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Changes in Audit related provisions in the Companies Act, 2017

Companies Act, 2017

Section 246
Appointment, removal and fee of 
auditors

Section 247
Qualification and disqualification of 
auditors

Section 248
Auditors’ right to information

Section 249
Duties of auditor

Repealed Companies Ordinance, 1984

Section 252
Appointment and remuneration of 
auditors

Section 253
Provisions as to resolutions relating to 
appointment and removal of auditors

Section 254
Qualification and disqualification of 
auditors

Section 255 
Powers and duties of auditors

Section 256
Reading and inspection of auditor’s 
report

Section 258 
Audit of cost accounts

Section 257 
Signature on audit report

Section 259 
Penalty for non-compliance with 
provisions by companies

Section 260 
Penalty for non-compliance with 
provisions by auditors

Section 250
Audit of cost accounts

Section 251
Signature of auditor’s report

Section 252
Penalty for non-compliance with 
provisions by companies

Section 253
Penalty for non-compliance with 
provisions by auditors

Deleted.

Comments

The provisions relating the 
appointment, remuneration and 
ancillary provisions have been 
consolidated under section 246.

The Companies Act, 2017 (the Companies Act) has been promulgated on May 30, 2017 replacing over three decades old Companies 
Ordinance, 1984 (the repealed Ordinance). The Companies Act has substituted the financial reporting and audit related provisions. 
The audit related provisions are contained under section 246 to 253 of the Companies Act, and a brief detail is as under:

The auditor’s reporting responsibilities have been outlined in 
section 249, and the significant changes include:

•	 A specific provision requiring the auditor’s report to be 
in compliance with the requirements of International 
Auditing Standards (ISAs) has been added.

•	 The auditor’s reporting responsibilities are similar to 
the previous responsibilities mentioned in the repealed 
Companies Ordinance, except that the auditor is not 
specifically required to include in the audit opinion that 
as to whether the accounting policies are consistently 
applied and concurrence with the change in the policy. 
Further, reporting in respect of objects of the company 
has been deleted. 

•	 The opinion on guarantees extended and investments 
made for the purpose of the company, reflects the 
additional auditor reporting responsibilities outlined in 
the Companies Act. 

•	 Pursuant to the enactment of the Companies Act 2017, and 
in consideration to the requirements of new and revised 
ISAs, the revised draft formats of the auditor reports have 
been issued by the he Securities and Exchange Commission 
of Pakistan (SECP) through draft Auditors (Reporting 
Obligations) Regulations, 2017, for public consultation.

•	 A new auditor reporting responsibility has also been 
introduced, requiring the auditors to review and issue a 
report on the statement of compliance.

1. New Auditor’s Report formats

As mentioned above, SECP through S.R.O 471(I)/2017, dated 15 
June 2017, had issued draft ‘Auditors (Reporting Obligations) 
Regulations, 2017’ (draft Regulations), for public consultation 
and can be accessed at:

https://www.secp.gov.pk/document/sro-471-i2017-
draft-auditors-reporting-obligations-regulations-
2017/?wpdmdl=28623
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The key features of the revision in the auditor’s report include: 
•	 the introduction of Key Audit Matters (KAM);

•	 placement of audit opinion and basis of conclusion at the 
beginning of the report;

•	 enhanced description of management and auditor 
responsibilities; 

•	 reporting on other information; and

•	 Separate section for reporting on the legal regulatory 
requirements

These requirements are in line with the new auditor’s reporting 
standards issued by IAASB in January 2015 and globally have 
become applicable for audit reports on financial statements 
for the period ending on or after 15 December 2016. 

The draft Regulations contains the following formats of 
auditor’s reports:

Auditor’s Review report on the statement of compliance

The auditor of a company is required to prepare a review report 
to the members on statement of compliance of such class of 
companies, as directed by SECP, under sub-section (2) of section 
226 of the Companies Act, and certify the same under sub-
section(7) of section 249 of the Act on the format as follows:-

i.  In case of a listed company, the review report is provided 
in Annexure-VI.

ii.  In case of public sector company, the review report is 
provided in Annexure-VII.

iii. In case of a company licensed by the Commission or any 
other authority, the review report is provided in Annexure-
VIII.

iv. In case of statement of compliance of board of directors, 
the review report is on the format as provided in Annexure-
IX.

Additional reporting requirements in ‘Independent  
Assurance Report on Compliances with the Licensing  
Conditions applicable to the Company’ (Annexure VIII)

The independent Assurance Report on compliances with the 
Licensing Conditions applicable to the Company vide issued 
under SECP’ SRO 1024(1) of 2016 has been revised with the 
addition of following reporting requirements: 

1.  Checked that the company has developed internal 
policies, procedures and controls, and appropriate 
compliance management arrangements that are overseen 
by a Compliance Officer;

2.  Checked that an ongoing employees training program and 
independent audit function, to test the system, also exist in 
the company so as to prevent the commission of any fraud 
or offences of money laundering, including predicated 
offences as provided in the Anti-Money Laundering Act, 
2010 (VII of 2010).

In consideration of the practical difficulties being faced by the 
companies, the SECP through its Circular No. 17 of 2017 dated 
July 20, 2017 has clarified that all the companies whose financial 
year (including quarterly and other interim period) closes on 
or before June 30, 2017, are required to prepare their financial 
statements in accordance with the provisions of the repealed 
Companies Ordinance.

Subsequently, the Institute through its Circular No. 10 / 2017 
has also clarified that until the revised formats of the statutory 
auditor’s reports are notified by the Commission, the auditor’s 
report formats prescribed in Form 35A, 35B and 35C under 
the Companies (General Provisions and Forms) Rules 1985, 
issued under the repealed Companies Ordinance will remain 
effective, in accordance with the provisions of section 509 of 
the Companies Act. 

Key Changes Made in the Formats of Auditor’s Reports Given in the Draft Regulations (Annexure IX)

Annexure-I Auditors’ Report on Financial Statements of Company other than Banking Company

Annexure-II Auditors’ Report on Financial Statements of Banking Company

Annexure-III Auditors’ Report on Regulatory Returns / Financial Statements of Insurance Company

Annexure-IV Auditors’ Report on Consolidated Financial Statements of a Company

Annexure-V Auditor’s Review Report on second quarter accounts

Annexure-VI Auditor’s Review Report on Statement of Compliance with Code of Corporate Governance

Annexure-IX Independent Assurance Report on Statement of Compliance of Board of Directors

Annexure-VII
Auditor’s Review Report on Statement of Compliance with Code of Corporate Governance 
and Public Sector Companies (Corporate Governance) Rules, 2013

Annexure-VIII
Independent Assurance Report on Compliance Report with the Licensing conditions 
applicable on the Company
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Other Key Changes in the Audit Provisions of the 
Companies Act

2. Appointment and removal of auditors (Section 246)

•	 	 The	time	period	for	the	appointment	of	first	auditors	has	
been increased from sixty days to ninety days of date of 
incorporation of the company. 

•	 	 Appointment of auditor is to be made on the 
recommendation of the directors. A member or members 
having not less than ten percent shareholding is also 
entitled to propose an auditor for appointment. Previously 
there was no such threshold prescribed.

•	 	 The	representation	of	the	retiring	auditors	(when	they	are	
not proposed for reappointment) is only required to be 
read out at the AGM, as compared to previous requirement 
of sending the representation to the members prior to the 
AGM.

3.	Qualification	of	auditors (Section 247)

•	  A chartered accountant can only be appointed as auditor 
of a public company or a private company which is a 
subsidiary of a public company or a private company 
having paid up capital of three million rupees or more. 

•	  However, other companies having paid up capital of less 
than three million rupees can appoint an auditor who is a 
chartered accountant or cost and management accountant. 

4.	Disqualification	of	auditors (Section 247)

Following new situations and circumstances leading to the 
disqualification of the auditor have been added: 

•	  A person who has been convicted by court of an offence 
involving fraud and period of ten years has not elapsed 
from the date of such conviction;

•	  A person who has given guarantee or provided security 
in connection with the indebtedness of any third person 
to the company other than in the ordinary course of the 
business; 

•	  A person or firm has direct or indirect business relationship 
with the company other than in the ordinary course of the 
business; 

•	  A person who is not eligible to act as auditor under the 
code of ethics as adopted by ICAP or ICMAP; 

•	  Disqualification resulting from indebtedness to the 
Company shall only apply if the indebtedness to Company 
is not in ordinary course of business. 

5. Auditors’ right to information (Section 248)

Additional rights have been sanctioned to the auditors, requiring 
information from any person holding or accountable for the 
company’s books of account; and access to the subsidiary 
companies and its employees, officers and auditors.  Further, a 
level 3 penalty has been introduced for non-provision of access 
to the books of account or information or provision of false 
information by an officer of the company to the auditor.

6. Exemption from the audit 

Private companies having paid up capital not exceeding one 
million rupees have been granted exemption from the statutory 
audit requirements.  Previously, statutory audit was mandatory 
for all companies.

7. Audit of cost accounts (Section 250) 

Cost audits shall be applicable in accordance with direction 
of the Commission subject to the recommendation of the 
regulatory authority supervising business of relevant sector. 
Previously, SECP had mandated the cost audit for the specified 
sectors.  

8. Signature of auditor’s report (Section 251) 

The auditor’s report must state the name of the auditor, 
engagement partner, date and indicate the place at which 
it is signed. For partnership firm, the auditor report is to be 
signed by the partnership firm with disclosing the name of 
engagement partner.

9. Others

The fines and penalties imposed for breaches and non-
compliance with the provisions relating to audit have been 
enhanced.

Further details of changes in audit provisions can be referred 
in the Members’ Information and Education Series (MIES) - 29 
“Brief Memorandum on the Companies Act, 2017 – Financial 
Reporting and Audit Related Sections”. The Memorandum 
was circulated to members via email and is also available on 
Institute’s website at:

http://www.icap.net.pk/wp-content/uploads/2013/12/
ICAP-Memorandum-Companies-Act-2017-Final-for-
publication.pdf

ED – Proposed International Standard on Auditing 
ISA-540 (Revised)

In April 2017, International Auditing and Assurance Standards 
Board (IAASB) has issued an Exposure Draft (E.D) containing 
revised ISA 540 “Auditing Accounting Estimates and Related 
Disclosures” along with related conforming amendments to ISA 
260, ISA 500 & ISA 580. The said ED was opened for comments 
till August 1, 2017.

The E.D contains enhanced requirements for risk assessment 
procedures including specific factors related to accounting 
estimates, namely complexity, judgment, and estimation 
uncertainty.

International Development
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Seminar on Fraud Risk Assessment

The Southern Regional Committee of Institute organized a 
seminar on Fraud Risk Assessment on April 3, 2017 at ICAP 
Head Office. Mr. Sanjeev J Gathani was the key note speaker 
and Session Chairman was Mr. Farrukh V. Junaidy, Senior 
Partner Junaidy Shoaib Asad Chartered Accountants.

The objective of the seminar was to provide insight and 
equip the members in identifying and mitigating the fraud 
risks. Mr. Sanjeev presented the real life cases, to explain to 
the audience as to how the fraud can be perpetrated in an 
organization. He also presented the solutions to effectively 
deal with such situations. Further he explained the methods to 
minimize the damage being caused due to fraud. The seminar 
was attended by professionals, which included members as 
well as non-members.   

1. Promulgation of Companies Act, 2017
 
The Companies Act has been promulgated on 30 May 2017 and 
with its promulgation, the Companies Ordinance 1984 and the 
underlying Companies Rules 1985, stands repealed. 

The Companies Act has introduced new reporting requirements 
on the Statement of Compliance of the Board of Directors, 
compliance with the licensing conditions applicable on the 
Companies and the disclosure requirements introduced by the 
Fourth and Fifth schedules of the Companies Act. 

The financial reporting related provisions are applicable to the 
companies with the reporting period ending on or after 30 
June, 2017, as clarified by SECP through its circular No. 17 of 2017 
dated Jul 20, 2017.

The Companies Act, 2017 and SECP circular can be accessed at: 

https://www.secp.gov.pk/document/companies-act-
2017/?wpdmdl=28472

https://www.secp.gov.pk/laws/circulars/

2. Amendments in Public Sector Companies (Corporate 
Governance) Rules, 2013

SECP via SRO 275(I)/2017 dated 21 April 2017, has made 
certain amendments in Public Sector Companies (Corporate 
Governance) Rules, 2013.

Key amendments relate to the following:
•	 Addition	of	criteria	for	sound	and	prudent	management;
•	 Change	in	composition	of	the	Board;
•	 Addition	of	the	term	of	office	and	removal	of	directors;
•	 Performance	evaluation	of	the	Board;
•	 Criteria	 for	the	appointment	of	the	Chairman	of	the	Board	
and CEO of Public Sector Companies; 
•	 Preparation	of	half-yearly	accounts	by	the	listed	Public	Sector	
companies; and 
•	 Additions	in	the	criteria	for	determining	a	‘fit	and	proper	person’.

The above mentioned SRO can be accessed at below link:

https://www.secp.gov.pk/document/sro-275-i2017-
amendments-in-publice-sector-companies-corporate-
governance-rules-2013/?wpdmdl=27607

3. Exemption from requirement of NTN under the 
Companies Act, 2017

The provisions of section 153 (h) of the Companies Act provide 
that a person shall not be eligible for appointment as a director 
of a company, if he does not hold National Tax Number (NTN) 
as per the provisions of Income Tax Ordinance, 2001 (XLIX of 
2001).

However, SECP through Circular 15 of 2017, dated June 8, 2017, 
has granted general exemption for a period of two years to 
all Small-sized companies, as defined under the Third Schedule 
including Agriculture Promotion Companies from the above 
requirement of NTN. This exemption has been granted with the 
objective to promote corporatization and address potential 
difficulties faced by the promotors desirous of forming Small-
sized companies due to non-availability of NTN at the time of 
formation.

The above referred circular can be accessed at:

https://www.secp.gov.pk/document/circular-no-15-of-2017-
exemption-from-requirement-of-national-tax-number-under-
the-companies-act-2017/?wpdmdl=28584

4. Promulgation of Limited Liability Partnership 
 Act, 2017

Limited Liability Partnership Act 2017 (LLP Act) has been 
promulgated on April 28, 2017. LLP Act covers legal requirements 
for partnership concerns willing to carry out business as 
limited liability partnership. Private companies can also convert 
themselves as limited liability partnership subject to certain 
requirements of the Act.

The LLP is required to maintain proper book of accounts as 
prescribed by the SECP through regulations on accrual basis and 
according to double entry system of accounting.

The statement of accounts of LLP should be audited by a 
chartered accountant. The LLP Act can be accessed at below link:

https://www.secp.gov.pk/document/limited-liability-
partnership-act-2017/?wpdmdl=28151

Corporate and Regulatory Developments

Events
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1. Enterprise Technology Governance & Risk Management  
 Framework for Financial Institutions

The State Bank of Pakistan’s Banking Policy and Regulations 
Department vide Circular 05 of 2017 dated May 30, 2017, has 
issued a framework on ‘Enterprise Technology Governance & 
Risk Management in Financial Institutions’ (Banks including 
Microfinance Banks and DFIs).

The above mentioned framework shall be integrated with 
the financial institutions’ overall enterprise risk management 
program to identify measure, monitor and control 
technology risks. The financial institutions shall exercise 
sound judgment in determining the applicable provisions 
relevant to their technology risk profile while implementing 
the framework. 

Senior management of the financial institutions is required to 
ensure the implementation of the framework and the Board 
of Directors are required to review the implementation 
status, at least quarterly. Accordingly, under the circular the 
financial institutions are advised to upgrade their systems, 
controls and procedures to ensure compliance with this 
framework latest by June 30, 2018. 

The circular can be accessed at: 

http://www.sbp.org.pk/bprd/2017/C5.htm

2. Revision of ATR-17

The Institute has previously issued ATR-17 “Auditors’ Report to 
the Trustees/ Board of Governors/ Management Committee” 
through Circular 01/2015 to specify the standard format of 
auditor’s report for audits of NPOs, NGOs, Societies and other 
similar welfare entities (not registered under the Companies 
Ordinance, 1984).

However, due to the revision of the auditor’s reporting 
standards by IAASB, ATR-17 has been revised and approved by 
the Institute through Circular No. 11/2017 dated July 25, 2017. 
Through the revised circular the auditor’s report formats have 
been prescribed for the NPOs, NGOs, Societies and other 
similar welfare entities.  

The circular can be accessed at: 

http://www.icap.net.pk/circulars-issued-in-2017

3. Institute’s Guide on ‘Auditor’s Responsibilities   
 Relating to Going Concern Assumption in an Audit  
 of Financial Statements’

The Institute, in view of the enhanced auditor reporting 
requirements emanating from new and revised auditing 
standards and substantive issues with potential impact on the 
audit quality, developed a Guide on the audit considerations of 
going concern for the benefit of the members. 

The Guide aims to improve understanding of the going 
concern assessment, auditor responsibilities including the audit 
procedures and reporting considerations. 

Further to the Council’s approval in its 288th meeting, the 
Institute vide its Circular No. 13/2017 dated August 04, 2017 has 
issued a “Guide on Auditor’s Responsibilities Relating to Going 
Concern Assumption in an Audit of Financial Statements” for 
members’ guidance. 

The circular and Guide can be accessed at the following link:

http://www.icap.net.pk/circulars-issued-in-2017

4. Institute’s Circular on Consideration of Applicable Laws  
 and Regulations

The enhanced auditors’ reporting responsibilities, new global 
ethics requirements relating to Non-Compliance with Laws and 
Regulations (NOCLAR), increased reporting by the entities and 
magnified scrutiny by the regulators; signify the enlarged and 
evolving responsibilities of the profession.

The Institute, in view to re-emphasize its members to ensure 
compliance with the provisions of laws and regulations issued 
Circular No. 14/2017 dated August 07, 2017 on ‘Consideration of 
Applicable Laws and Regulations’. 

This circular highlights the importance of consideration of 
laws and regulations during audit and consequent need for the 
members renewed focus on the laws and regulations applicable 
to the entities. 

Local Developments
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Design: ICAP Publications Department

Send your valuable feedback/ 
comments to:

ICAP Technical Services Department
Chartered Accountants Avenue
Karachi, Pakistan

farheen.mirza@icap.org.pk

This publication is intended 
to provide a summary of 
developments relating to 
audit during the quarter, legal 

and regulatory matters and matters under consideration 
of AuSC.

This information should not form the basis of any decision; 
nor it should be relied upon as a legal and professional 
guidance regarded as a substitute for specific advice.

No responsibility of any person acting as a result of any 
material in this publication can be accepted by ICAP and 
the Department.

1. Discussion of Draft Auditors (Reporting  Obligations)   
Regulations, 2017

The Auditing Standards Committee (AuSC) of the Institute is 
continuously coordinating with SECP with regard to the revision 
of the statutory auditor’s report formats.

The AuSC discussed the draft “Auditors (Reporting Obligations) 
Regulations, 2017 issued by SECP and after detailed deliberation 
final comments have been submitted to SECP. (Please also refer 
section ‘New Auditor’s Report Formats’ on page 1)   

2. Changes in the Code of Ethics

The Institute’s Code of Ethics (Institute Code) was last revised in 
April 2015, and aligned with the Code of Ethics for Professional 
Accountants issued by International Ethics Standards Board for 
Accountants (IESBA Code), as of July 2014. 

Three years ago, the IESBA had launched a project of restructuring 
of the IESBA Code of Ethics. The Code restructuring is being carried 
out in two Phases i.e. Phase 1 & Phase 2. Phase 1 has been completed 
and has now entered into the final Phase 2 of their restructuring 
project. The IESBA is targeting December 2017 for completion 
of this work to restructure and strengthen the IESBA Code.

The AuSC is currently considering the updation of the Institute’s 
Code, in consideration of the IESBA Code changes after July 2014. For 
the purposes to inform members of the significant developments 
in IESBA Code and seek their comments thereon; the AuSC 
issued Circular No. 09/2017 dated July 7, 2017 which apprised 
the IESBA’s International Ethics Standard (the IES) on Responding 
to Non Compliance with Laws and Regulations (NOCLAR.)

The IES addresses breaches of laws and regulations that deal with 
matters such as fraud, corruption and bribery, money laundering 
etc. and also require disclosing NOCLAR to appropriate public 
authorities in certain circumstances. Deadline for sending 
comments was July 31, 2017. 

Circular can also be accessed at:

http://www.icap.net.pk/wp-content/uploads/2017/07/ICAP-
Circular-9-on-NOCLAR.pdf

3. Securities Brokers (Licensing and Operations) 
 Regulations 2016

Section 35(5) of the Securities Brokers (Licensing and Operations) 
Regulations, 2016 (the Regulations) requires the auditor of 
Securities Broker to provide additional opinions on the adequacy 
of systems for identifying the assets held on behalf of customers, 
adequacy of internal control and compliance function and the 
efficiency of compliance officer while performing its functions.

Task force constituted by the AuSC developed the ‘Guidelines 
for Internal Control System and Compliance Function for 
Securities Broker’ (the Guidelines) and ‘Independent Assurance 
Report on the Internal Control system of the Securities Brokers’ 
(the assurance report) in coordination with SECP which serve 
as a benchmark for auditor while providing conclusion on the 
aforementioned matters in the assurance report.

The Guidelines and the assurance report have been exposed 
by PSX vide Notice No. PSX/N-4137 dated July 4, 2017 for TREC 
holders comments. Subsequently, it was notified by PSX after 
considering comments. Guidelines and the assurance report 
notified by PSX can be accessed at below links respectively:

https://www.psx.com.pk/newsimage/101690-1.pdf

https://www.psx.com.pk/newsimage/101986-1.pdf

4.	Free	Float	Certificate

As per the amended clause 5.7.2(c) of the PSX Regulations (the 
Regulations), all listed companies are required to provide Free 
Float information in accordance with the new definition of Free 
Float through the CDC Free Float functionality on quarterly 
basis. Companies are required to submit to the PSX an annual 
Free Float certificate duly verified by the auditor along with the 
annual audited accounts as prescribed under clause 5.6.4(a) of 
the Regulations.

As there was no specific assurance report format available for 
such engagement, a format was developed by the AuSC and then 
sent to PSX for notification. The report format notified by PSX 
can be accessed at below link:

https://www.psx.com.pk/newsimage/101707-1.pdf

5. Compilation of Key Audit Matters (KAMs)

KAM is most significant enhancement in the auditor’s report. 
The auditor is mandatorily required to communicate KAM in 
the auditor’s report for audits of financial statements of listed 
entities in accordance with ISA 701 ‘Communicating Key Audit 
Matters in the Independent Auditor’s Report’. 

Last year, New Auditor’s Report web page was introduced which 
contains the topic wise compilation of KAM extracted from 
Annual Reports of various Jurisdictions. 

For member’s guidance and education, this year AuSC has made 
sector wise compilation of KAMs from the latest audit reports of 
companies of varied jurisdictions which broadly includes Banks, 
Insurance, Consumer products, Power & Energy and Retail sector 
etc. The compilation is currently at the finalization stage and will 
be placed soon on website.

Updates from the Auditing Standards Committee (AuSC)


