Audit Manual

Version 15.0

What’s changed?

We are pleased to issue updates to your Mercia Audit Manual (dated 01/19).  The principal technical changes in these updates relate to:

Financial Reporting Changes

Revised Accounting Standards - FRS 102

In December 2017 the FRC issued Amendments to FRS 102 The Financial Reporting Standard applicable in the UK and Republic of Ireland Triennial review 2017: Incremental improvements and clarifications and then in March 2018, a consolidated version of FRS 102 The Financial Reporting Standard applicable in the UK and Republic of Ireland (March 2018).
These revisions to FRS 102 predominantly affect the pro forma accounts and accounts disclosure checklists within your manuals and, subject to specific early-adoption provisions, amendments are effective for accounting periods beginning on or after 1 January 2019. A new accounts disclosure checklist and a new set of pro forma accounts have been included for non-small entities whilst amendments have been made to the existing accounts disclosure checklist for small entities and groups.
See Appendix II for further details.

Revised Accounting Standards - IFRS

Your Mercia IFRS disclosure checklist and pro forma accounts have been updated for the following standards and amendments for the annual reporting period commencing 1 January 2018: 

· IFRS 9 Financial Instruments (July 2014)
· IFRS 15 Revenue from Contracts with Customers (April 2016)
· Classification and Measurement of Share-based Payment Transactions – Amendments to IFRS 2 (June 2016) 
· Annual Improvements 2014-2016 cycle (December 2016)
· Transfers to Investment Property – Amendments to IAS 40 (December 2016)

· IFRIC 22 Foreign Currency Transactions and Advance Consideration (December 2016) 

IFRS 16 Leasing has not been included in this round of updates as not effective for the first time until periods commencing on or after 1 January 2019. This will be included in the next round of updates. 

See Appendix II for further details.

Revised Accounting Standards - FRS 101

Your Mercia FRS 102 disclosure checklist has been updated for the above IFRS amendments and where relevant, the FRC Amendments to FRS 101: Reduced Disclosure Framework - 2016/2017 Cycle published in July 2017 and the FRC Amendments to Basis for Conclusions FRS 101 Reduced Disclosures Framework - 2017/18 cycle published in May 2018.  

The Companies (Miscellaneous Reporting) Regulations 2018 (2018/860)

These regulations introduce new company reporting requirements on executive pay, corporate governance arrangements, and how directors are having regard to the matters in section 172(1) (a) to (f) of the Companies Act 2006. The purpose of the new requirements is to build confidence in the way that large private and quoted companies are run. Statutory Instrument (SI) 2018/860 was published on 17 July 2018 and comes into force for financial years beginning on or after 1 January 2019. 

Your new non-small FRS 102 disclosure checklist and proforma accounts for periods commencing on or after 1 January 2019 incorporates these new requirements. 

See Appendix II for further details.

The Companies (Directors’ Report) and Limited Liability Partnerships (Energy and Carbon Report) Regulations 2018 (SI 2018/1155)

These regulations make changes to reporting requirements for quoted companies and introduces new reporting requirements for large unquoted companies and large limited liability partnerships (LLPs) to annually report on emissions, energy consumption and energy efficiency action. Statutory Instrument (SI) 2018/1155 was published on 6 November 2018 and comes into force for financial years beginning on or after 1 April 2019. 

Your new non-small FRS 102 disclosure checklist and proforma accounts for periods commencing on or after 1 January 2019 incorporates these new requirements. 

See Appendix II for further details.

FRC Staff Guidance Note 02/2018: Group Audits: Determining whether components are significant and / or material, and what that means for key audit partners and engagement quality control reviewers 

The Financial Reporting Council (FRC) published Staff Guidance Note (SGN) 02/2018 towards the end of 2018. Whilst the title of the document implies it is for those audits of public interest entities which is outside of the scope of your Mercia Audit Manual, what is also included in this SGN is a section on the ‘Group engagement team review’ and this potentially has a significant impact on your Mercia Audit Manual as it applies to all group audits where component auditors are used. The SGN clarifies that the FRC expect to see a review of the component auditors work (ie. their working papers).  

See Appendix III for further details in these and other areas where changes have been made. 

For a detailed list of all changes made as part of this update, see Appendix IV.

What’s next?

Over the coming weeks and months, we will have a clearer picture on the implications of Brexit. Once the government plans are finalised, the impact on your manuals will be assessed and relevant updates made. 

On 12 December 2018, the FRC approved ISA 540 (Revised), Auditing Accounting Estimates and Related Disclosures and related conforming amendments to other ISAs. The effective date of the revised and amended standards is for audits of financial statements for accounting periods beginning on or after 15 December 2019. The revision of ISA (UK) 540 includes enhanced requirements and application material for risk assessment procedures and the auditor's work effort in responding to the assessed risks of material misstatement. These include, in addition to addressing risks related to estimation uncertainty, specific attention to other risk factors in making accounting estimates such as complexity and subjectivity. The standard covers the audit of expected credit losses in banks and reflects the increased importance and complexity of estimates in financial statements. 

The changes to ISA 540 will be updated in your Audit Manual in early 2020. 

Contact us 

We are always pleased to receive feedback on our manuals, including any improvements that you would like to see incorporated.  Please contact me if you have any comments to make.  My contact details can be found in Appendix I below.
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Jenny Faulkner

January 2019

Appendix I - How to access the updates

The updated manuals (combined download) are available to download from our online services website:

1. Visit www.mercia-group.co.uk
2. Click on ‘My Account’ at the top of this webpage.

3. Enter your sign in details. 

Forgotten your password?

If you have forgotten your password click on the ‘Forgot password’ and enter your email address. An email will be sent with a link to reset your password.  

4. Once you have signed in, you will see your dashboard. At the bottom of your dashboard you will see ‘My support products’ area showing some of your support products. To view all your support products and download your manual, click on the ‘View more and download’ button. 

The updated versions of the manuals are available to download (as a single download - Audit Manual Suite 15.0 (January 19)).  Click on the link and save the download to your chosen destination.  

5. Click on the ‘set up’ file downloaded to your chosen destination from step 4 above.  You can then install the manuals to your chosen destination.  

The default destination will continue to be your program files, under a ‘Mercia’ folder:

C:\Program Files\Mercia\Audit Manual 15.0 

C:\Program Files\Mercia\Audit Procedures Manual 15.0

C:\Program Files\Mercia\SAM - Audit Exemption 16.0

If you wish to store the manuals elsewhere, please browse to your preferred location during the installation process.   

Where the manual is installed direct on to your computer you will be able to access it from an icon installed on your desktop, as well as through the folder containing program files on your hard drive.

Adjusting your macro security settings in Microsoft Word

You may find that you have to adjust your macro security settings in Microsoft Word in order to access the manuals.  You’ll find guidance on how to do this in Appendix V. 

Please note that we do not currently support Windows Office RT, Office Mobile and Office 365 Online however Office 365 with a locally installed copy of the Office suite is supported.

Implementation

The updated version of the manual should be used with immediate effect.  

Contact us

	Administration queries:


	Email TechnicalManuals@mercia-group.co.uk 

	I.T. related queries:


	David Hirst or Doris Vargas at david.hirst@mercia-group.co.uk or doris.vargas@mercia-group.co.uk


	Mercia website login details requests:


	Email onlineservices@mercia-group.co.uk 



	Technical queries:


	www.mercia-group.co.uk/tech-query-request/ and submit your query using the form provided. 



	General Mercia technical manual enquiries:
	Jenny Faulkner at jenny.faulkner@mercia-group.co.uk 



	Telephone:
	0116 258 1200


Appendix II - Financial Reporting Changes 

Revised Accounting Standards - FRS 102

In December 2017 the FRC issued Amendments to FRS 102 The Financial Reporting Standard applicable in the UK and Republic of Ireland Triennial review 2017: Incremental improvements and clarifications and then in March 2018, a consolidated version of FRS 102 The Financial Reporting Standard applicable in the UK and Republic of Ireland (March 2018).
When FRS 102 (The Financial Reporting Standard applicable in the UK and Republic of Ireland) was issued in March 2013 the Financial Reporting Council (FRC) indicated that it would be reviewed every three years.

The first tranche of proposals were originally planned to have an effective date of accounting periods starting on or after 1 January 2018. However, in order to give small companies the same length of time that companies outside of the small companies’ regime had to implement the standard, the effective date was deferred by one year. The changes therefore have an effective date of accounting periods starting on or after 1 January 2019.

The majority of the Triennial Amendments are editorial in nature and are intended to merely clarify rather than change the accounting treatment. 

The principal FRS 102 amendments which have an impact on financial statements are:

· The removal of undue cost or effort exemptions which, in some cases, are replaced by accounting policy options. In particular, in order to address implementation issues, an accounting policy choice is introduced for entities that rent investment property to another group entity, whereby they can choose to measure the investment property either at cost (less depreciation and impairment) or at fair value.

· The introduction of a description of a basic financial instrument to support the detailed conditions for classification as basic. Making this change will result in a relatively small number of financial instruments, which breach the detailed conditions for classification as basic, now being considered to be basic and measured at amortised cost. In these cases measurement at amortised cost will provide relevant information for users of the financial statements.

· For small entities, a more proportionate accounting solution for a loan from a person within a director’s group of close family members that includes at least one shareholder in the entity, which will permit the loan to be initially measured at transaction price rather than present value.

· Entities will be required to recognise fewer intangible assets acquired in a business combination separately from goodwill. This will reduce the costs of compliance, whilst still providing users with useful information about the business combination. Entities may choose to separately recognise additional intangible assets acquired in a business combination if this provides useful information to the entity and the users of its financial statements. When an entity chooses to recognise such intangible assets separately from goodwill, it shall apply that policy consistently to the relevant class of intangible assets.

· The principle included in the financial institution definition has been amended to remove references to ‘generate wealth’ and ‘manage risk’. This change should help to reduce the interpretational difficulties in relation to implementing these concepts, and should reduce the number of entities meeting the definition of a financial institution. Stockbrokers have also been removed from the definition of a financial institution.

· The amendments also include those relating to Gift Aid payments by subsidiaries to their charitable parents. They allow the tax effects of such payments to be taken into account at the reporting date when it is probable the Gift Aid payment will be made in the following nine months.

Some, but not all of the revisions to FRS 102 affect the pro forma accounts and accounts disclosure checklists within the manuals and, subject to specific early-adoption provisions, amendments are effective for accounting periods beginning on or after 1 January 2019. A new accounts disclosure checklist and a new set of pro forma accounts have been included for non-small entities whilst amendments have been made to the existing accounts disclosure checklist for small entities and groups.
Revised Accounting Standards - IFRS

Your Mercia disclosure checklist and accounts have been updated for the following standards and amendments for the first time for the annual reporting period commencing 1 January 2018: 

· IFRS 9 Financial Instruments (July 2014)
· IFRS 15 Revenue from Contracts with Customers (April 2016)
· Classification and Measurement of Share-based Payment Transactions – Amendments to IFRS 2 (June 2016) 
· Annual Improvements 2014-2016 cycle (December 2016)
· Transfers to Investment Property – Amendments to IAS 40 (December 2016)

· IFRIC 22 Foreign Currency Transactions and Advance Consideration (December 2016) 

IFRS 16 Leasing has not been included in this round of updates as not effective for the first time until periods commencing on or after 1 January 2019. This will be included in the next round of updates. 

The two significant changes listed above are in relation to IFRS 9 and IFRS 15. IFRS 9, affects classification and measurement, impairment of financial instruments, and hedge accounting and for some types of entity will have a significant impact on their accounts. IFRS 15 relates to revenue from contracts with customers and, depending on the type of entity, could also have a significant impact on the measurement and disclosure of revenue. 

IFRS 9

IFRS 9 brings together the classification and measurement, impairment and hedge accounting phases of the IASB’s project to replace IAS 39 and all previous versions of IFRS 9. The package of improvements introduced by IFRS 9 includes a logical model for classification and measurement, a single, forward-looking ‘expected credit loss’ (ECL) impairment model and a substantially-reformed approach to hedge accounting.

The IASB has sought to address a key concern that arose as a result of the financial crisis: that the incurred loss model in IAS 39 contributed to the delayed recognition of credit losses. As such, it has introduced a forward-looking expected credit loss model. The ‘expected credit losses’ (ECL) requirements and application guidance in the standard are effective for accounting periods commencing on or after 1 January 2018 with early application permitted.

Classification and measurement

Classification determines how financial assets and financial liabilities are accounted for in financial statements and, in particular, how they are measured on an on-going basis. IFRS 9 introduces a logical approach for the classification of financial assets, which is driven by cash flow characteristics and the business model in which an asset is held. This single, principle-based approach replaces existing rule-based requirements that are generally considered to be overly complex and difficult to apply. The new model also results in a single impairment model being applied to all financial instruments, thereby removing a source of complexity associated with previous accounting requirements.

Impairment

During the financial crisis, the delayed recognition of credit losses on loans (and other financial instruments) was identified as a weakness in existing accounting standards. As part of IFRS 9 a new expected-loss impairment model has been introduced that will require more timely recognition of expected credit losses. Specifically, the new Standard requires entities to account for expected credit losses from when financial instruments are first recognised and to recognise full lifetime expected losses on a timely basis. 

Hedge accounting

IFRS 9 introduces a substantially-reformed model for hedge accounting, with enhanced disclosures about risk management activity. The new model represents a significant overhaul of hedge accounting that aligns the accounting treatment with risk management activities, enabling entities to better reflect these activities in their financial statements. In addition, as a result of these changes, users of the financial statements will be provided with better information about risk management and the effect of hedge accounting on the financial statements.

Own credit

IFRS 9 also removes the volatility in profit or loss that was caused by changes in the credit risk of liabilities elected to be measured at fair value. This change in accounting means that gains caused by the deterioration of an entity’s own credit risk on such liabilities are no longer recognised in profit or loss. Early application of this improvement to financial reporting, prior to any other changes in the accounting for financial instruments, is permitted by IFRS 9.

IFRS 15

Previously issues of revenue recognition were dealt with in IAS 18 and IAS 11. Neither were written taking into account many of the complexities of contracts which are now common place and companies sometimes referred to US rules to determine an appropriate recognition pattern. These US rules though, were developed without an overall principles-based approach, so each new revenue type had to be considered separately. To deal with these problems the IASB and FASB embarked upon a joint project to establish a standard on revenue recognition for revenue from all sorts of contracts with customers. The converged requirements are now dealt with in IFRS 15.

The core principle of IFRS 15 is that an entity recognises revenue on the transfer of goods or services to customers, at the amount the entity expects to be entitled to in respect of that transfer. Importantly, there is a five-stage approach to this, to help with identification of both the amounts due and the timing of recognition. Below is an outline of the steps:

1. Identify the contract(s)with the customer

The requirements of the standard apply to each contract that has been agreed with a customer and meets specified criteria. In some cases contracts need to be combined and accounted for as a single contract. Key issues occur as follows:

· Combination of contracts;

· Contract modifications.

2. Identify the performance obligations in the contract

A contract will include promises to transfer goods or services to a customer. If these are distinct then each is a performance obligation that is accounted for separately. A good/service is distinct if the customer can benefit from it on its own, or together with other resources that are readily available to the customer and the entity’s promise to transfer the good or service to the customers is separately identifiable from other promises in the contract.

3. Determining the transaction price

This is the amount of consideration in a contract to which the entity expects to be entitled in exchange for the goods/services supplied. This may be a fixed price or include variable or non-cash consideration. The transaction price is adjusted for the time value of money if there is a significant financing element. It is also adjusted for any amounts payable to the customer. If the amount is variable an estimate is made of the amount of consideration and included only to the extent that it is highly probably that a significant reversal in the amount of cumulative revenue will not occur when the variable amount is subsequently resolved. 

4. Allocate the transaction price to the performance obligations in the contract 

An entity usually allocates the transaction price to each performance obligation on the basis of stand-alone selling prices of each distinct good/service. If this is not observable an estimate is made by the entity. If a discount or variable amount of consideration relates entirely to a particular part of the contract, the entity allocates it to that performance obligation and not all of the performance obligations in the contract.

5. Recognise revenue when (or as) the entity satisfies a performance obligation

An entity recognises revenue when a performance obligation is met, by transferring a promised good or service to a customer (which is when the customer obtains control of that good or service). The amount recognised is the amount allocated to that performance obligation. Some performance obligations are satisfied at a point in time (typically for goods transferred to a customer). Others are satisfied over time and so revenue is also recognised over a period of time, by the entity selecting an appropriate method for measuring progress towards completion of the performance obligation.

Minor changes to the audit programmes (Investments, Sales and Debtors and Expenditure and Creditors) have been made to facilitate the testing of balances under the relevant financial reporting framework.  

The Companies (Miscellaneous Reporting) Regulations 2018 (2018/860)

These regulations introduce new company reporting requirements on executive pay, corporate governance arrangements, and how directors are having regard to the matters in section 172(1) (a) to (f) of the Companies Act 2006. The purpose of the new requirements is to build confidence in the way that large private and quoted companies are run. Statutory Instrument (SI) 2018/860 was published on 17 July 2018 and comes into force for financial years beginning on or after 1 January 2019. 

Directors of UK companies have a duty to promote the success of their company for the benefit of the members as a whole (unless the company adopts a different purpose), and in doing so, must have regard to the matters set out in section 172(1) of the Companies Act 2006, including the interests of employees and the need to foster business relationships with suppliers and customers. 

The new requirement for large companies to prepare a section 172(1) statement within the strategic report is intended to encourage directors to think more carefully about how they are taking account of these matters. 

The Regulations amend Schedule 7 to the Large and Medium Companies Regulations (SI 2008/410) in respect of the directors’ report for companies with more than 250 employees. Where the company is a parent company this total refers to the number within the group, and there is a ‘prior year’ rule similar to that for company size in general. 

For such companies, the revised directors’ report:

a
must describe the action that has been taken during the financial year to introduce, maintain or develop arrangements aimed at:

i
providing employees systematically with information on matters of concern to them as employees,

ii
consulting employees or their representatives on a regular basis so that the views of employees can be taken into account in making decisions which are likely to affect their interests,

iii
encouraging the involvement of employees in the company’s performance through an employees’ share scheme or by some other means, and

iv
achieving a common awareness on the part of all employees of the financial and economic factors affecting the performance of the company, and

b
must summarise;

i
how the directors have engaged with employees, and

ii
how the directors have had regard to employee interests, and the effect of that regard, including on the principal decisions taken by the company during the financial year.

In addition, the directors’ report for large companies must contain a statement summarising how the directors have had regard to the need to foster the company’s business relationships with suppliers, customers and others, and the effect of that regard, including on the principal decisions taken by the company during the financial year.

A new Part 8 to Schedule 7 includes further disclosure requirements for companies of significant size, defined as companies which exceed two of the following limits:

· £200 million turnover;

· £2 billion balance sheet total (gross assets); and

· 2000 employees.

Your new non-small FRS 102 disclosure checklist and proforma accounts for periods commencing on or after 1 January 2019 incorporates these new requirements. 

The Companies (Directors’ Report) and Limited Liability Partnerships (Energy and Carbon Report) Regulations 2018 (SI 2018/1155)

These regulations make changes to reporting requirements for quoted companies and introduces new reporting requirements for large unquoted companies to annually report on emissions, energy consumption and energy efficiency action. Statutory Instrument (SI) 2018/1155 was published on 6 November 2018 and comes into force for financial years beginning on or after 1 April 2019. 

Measuring and reporting energy use and emissions can help to drive improvements in energy efficiency and carbon and financial savings for organisations. Energy efficiency is vital to business productivity, security of energy supplies, and supports the transition to a low-carbon economy. Introduction of new obligations to require the reporting of energy and carbon information (referred to as “streamlined energy and carbon reporting (SECR)”) and the early closure of the CRC Energy Efficiency Scheme are part of a package of changes announced in the 2016 Budget, following a review of the business energy efficiency tax and policy landscape. The review looked at ways to simplify the landscape which stakeholders viewed as overly complex.

To replace the reporting aspects of the CRC Scheme, for periods beginning on or after 1 April 2019, many large companies will need to provide new or enhanced directors’ report disclosures on greenhouse gas emissions and energy consumption.

All large unquoted companies will be required to include new greenhouse gas emissions and energy consumption disclosures in their directors’ reports.

Subsidiaries that would otherwise fall within the scope of these rules are exempt from providing the disclosures if they are included in the consolidated accounts of a parent that provides disclosures under either the unquoted company and LLPs requirements or those that apply to a quoted company.

Broadly, companies within the scope of these new rules that consume more than 40,000 kWh of energy annually (the equivalent to ten average households’ consumption) must:

· Disclose the annual quantity of emissions, in tonnes of carbon dioxide equivalents, for which it is directly or indirectly responsible, together with the annual quantity of energy consumed in kilowatt hours (kWh). In all cases, this information need only be in relation to emissions made and energy consumed within the UK.

· Describe the calculation methods used in determining the amounts of emissions and energy consumption disclosed.

· Provide narrative disclosures on any energy efficiency improvement measures undertaken in the year.

· Present at least one ratio that expresses the company’s annual emissions in relation to a quantifiable factor associated with the company’s activities.

Comparatives must be provided after the first year of application of these new rules. Companies consuming less than 40,000 kWh of energy need only state that fact.

Where the company is a parent company that prepares consolidated accounts, the information must be presented on a consolidated basis; except that it need only include information from subsidiaries that are both large companies and which consume more than 40,000 kWh of energy annually.

Finally, recognising the commercial sensitivity of specific disclosures to companies operating in energy intensive sectors, the Government included an exemption from disclosing information that the directors think would be seriously prejudicial to the interests of the company. It is unclear in exactly what circumstances this exemption might apply but it is noted in the Government Response published alongside the new rules that it should only be used in ‘exceptional’ circumstances.

Your new non-small FRS 102 disclosure checklist and proforma accounts for periods commencing on or after 1 January 2019 incorporates these new requirements. 

Appendix III - FRC Staff Guidance Note 02/2018: Group Audits

FRC Staff Guidance Note 02/2018: Group Audits: Determining whether components are significant and / or material, and what that means for key audit partners and engagement quality control reviewers 

The Financial Reporting Council (FRC) published Staff Guidance Note (SGN) 02/2018 towards the end of 2018. The title of the document implies the document is purely dealing with whether components are significant and / or material and the implications for key audit partners (ie. those audits of public interest entities which is outside of the scope of your Mercia Audit Manual) and engagement quality controls reviews. However, what is also included in this SGN is a section on the ‘Group engagement team review’ and it is this section which has the most impact on your Mercia Audit Manual as it applies to all group audits where component auditors are used. 

Background
When the ISAs were updated for accounting periods commencing on or after 17 June 2016, ISA (UK) 600 was included the requirements of the EU Audit Directive. That included revised requirements relating to component auditors, including requirements to request their agreement to transfer relevant documentation, and to evaluate and review the work they have performed for the purpose of the group audit and these requirements were included within the update to your Audit Manual dated June 2017 (version 13.0).

Requirements

SGN 02/2018 clarifies what the FRC expect to see in relation to paragraph 42D-1 of ISA (UK) 600:

42D-1. The group engagement team shall:

(a) Evaluate and review the work performed by the component auditor for the purpose of the group audit; or

(b) Where the group engagement team is unable to request or secure the agreement required by paragraph 19D-1, take appropriate measures (including carrying out additional work, either directly or by outsourcing such tasks, in the relevant component) and inform the competent authority.

The SGN states that the inclusion of both words is an additive requirement to those requirements previously in ISA 600 and is goes beyond the ISA 600 requirement in paragraph 42(b) to “Determine whether it is necessary to review other relevant parts of the component auditor’s audit documentation”. SNG 02/2018 states that auditors should use the well-established definitions included in the Glossary of Terms: 

· Evaluate – Identify and analyse the relevant issues, including performing further procedures as necessary, to come to a specific conclusion on a matter.

· Review – Appraising the quality of the work performed and conclusions reached by others. 

The SGN states that the Audit Directive effectively mandates a review of the component auditors work (ie. their working papers).  However, neither the Audit Directive of ISA (UK) 600 prescribe the nature and extent of the review of the component auditors work as this is deemed a matter of judgement. The FRC suggest that it should reflect:

· the extent to which the group engagement team has been able to evaluate and review the work performed by the component engagement team and the results obtained; 

· the group engagement team’s experience of review of the component engagement team in prior periods; 

· the relative significance of the component; and

· the nature of risks relevant to that component. 

Other things to consider might by whether the component engagement team is part of the same network firm or whether they have relevant industry experience and what the local regulatory environment is like for auditors. Information gleaned through planning discussions may be helpful. 

In relation to significance, if the component is financially significant, then it is likely to review more of the component auditor’s working papers. Where the component is significant due to certain balances / classes of transactions or disclosures relating to significant risks, the review should focus on the audit documentation for these areas. 

Performing the evaluation and review

Who will perform the review and the associated logistics will need to be considered early on. A review may be able to be performed remotely but in a number of circumstances, a visit to the component auditor may be required. If electronic files are used and where firms are using the same software (for example, as they are part of the same network) remote reviews may be possible, otherwise screen-sharing technology could be considered. Language barriers will need to be considered if the component engagement teams work is documented in a foreign language. 

The evaluation and review must be performed by a member of the team with appropriate skill and experience of reviewing audit documentation. They will need to be significantly senior in order to challenge the adequacy of the component engagement team. 

This is therefore likely to be a significant additional cost to the group audit unless the group engagement team were already performing this type of work. 

The documentation of the evaluation and review is likely to include:

· what working papers were reviewed, with some detail of what was in those working papers, and not just a list of them;

· details of where the work of the component auditors was challenged;

· results of the work, including matters arising such as exceptions/misstatements identified by the component auditor and how they were addressed;

· details of any discussions with component management; and

· the group engagement team’s conclusions as to the adequacy of the work, and whether it provides sufficient appropriate audit evidence (in conjunction with work on other components and work performed at group level) to support their audit opinion on the group financial statements.

Impact on your documentation
The requirements of paragraph 42D-1 have been included in your Mercia Audit Manual since version 13.0 (dated June 2017) through the group completion document (A31-3) question 12 and also by the completion of communication with component auditors at A53. The FRC’s interpretation of the requirements through SGN 02/2018 has led us to update your Audit Procedures Manual and the A53 in your Audit Manual. 

Implementation

Given that the FRC have not included an effective date for their SGN, it is expected that auditors should adopt the FRCs interpretation of paragraph 42D-1 with immediate effect. 

Appendix IV - Detailed list of changes

Set out below is a list of all the documents that have been revised in this update, along with a brief explanation of how they have changed. 

If you would like a hard copy of the Audit Manual along with the Audit Procedures Manual please contact us on 0116 258 1200 or send an email to technicalmanuals@mercia-group.co.uk.  There is a £35 administration charge for this service.  

Pages to be changed



Main reason for change

	Section A - Guidance notes


	
	

	· 1 - Contents and guidance notes
	-
	Updated for the changes made in this update.



	· 2 - Getting started for new manual users


	-
	Updated for the changes made in this update.



	· 3 - Update 01/19 - What’s changed
	-
	A copy of this guidance has been added to this manual.



	· 4 - Creator - getting started
	-
	Updated for the changes made in this update.



	Section B - Example letters


	
	

	· 4 - Terms of business
	-
	The Insurance Distribution Directive has replaced the Insurance Mediation Directive and as a result all references now refer to insurance distribution.

	
	
	

	Section C - Example reports



	· 5 - Group audit instruction letter
	-
	Updated to reflect SGN guidance on group audits 

See Appendix III for further guidance. 



	· 6 - Group audit questionnaire
	-
	Updated to reflect SGN guidance on group audits 

See Appendix III for further guidance. 



	· 8 - IFRS group audit report


	-
	Updated to reflect ICAEW guidance on preparing an audit report for a group combined audit report for the group and parent company which was updated in September 2018.

  


	Section D - Example accounts



	· 1 and 1a - Small Section 1A FRS 102 accounts (full and abridged)
	-

-


	Guidance box wording amended to no longer refer to SI 2015/980 The Companies, Partnerships and Groups (Accounts and Reports) Regulations 2015 as now fully effective. 

Updated accounting policies for changes to accounting for investment properties. 

See Appendix II for further guidance.




Pages to be changed



Main reason for change

	Section D - Example accounts (continued)



	· 2 - Not small FRS 102 accounts - periods commencing before 1 January 2019
	-
	Guidance added to clarify that the accounts are for accounting periods beginning before 1 January 2019. 

See Appendix II for further guidance.




	·  2A - Not small FRS 102 accounts - periods commencing on or after 1 January 2019
	-
	New set of accounts for non-small companies preparing accounts for periods commencing on or after 1 January 2019. 

See Appendix II for further guidance.



	· 3 - IFRS accounts - periods commencing before 1 January 2018
	-


	Guidance added to clarify that the accounts must only be used for accounting periods beginning on or after 1 January 2017 but before 1 January 2018. 



	· 3A - IFRS accounts - periods commencing on or after 1 January 2018
	-


	New set of accounts for accounting periods beginning on or after 1 January 2018 but before 1 January 2019. 

See Appendix II for further guidance.



	Section E - Disclosure checklists 



	· 1 - Checklist summary
	-
	Updated for changes made in relation to Section E.



	· 2 - Small (FRS 102 1A)


	-
	Guidance added to clarify that the disclosure checklist can be used for all accounting periods however references to accounting standards use the March 2018 version of FRS 102. 

See Appendix II for further guidance.



	· 3 - Not small (FRS 102) - periods commencing before 1 January 2019


	-
	Guidance added to clarify that the disclosure checklist is applicable for periods commencing before 1 January 2019 only. 

See Appendix II for further guidance.



	· 3A - Not small (FRS 102) - periods commencing on or after 1 January 2019


	-
	New not small FRS 102 disclosure checklist added for periods commencing on or after 1 January 2019. 

See Appendix II for further guidance.



	· 4 - A32 international - periods commencing before 1 January 2018


	-
	Guidance added to clarify that disclosure checklist is for periods commencing on or after 1 January 2017 but before 1 January 2018. 



	· 4A - A32 international - periods commencing on or after 1 January 2018


	-
	New international disclosure checklist added for periods commencing on or after 1 January 2018 but before 1 January 2019. 

See Appendix II for further guidance.




Pages to be changed



Main reason for change

	Section E - Disclosure checklists (continued)



	· 5 - A32 FRS 101- periods commencing before 1 January 2018
	-
	Guidance added to clarify that disclosure checklist is for periods commencing on or after 1 January 2017 but before 1 January 2018. 



	· 5A - A32 FRS 101 - periods commencing on or after 1 January 2018


	-
	New FRS 101 disclosure checklist added for periods commencing on or after 1 January 2018 but before 1 January 2019. 

See Appendix II for further guidance.



	· 6 - Small group


	-
	New disclosure for periods commencing on or after 1 January 2019 added. 

See Appendix II for further guidance.



	· 7 - Not small group


	-
	New disclosure for periods commencing on or after 1 January 2019 added. 

See Appendix II for further guidance.



	Section F - Permanent file documents



	· PF1-9 Component auditors
	-
	Updated to reflect FRC SGN 02/2018 on group audits 

See Appendix III for further guidance. 



	Section G - Current file documents (group and individual)


	· E5 - Fixed assets programme
	-
	Amended test 21 to exclude ‘undue cost or effort’ as an example in relation to investment properties. 

	· F5 - Investments audit programme
	-
	Amended test 24 to ensure compliance with auditing accounting estimates in accordance with their relevant financial reporting framework. 



	· H5 - Sales and debtors audit programme


	-
	Amended test 2 to reference to stages of completeness to work across all available financial reporting frameworks

Amended test 62 to ensure compliance with auditing accounting estimates in accordance with their relevant financial reporting framework. 



	· J5 - Expenditure and creditors audit programme
	-
	Amended test 62 to ensure compliance with auditing accounting estimates in accordance with their relevant financial reporting framework. 




Pages to be changed



Main reason for change

	Section G - Current file documents (Groups only)


	· B24 - Component auditors - communication / review of risk assessment
	-
	Updated to reflect FRC SGN 02/2018 on group audits 

See Appendix III for further guidance. 



	· A53 - Component auditors


	-
	Document renamed ‘Component Auditors’ and updated to reflect FRC SGN 02/2018 on group audits 

See Appendix III for further guidance. 




Appendix V - Adjusting your macro security settings

Macro Security

To run the Audit Manual 15.0 the macro security level needs to be set to medium. To alter the macro security level:

In Microsoft Office 2007:

· Click on the Microsoft Office logo (which can be found in the top left hand corner of the screen in Word)

· Click on ‘Word Options’ at the bottom of the window 

· Click on ‘Trust Centre’ on the left hand menu

· Once selected the Trust Centre settings button will appear on the bottom right - click the ‘Trust Centre Settings’ button and from the left hand menu of the new screen, choose ‘Macro settings’ on the left

· Choose the bottom option; ‘Enable all macros (not recommended; potentially dangerous code can run)’

· Close all open Office program windows

· For the Audit Manual click on Start\All Programs\Mercia\ Audit Manual 15.0\Audit Manual 15.0 or double click on the Audit Manual 15.0 icon on your desktop

· Click on the ‘Enable Macros’ button.

In Microsoft Office 2010 / Microsoft Office 2013 / Microsoft Office 2016:
This covers the installation default setting, your individual set up may vary.

· Run the Audit Manual 15.0 from either the desktop icon, the start menu icon or from programs

· Click the “Enable Content” button on the yellow bar

· The manual will now open

If your computer settings for ‘trusted documents’ or ‘macro settings’ are different from the installation defaults please contact your systems administrator / I.T. team for further advice on whether you are permitted to change these.

Microsoft Windows 8 / Office 2013 users: If your default start up option settings in Microsoft Word are to open email attachments and other uneditable documents in ‘reading view’, please click the ‘View’ tab, followed by ‘Edit Document’ to continue when opening the manual.  An option to run ‘Creator’ will appear on the ‘Add-Ins’ tab.
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