). 

 
Conclusion 
 
15. The Board, based on the understanding of enquirer’s submission and above detailed 

discussion and analysis, concluded that: 
 

(b) NBFCs shall recognise impairment at an amount that is higher of IFRS 9 Expected 
Credit Loss (ECL) and the NBFC Regulations. An NBFC would be recognizing any 
shortfall in IFRS 9 impairment when compared to the provisioning requirements of 
the NBFC Regulations. In this way, total provision for impairment, consequent to 
the adoption of IFRS 9 by an NBFC, would not be less than provision that was being 
recognised as per the NBFC Regulations.  

 
(c) The NBFC Regulations, under regulations 25 and 25 A, require ‘specific’ and 

‘general’ provisions. The specific provision (on a time-based criteria) is required for 
the ‘nonperforming’ financial assets, while general provision is for the ‘performing’ 
financial assets.  

 
IFRS 9 ECL outlines a ‘three-stage’ model for impairment. This three-stage model 
is based on changes in credit quality of a financial asset, since its initial recognition. 
Stage 3 is considered as ‘non-performing’ (i.e. credit impaired) category of financial 
assets, while stage 1 and stage 2 are considered as performing and 
underperforming financial assets.  

 
(d) The IFRS 9 ECL impairment should be compared with the provision calculated 

under the NBFC Regulations, at the portfolio level (rather than at individual 
borrower level). 

 
For this purposes, the portfolio should be based on the level of aggregation, principally 
outlined in the NBFC Regulations. Based on this portfolio approach:  
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i. IFRS 9 stage 3 ECL should be compared with the specific provision calculated as 
per regulation 25 of the NBFC Regulations; and  

 
ii. Aggregate of IFRS 9 stage 1 and stage 2 ECL should be compared with the general 

provision calculated as per regulation 25A of the NBFC Regulations.  
 

It is relevant to mention that the NBFC Regulations specify different requirements of 
general and specific provisioning for ‘micro-finance’ and ‘other than micro-finance 
facilities’, the aggregation and comparison (between IFRS 9 ECL and provisioning as per 
the NBFC Regulations) based on above approach, therefore, should be done separately 
for micro-finance and other than micro-finance facilities. 

 
(Issued in October, 2021) 
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1.6  Accounting of common control transactions 
 
Brief facts of the enquiry 
 
The Accounting Standards Board (the Board) has received an enquiry, wherein, the Board's  on 
transaction/arrangement involving transfer of assets between public sector private limited 
company (which is 100% owned by Government of Pakistan) and another entity that is also 
under the common control of Government of Pakistan. 
 
The enquirer has submitted following information and enquiries: 
 
The enquirer submitted that it is a public sector private limited company (the company/Old Co.) 
which is 100% owned by the Government of Pakistan (GoP). The Privatization Commission 
(PC) has been given the task to privatize the company. The procedure adopted to privatize is 
to create a new company (New Co.) and transfer Core assets from Old Co. to New Co. The 
New Co. shares will be issued to GoP directly and the Old Co. will not get any consideration for 
the transfer of these assets. The GoP will subsequently sell its majority shareholding in New 
Co. To the private party as soon as the PC gets an offer for such shares from any investor. 
 
The Board's views have been requested on following enquiries: 
 
i. The GoP will subsequently sell its majority shareholding in New Co. to the private party 

as soon the PC gets an offer for such shares from any investor, and the GoP holding in 
New Co. will be transitory only. Will this transaction still be considered Business 
Combination under Common Control (BCUCC)? 

 
ii. How the Old Co. and New Co. should make accounting entries in their individual books? 
 
iii. What would be the accounting treatment of surplus on revaluation of fixed assets, 

deferred tax liability, and deferred tax assets in the books of the Old Co. and New Co. 
when both companies 100% owned by GoP and assets are to be transferred under the 
scheme of arrangement. 

 
The Accounting Standards Board comments and conclusion 
 
The Board's comments on the enquirer's submission are as under: 
 
1. The Board noted that International Financial Reporting Standards (IFRS) do not provide 

specific guidance on the accounting of common control transactions (i.e. for business 
combinations under common control and group restructurings). These common control 
transactions fall outside the scope of the IFRS 3, Business Combinations, as there is no 
change in control over the assets by the controlling party. 

 
However, IFRS require entities to develop an accounting policy for transactions not 
specifically addressed by IFRS. Consequently, for a common control transaction an 
accounting policy must be developed and applied in accordance with the hierarchy set 
out in paragraphs 10-12 of IAS 8 Accounting Policies, Changes in Accounting Estimates 
and Errors. 

 
2. The Board in consideration of lack of IFRS specific guidance on common control 

transactions, has developed the accounting standard, 'Accounting of Common Control 
Transactions'.  

 
The accounting standard 'Accounting of Common Control Transactions' has been notified 
by the Securities and Exchange Commission of Pakistan through S.R.O. 53 (1)/2022 
(dated January 12, 2022), under the Companies Act, 2017. 
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The enquirer is required to consider the guidance provided in this accounting standard for 
the development and application of accounting policy for recognizing and measuring the 
assets, liabilities and consideration transferred (if any) between common controlled 
entities. 

 
3. The Board observed that in context of the enquired matter, the accounting standard 

provides principle-based guidance and discusses various aspects of accounting of 
common control transactions, including assessing whether common control exists, 
transitory common control, distinction between transfer of assets and transfer of business 
and the measurement approach for the accounting of common control transactions. 

 
4. The Board concluded that: 
 

a) it provides principle-based guidance and clarification on the application of 
accounting and reporting standards as applicable in Pakistan. 

 
b) in context of the enquired submission, determination of existence of common 

control, recognition and measurement of asset(s) and related items, and recording 
of the same in the books of account (through accounting entries) involve exercise 
of management judgement based on the specific information and circumstances 
pertaining to the transaction / arrangement. 

 
c) the enquirer is required to consider the guidance provided in the accounting 

standard 'Accounting of Common Control Transactions' and apply its judgment 
considering the specific facts and circumstances of the transaction / arrangement 
to account for the assets and other related items (if any) transferred from public 
sector private limited company (which is 100% owned by GoP) to another GoP 
controlled entity under the submitted fact pattern. 

 
(Issued in February 2022) 
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1.7  Accounting treatment of preference shares 
 
Brief facts of the enquiry 
 
The Accounting Standards Board (Board) received an enquiry, where in the Board’s guidance 
have been sought on the accounting treatment of preference shares in a specific fact pattern. 
 
The fact pattern is summarized below: 
 
(a) A company issued non-voting non-participatory, irredeemable convertible and listed 

preference shares of Rs. 10 each carrying fixed cumulative preference dividend @ Rs. 
10 per annum. The declaration of dividends by the company is mandatory every year. 
However, the payment of dividend might be somehow late depending on the availability 
of sufficient cash. 

 
The company shall also have a firm option to convert preference shares into ordinary 
shares of Rs. 10 each of the company on September 30 of any calendar year up to 2031 
in the ratio of 01 ordinary share of Rs. 10 each for 02 preference shares. The preference 
shares are not redeemable.  

 
(b) Based on above fact pattern the enquirer submitted following queries:  
 

▪ Whether preference shares are equity instrument or compound instrument? 
 
▪ Whether fixed cumulative preference dividend @ 10% per annum trigger the 

instrument as compound? 
 
▪ If answer to above is yes, how the liability component will be computed? 
 
▪ How the liability component will be derecognized / transferred to equity over the 

term of preference shares i.e.10 years? 
 
▪ At the time of issuance of ordinary shares (1 ordinary share of Rs. 10 for 2 PS of 

Rs. 10 each) whether share premium will be recorded.  
 
▪ How current portion of non-current financial liability component will be computed? 

 
The Accounting Standards Board comments and conclusion 
 
1. In accordance with IAS 32, Financial Instruments: Presentation, preference shares can 

be classified as equity, liability, or a combination of the two (i.e. compound instrument).  
 

Classification of preference shares into equity, liability or compound instrument is based 
on an assessment of the substance of the contractual arrangement and by applying the 
definitions of financial liability and equity instrument.  

 
2. In the enquired fact pattern, the issuer’s option of converting the non-redeemable 

preference shares into its ordinary shares within a specified period of time is ‘equity’ 
component. However, non-redeemable preference shares may contain liability 
components based on the terms of the contractual arrangement.  

 
3. The preference shares holder’s right to receive dividend (@ Rs. 10 per share) requires 

consideration to determine whether there is any liability component. The principle for 
determining liability component is outlined below, and issuer should apply this guidance 
to the specific contractual arrangement:  
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a) If the distribution of cumulative dividend is at discretion of the issuer, then non-
redeemable preference shares are equity instruments. This is because the 
discretion gives issuer an unconditional right to avoid delivering cash or another 
financial asset to settle a contractual obligation of dividend.  

 
b) If the distribution of cumulative dividend is not at the discretion of issuer and holder 

has right to receive the dividend then cumulative dividend is a financial liability. This 
is because the issuer does not have an unconditional right to avoid delivering cash 
or another financial asset to settle a contractual obligation of dividend.  

 
4. In the enquired fact pattern the distribution of cumulative dividend is mandatory (i.e. issuer 

of preference shares has a contractual obligation to pay dividend and it cannot avoid this 
contractual obligation). Based on above guidance cumulative dividend on non-
redeemable preference shares is a financial liability. 

 
The equity and liability component would make the non-redeemable convertible 
preference shares a ‘compound’ financial instrument (instrument contains both equity and 
liability components).  

 
5. As per IAS 32, the accounting treatment of this compound instrument by an issuer would 

be as follows:  
 

a) The liability component should be recognized at the fair value, calculated by 
discounting the dividend payments at market rate of a similar liability that does not 
have an associated equity component.  

 
b) Difference in the proceeds of the instrument issued (i.e. cash received by issuer 

from the preference shareholders) and the fair value of the liability (calculated as 
per (i), above) should be recognized in equity and disclosed as per the requirements 
of the Companies Act.  

 
Subsequent to the initial recognition, if the issuer converts the preference shares into 
ordinary shares, on date of conversion:  

 
▪ The liability (if any) should be derecognized, and equity should be recognized for 

the with the same amount.  
 

▪ The equity under the preference shares should be transferred to the ordinary share 
equity. The redemption/conversion by issuing ordinary shares may result in a share 
premium or discount based on the amount of preference shares equity transferred 
to the ordinary shares equity.  

 
There would be no gain or loss on conversion.  

 
6. Regarding, the classification of financial liability, the amount that is due to be settled in 

next twelve months, as per contractual terms, would be classified as current liability. The 
remaining portion of liability would be non-current, in accordance with IAS 1. 

 
(Issued in November 2022) 
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1.8  Transition from IFRS for SMEs to IFRS Standards 
 
Brief facts of the enquiry 

 
The Accounting Standards Board (Board) received an enquiry, where in the Board’s guidance 
have been sought on the matter of transition from IFRS for Small and Medium-sized Entities 
(IFRS for SMEs) to International Financial Reporting Standards (IFRS Standards). 
 
The brief facts of the enquiry are summarized below: 

 
▪ This inquiry is with respect to a Private Limited Company which was preparing its financial 

statements under IFRS for SMEs up to June 30, 2021.  Effective July 1, 2021 the 
Company has become a Large Sized Company (LSC) under requirements of the Third 
Schedule of the Companies Act, 2017 and consequently, required to prepare its financial 
statements for the year ended June 30, 2022 under IFRS Standards issued by IASB as 
applicable in Pakistan. 
 

▪ The Companies Act, 2017 requires companies to prepare statutory financial statements 
in accordance with the financial reporting standards as notified by the SECP. Amongst 
the IFRS Standards, IFRS 1 First-time Adoption of International Financial Reporting 
Standards has not been adopted and notified by the SECP.  

 
▪ The enquirer highlighted that they have revealed that effect on the financials will be 

required to be incorporated in the financial statements due to first time adoption of IFRS 
16 and the change of calculation method of the provision for staff gratuity from the existing 
simplified basis to actuarial valuation under Projected Unit Credit Method under IAS 19. 

 
The Accounting Standard Board’s summarized comments and conclusion 

 
1. A company can prepare statutory financial statements in accordance with the: 
 

(a) IFRS Standards issued by the IASB; or 
 
(b) IFRS Standards issued by the IASB and notified by the SECP under the Companies 

Act, 2017. 
 
A company that is transitioning from IFRS for SMEs to IFRS Standards can prepare the 
statutory financial statements under any of the above frameworks. 

  
2. Under IFRS Standards, IFRS 1 First-time Adoption of International Financial Reporting 

Standards sets out the requirements and guidance for the first time use of IFRS Standards 
as the basis for preparing its general-purpose financial statements.  
 
A company that is preparing financial statements in accordance with IFRS Standards 
issued by the IASB should apply IFRS 1 for transition from IFRS for SMEs to IFRS 
Standards. 

 
3. Regarding IFRS Standards notified by SECP, IFRS 1 has not been adopted by the SECP 

under the Companies Act, 2017.  
 
Due to non-adoption of IFRS 1, a company transitioning from IFRS for SMEs to IFRS 
Standards issued by the IASB and notified by the SECP, has no specific IFRS Standard 
for the first-time transition to IFRS Standards.  
 

4. In the IFRS Standards, IAS 8 Accounting Policies, Changes in Accounting Estimates and 
Errors specifies that where guidance on the accounting and reporting of transaction or 
event is not provided in an IFRS Standard, entity shall refer to and consider the 
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applicability of requirements in IFRS Standards dealing with similar and related issues. In 
context of the enquired fact pattern IFRS 1 deal with the first-time transition to IFRS 
Standards. IFRS 1 also provides guidance to the situation when an entity is not 
transitioning to IFRS Standards for the first-time. 
 

5. A company that is first-time transitioning from IFRS for SMEs to IFRS Standards should 
develop an accounting policy by analogy in accordance with the guidance of IAS 8. The 
company in light of IAS 8 should develop an accounting policy to apply either: 
 
▪ IFRS 1 as the first-time adopter of IFRS Standards; or 
 
▪ IAS 8 principles related to change in accounting policies  
 

6. IAS 8 paragraph 19 explains how to account for changes in accounting policy: 
 
(a) an entity shall account for change in accounting policy resulting from initial 

application of an IFRS Standards in accordance with specific transitional provisions, 
if any, in that IFRS Standard; and  

 
(b) when an entity changes an accounting policy upon initial application of an IFRS 

Standard that does not include specific transitional provision applying to that 
change(s), it shall apply the change(s) retrospectively. 

 
7. In the enquired fact pattern, in light of above with regards to first time transition/ adoption 

of IFRS 16 and IAS 19: 
 
▪ if the entity is applying IFRS 1 as first-time adopter of IFRS Standards, then 

transition provisions of IFRS 1 would be applicable for transition/ first time adoption 
of IFRS 16 and IAS 19. 

 
▪ However, if the entity is applying IAS 8 principles for transition to IFRS Standards 

(i-e principles related to change in accounting policies) then in light of IAS 8 for the 
first-time application of IFRS 16 and IAS 19 the entity will apply the specific 
transitional provisions, if any, in those IFRS Standards.   

 
In case, IFRS 16 and IAS 19 do not include specific transitional provisions entity 
shall apply the change(s) retrospectively. 

 
(Issued in November 2022) 
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2.1  Format of accounts and audit report in case of liquidation 
 
Brief facts of the enquiry 
 
During the calendar year 2017, one of the creditors of a listed company filed a winding up petition 
for recovery of their outstanding dues. As a result of such petition, Lahore High Court through its 
order dated December 12, 2017, appointed a liquidator who took charge of management of the 
Company during February 2018 and trading in shares on PSE was also suspended. In 2021, we 
were appointed auditors of the Company by the liquidator for three years ending June 30, 2018, 
2019 & 2020. 
 
The Liquidator has not concluded the winding up till our appointment. Financial statements of the 
Company for years ended 30 June 2018, 2019 and 2020 are being prepared by liquidator in 
accordance with 4th Schedule on non-going concern basis. 
 
We are in process of finalization of our audit for these 3 years so that same can be laid in AGM of 
the Company before conclusion of winding up proceedings in terms of Section 339(1)(d) of the 
Companies Act 2017. 
 
We need your kind opinion on following matters: 
 
1. Can we change standard format of audit report prescribed by SECP's SRO of 2018 as in our 

view, it will have to be changed due to following two reasons: 
 

(a)  Standard audit report includes reporting on: 
 

− statement of financial position 

− the statement of profit & loss and other comprehensive income, (not receipt & 
payment account) 

− the statement of changes in equity, and 

− the statement of cash flows. 
 

(b)  Audit report also wants confirmation from us on preparation of accounts in accordance 
with accounting and reporting standards as applicable in Pakistan and whether 
accounts give the information required by the Companies Act, 2017 (XIX of 2017), in 
the manner so required and respectively give a true and fair view of the state of the 
Company's affairs as at _______ and of the loss and other comprehensive income, 
the changes in equity and its cash flows for the year then ended. 

 
There is currently no accounting & reporting standard which allow reporting on cash 
basis of accounting by companies (Section 225 of Act & 5th Schedule). Only trusts & 
societies are allowed to prepare accounts on cash receipt & payment basis in Pakistan 
on which ICÅP has already prescribed a format of audit report through ATR 17. 

 
2. Can we use Form 101 for preparation of receipt & payment account for ÅGM purposes 

keeping in view following Extracts of Court Rules 1997 & Act 2017? 
 

• Rule 270 of the Court Rules and Form 101 prescribes format of receipt & payment of 
account which will be filed in Court. 

 

• In accordance with Section 339 (d) of Act 2017, accounts audited by us will be laid 
before members in ÅGM, not to be filed in Court. 

 

• Section 415 of Act 2017 deals with liquidator accounts (format to be prescribed) along 
with audit report which will be filed in Court on every half yearly intervals. 
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The Auditing Standards and Ethics Committee’s comments and conclusion 
 
1. The Committee based on the above information noted that under the Companies Act, 2017 

(the Companies Act): 
 

(a) the audit firm has been appointed as independent external auditor of a company that 
is under liquidation; 

 
(b) the winding up process of the company has not been completed at the financial year 

end; and 
 
(c) the independent external auditor is required to audit the accounts of the company 

under liquidation. 
 
2. The Committee noted that the Companies Act in Part X 'Winding Up' specifies the 

requirements for the companies that are under liquidation. 
 

In the context of the submitted enquiry, the Committee noted that the enquired matters 
involve interpretation of the provisions of the Companies Act relating to the preparation of 
accounts and information by a company that is under liquidation, and reports of auditor on 
the same. 

 
3. The Committee observed that a company that is under liquidation, in order to comply with 

the requirements of the Companies Act is also required to comply with the 'The Companies 
(Court) Rules, 1997' (the Companies Court Rules). 

 
4. As mentioned earlier, the enquired matter fundamentally requires interpretation of 

application of various provisions of the Companies Act. 
 

The Committee, accordingly, engaged with SECP to seek a clarification on the provisions of 
the Companies Act that relate to the preparation and format of accounts and information of 
a company that is under liquidation, and also the specific requirements of the report of auditor 
on such accounts and information. 

 
5. In response to the Committee's request for clarification, SECP explained that:  
 

"In terms of section 387 of the Companies Act, 2017 ("the Act"), a company under liquidation 
shall continue to be a company for all purposes till its final dissolution in accordance with 
provisions of the Act and, unless otherwise specified, all provisions and requirements of the 
Act relating to companies shall continue to apply mutatis mutandis in the case of companies 
being wound. 
 
Further, the company under-liquidation shall, in addition to compliance with the requirements 
of the Act, also comply with the requirements of applicable rules of the Companies (Court) 
Rules, 1997 ("the Rules"). In this respect rule 250, 259, 260, 262, 263, 264 & 267 are more 
relevant to the accounts of a company under-liquidation. 
 
A review of section 387 of the Act clarifies that only difference with regard to a company 
under liquidation is that from the date of commencement of winding up, instead of Board of 
directors, the liquidator or official liquidator, as the case may be, shall be deemed to have 
taken over the position of Board of Directors of the Company including chief executive officer. 
We could not find out any provision in the Act which provide for any kind of exemption to a 
company under-liquidation." 

 
6. The Committee, based on above-noted response of SECP and the submitted fact pattern of 

the enquiry, understands that the liquidator of a company that is under liquidation is required 
to prepare: 
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• statutory financial statements as required under the Companies Act. The Companies 
Act requires preparation of annual financial statements and interim financial 
statements (for specified companies). 

 
For the preparation of the statutory financial statements the 'Guideline on the basis of 
preparation of financial statements for companies that are not considered going 
concern' issued by the Institute can be referred. This guidance provides explanations 
for the preparation of financial statements using the non-going concern basis of 
accounting (after initiating the liquidation process). 

 

• a statement of financial position and receipt and payment accounts, as required under 
section 339 1(d) of the Companies Act. These would be prepared when winding up is 
not concluded within one year of the winding up order. It is noted that the format of the 
receipt and payment accounts is given in Form No. 101 (read with Rule 260) of the 
Companies Court Rules. 

 

• information in accordance with the requirements of section 415 of the Companies Act. 
This information shall be prepared when winding up company is not concluded within 
one year after its commencement. This information would be submitted by liquidator 
on half yearly basis. For this information, the requirements prescribed in Rule 267 of 
the Companies Court Rules and related forms shall be considered. 

 
7. The Committee understands that section 419 of the Companies Act explains the application 

of provisions relating to audit of a company that is being wound up. Section 419 specifies 
that all the provisions relating to audit of accounts, rights, powers, duties, liabilities and report 
of auditors of companies and the duties of companies and their officers as applicable to 
companies shall apply mutatis mutandis to the company being wound up. 

 
Further section 387 of the Companies Act discusses status of a company that is being wound 
up. 
 

8. The Committee, based on clarification provided by SECP and the submitted fact pattern of 
the enquiry, observed that: 

 

• the independent auditor of a company that is under liquidation, will perform the audit 
of statutory financial statements/accounts/information prepared under sections 225, 
339 1(d) and 415 of the Companies Act. 

 
The independent auditor will issue auditor reports as per following framework: 

 

− the auditor report, on statutory financial statements that are prepared in 
accordance with section 225 of the Companies Act, will be as per the 'Auditors 
(Reporting Obligations) Regulations, 2018'. 

 

− In case the auditor is required to audit and issue audit reports under section 339 
or 415 of the Companies Act, then the auditor reports on the special purpose 
reporting (the accounts/information/statements prepared by company under 
liquidation to comply with the specific requirements of the Companies Act) will 
be in accordance with ISA 800 (Revised), 'Special Considerations - Audits of 
Financial Statements Prepared in Accordance with Special Purpose 
Frameworks'. 

 

• the auditor's report should be suitably amended for the liquidation situation such as 
replacement of the term 'Board of director's/ management' with the 'liquidator' in the 
auditor's report. 

 
(Issued in February 2022) 
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2.2  Rotation of a sole proprietor under the corporate governance regulations 
 
Brief facts of the enquiry 
 
An issue was highlighted in the meeting of Quality Assurance Board (QAB) of ICAP, related to a 
Sole Proprietorship Firm, which had been in non-compliance with the requirements of the Code of 
Corporate Governance Regulations, 2017. The observation was as follows:  
 
“During review, it was observed that the firm is auditing the company since the year 2008 (i.e. more 
than 5 years) which is a non-compliance of clause of 34 (2) of the Listed Companies (Code of 
Corporate Governance) Regulations, 2017 (“the Code”) and paragraph 290.149 of code of ethics.”  
 
The audit firm also commented that “Please note that clause 34 of the Listed Companies (Code of 
Corporate Governance) Regulation, 2017 (the Code) which is applicable to the partners of the firm. 
In our case, the same, is not applicable as our concern is a proprietorship. Furthermore, the 
amendments made in 2019 are applicable from the date of amendment in the Code and the same 
cannot be applied retrospectively”.  
 
Based on the above, the QAB evaluated the matter and has requested a written comment from 
the Technical Services Department that whether the requirements of the Code of Corporate 
Governance, 2017 were breached and whether the amendments of 2019 meant that the rotation 
was not required previously in case of sole proprietorship firms? 
 
The Auditing Standards and Ethics Committee’s comments and conclusion 
 
The Committee’s understanding of the submitted fact pattern and its comments on the enquired 
matter are contained in ensuing sections.  
 
1. The Committee, based on the information provided in the enquiry, noted that a sole proprietor 

is acting as external auditor of a listed company since 2008.  
 
Based on this basic information, the enquirer has requested for clarification on the following:  

 
a) whether requirements of the Listed Companies (Code of Corporate Governance) 

Regulations, 2017 (CCG Regulations 2017) relating to the rotation of the external auditor 
were breached; and  

 
b) whether the amendments of the Listed Companies (Code of Corporate Governance) 

Regulations, 2019 (CCG Regulations 2019) meant that the rotation of external auditor 
was not required previously in case of sole a proprietor. 

 
2. The Committee noted that enquired matter relates to the application of provisions of CCG 

Regulations 2017 and CCG Regulations 2019. The Securities and Exchange Commission of 
Pakistan (SECP) has issued these regulations.  

 
The Committee, while analysing the matter, considered the relevant requirements of:  
 

• the Corporate governance framework for listed companies; 
 

• the Code of Ethics for Chartered Accountants 2019; and  
 

• the Companies Act 2017. 
 

Corporate Governance Framework 
 
3. The Committee observed the SECP has issued corporate governance frameworks for different 

types of companies (i.e. listed, insurance, public sector). 
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A listed company, under the Companies Act 2017, is obligated to consider and comply with 
the CCG Regulations 2019.  
 
The Committee also observed that SECP over the years has issued and repealed corporate 
governance frameworks for listed companies. These included:  
 

• Code of Corporate Governance 2002 (Code 2002)  
 

• Code of Corporate Governance 2012 (Code 2012)  
 

• CCG Regulations 2017 
 
4. The Committee noted that the above-noted corporate governance frameworks contained 

specific provisions relating to the change and rotation of external auditor. 
 
CCG Regulations 2019, compared to previously applicable CCG Regulations 2017, Code 
2012 and Code 2002, specifically added a provision relating to the change of the external 
auditor who is a sole proprietor.  
 

• Relevant part of regulation 34 of CCG Regulations 2019 relating to change and 
rotation of external auditor is reproduced hereunder:  

 
1) “It is mandatory that all listed companies in the financing sector shall change their 

external auditors every five years:  
 
2) It is mandatory that all listed companies other than those in the financial sector 

shall, at the minimum, rotate the engagement partner after every five years:  
 
Provided that in case the audit firm is a sole proprietorship then after completion of 
five years such audit firm shall be changed.”   (Emphasis is ours) 

 

• CCG Regulations 2007, Code 2012 and Code 2002 also contained specific 
requirements for change and rotation of external auditor. However, those corporate 
governance frameworks did not contain a specific provision for rotation of external 
auditor who is a sole proprietor. 

 
For example, regulation 33 of CCG Regulations 2017 stated that:  

 
1) “All listed companies in the financial sector shall change their external auditors 

every five years.  
 
2) All listed companies other than those in the financial sector shall, at the minimum, 

rotate the engagement partner after every five years.” 
 

Code 2012 and Code 2002 also contained similar provisions. These are provided in 
Annexure A to this letter. 

 
5. The Committee observed that the enquired matter emanates from the CCG Regulations, 

which have been issued by the SECP. The Committee also observed that the enquired 
matter requires interpretation of the application of the relevant statutory provisions.  
 
The Committee engaged with SECP with the objective to seek clarification regarding the 
requirements for rotation of external auditor who is a sole proprietor, under CCG Regulations 
2019 and repealed CCG Regulations 2017.  
 

6. In response to the Committee’s request for clarification, SECP clarified that:  
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“The Listed Companies (Code of Corporate Governance) Regulations, 2017 (now 
repealed) was silent w.r.t rotation of sole proprietorship audit firm.  
 
Therefore, application of rotation of sole proprietorship firm as envisaged in proviso 
of sub-regulation (2) of regulation 33 will made after the promulgation of CCG 
Regulations, 2019.”  

 
7. The Committee concluded that SECP response provided necessary clarification on the 

matters raised by the enquirer. 
 
Code of Ethics for Chartered Accountants 
 
8. Besides above discussed requirements of the corporate governance framework, the 

Committee also considered the Code of Ethics for Chartered Accountants (Revised 2019) 
(ICAP Code of Ethics 2019) requirements related to the rotation of auditor. 
 
ICAP Code of Ethics 2019 requires that, for audits of public-interest entities, the engagement 
partner should be rotated after a pre-defined period. Part 4A, section 540 (Long Association 
of Personnel (Including Partner Rotation) With an Audit Client) of ICAP Code of Ethics 2019 
specifies the requirements for rotation of auditors of public-interest entities.  

 

Relevant paragraphs R540.5 and R540.9 and definition of engagement partner as provided 
in the ICAP Code of Ethics 2019 are reproduced hereunder: 
 
Paragraph R540.5  
 
“Subject to paragraphs R540.7 to R540.9, in respect of an audit of a public interest entity, 
an individual shall not act in any of the following roles, or a combination of such roles, for a 
period of more than seven cumulative years unless the law prescribes a shorter period (the 
“time-on” period):  
 
a) The engagement partner;  
 
b) The individual appointed as responsible for the engagement quality control review; or  
 
c) Any other key audit partner role. 
 
After the time-on period, the individual shall serve a “cooling-off” period in accordance with 
the provisions in paragraphs R540.11 to R540.19.” (Emphasis is ours) 

 
Paragraph R540.9 
 
“When a firm has only a few people with the necessary knowledge and experience to serve 
as a key audit partner on the audit of a public interest entity, rotation of key audit partners 
might not be possible. As an exception to paragraph R540.5, if an independent regulatory 
body in the relevant jurisdiction has provided an exemption from partner rotation in such 
circumstances, an individual may remain a key audit partner for more than seven years, in 
accordance with such exemption. This is provided that the independent regulatory body has 
specified other requirements which are to be applied, such as the length of time that the key 
audit partner may be exempted from rotation or a regular independent external review.” 
 
ICAP Code of Ethics 2019 defines engagement partner as “the partner or other person in 
the firm who is responsible for the engagement and its performance, and for the report that 
is issued on behalf of the firm, and who, where required, has the appropriate authority from 
a professional, legal or regulatory body.”  
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While, public-interest entity includes a listed entity and other entities categorized as public-
interest by local statutory provisions.  
 
ICAP Code of Ethics 2015 also contained similar requirements for rotation of auditor. 
Relevant requirements of ICAP Code of Ethics 2015 are reproduced in ‘Annexure B’ to this 
letter. With issuing and application of ICAP Code of Ethics 2019, ICAP Code of Ethics 2015 
was superseded.  
 
Prior to ICAP Code of Ethics 2015, ICAP Code of Ethics 2008 was applied, and it also 
contained the auditor rotation requirements. 
 

9. The Committee also considered it pertinent to mention that: 
 

• Regulation 32 (2) of the CCG Regulations 2019 requires a listed company to appoint 
an auditor who is compliant with the Code of Ethics as adopted by the Institute of 
Chartered Accountants of Pakistan (the Institute).  

 
Previously applicable, CCG Regulations 2017 and Codes of Corporate Governance 
(now repealed) also contained same the requirement.  

 

• Section 247 3(i) of the Companies Act, 2017, while stating the qualifications and 
disqualifications of external auditor, specifies that a person who is not eligible to act 
as auditor under the Code of Ethics as adopted by the Institute, cannot be appointed 
as external auditor of a company.  

 
10. The Committee, in light of above requirements, noted that for rotation of external auditor, 

requirements of the applicable Code of Ethics for Chartered Accountants (issued by the 
Institute) shall also be considered and complied with, together with the requirements of the 
applicable corporate governance framework.  

 
(Issued in March 2022) 
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2.3  Change in classification of company 
 
Brief facts of the enquiry 
 
Company A is a private limited company falling under Medium-Sized Company (MSC) as per the 
third Schedule of the Companies Act, 2017 on the basis of paid-up capital, turnover, and the 
number of employees in the financial year 2018 ended on June 30, 2018. Auditor B is a firm of 
chartered accountants with no QCR rating and has audited the financial statements for that year. 
 
In the financial year 2019, the turnover of the company exceeded Rs. one billion and the same 
auditor B audited the financial statements for that year.  
 
For the financial year 2020, the same auditor B issued his consent in October 2019 and was 
appointed in AGM held in the same month. At that time Auditor B was ignorant whether the turnover 
of the company would increase or decrease till the receipt of financial data in the month of 
September 2020 for audit and started audit for that year. But when he finalized the audit, he found 
that the turnover of the company was again above Rs. one billion. Now he is unable to withdraw 
from the audit of financial statements for that year because he finalized his audit work and the 
financial year of the company also expired on June 30, 2020, and a new auditor can also not be 
appointed for that year. 
 
In the above situation, what are the responsibilities of auditor B and of company A? Whether auditor 
B can issue an audit report for that year or not? 
 
The Auditing Standards and Ethics Committee’s comments and conclusion 
 
1. The Committee considers and concludes on audit and ethics-related enquiries after 

consideration of:  
 

• The particular facts and information provided in each enquiry; and  
 

• The requirements of the International Standards on Auditing as applicable in Pakistan 
(ISAs), Code of Ethics, and provisions of the Companies Act, 2017 (the Companies 
Act) relating to the statutory audit and auditor.  

 
The Committee’s analysis and responses to the enquired matters are based on the 
parameters outlined above and do not include ascertainment of facts relating to the enquired 
matter or study/evaluation of the legal and statutory obligations.  

 
Requirement for appointment of satisfactory QCR rated statutory auditor  
 
2. The Committee noted that a company is required to appoint a statutory auditor in accordance 

with the statutory provisions applicable to such a company, including the Companies Act 
and S.R.O. 1044 (I)/2015 issued by the Securities and Exchange Commission of Pakistan 
(SECP).  
 

3. Under S.R.O. 1044 (I)/2015, a ‘large-sized company’ is required to appoint a statutory 
auditor who holds a satisfactory QCR rating under the Quality Control Review (QCR) 
Program of the Institute.  

 
The relevant extract of S.R.O. 1044 (I)/2015 is provided below:  

 
“….. hereby directs following categories of non-listed companies, designated in 
terms of the Fifth Schedule to the Ordinance, to appoint Chartered Accountant 
firms within the meaning of Chartered Accountants Ordinance 1961 and 
Chartered Accountant Bye-laws 1983 which holds satisfactory rating under the 
Quality Control Review Program of the Institute of Chartered Accountants of 
Pakistan as their statutory external auditors, namely:  
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1)  Public Interest Companies;  

2)  Large-sized Companies; and  

3)  Public Interest and Large-sized Companies licensed/formed under section 
42 and section 43 of the repealed Companies Ordinance.” 

 

Classification of a company as large-sized under the third schedule to the Companies Act 
 
4. The Committee noted that the criteria for the classification of a company for financial 

reporting purposes, including classification as a ‘large-sized company’, are provided in the 
third schedule to the Companies Act.  

 
A non-listed company, foreign company, or a non-listed company licensed under section 42 
or section 45 of the Companies Act would be a large-sized company, subject to the following 
criteria:  
 
a) “Non-listed company with:  
 

(i) paid-up capital of Rs.200 million or more; or  
(ii) turnover of Rs. 1 billion or more; or  
(iii) Employees more than 750.  

 
b) A foreign company with a turnover of Rs. 1 billion or more.  
 
c) Non-listed Company licensed/formed under Section 42 / Section 45 of the Act having 

annual gross revenue (grants/income/subsidies/donations) including other 
income/revenue of Rs.200 million and above”.  

 
Regarding the change in classification of a company, ‘Notes’ of the third schedule state that:  

 
2. “The classification of a company shall be based on the previous year’s audited 

financial statements. 
 
3. The classification of a company can be changed where it does not fall under the 

previous criteria for two consecutive years”.  
 
5. The Committee observed that in the enquired matter the primary aspect is to determine 

whether the classification of the company has changed, and resultantly company has 
become a ‘large-sized company’ in the year ended 2020.  

 
6. The Committee also noted that determining the change in classification of a company for 

financial reporting purposes emanates from the provisions of the third schedule to the 
Companies Act (noted in paragraph 4 above). The application of these provisions of the 
Companies Act requires interpretation, and the Committee, accordingly, engaged with the 
SECP to seek its clarification on the matter.  

 
7. In response to the Committee’s request for clarification on the submitted fact pattern, SECP 

explained that: 
 
“Following two checks need to be performed to determine the status of the 
company for the year 2019-20:  
 
Test 1: As per the previous year’s audited accounts i.e. FY 2018-19, the 
company has met the criteria of a large-sized company.  
 
Test 2: To change status, the company should have met the criteria for the 
previous two consecutive years, i.e. 2017-18 and 2018-19. The company has 
not met the criteria of a large-sized company in the year 2017-18, therefore, it 
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is a medium-sized company for the year 2019-20. Therefore, the applicable 
accounting framework would be a medium-sized company for the year 2019-20.  
 
Accordingly, the auditor of the company for the year 2019-20 can be a non-QCR 
rated firm. 
 
However, it should be noted that at the time of appointing an auditor for next 
year i.e. 2020-21, it is known that the company has to be reclassified as a large-
sized company since it has now met the criteria for two consecutive years. 
Therefore, all necessary steps should be taken, i.e. auditor to be appointed for 
the year 2020-21 should be a QCR-rated firm.”  

 
8. The Committee, based on the information provided in the enquiry and SECP’s response on 

the application of the relevant provisions of the third schedule to the Companies Act, 
concluded that in the enquired fact pattern the statutory auditor for the year ended 2020 can 
be a non-QCR rated firm, and such auditor can issue the audit report on the financial 
statements for the year ended 2020.  

 
(Issued in April 2022) 
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2.4  Appointment of auditor (ICAP Code of Ethics and Directive 4.23) 

 
Brief facts of the enquiry 
 
1.  ABC is a public sector entity and has invited open competitive bids for the appointment of 

external auditors on quality cum cost basis method of selection under PPRA Rules 2004. 
Our annual turnover is significantly more than Rs. 20 billion and the quantum and scope of 
services has not changed much in comparison to the previous years. The issued bidding 
documents contained extracts of financials from the previous two years. 

 
2.  One of the interested bidders having secured lowest score in the technical/quality criteria 

has offered an audit fee which is not only substantially lower than the other competing bidder 
firms but also lower than the audit fee charged by our outgoing auditors and the ICAP’s 
approved recommended threshold for the minimum audit fee. Consequential to quoting an 
abnormally low fee, the firm has emerged as the overall first ranked firm despite the lowest 
technical score.  

 
Below is the comparison of the quoted audit fee percentage viz-a-viz the outgoing auditor's 
fee. 

 
DESCRIPTION/FIRM A B C D 

 
Quoted audit fee as a percentage of the 

audit fee of the outgoing auditors 

41% 124% 103% 620% 

3. In view of the above, we understand that the overall first ranked bidder firm has not quoted 
its fee in adherence to the Section R330.3 of the ICAP’s Code of Ethics and ICAP’s Council's 
Directive No. 4.23 dated 21-22 March, 2019. Hence, your guidance is hereby solicited that 
whether the subject firm can be appointed as our auditors at their quoted audit fee which is 
not in adherence to the ICAP’s Code of Ethics and Directives in response to open 
competitive bidding? 

 
The Auditing Standards and Ethics Committee’s comments and conclusion 
 
1.  The Committee based on the fact pattern submitted in the enquiry noted that:  
 

a)  a public sector entity invited open competitive bids for the appointment of external 
auditors on the ‘quality cum cost basis method of selection’ under the Public 
Procurement Rules, 2004 (PPRA Rules).  

 
b)  the bidding documents issued by the public sector entity contained extracts of 

financials from the previous two years. Those extracts of financial statements 
contained information about turnover amongst other relevant information.  

 
c)  one of the interested bidders (i.e. bidder ‘A’ in the enquired fact pattern) has secured 

the lowest score in the technical/ quality criteria carried out by the public sector entity, 
and it has also quoted the lowest audit fee as compared to other competing bidder 
firms.  

 
The audit fee of interested bidder ‘A’ is also lower than the audit fee charged by the 
outgoing auditor’ of the public sector entity. 

 
The Committee based on additional information obtained from the enquirer regarding the 
provision of information about the previous year’s audit fee to the interested bidders, noted 
the following representations of the enquirer: 
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•  the details of the previous years’ audit fees were not included in the extracts of 
financial statements that were provided to all interested bidders, mentioned in (b), 
above. 

 
•  the financial statements of the public sector entity are publicly available on its website. 

In those financial statements, the audit fee is appropriately disclosed as per the 
requirements of the applicable financial reporting framework. 

 
•  in response to the telephonic enquiries of a few bidders, information about the previous 

year’s audit fees was provided by the entity. However, bidder ‘A’ did not ask for such 
information. 

 
2.  It is pertinent to mention that the Committee considers the audit and ethics-related enquiries 

and issues its opinions after consideration and analysis of: 
 

a)  the particular facts and information provided in each enquiry; and 
 
b)  the requirements of the International Standards on Auditing as applicable in Pakistan 

(ISAs), the Code of Ethics for Chartered Accountants (ICAP Code of Ethics), the 
Chartered Accountants Ordinance 1961, and the Companies Act 2017. 

 
 The Committee’s analysis and responses to the enquired matters do not include, 

ascertainment of facts relating to the enquired matter, the legal interpretation of 
statutory obligations, or study of internal policies applicable to the entity. 

 
3.  In the context of the enquired fact pattern, the Committee observed that the statutory auditor 

is appointed by an entity for the audit of its financial statements, in accordance with the 
statutory law applicable to such entity. The law applicable to an entity besides the 
requirement for appointment of a statutory auditor may also contain provisions relating to 
eligibility, qualification, disqualification, and rights and duties of a statutory auditor. 

 
4.  The Committee noted that the members of the Institute are required to comply with the 

Chartered Accountants Ordinance 1961. 
 

The Chartered Accountants Ordinance 1961 prescribes ‘undercutting’ as professional 
misconduct. Resultantly, a ‘Chartered Accountant in Practice’ while accepting the position 
as an auditor is obligated to ensure that the audit fee does not constitute undercutting. 

 
 Relevant clause 11 of Part 1 of Schedule 1 of the Chartered Accountants Ordinance 1961 

which states undercutting as professional misconduct is reproduced hereunder: 
 

“A Chartered Accountant in practice shall be deemed to be guilty of professional 
misconduct, if he accepts a ‘position as auditor’ previously held by some other 
Chartered Accountant in such conditions as to constitute undercutting.” (Emphasis is 
ours) 

 
5.  Under the Chartered Accountants Ordinance 1961, a member of the Institute if found guilty 

of professional misconduct is subject to disciplinary action. 
 
 The Committee noted that section 20D of Chapter VA ‘Misconduct’ of the Chartered 

Accountants Ordinance 1961 explains that a member of the Institute, if found guilty of 
professional misconduct (professional misconduct includes undercutting as explained 
above), is subject to disciplinary and penal actions. Section 20D is reproduced below: 

 
 “20D. Orders by the Council if member found guilty 
 
 (1) If, on receipt of the report under Section 20B, the Council is of the opinion that the 
member of the Institute has been guilty of any professional misconduct specified in 
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Schedule I, it may, after affording such member an opportunity of being heard, either 
personally or through counsel or another member of the Institute, make any of the 
following orders, namely:- 
 
(a) reprimand or warn such member;  
 
(b) impose such penalty as it may deem necessary not exceeding one thousand 
rupees; and 
 
(c) remove the name of such member from the Register for a period not exceeding 
five years:  
 
Provided that, where it appears to the Council that the case is one in which the name 
of such member ought to be removed from the Register for a period exceeding five 
years or permanently, it shall not make any order but shall refer the case to the High 
Court with its recommendations thereon.  
 
(2) If the Council is of opinion that the member of the Institute is guilty of professional 
misconduct specified in Schedule II, it shall refer the case to the High Court with its 
recommendations thereon.” 

 
This section specifies that if Institute’s Council is of the opinion that a member of the Institute 
has been guilty of any professional misconduct specified in Schedule I of the Chartered 
Accountants Ordinance (professional misconduct includes undercutting), the Council may 
make an order for action against the member, including removing the name of such member 
from the Institute’s member’s register for a period not exceeding five years. 
 

6.  The Committee further noted that the members of the Institute are also required to comply 
with the ICAP Code of Ethics. 
 
ICAP Code of Ethics in section 330 ‘Fees and Other types of Remuneration’, based on the 
above-noted statutory provision (relating to undercutting) of the Chartered Accountants 
Ordinance 1961, sets out the ethical requirements for establishing the audit fees. 
 
Relevant paragraph R.330.4 of ICAP Code of Ethics is reproduced hereunder: 
 

“When entering into negotiations regarding professional services, a chartered 
accountant in practice may quote whatever fee is deemed to be appropriate 
commensurate with the nature and service to be rendered. However, in such cases, 
chartered accountants in practice should be careful not to quote fee lower than that 
charged by the chartered accountants in practice previously carrying out the audit 
unless the scope and quantum of work materially differs from the scope and quantum 
of work carried out by the previous auditor, as it could then be regarded as 
undercutting.” 

 
7.  The Committee also noted that the Institute has issued Directive 4.23 ‘Ensuring Audit 

Quality’. The directive provides the audit fees for members in practice as recommended 
reference fees. It also explains the critical value of a quality audit in the public interest and 
the linkage between the audit quality and the audit fee. 

 
8.  Based on the limited review of the entity’s website, the Technical team of the Institute, noted 

that the financial statements of the entity till the year ended 2019 are available on the entity’s 
website. 

 
The Committee considered it pertinent to mention that the provision of information by an 
entity about the previous year’s audit fee along with the information about the quantum and 
scope of audit work (to all interested bidders, prior to the submission of their audit 
quotes/proposals) would, on one hand, facilitate the entity in the timely and effective 
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evaluation and appointment of the auditor, and on the other hand, it will also help interested 
bidders (i.e. Chartered Accountant in practice) in complying with the statutory and ethical 
requirements relating to undercutting, noted above. Further, the provision of information to 
all interested bidders would also ensure transparency and avoid disparity among interested 
bidders, in scenarios where one of the bidder is the predecessor auditor and as a result has 
information about the previous year’s audit fee. 
 
The Committee also observed that the information about the previous period’s audit fee is 
the basic information that should be sought by the auditor (i.e. Chartered Accountant in 
practice) from an entity in order to avoid non-compliance with the undercutting related 
provisions of the Chartered Accountants Ordinance 1961 and ICAP Code of Ethics. 

 
The Committee’s conclusion 
 
9.  The Committee, based on the information provided by the enquirer and in consideration of 

the above-noted requirements of the Chartered Accountants Ordinance 1961 and ICAP 
Code of Ethics, concluded the following: 

 
a)  Members of the Institute are required to comply with the Chartered Accountants 

Ordinance 1961 and ICAP Code of Ethics. 
 

b)  Under Part 1 of Schedule 1 of the Chartered Accountants Ordinance 1961 (as 
discussed in point 4 above), undercutting is considered as a professional misconduct 
for a chartered accountant in practice. Consequently, it is not permissible for a 
chartered accountant in practice to accept the position of auditor of an entity at a fee 
lower than that charged by the previous external auditor unless the scope or quantum 
of audit work is materially reduced from the scope or quantum of work carried out 
during the previous year’s audit, as it could then be regarded as undercutting. 

 
c)  A member of the Institute if found guilty of professional misconduct (professional 

misconduct includes undercutting as explained above), is subject to disciplinary and 
penal actions under Section 20D of the Chartered Accountants Ordinance 1961, 
including removing the name of such member from the Institute’s member’s register 
for a period not exceeding five years. 

 
d)  The Committee considers it pertinent to explain that it has provided its conclusion on 

the enquired matter in the light of relevant provisions of the Chartered Accountants 
Ordinance 1961 and ICAP Code of Ethics. The Committee is not an appropriate forum 
for commenting and concluding on the legal, regulatory and statutory provisions 
applicable to other entities. 

 
(Issued in April 2022) 
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2.5  Removal of auditor 
 
Brief facts of the enquiry 
 
The enquirer submitted that they were engaged to audit the financial statements of a private limited 
company (the company) for the year ended June 30, 20x1. 
 
No proper record was provided to them on time by the company to start the audit after the close of 
the financial year and delay in finalizing the audit occurred on the part of the company. As the 
record of the company was not complete and audit requirements were not fulfilled even up to 
October 29, 20x1 by the company and there was a delay in issuing our audit report due to 
noncooperation of the management. However, they finalized the audit work and concluded to 
qualify report due to lack of proper documents/information. Due to late receipt of record, 
documents/information they were unable to issue our final letter till November 01, 20x1 with draft 
qualified audit report and three reminders thereafter which were not complied with by the company. 
The conflict of opinion arose on November 01, 20x1 in the shape of draft qualified audit opinion 
which was not acceptable to the company’s management. The auditor was threatened to be 
removed for the year ended June 30, 20x1 (for which audit was completed as explained above). 
 
The enquirer also submitted that Annual General Meeting (AGM) of the company was to be held 
on October 28, 20x1 and Extra Ordinary General Meeting (EGM) for removal of auditors was to be 
held. Before that date (that is EGM or AGM) 21 days’ notice was also required to be sent to them, 
which was not issued. Therefore, their removal as auditor after the close of the financial year and 
lapse of the date of AGM is illegal. The company violated the provisions of section 248(1) of the 
Companies Act, 2017 (the Act) by not providing the proper record/information required by them for 
audit. The company’s finance manager hindered, obstructed and delayed in performance of their 
duties as auditor and also placed restrictions on the auditor’s rights to issue qualified audit report. 
Auditor’s rights available under section 248(2) of the Act and his independence was tried to be 
restricted. 
 
Meanwhile, AGM of the company was due on October 28, 20x1. The company filed Form A and 
Form 29 with SECP and appointed another auditor for the year ending June 20x2 without sending 
a notice of meeting to the enquirer u/s 246(3) of the Act. Moreover, neither financial statements 
were presented in the AGM nor application was moved to SECP for extension of date of AGM. 
 
The enquirer also submitted that thereafter, he received a letter dated December 01, 20x1 from 
SECP for their comments on removal of auditor for the year ended June 30, 20x1 for which they 
have already sent draft qualified audit report. In response to that letter they have agitated that their 
removal is illegal and un-lawful. 
 
Thereafter, the company sent them a notice dated January 13, 20x2 to attend EGM of the company 
to be held on February, 04, 20x2 with the agenda item to remove them as auditor for the year 
ended June 30, 20x1. So, Special Resolution to be passed by the company in EGM is after thought 
and the appointment to be made of another auditor is also unlawful/void. 
 
The enquirer requested for technical opinion on the following matters: 

• Whether the company is justified to remove the auditor after receiving a draft qualified audit 
report which was not acceptable to the company. 

• Whether the auditor appointed for the year ended June 30, 20x1 can be removed after the 
date of next AGM. 

• Whether the auditor can be removed as and when required by the company by passing a 
resolution. 

• Whether the member of ICAP playing the whole game on behalf of the company is guilty of 
professional misconduct. 
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• Is the auditor justified for claiming audit fee where he has completed the audit and sent draft 
qualified audit report to the company. 

• What are the enquirer’s rights in this situation. 

 
The Auditing Standards and Ethics Committee’s comments and conclusion 
 
The Committee’s understanding of the enquiry 
 
As per the information provided in the submitted fact pattern by the enquirer, the Committee noted 
the following significant information: 
 
a) the enquirer was acting as statutory auditor of a company for the year ended June 20x1. 
 
b) company did not provide proper records/ information to the statutory auditor that was 

required for the purpose of the audit, resultantly company did not comply with the provisions 
of section 248(1) of the Companies Act. 

 
c) a statutory auditor, on November 01, 20x1, provided a draft qualified audit report on the 

financial statements for the year ended June 30, xxx, to the company’s management. 
 
d) the draft qualified audit report was not accepted by the company, and the auditor was 

threatened to be removed from the position of statutory auditor for the year ended June 30, 
20x1. 

 
e) the Annual General Meeting (AGM) of the company was to be held on October 28, 20x1. 

(However, from the enquiry it is not clear whether AGM was held or not). 
 
f) the company filed Form A and Form 29 with SECP and appointed another auditor for the 

year ending June 2022 without sending notice of meeting to the auditor as required under 
section 246(3) of the Companies Act, 2017. 

 
g) SECP sought comments of the enquirer regarding his removal as statutory auditor of the 

company for the year ended June 30, 20x1. The enquirer submitted its response to the 
SECP. 

 
h) the enquirer further received from the company notice of the Extra-Ordinary General Meeting 

(EOGM) (to be held on February 04, 20x2). The information received by the enquirer from 
the company included the agenda item for his removal as statutory auditor of the company 
for the year ended June 30, 20x1. 

 
The Committee’s comments and views 
 
1. 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 as applicable in Pakistan 
(ISAs), ICAP Code of Ethics, and audit and ethics-related provisions of the Companies 
Act, 2017. 

 
The Committee’s analysis and responses to the enquired matters are based on the 
parameters outlined above and do not include ascertainment of facts relating to the enquired 
matter and independent study or evaluation of the legal and statutory obligations. 
The Committee observed that the submissions by the enquirer (as mentioned in the enquiry) 
involve and require ascertainment of facts, including verification of documents, and specific 
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circumstances. Further, the matter of removal of the enquirer as statutory auditor of the 
company for the year ended June 20x1 under specific circumstances is a legal matter. 
Determination of compliance with the legal provisions in respect of the removal of auditors 
in the specific case requires legal interpretations and a detailed review of related 
documentation which is not within the scope of the Committee’s work. 

 
2. The Committee in the context of the enquired matters, however, considered it relevant to 

highlight and discuss the relevant provisions and requirements of the Companies Act and 
ISAs as applicable in Pakistan, and the Chartered Accountants Ordinance, 1961. These are 
provided hereunder: 

 
Relevant Provisions of the Companies Act 

 
3. The Companies Act contains provisions for the appointment, term, rights and duties, and 

removal of the statutory auditor. 
 

In the context of the enquired matters, the Committee considered it pertinent to highlight 
section 246 (Appointment, removal, and fee of auditors) and section 248 (Auditors’ right to 
information) of the Companies Act. 
 
Section 246 of the Companies Act contains the provisions relating to the auditor’s 
appointment, removal, and term of appointment. It explains that: 

 

• the first statutory auditor of the company is appointed by the board. Subsequent to the 
first auditor, a company appoints a statutory auditor in the AGM. The statutory auditor 
is appointed on the recommendation of the board of directors and after obtaining the 
consent of the proposed auditor(s); (Section 246 (2)) 

 

• the auditor appointed by the board, or by the members in an AGM can be removed 
through a special resolution; (Section 246 (5)) 

 

• any casual vacancy of an auditor shall be filled by the board within thirty days from the 
date thereof. Provided that where the auditors are removed during their tenure, the 
board shall appoint the auditors with prior approval of SECP; (Section 246 (6)) 

 

• if the company, fails to appoint an auditor to fill up a casual vacancy within thirty days 
the Commission may fill the casual vacancy; (Section 246 (7))  

 
Section 246 (9) obligates the company to send to the registrar intimation about the 
appointment of the statutory auditor (within fourteen days from the date of any appointment 
of an auditor) together with the consent in writing of the appointed auditor. 
 
The term of the statutory auditor is also explained in section 246 of the Companies Act as 
subsection (1) and (2) explain that the statutory auditor retires at the conclusion of the AGM 
of the company. While subsection (6) explains that any auditor appointed to fill in any casual 
vacancy shall hold office until the conclusion of the next AGM. 

 
Section 248 provides the right to the statutory auditor to access the books of account and 
obtain the information necessary for the audit of statutory financial statements. The auditor 
has this right till the time he is acting as statutory auditor of the company under the 
Companies Act. Section 248 explains that: 
 

• the auditor of a company has a right to access at all times the company’s books, 
accounts, and all necessary information that is necessary for the performance of the 
audit; and 

• it is the responsibility of the company’s officers to allow the auditor access to any books 
and papers or provide any such information possessed by him as and when required, 
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or otherwise hinders, obstructs, or delays an auditor in the performance of his duties 
or the exercise of his powers or fails to give notice of any general meeting to the auditor 
or provides false or incorrect information. 

 
4. The Committee also noted that the statutory auditor, in accordance with section 249 (Duties 

of auditor), shall: 
 

b) conduct the audit and prepare his report in compliance with the requirements of 
International Standards on Auditing as adopted by the Institute of Chartered 
Accountants of Pakistan; 

 
c) make out a report to the members of the company on the accounts and books of 

accounts of the company and on the financial statements which are to be laid before 
the company in general meeting; and 

 
d) state in the auditor’s report the reason(s) along with the factual position to the best of 

his information where any of the matters referred to in section 249 (2) or (3) is 
answered in the negative or with a qualification. 

 
5. As noted earlier, the term/ tenure of the statutory auditor is till the conclusion of the 

company’s AGM. The Committee would also like to highlight that in accordance with section 
223 (Financial Statements) of the Companies Act, every company must lay before its 
financial statements in the AGM. These financial statements shall be audited by the auditor 
of the company, and the auditor‘s report shall be attached thereto, as stated in section 223(5) 
of the Companies Act. 

 
Relevant requirements of the ISAs 

 
6. The Committee noted that ISAs provide guidance for the auditor in cases where he is unable 

to obtain sufficient appropriate audit evidence. The auditor can qualify or disclaim an opinion 
in the auditor’s report. The auditor also has a right to withdraw from the audit engagement. 

 
Relevant requirements of ISAs are discussed below in detail: 
 
ISA 200 ‘Overall Objectives of the Independent Auditor and the conduct of an Audit in 
accordance with International Standards on Auditing’ 

 
7. In accordance with paragraph 5 of ISA 200, the auditor is required to obtain reasonable 

assurance whether the financial statements as a whole are free from material misstatement, 
whether due to fraud or error. 

 
However, when reasonable assurance cannot be obtained and the auditor is unable to 
achieve the overall objectives of the audit, the auditor is required to modify the auditor’s 
opinion or withdraw from the engagement (where withdrawal is possible under applicable 
law or regulation), in accordance with the ISAs. (paragraph 24 of ISA 200)  

 
ISA 705 (Revised) ‘Modifications to the Opinion in the Independent Auditor’s Report’ 

 
8. ISA 705 (Revised) sets out requirements and provides guidance in determining a need for 

the auditor to express a qualified opinion or disclaim an opinion or withdraw from the 
engagement where withdrawal is possible under applicable law or regulation. 

 
In the context of the enquired matter, the Committee noted that if, after accepting the 
engagement, the auditor becomes aware that management has imposed a limitation on the 
scope of the audit that is likely to result in the need to express a qualified opinion or to 
disclaim an opinion on the financial statements, the auditor should request the management 
to remove the limitation in accordance with paragraph 11of ISA 705 (Revised). 
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If management refuses to remove the limitation, the auditor is required to communicate the 
matter to those charged with governance and try to perform alternative procedures to obtain 
sufficient appropriate audit evidence. If the auditor is unable to obtain sufficient appropriate 
audit evidence, the auditor then concludes to qualify the audit opinion or withdraw from the 
audit (where practicable and possible under applicable law or regulation) or disclaim an 
opinion on the financial statements. (paragraph 12 & A14 of ISA 705 (Revised)) 

 
ISA 210 ‘Agreeing the Terms of Audit Engagements’ 

 
9. The Committee, noted that ISA 210 sets out the auditor’s responsibilities in agreeing to the 

terms of the audit engagement with management and, where appropriate, those charged 
with governance. Paragraph 10 of this ISA requires that the agreed terms of the audit 
engagement should preferably be in writing in the form of the audit engagement letter or 
another suitable form of a written agreement. 

 
10. Paragraph 6 of ISA 210 specifies the preconditions for an audit. Paragraph 6 (b) requires 

that the entity’s management should acknowledge and understand its responsibility to 
provide the auditor with the following: 

 
a) access to all information of which management is aware that is relevant to the 

preparation of the financial statements such as records, documentation, and other 
matters; 

 
b) additional information that the auditor may request from management for the purpose 

of the audit; and 
 
c) unrestricted access to persons within the entity from whom the auditor determines it 

necessary to obtain audit evidence. 
 
11. Paragraph A24 of ISA 210 provides guidance on the form and content of the audit 

engagement letter. ISA 210 also provides the sample engagement letter (in Appendix 1) 
which among other requirements includes the following: 

• Scope of the audit and composition of the engagement team. 

• The form of any other communication of results of the audit engagement. 

• The requirement for the auditor to communicate key audit matters in the auditor’s 
report in accordance with ISA 701. 

• The fact about the inherent limitations of an audit. 

• The expectation that management will provide written representations. 

• The expectation that management will provide access to all information of which 
management is aware that is relevant to the preparation of the financial statements, 
including an expectation that management will provide access to information relevant 
to disclosures. (emphasis is ours) 

• The agreement of management to make available to the auditor draft financial 
statements, including all information relevant to their preparation, whether obtained 
from within or outside of the general and subsidiary ledgers (including all information 
relevant to the preparation of disclosures), and the other information, if any, in time to 
allow the auditor to complete the audit in accordance with the proposed timetable. 

• Management agreement to make available to the auditor draft financial statements in 
time to allow the auditor to complete the audit in accordance with the proposed 
timetable. 

• The basis on which fees are computed and any billing arrangements. 



AUDITING ICAP SELECTED OPINIONS - VOLUME XXVII 

 

The Institute of Chartered Accountants of Pakistan Page 49 of 59 
 

• A request for the management to acknowledge receipt of the audit engagement letter 
and to agree to the terms of the engagement outlined therein. (emphasis is ours) 

 
12. The Committee, based on the above discussion, understands that the engagement letter (or 

other suitable forms of written agreement) between an auditor and engaging party is a legal 
document that determines the specific scope of the auditor’s work, rights, and 
responsibilities. 

 
The Committee understands that the audit fee and terms of its payment are commercial 
matters agreed upon between the entity and the auditor. The audit fee and related terms for 
payment of the audit fee are set based on mutual trust and understanding between the 
parties. 
 
The Committee also understands that all terms and conditions from the conduct of the audit 
till its conclusion, fees arrangements, payment terms and conditions, and any other specific 
terms should be clearly mentioned in the audit engagement letter and should be mutually 
agreed upon and signed by both parties. 

 
Relevant provisions of the Chartered Accountants Ordinance, 1961 

 
13. Regarding the enquirer’s submission of the professional misconduct of a member, the 

Committee observed that the Chartered Accountant Ordinance 1961 specifies the provisions 
relating to the member’s professional misconduct. 
 
Under the Chartered Accountants Ordinance 1961, a member of the Institute if found guilty 
of professional misconduct is subject to disciplinary action. 
 
The Committee in the context of the submitted fact pattern noted that the enquirer can refer 
any matter related to misconduct of another member to the relevant forum of the Institute in 
accordance with the requirements of the Chartered Accountant Ordinance 1961. The 
Committee is not the appropriate forum in this regard. 

 
The Committee’s conclusion 

 
14. The Committee based on its understanding of the enquired fact pattern and consideration of 

the requirements of the Companies Act and ISAs concluded that: 
 

a) The tenure/ term of a statutory auditor appointed by a company is till the conclusion of 
the AGM of the company. In accordance with section 246 (2) of the Companies Act, 
the statutory auditor, accordingly, retires at the conclusion of the company’s AGM. 

 
The Companies Act also contains provisions relating to the timing and business of the 
AGM, including laying off the company’s audited financial statements in accordance 
with section 223 of the Companies Act. 

 
b) In accordance with section 246 of the Companies Act, members of a company can 

remove a statutory auditor from office during his tenure by passing a special resolution 
in a general meeting. The company can also appoint another auditor in place of the 
removed auditor. Such a company is required to ensure compliance with the statutory 
provisions when removing an auditor, including obtaining prior approval from SECP 
for the appointment of a new auditor. 

 
The determination of compliance with the legal provisions in respect of the removal of 
the auditor in the specific case requires legal interpretations and a detailed review of 
related documentation which is not within the scope of the Committee’s work. 

 
c) Under the Chartered Accountants Ordinance 1961, an aggrieved person or a member 

can send the complaint relating to the misconduct of the Institute’s member to the 



AUDITING ICAP SELECTED OPINIONS - VOLUME XXVII 

 

The Institute of Chartered Accountants of Pakistan Page 50 of 59 
 

relevant forum of the Institute. In this context, the Committee is not the appropriate 
forum to investigate the matter/compliant and determine the misconduct. 

 
d) Audit engagement letter is a written arrangement between the statutory auditor and 

the company (i.e. auditee). The purpose of the engagement letter is to inform the 
auditee of the scope and nature of the engagement and to clarify the responsibilities 
of the auditor and company. The audit engagement letter determines the specific 
scope of the auditor’s work, responsibilities, and rights including the right to obtain 
audit fees and any billing arrangements. 

 
e) The Companies Act contains provisions relating to the rights and duties of the auditor 

when engaged to act as statutory auditor of a company. The statutory auditor: 
 

• under section 248 of the Companies Act, has the right to seek and obtain access 
to all information, records, documentation, and other matters necessary for 
forming an audit opinion on the financial statements. 

 

• under section 249 of the Companies Act, is required to conduct the audit and 
issue the audit report in accordance with the ISAs as applicable in Pakistan. 

 
The ISAs discuss and explain the auditor’s and management’s responsibilities relating 
to the audit of financial statements. 

 
Regarding the auditor’s right to obtain access to information and documents, ISA 200 
explains that management is responsible to provide the auditor with access to all 
information, such as records and documentation, and other matters of which 
management and, where appropriate, those charged with governance are aware that 
are relevant to the preparation and presentation of the financial statements such as 
records, documentation and other matters. Management is also responsible to provide 
additional information that the auditor may request from management and unrestricted 
access to persons within the entity from whom the auditor determines it necessary to 
obtain audit evidence. 
 
Further, the ISAs also allow the statutory auditor to withdraw from the audit 
engagement. In accordance with ISA 210, if the auditor is unable to agree to a change 
of the terms of the audit engagement and is not permitted by management to continue 
the original audit engagement, in such case the auditor shall: 

 

• withdraw from the audit engagement where possible under applicable law or 
regulation; and 

 

• determine whether there is an obligation, either contractual or otherwise, to 
report the circumstances to other parties, such as those charged with 
governance, owners, or regulators. 

 
ISA 705 (Revised) also states that when management has imposed scope limitations, 
the auditor can withdraw from the engagement. ISA 705 (Revised) also explains that 
if withdrawal from the audit before issuing the auditor’s report is not practicable or 
possible, the auditor shall disclaim an opinion on the financial statements. 

 
(Issued in April 2022) 
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2.6  Group audit as per ISA 600 
 

Brief facts of the enquiry 
 
Company A holds 18.49 percent shares in ABC Limited. Company A has accounted for this as 
investment in associate under equity method. The financial information of ABC Limited was used 
to determine the carrying amount of investment in associate as at June 30, 2020. 
 
In context of the audit of Company A, does ABC Limited meet the definition of component under 
ISA 600, and hence audit procedures required under ISA 600 are applicable on the auditor of 
Company A i.e. the investor company as the group auditor.  
 
The Auditing Standards and Ethics Committee’s comments and conclusion 
 
1. This section provides the Committee’s analysis and comments to the enquired matter which 

are based on the understanding of: 
 

▪  the fact pattern submitted by the enquirer; and  
 
▪  the scope and application of International Standard on Auditing 600, Special 

Considerations - Audits of Group Financial Statements (Including the Work of 
Component Auditors)’ (ISA 600). 

 
It is also important to highlight that the Committee’s analysis does not include ascertainment 
of facts relating to the enquired matter, including the completeness of the comments of the 
engagement partner provided in the enquiry. 

 
2. The Committee noted that the enquired matter relates to the statutory audit of an entity (i.e. 

Company A). 
 

Section 249 (1) of the Companies Act, 2017 requires the statutory auditor to conduct the 
audit and prepare auditor’s report in compliance with the requirements of ISAs as adopted 
by ICAP. 
 
The Committee also observed that enquired matter primarily relates to the scope and 
applicability of ISA 600. This standard deals with the special considerations that apply to the 
group audits. ISA 600 defines ‘group audit’ as the audit of group financial statements.  
 
Paragraph 1 of ISA 600 explains its scope, as under:  
 
The International Standards on Auditing (ISAs) apply to group audits. This ISA deals with 
special considerations that apply to group audits, in particular those that involve component 
auditors.  
 
In the context of section 249(1) of the Companies Act, 2017, ICAP has adopted ISA 600 
(effective for audits of group financial statements for periods beginning on or after December 
15, 2009). A statutory auditor, accordingly, is required to consider the scope and 
requirements of ISA 600 when auditing the financial statements of an entity.  

 
3.  The Committee observed that the key question in the enquired fact pattern is:  
 

a)  whether, under ISA 600, the financial statements of Company A that contain the 
financial information about its investment in associate will be the ‘group financial 
statements’. 

 
The Committee noted that for understanding and reaching a conclusion on the above-
mentioned key aspect, the definitions and explanatory paragraphs of ISA 600 relating to the 
following concepts are relevant: 
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▪  Component 

▪  Group 

▪  Group financial statements 

▪  Group audit 

▪  Significant component. 
 
ISA 600 defines these terms as under (underline is ours):  
 

“Component – An entity or business activity for which group or component 
management prepares financial information that should be included in the group 
financial statements.”  
 
“Group – All the components whose financial information is included in the group 
financial statements. A group always has more than one component.”  
 
“Group financial statements – Financial statements that include the financial 
information of more than one component. The term “group financial statements” 
also refers to combined financial statements aggregating the financial 
information prepared by components that have no parent but are under common 
control.”  
 
“Group audit – The audit of group financial statements”.  
 
“Significant component – A component identified by the group engagement 
team (i) that is of individual financial significance to the group, or (ii) that, due to 
its specific nature or circumstances, is likely to include significant risks of 
material misstatement of the group financial statements.”  

 
The explanatory paragraph A2 of ISA 600 further explains and provides guidance about the 
‘‘component’. It is reproduced below:  
 

“The structure of a group affects how components are identified. For example, 
the group financial reporting system may be based on an organizational 
structure that provides for financial information to be prepared by a parent and 
one or more subsidiaries, joint ventures, or investees accounted for by the equity 
or cost methods of accounting; by a head office and one or more divisions or 
branches; or by a combination of both. Some groups, however, may organize 
their financial reporting system by function, process, product or service (or by 
groups of products or services), or geographic locations. In these cases, the 
entity or business activity for which group or component management prepares 
financial information that is included in the group financial statements may be a 
function, process, product or service (or group of products or services), or 
geographic location.”  

 
4.  The Committee observed that the above-noted definitions and explanatory guidance 

contained in ISA 600 clarify that:  
 

a)  ISA 600 is applicable to the group audits i.e. audit of group financial statements. 
 
b)  In context of the group financial statements: 
 

▪  A group always has one or components.  
 

The group can be organized in many different ways (e.g. branches, business 
units, legal entity, investment). ISA 600 explains this organization as 
‘component(s)’ of the group. 
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▪  The group financial statements contain the financial information of the 
component(s). 

 
▪  The ‘group audit’ is an audit of group financial statements that includes the 

financial information of component(s).  
 
ISA 600 also explains that the financial information about a component is included in the 
group financial statements through a consolidation process. The concept of consolidation 
Auditing Standards & Ethics Committee’s Opinion Enquiry relating to the Component and 
Group Audit as per ISA 600 Page 4 of 5 process is driven by the concept of component 
(entity or business unit). The consolidation process refers not only to the preparation of 
consolidated financial statements in accordance with the applicable financial reporting 
framework, but also to the presentation of combined financial statements, and to the 
aggregation of the financial information of entities or business units such as branches or 
divisions.  

 
5.  The Committee also noted that the financial reporting framework (e.g. IAS 27, Separate 

Financial Statements) defines ‘consolidated financial statements’ as the financial statements 
of a group in which the assets, liabilities, equity, income, expenses and cashflows of the 
‘parent’ and ‘its subsidiaries’ are presented as those of a single economic activity.  

 
On the other hand, in ISA 600, the ‘group’ and ‘group financial statements’ are not confined 
to the financial reporting concept of the parent and its subsidiaries. In ISA 600, the term 
‘group financial statements’ is more more-wider. It contains the financial information of the 
components. Components, in addition to the subsidiaries, may include other entities and 
business units whose financial information is included in the group financial statements.  
 
Further, as explained in paragraph (4) above the concept of consolidation process of ISA 
600 is driven by the concept of component (entity or business unit). The term “consolidation 
process” used in ISA 600 is not intended to have the same scope as “consolidation” or 
“consolidated financial statements” that are defined or described in financial reporting 
frameworks. This aspect has also been further clarified in the ISA 600 (Revised) issued by 
the International Auditing and Assurance Standards Board (IAASB) in April 2022 (ISA 600 
(Revised) which will be applicable for financial statements audits beginning on or after 15 
Dec, 2023). ISA 600 (Revised) has not changed the scope of extant ISA 600, however, it 
has further clarified the scope and other concepts of extant ISA 600.  
 
The ‘Group financial statements’ has been defined in ISA 600 (Revised) as under (underline 
is ours):  
 

“Group financial statements – Financial statements that include the financial 
information of more than one entity or business unit through a consolidation 
process.  
 
For purposes of this ISA, a consolidation process includes: (Ref: Para. A26–
A28) 
 
(i)  Consolidation, proportionate consolidation, or an equity method of 

accounting;  
 
(ii)  The presentation in combined financial statements of the financial 

information of entities or business units that have no parent but are under 
common control or common management; or  

 
(iii)  The aggregation of the financial information of entities or business units 

such as branches or divisions.”  
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6.  The Committee noted that ISA 600 in paragraph A15 discusses the ‘access to information’. 
A reading of this paragraph transpires that component includes entities or business that are 
accounted for by the equity method of accounting (in the enquired fact pattern the investment 
in associate is accounted for by the equity method of accounting). Paragraph A15 is 
reproduced below:  

 
“Where access to information is restricted by circumstances, the group 
engagement team may still be able to obtain sufficient appropriate audit 
evidence; however, this is less likely as the significance of the component 
increases. For example, the group engagement team may not have access to 
those charged with governance, management, or the auditor (including relevant 
audit documentation sought by the group engagement team) of a component 
that is accounted for by the equity method of accounting. If the component is 
not a significant component, and the group engagement team has a complete 
set of financial statements of the component, including the auditor’s report 
thereon, and has access to information kept by group management in relation 
to that component, the group engagement team may conclude that this 
information constitutes sufficient appropriate audit evidence in relation to that 
component. If the component is a significant component, however, the group 
engagement team will not be able to comply with the requirements of this ISA 
relevant in the circumstances of the group audit. For example, the group 
engagement team will not be able to comply with the requirement in paragraphs 
30–31 to be involved in the work of the component auditor. The group 
engagement team will not, therefore, be able to obtain sufficient appropriate 
audit evidence in relation to that component. The effect of the group 
engagement team’s inability to obtain sufficient appropriate audit evidence is 
considered in terms of ISA 705.”  

 
7.  The Committee noted that ISA 600 also explains that for the group audit the group 

engagement partner is responsible for the direction, supervision, and performance of the 
group audit engagement in compliance with professional standards and applicable legal and 
regulatory requirements and the auditor’s report on the group financial statements. The 
group engagement partner is responsible for the group audit opinion. The effect of the group 
engagement team’s inability to obtain sufficient appropriate audit evidence is considered in 
terms of ISA 705 (Revised), Modifications to the Opinion in the Independent Auditor’s 
Report.  

 
ISA 600 also defines ‘significant component’ and requires the group engagement team to 
determine, whether a component is significant (or not). Paragraphs A5-A6 of ISA 600 explain 
that the group engagement team may apply a percentage to a chosen benchmark, for 
example, group assets, liabilities, cash flows, profit or turnover, as an aid to identify 
components that are of individual financial significance. Identifying a benchmark and 
determining a percentage involve the exercise of professional judgment. Further, with the 
increase of the financial significance of a component, the risks of material misstatement of 
the group financial statements also increase. The group engagement team should identify a 
component which is likely to include significant risks of material misstatement of the group 
financial statements due to its specific nature or circumstances.  

 
The Committee’s conclusion  
 
8.  The Committee, based on the understanding of the enquired fact pattern and the above 

discussion, concluded that in accordance with ISA 600:  
 

a)  the statutory financial statements of Company A containing financial information of its 
associate (i.e. XYZ Limited) will be the ‘group financial statements’. This is because 
the financial statements of Company A contain the financial information about its 
component i.e. an associate (accounted for under the equity method);  
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b)  the audit of the above-noted group financial statements of Company A will be a ‘group 
audit’; and  

 
c)  the group engagement partner is responsible for the direction, supervision, and 

performance of the group audit engagement. The responsibilities include, determining 
whether a component is ‘significant’ (or not), obtaining sufficient appropriate audit 
evidence about the component, forming an audit opinion on the group financial 
statements, and considering the effect on the auditor’s report in case of inability to 
obtain sufficient appropriate audit evidence about the component (in terms of ISA 705 
(Revised)).  

 
(Issued in October 2022) 
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2.7  Lack of consent from audit client for sharing audit working paper files 
 
Brief facts of the enquiry 
 

As per requirements of S.R.O. 1044 (1)/2015 dated October 22, 2015, all non-listed companies 
which are required to appoint QCR rated audit firms as their statutory external auditors, are bound 
to facilitate their statutory external auditors in ICAP quality control review process of their audit 
working paper files by authorizing them to make available all the relevant information including the 
audit working paper files. 
 
The above referred engagement was not offered for quality control review process contrary to the 
above referred S.R.O., on the pretext that the company had not given its consent to the auditors 
to share its information/ record.  
 
In this respect the Auditing Standards & Ethics Committee is requested to provide opinion 
regarding the following: 
 
i) Whether the firm was in non-compliance with the provisions of paragraphs 150.1 and 210.1 

of the Code of Ethics (April 2015) reproduced as follows: 
 

150.1 - The principle of professional behavior imposes an obligation on all chartered 
accountants to comply with relevant laws and regulations and avoid any action that the 
chartered accountant knows or should know may discredit the profession. This includes 
actions that a reasonable and informed third party, weighing all the specific facts and 
circumstances available to the chartered accountant at that time, would be likely to conclude 
adversely affects the good reputation of the profession. 
 
210.1 - Before accepting a new client relationship, a chartered accountant in practice shall 
determine whether acceptance would create any threats to compliance with the fundamental 
principles. Potential threats to integrity or professional behavior may be created from, for 
example, questionable issues associated with the client (its owners, management or 
activities). 

 
ii)  In case the above provisions are not applicable, guidance is requested to apprise other 

provisions of relevant laws and regulations which the firm should have followed in case of 
lack of consent by its audit client to offer audit files for quality control review purposes. 

 
The Auditing Standards and Ethics Committee’s comments and conclusion 
 
1.  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 as applicable in Pakistan 
(ISAs), ICAP Code of Ethics, and audit and ethics-related provisions contained in the 
Companies Act, 2017. 

 
In the context of the enquired matter, in addition to ICAP Code of Ethics, the Committee also 
analyzed the relevant provisions and requirements of: 

 

•  ICAP’s Quality Control Review (QCR) Framework; 

•  Directive 4.15 issued by the Institute; 

•  SECP’s S.R.O. 1044 (1)/2015; and 

•  Professional misconduct requirements of Chartered Accountants Ordinance, 1961. 
 
The Committee noted that the ICAP Code of Ethics and ICAP QCR Framework are issued 
under the provisions of the Chartered Accountants Ordinance, 1961. 
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The Committee’s analysis and response to the enquired matter are based on the parameters 
outlined above and do not include ascertainment of documents/facts relating to the enquired 
matter or independent study or evaluation of the legal and statutory obligations. 
 

2.  Regarding the QCR Framework and related directives, the Committee noted that Directive 
4.15 requires a practicing chartered accountant to submit the audit working papers for QCR 
purposes. 
 
Directive 4.15 states that: 
 
"The Council has reiterated that it is a professional requirement for practicing Chartered 
Accountants to submit their audit working paper files for a Quality Control Review (QCR) by 
the Institute. Thus practicing members are directed to only accept audit engagements, if the 
client gives consent to a QCR." 
 

3.  The Code of Ethics is issued by the Council as Directive 6.04. 

 
In context of the enquired matter: 
 
a)  Paragraph 140.1 of the Code of Ethics 2015 outlines the principle that a chartered 

accountant shall not disclose confidential information, subject to certain exceptions. 
 
b)  Paragraph 140.7 (c)(i) permits practicing chartered accountant to disclose information 

for QCR program of ICAP, unless such a disclosure is prohibited by law. 
 

4.  The Chartered Accountants Ordinance, 1961, also specifies the professional misconduct 
related provisions. Regarding the matter under discussion, the following misconduct-related 
provisions would be relevant: 

 
a)  a chartered accountant in practice shall be deemed to be guilty of professional 

misconduct, if he/she discloses information to any person, without the client’s consent 
or otherwise than as required by any law. (clause (1), Part 1 of Schedule II). 

 

b)  a chartered accountant shall be deemed to be guilty of professional misconduct, if he/ 
she does not comply with any of the directives issued or pronouncements made by the 
Council of the Institute. (clause (3), Part 4 of Schedule I). 

 
5. With regards to SECP’s S.R.O. 1044 (1)/2015 (dated October 22, 2015), the Committee 

observed that this S.R.O. requires: 
 

a)  non-listed companies falling in the following categories to appoint QCR rated firms 
(who hold satisfactory QCR rating) as their statutory external auditors: 

 

•  Public Interest company; 
•  Large-sized company; and 
•  Public Interest and Large-sized companies licensed / formed under Section 42 

and Section 43 of the Ordinance. 
 
b)  companies (which are required to appoint QCR rated audit firms as their statutory 

auditors) to facilitate their statutory auditors in quality control review of the audit 
working paper files by authorizing them to make available all the relevant information/ 
documentation/ records including audit working papers to the Quality Assurance 
Department of the Institute. 

 
6.  The Committee noted that a reading together of above paragraphs (2), (3) and (4), raise the 

following legal questions: 
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a)  whether the requirements of ICAP Code of Ethics (which is a Directive of the Institute) 
requiring a chartered accountant to provide information for quality control review 
program would be considered as ‘required by law’. 

 

b)  whether by providing working paper files and information relating to an audit client 

without client’s consent or against client’s consent would not attract penal action under 

the Chartered Accountants Ordinance, 1961 or any other law. 

 

7.  The Committee noted that the response to the enquired matter requires legal study and 

analysis. The Committee, ordinarily, does not express views on legal matters, however, 

given the professional nature of the enquired matter, the Committee views of a legal advisor 

on the above-mentioned key questions. 

 
8.  The legal advisor concluded that: 
 

•  “It has been well established and deliberated above that Directives would be 
considered as laws for members of ICAP. Compliance with laws (including Directives) 
is mandatory, as Article 4 of the Constitution makes this requirement absolutely clear. 

 
•  There are 2 aspects to this question. First is providing information, which appears to 

be mandatory as it is required under the Corporate Governance Regulations, the 
SECP Act (albeit indirectly) and Directive 6.04. 

 
Second is issue with or without client consent, which again is immaterial because 
disclosure is permissible "if required by law", and as we have ascertained, it is a 
requirement of law for an auditor to be QCR compliant if he wishes to conduct audit of 
specified entities. Secondly, Directive 4.15 also makes it mandatory for all auditors to 
have client consent anyways from the start (as a part of the engagement letter), so 
technically, the situation of not having client consent should never arise anyways.” 
 

9.  The legal advisor, has also referred to the following case laws on the validity and 
enforceability of agreements vis-a-vis law to clearly established through judicial precedence 
and decisions that no agreement shall be valid or enforceable if the purpose, object or 
consideration of the agreement is such that law or legal provisions shall be negated or 
overridden: 

 
 “The parties to contract cannot agree to do something which is prohibited by law and would 

tantamount to overriding legal provisions. Such an agreement shall be unenforceable. (2003 
CLJ 683)" 
 
“When an object or consideration of an agreement is to evade the law, the agreement is bad 
under Section 23 (of the Contract Act) (PLJ 1980 S.C 431).” 

 
The Committee's conclusion: 
 
10.  The Committee, based on its understanding of the enquired fact pattern and legal expert's 

discussion and views, concluded that: 
 

a)  Disclosure of client information by a chartered accountant in practice is permissible if 
so required by law. Such a disclosure would not amount to a professional misconduct 
under the Chartered Accountants Ordinance, 1961. 

 
b)  Directives issued by the Institute would be considered as ‘laws’ for members of the 

Institute, Compliance with laws (including Directives) is mandatory for members. 
 
c)  Through Directive 4.15, a chartered accountant in practice is directed to only accept 

audit engagements if his clients have given consent to the Institute's quality control 
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review. Chartered accountant in practice is required to submit the audit working paper 
files for the Institute's quality control review. Directive 4,15 is reproduced below: 

 
“The Council has reiterated that it is a professional requirement for practicing 
Chartered Accountants to submit their audit working paper files for a Quality Control 
Review (QCR) by the Institute. Thus practicing members are directed to only accept 
audit engagements, if the client gives consent to a QCR.” 

 
d)  The ICAP Code of Ethics has been issued under Directive 6.04. ICAP Code of Ethics 

permits a chartered accountant in practice to disclose information for the Institute's 
quality control review program, unless such a disclosure is prohibited by law. 

 
e)  SECP through S.R.O. 1044/(I)/2015 has also notified that listed companies, public 

interest companies and large-sized companies shall appoint QCR rated auditor. 
Importantly, S.R.O. 1044/(I)/2015 requires such companies to facilitate their statutory 
auditors in quality control review of the audit working paper files by authorizing them 
to make available all the relevant information/ documentation/ records including audit 
working papers to the Quality Assurance Department of the Institute. 

 
(Issued in November 2022) 


