Appendix 2 – Engagement Letter Template

[Firm’s letterhead]
[Date]
[The Directors]
[Name and Address of the Client]
Audit Engagement Letter
You have requested that we audit the financial statements of [Name of the client] which
comprise the statement of financial position as at [year end], the statement of comprehensive
income, statement of changes in equity and statement of cash flows for the year then ended, a
summary of significant accounting policies and notes to the financial statements. We are pleased
to confirm our acceptance and our understanding of this audit engagement by means of this
letter.
The objectives of our audit are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with International
Standards on Auditing (ISAs) will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken
on the basis of these financial statements.
The responsibilities of the auditor
We will conduct our audit in accordance with ISAs. Those standards require that we comply with
ethical requirements. As part of an audit in accordance with ISAs, we exercise professional
judgment and maintain professional skepticism throughout the audit. We also:
•

•

Identify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resulting
from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal
control.
Obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. However,
we will communicate to you in writing concerning any significant deficiencies in
internal control relevant to the audit of the financial statements that we have
identified during the audit.

•
•

•

Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.
Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Company’s
ability to continue as a going concern. If we conclude that a material uncertainty exists,
we are required to draw attention in our auditor’s report to the related disclosures in the
financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor’s
report. However, future events or conditions may cause the Company to cease to
continue as a going concern.
Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

Because of the inherent limitations of an audit, together with the inherent limitations of internal
control, there is an unavoidable risk that some material misstatements may not be detected,
even though the audit is properly planned and performed in accordance with ISAs.
In making our risk assessments, we consider internal control relevant to the entity’s preparation
of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. However, we will communicate to you in writing concerning any
significant deficiencies in internal control relevant to the audit of the financial statements that
we have identified during the audit.
Responsibility of directors
Our audit will be conducted on the basis that the directors and those charged with governance
acknowledge and understand that they have responsibility:
•

For the preparation and fair presentation of the financial statements in accordance with
International Financial Reporting Standards and the requirements of the Company and
Allied Matters Act CAP C20 LFN 2014.

•

For such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether
due to fraud or error; and

•

To provide us with:
o

Access to all information of which you are aware that is relevant to the
preparation of the financial statements such as records, documentation and other
matters;

o

Additional information that we may request from you for the purpose of the
audit; and

o

Unrestricted access to persons within the company from whom we determine it
necessary to obtain audit evidence.

The directors are responsible for safeguarding the company’s assets and for the prevention and
detection of fraud, error and non-compliance with regulatory requirements.
Our audit procedures are designed to provide reasonable assurance that there are no undetected
errors or irregularities, including fraud and other illegal acts, material to the financial report.
There is an unavoidable risk that audits planned and executed in accordance with ISAs may not
detect a material error or irregularity, particularly where there has been concealment through
collusion, forgery and other illegal acts. As audit testing is based on samples it may not result in
errors and irregularities being detected. Our audit can only provide reasonable, not absolute,
assurance that the financial report is free of material misstatement.
As part of our audit process, we will request from the directors and, where appropriate, those
charged with governance written confirmation concerning representations made to us in
connection with the audit.
We look forward to full cooperation from your staff during our audit.
Requirements regarding other information
The ISAs define “other information” as “financial or non-financial information (other than
financial statements and the auditor’s report thereon) included in an entity’s annual report”. We
are required by the ISAs to obtain the other information, to read and consider it, to respond
when a material inconsistency appears to exist or other information appears to be materially
misstated and to report on the other information. Our audit opinion, however, does not cover
the other information and we do not express an audit opinion or any form of assurance
conclusion thereon.
Our responsibilities relating to other information apply regardless of whether the other
information is obtained by us prior to, or after, the date of our auditor’s report. In order to assist
us in completing the procedures required by the ISAs, we expect to obtain the final version of the
annual report in a timely manner prior to the date of the auditor’s report, or if that is not
possible, as soon as practicable and in any case prior to your issuance of such information.
Subsequent events
Except for our responsibilities regarding other information which are set out in the
“Requirements regarding other information” section of the engagement letter, we have no
obligation to perform any audit procedures regarding the financial statements after the financial
statements have been issued. However, we expect that you will inform us of any facts that may
affect the financial statements of which you may become aware during the period from the date
of our report to the date the financial statements are issued.
Quality Control
The conduct of our audit in accordance with International Standards on Auditing means that
information acquired by us in the course of our audit is subject to strict confidentiality
requirements. Information will not be disclosed by us to other parties except as required or
allowed for by law or professional standards, or with your express consent. Our audit files may,
however, be subject to review as part of the quality control review program of the Institute of
Chartered Accountants of Nigeria (ICAN) which monitors compliance with professional
standards by its members.

We advise you that by signing this letter you acknowledge that, if requested, our audit files
relating to the audit will be made available under the review programs outlined above. The same
strict confidentiality requirements apply under these programs as those that apply to us as your
auditor.
Internet communication
During the engagement, we may from time to time communicate with the company
electronically. We will take all necessary procedures to ensure integrity of such information
shared with us. However, the electronic transmission of information cannot be guaranteed to be
secure, error free or virus free and such information could be intercepted, corrupted, lost,
destroyed, arrive late or incomplete or otherwise be adversely affected or unsafe for use. We
shall not have any liability of whatsoever nature to the company arising from or in connection
with electronic transfer of communication and information to the company.
Retention of Records
During the course of our work we will collect information from you and others acting on your
behalf and will return any original documents to you at the conclusion of the engagement.. We
shall retain a copy of such documents for a period of Seven (7) years.
On the expiration of the agreed period, we have the right to destroy such document without your
consent.
Regulatory Requirements
We reserve the right to disclose our files to regulatory bodies in the exercise of their powers. The
regulatory bodies include, Central Bank of Nigeria, Security and Exchange Commission,
Financial Reporting Council of Nigeria, Economic and Financial Crime Commission, etc.
Fees
Our fees, which will be billed as work progresses, are based on the time required by the
individuals assigned to the engagement plus out-of-pocket expenses. Individual hourly rates
vary according to the degree of responsibility involved and the experience and skill required.
Our Invoice will be billed in three tranches namely: sixty (60) percent on commencement; thirty
(30) percent on issuing of draft and ten (10) percent on completion.
Our invoices are payable on presentation.

Agreement of Terms
This letter will be effective for future periods unless it is terminated, amended, or superseded.
Once agreed, this letter will remain effective from the date of signature until it is replaced. You
or we may vary or terminate the relationship without penalty. Notice of variation or termination
must be given in writing.

Yours faithfully,
[Name of the Engagement Partner] [Name of the firm]
Please sign and return the attached copy of this letter to indicate your acknowledgement of, and
agreement with, the arrangements for our audit of the financial statements.
I acknowledge receipt of your above letter dated [complete] which fully records the agreement
between us relating to your appointment to carry out the work described in it.
Signed

Date

[Name]/For and on behalf of [company/partnership]

Note:
1)

Two copies of this letter should be signed. One copy to be retained by the client and the
other copy by the auditor.

2)

The auditor is required to evaluate annually whether there are significant changes that
would require the letter to be re-issued. This letter should be filed in the permanent file
and retained till superseded.

3)

17

This is a standard letter for an audit engagement which should be customized by the
engagement team as appropriate if required. This letter should be customized on the scope
of the engagement accepted by the firm.

