Example letter of engagement for audit assignment for an incorporated Air Travel Organisers’ Licensing (ATOL) travel agent

The directors
 of Insert company name Ltd
 

Insert date
Dear Insert name,

1. We are pleased to accept the instruction to act as auditor for your company and are writing to confirm the terms of our appointment.

2. The purpose of this letter, together with the attached terms and conditions, is to set out our terms for carrying out the work and to clarify our respective responsibilities.

3. We are bound by the ethical guidelines of ACCA, and accept instructions to act for you on the basis that we will act in accordance with those ethical guidelines. A copy of these guidelines can be viewed at our offices on request or at www.accaglobal.com
Period of engagement


4. This letter is effective from insert date.

5. We will deal with matters arising in respect of periods prior to the above date as appropriate.

OR 

We will not be responsible for earlier periods. The company’s previous accountant, insert name of firm, will deal with outstanding returns, assessments and other matters relating to earlier periods and will agree the position with the relevant authorities.
Scope of services to be provided
6. Our audit will be made with the objective of expressing an opinion on the financial statements.

Our responsibility to you
7. We have set out the agreed scope and objectives of your instructions within this letter of engagement. Any subsequent changes will be discussed with you and where appropriate a new letter of engagement will be agreed. We shall proceed on the basis of the instructions we have received from you and will rely on you to tell us as soon as possible if anything occurs which renders any information previously given to us as incorrect or inaccurate. We shall not be responsible for any failure to advise or comment on any matter that falls outside the specific scope of your instructions. We cannot accept any responsibility for any event, loss or situation unless it is one against which it is the expressed purpose of these instructions to provide protection.

Your responsibility to us
8. The advice that we give can only be as good as the information on which it is based. In so far as that information is provided by you, or by third parties with your permission, your responsibility arises as soon as possible if any circumstances or facts alter, as any alteration may have a significant impact on the advice given. If the circumstances change therefore or your needs alter, advise us of the alteration as soon as possible in writing.

Statutory responsibilities

9. As directors of the company, you are responsible for ensuring that the company maintains proper books and records and for preparing accounts (financial statements) for each financial year, which give a true and fair view of the state of affairs of the company and of its profit or loss for that period. In preparing those accounts you must:
9.1. Select suitable accounting policies and then apply them consistently.
9.2. Make judgments and estimates that are reasonable and prudent.
9.3. Prepare the accounts on the going concern basis unless it is not appropriate to presume that the company will continue in business. 

10. It is your responsibility to keep proper accounting records that disclose with reasonable accuracy at any particular time the financial position of the company. It is also your responsibility to safeguard the assets of the company and for taking reasonable steps for the prevention of and detection of fraud and other irregularities with an appropriate system of internal controls.

11. You are also responsible for making available to us, as and when required, all the company’s accounting records and all other relevant records and related information, including minutes of all management and shareholders’ meetings. We are entitled to require from the company’s officers such other information and explanations as we think necessary for the performance of our duties as auditor.

12. The intended users of the report are the shareholders. The report will be addressed to the shareholders.

13. As independent auditor we will report to you whether, in our opinion, the accounts of the company, which we have audited, give a true and fair view of the state of the company’s affairs, and of the profit or loss for the year, and whether they have been prepared in accordance with the Companies Act 2006. In arriving at our opinion we are required to consider the following matters, and to report on any in respect of which we are not satisfied:
13.1. Whether the company has kept proper accounting records and proper returns adequate for our audit have been received from branches not visited by us.

13.2. Whether the company’s balance sheet and profit and loss account are in agreement with the accounting records and returns.
13.3. Whether we have obtained all the information and explanations that we think necessary for the purpose of our audit. 

13.4. Whether the information in the directors’ report is consistent with that in the audited accounts.

14. There are certain other matters that, according to the circumstances, may need to be dealt with in our report. For example, where the accounts do not give details of directors’ remuneration or of their transactions with the company, the Companies Act 2006 requires us to disclose such matters in our report.

15. We have a professional duty to report if the accounts do not comply in any material respect with 
applicable accounting standards, unless in our opinion the non-compliance is justified in the circumstances. In determining whether or not the departure is justified we consider whether:
15.1. The departure is required in order for the accounts to give a true and fair view.
15.2. Whether adequate disclosure has been made concerning the departure.

16. Our professional responsibilities also include:
16.1. Stating in our report a description of the directors’ responsibilities for the accounts, where the accounts or accompanying information do not include such description.
16.2. Considering whether other information and documents contained in audited accounts are consistent with those accounts.
16.3. Reporting to you on a timely basis in respect of any issues, such as material weaknesses in your accounting system, which we feel need to be brought to your attention.

17. As part of our audit process, we will request from management written confirmation concerning representations made to us in connection with the audit.

18. Should you instruct us to carry out any alternative report then it will be necessary for us to issue a separate letter of engagement.

Our service to you

19. We will conduct our audit in accordance with International Standards on Auditing (UK and Ireland). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatements. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.

20. Because of the test nature and other inherent limitations of an audit, together with the inherent limitations of any accounting and internal control system, there is an unavoidable risk that even some material misstatements may remain undiscovered.

21. In addition to our report on the financial statements, we expect to provide you with a separate letter concerning any material weaknesses in accounting and internal control systems that come to our notice.

22. Our auditing procedures will be carried out in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board, and will include such tests of transactions and of the existence, ownership and valuation of assets and liabilities as we consider necessary. We shall obtain an understanding of the accounting and internal control systems in order to assess their adequacy as a basis for the preparation of the accounts and to establish whether proper accounting records have been maintained by the company. We will need to obtain sufficient relevant and reliable evidence to enable us to draw reasonable conclusions.

23. The nature and extent of our tests will vary according to our assessment of the company’s accounting and internal control systems, and may cover any aspects of the company’s operations that we consider appropriate. Our audit is not designed to identify all significant weaknesses in the company’s systems, but we shall report to the management any significant weaknesses in, or observations on, the company’s systems which come to our notice and which we think should be brought to management’s attention. Any such report may not be provided to third parties without our prior written consent. Such consent would be granted only on the basis that such reports are not prepared for the interests of anyone other than the company in mind and that we accept no duty or responsibility to any other party as concerns the reports.

24. The responsibility for safeguarding the assets of the company and for the prevention and detection of fraud, error and non-compliance with law or regulations rests with you. We will plan our audit so that we have a reasonable expectation of detecting material misstatements in the accounts resulting from irregularities, fraud or non-compliance with law or regulations, but our examination should not be relied on to disclose all such material misstatements or fraud, errors or instances of non-compliance as may exist.

25. As part of our normal audit procedures, we may request you to provide formal written representations concerning certain information and explanations we have received from you during the course of our audit. We draw your attention to section 501 of the Companies Act 2006, under which it is an offence for an officer of the company to mislead the auditor.

26. In order to assist us with a review of your accounts, which constitutes part of our audit, we will request sight of any documents or statements that will be issued with the accounts. We are also entitled to attend all general meetings of the company, and to receive notice of all such meetings.

27. Once we have issued our report we have no further direct responsibility in relation to the accounts for that financial year. However, we expect that you will inform us of any material event occurring between the date of our report and that of the annual general meeting that may affect the accounts.

ATOL report

28. The Licence Holder is required to submit to the Civil Aviation Authority (CAA) reports as set out below, that are signed by its accountant to provide independent assurance on the information provided. The following terms of engagement set out the basis on which the accountant will sign the report.

The Licence Holder’s responsibilities

29. The Licence Holder is responsible for producing the information set out in the reports, maintaining proper records complying with the terms of the CAA’s standard terms and providing relevant financial information to the CAA on a quarterly and annual basis, in accordance with the requirements of the standard terms. The Licence Holder is responsible for ensuring that the non-financial records are reconcilable to the financial records.

30. The management of the Licence Holder will make available to the accountant all records, correspondence, information and explanations that the accountant considers necessary to enable the accountant to perform the work.

31. The Licence Holder, the CAA and the Air Travel Trust (ATT) accept that the ability of the accountant to perform the work effectively depends on the Licence Holder providing full and free access to the financial and other records, and the Licence Holder shall ensure that any such records held by a third party are made available to the accountant.

32. The accountant accepts that, whether or not the Licence Holder meets its obligations, the accountant remains under an obligation to the CAA and the ATT to perform the work with reasonable care. The failure by the Licence Holder to meet its obligations may cause the accountant to qualify the report or be unable to provide a report.

Scope of the accountant’s work
33. The Licence Holder will provide the accountant with such information, explanations and documentation that the accountant considers necessary to carry out his/her responsibilities. The accountant will seek written representations from management in relation to matters for which independent corroboration is not available. The accountant will also seek confirmation that any significant matters of which the accountant should be aware have been brought to the accountant’s attention.

34. The accountant will perform the following work in relation to reports required by the CAA:
34.1. Accountant’s  report: Licensable revenue on a departure date basis: the accountant will perform work procedures in accordance with agreed standards on both an annual and four calendar quarters basis and subject to any adverse findings will produce a revenue report.
34.2. Airline Ticket Agent Support: The accountant will perform work procedures in accordance with agreed standards and subject to any adverse findings will produce a report;

34.3. Accountant’s report: Public licensable passenger numbers on a booking date basis: The accountant will perform work procedures in accordance with agreed standards on both an annual and four calendar quarters basis and subject to any adverse findings will produce a report;

34.4. Annual accountant’s report: Passenger numbers on a departure date basis: The accountant will perform work procedures in accordance with agreed standards on both an annual and four calendar quarters basis and subject to any adverse findings will produce a report;

34.5. Factual confirmations report: The accountants will perform work procedures on request by the CAA in accordance with agreed standards and subject to any adverse findings will produce a factual confirmations report

34.6. Ring-fencing report: the accountant will perform the work procedures on request by the CAA in accordance with agreed standards and subject to any adverse findings will produce a ring-fencing report
;
35. These model terms do not cover any reports requested by CAA in connection with lapsed licences and the release of bonds, sub-ordinated loans, guarantees and redemption of preference shares.
36. The accountant will not subject the information provided by the Licence Holder to checking or verification except to the extent expressly stated. While the accountant will perform the work with reasonable skill and care and will report any misstatements, frauds or errors that are revealed by enquiries within the scope of the engagement, the accountant’s work should not be relied on to disclose all misstatements, fraud or errors that might exist.

Form of the accountant’s report

37. The accountant’s reports are prepared on the following bases:

37.1. The accountant’s reports are prepared solely for the confidential use of the Licence Holder and the CAA and solely for the purpose of submission to the CAA in connection with the CAA’s requirements in connection with the Licence Holder’s Air Travel Organisers’ Licence. They may not be relied on by the Licence Holder or the CAA for any other purpose except as provided in the next paragraph.
37.2. The CAA may disclose the reports to the ATT in connection with any actual or potential liability to the ATT that may arise out of the business conducted by the Licence Holder, and the ATT will be entitled to rely on them subject to the terms of this agreement.
37.3. Neither the Licence Holder, the CAA nor the ATT may rely on any oral or draft reports the accountant provides. The accountant accepts responsibility to the Licence Holder, the CAA and the ATT for the final signed reports only.
37.4. The accountant’s reports must not be recited or referred to in whole or in part in any other document (including, without limitation, any publication issued by the CAA).
37.5. Except to the extent required by court order, law or regulation or to assist in the resolution of any court proceedings, the accountant’s reports must not be made available, copied or recited to any other person (including, without limitation, any person who may use or refer to any of the CAA’s publications).
37.6. Except as provided by above, the accountant, their partners and staff neither owe nor accept any duty to any other person (including, without limitation, any person, other than the Licence Holder, the CAA or the ATT in accordance with this agreement, who may use or refer to any of the CAA’s publications) and shall not be liable for any loss, damage or expense of whatsoever nature which is caused by their reliance on representations in the accountant’s reports.
Liability provisions

38. The accountant will perform the engagement with reasonable skill and care and acknowledge that they will be liable to the Licence Holder, the CAA and the ATT for losses, damages, costs or expenses (losses) caused by their breach of contract, negligence or wilful default, subject to the following provisions:

38.1. The accountant will not be so liable if such losses are due to the provision of false, misleading or incomplete information or documentation or due to the acts or omissions of any person other than the accountant, except where, on the basis of the enquiries normally undertaken by accountants within the scope set out in these terms of engagement, it would have been reasonable for the accountant to discover such defects.

38.2. The accountant accepts liability without limit for the consequences of his/her own fraud and for any other liability that it is not permitted by law to limit or exclude.

39. Subject to the previous paragraph, the total aggregate liability of the accountant whether in contract, tort (including negligence) or otherwise, to the CAA, the ATT and the Licence Holder, arising from or in connection with the work which is the subject of these terms (including any addition or variation to the work), shall not exceed an amount to be agreed between the parties by separate written agreement or, in the absence of such agreement, calculated in accordance with the CAA’s capping formula published in CAA’s Guidance Note 10, dated May 2009 (the liability cap), available at www.atol.org.uk
40. In the event of successful claims against the accountant by more than one of the CAA, the ATT and the Licence Holder, the CAA and the ATT shall be entitled to recover their loss in priority to the Licence Holder subject always to the maximum liability cap. The accountant shall notify the CAA if a claim is commenced by the Licence Holder against the accountant.

41. It is understood that neither the CAA nor the ATT will bring any legal proceedings against the accountant arising out of, or in connection with, the services provided under this contract unless they have been unable to recover the loss suffered out of the ATOL bond or have taken reasonable steps to recover any remaining loss from the Licence Holder and any guarantees provided to the CAA by the principals of the Licence Holder.

42. The Licence Holder, the CAA and the ATT agree that they will not bring any claims or proceedings against any individual partners, members, directors or employees of the accountant. This clause is intended to benefit such partners, members, directors and employees who may enforce this clause pursuant to the Contracts (Rights of Third Parties) Act 1999. Notwithstanding any benefits or rights conferred by this agreement on any third party by virtue of the Act, the parties to this agreement may agree to vary or rescind this agreement without any third party’s consent. Other than as expressly provided in these terms, the Act is excluded.

43. Any claims, whether in contract, negligence or otherwise, must be formally commenced within two years after the party bringing the claim becomes aware (or ought reasonably to have become aware) of the facts which give rise to the action and in any event no later than four years after any alleged breach of contract, negligence or other cause of action. This expressly overrides any statutory provision that would otherwise apply. In the event that the CAA and/or the ATT delay commencing a claim against the accountant in order to comply with their obligations under paragraph 41 to take reasonable steps to recover loss from the Licence Holder and any guarantors, time will be deemed to have stopped running for the purposes of this paragraph 43 for the period that the CAA and/or the ATT are taking such reasonable steps.

44. This engagement is separate from and unrelated to the accountant’s audit work on the financial statements of the Licence Holder for the purposes of the Companies Act 2006 and nothing herein creates obligations or liabilities regarding the accountant’s statutory audit work, which would not otherwise exist.
Providing services to other parties

45. The accountant will not be prevented or restricted by virtue of the accountant’s relationship with the Licence Holder, the CAA and the ATT, including anything in these terms of engagement, from providing services to other clients.

46. The accountant’s standard internal procedures are designed to ensure that confidential information communicated to the accountant during the course of an assignment will be maintained confidentially.
Applicable law and jurisdiction
47. This agreement shall be governed by, and interpreted and construed in accordance with, English/Scottish/other 
law.

48. The Licence Holder, the CAA, the ATT and the accountant irrevocably agree that the courts of England/Scotland/other
 shall have exclusive jurisdiction to settle any dispute (including claims for set-off and counterclaims) which may arise in connection with the validity, effect, interpretation or performance of, or the legal relationship established by this agreement or otherwise arising in connection with this agreement.
Alteration to terms
49. All additions, amendments and variations to these terms of engagement shall be binding only if in writing and signed by the duly authorised representatives of the parties. These terms supersede any previous agreements and representations between the parties in respect of the scope of the accountant’s work and the accountant’s report or the obligations of any of the parties relating thereto (whether oral or written) and, together with the matters included in the letter confirming terms of engagement, represent the entire understanding between the parties.
Other services
50. You may request that we provide other services from time to time. If these services will exceed £insert value, we will issue a separate letter of engagement and scope of work to be performed accordingly. 
51. Because rules and regulations frequently change, you must ask us to confirm any advice already given if a transaction is delayed or a similar transaction is to be undertaken.
Agreement of terms

52. This letter supersedes any previous engagement letter. Once it has been agreed, this letter will remain effective until it is replaced.

53. You or we may vary or terminate our authority to act on your behalf at any time without penalty. Notice of variation or termination must be given in writing. 
54. We would be grateful if you could confirm your agreement to the terms of this letter by signing the enclosed copy and returning it to us immediately.

55. If this letter is not in accordance with your understanding of the scope of our engagement or your circumstances have changed, please let us know.

56. This letter should be read in conjunction with the firm’s standard terms and conditions.

Yours sincerely,
For and on behalf of
Insert firm name
I/we confirm that I/we
 have read and understood the contents of this letter and the related terms and conditions and agree that it accurately reflects my/our
 fair understanding of the services that I/we
 require you to undertake.

Signed..................................................................
Date..............


For and on behalf of

Insert company name
�The CAA's guidance Note 10, issued October 2012, is available at � HYPERLINK "file:///\\\\www.atol.org.uk" �www.atol.org.uk�. Individual firms of accountants need to consider whether or not to accept the CAA's offered capping formula or negotiate a liability cap with the CAA by separate agreement. Such consideration will be taken into account, inter alia, whether the limitation is appropriate to the scope of the engagement, the fees generated, their assessment of the risks in undertaking the work, their internal risk management policies and the level of professional indemnity insurance. Where firms consider that they are unable to accept the formula, they may wish to negotiate their own individual capping arrangements with the CAA.
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�ISA210 requires that the addressees in the letter are those that are appropriate in the circumstances of the engagement, including the relevant jurisdiction.  It is important to refer to the appropriate person.


�Where this is a new client, letter 200 setting out the timetable for taking over the services should be issued
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� Any listed UK companies that file consolidated accounts after the deadline not in compliance with IFRS will risk being referred to the Financial Reporting Review Panel and ultimately subject to the enforcement powers available to it and the UK Listing Authority (part of the FSA).





All UK companies not using IFRS for their accounts will be expected to continue to comply with UK standards and the accounting requirements of the Companies Act.





�This report will only be requested in specific circumstances.


�This report will only be requested in specific circumstances.


�Delete as applicable


�Delete as applicable


�Delete as applicable – where a single engagement letter is sent with terms and conditions included, this sentence will not be necessary
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