Letter of Enquiry to Legal Counsel

	Letter of Enquiry to Legal Counsel

	Application 

	Type of audit and assurance work
	Types of entities

	· These instructions apply to financial statements audit engagements.
	· departments

· statutory bodies

· state-owned corporations

· companies
· universities
· local and county councils
· joint organisations.

	Instructions 

Audit Service Providers (ASP) must:
· seek responses from legal counsel to letters of enquiry where material legal matters may exist
· ask the auditee to use this template to prepare letters of enquiry using its own letterhead to all legal counsel consulted by management, including in‑house legal counsel. Letters must be addressed to all legal counsel, who have devoted substantial attention to the auditee’s litigation and claims. If external legal counsel is primarily responsible for the litigation or claim, evidence obtained from in‑house legal counsel cannot substitute for that of the external legal counsel, even if the external legal counsel refuses to respond to the letter of enquiry
· consider if it is necessary to include the auditee’s previous legal counsel in the confirmation process (e.g. where an auditee changed legal counsel or the legal counsel recently resigned)
· instruct auditees not to send the prepared letters themselves. The audit team is responsible for controlling the requests and the confirmation process
· discuss disputed matters with management and the legal counsel. A disputed matter arises where a response from external or internal legal counsel disagrees materially with management’s evaluation of a matter. Teams must ask legal counsel to confirm any resolution of a disputed matter in writing. If the matter is not resolved, teams must record the outcome of the discussion and seek written confirmation from management and legal counsel that the record is accurate. In conjunction with other audit evidence, the ASP should then consider the effect of the disputed matter on the Independent Auditor’s Report (IAR)
· consult with the Engagement Controller (EC) where disputed matters between management and legal counsel remain unresolved.
The ASP in consultation with the EC must reassess risk, including the risk of fraud and consider modifying the IAR if:
· management refuses to allow legal counsel to communicate freely with the audit team
· there are doubts about the reliability of the response and sufficient appropriate audit evidence cannot be obtained through other procedures.
Objective

To guide auditees preparing letters of enquiry to their legal counsel and help audit teams comply with the requirements of ASA 502 ‘Audit Evidence - Specific Considerations for Litigation and Claims’.
Documentation

File the signed representation letters from legal counsel in the audit file.

	Background

Auditors seek written representations from an auditee’s legal counsel to evaluate the reasonableness of management’s estimates of the likely financial impacts of legal matters and to corroborate the completeness of legal matters identified by management. Further guidance about procedures auditors must perform to identify material litigation is available in Iris and ASA 502.


Sample letter of

enquiry to legal counsel 

	Prepare letters of enquiry on your entity’s letterhead for all legal counsel with whom management has consulted on material legal matters, including in‑house legal counsel. 

Once prepared, please do not send the requests to your legal counsel. You must return the letters to the audit team, who will send them out.


(Letterhead of Auditee)

[Name and address of legal counsel]

[Date]

Dear [Insert Name]
In connection with the preparation and audit of the financial statements of the [auditee name] (the [abbreviated name]) [and the following subsidiaries and/or divisions] for the reporting period ended [date], we request that you, at our cost: 
1. confirm you are acting for [auditee name] [and the above‑named subsidiaries and/or divisions] in relation to the matters mentioned below and that our description and estimates of the financial settlement (including costs and disbursements), which might arise in relation to those matters are, in your opinion, reasonable
	Name of Entity
(subsidiary or division)
	Description of Matter
(including current status)
	Estimate of Financial Settlement
(including costs and disbursements) 

	
	
	

	
	
	

	
	
	


2. review the information above, and if you disagree with our assessment of any matter, please comment on the nature of your disagreement

3. list open files you maintain relating to the [abbreviated name] [and the above-mentioned subsidiaries and/or divisions]
4. list instances of which you are aware, where [abbreviated name] [and the above-mentioned subsidiaries and/or divisions] has reported breaches of laws, regulations or licensing conditions to corporate or prudential regulators.
We authorise you to discuss matters identified under 2, 3 and 4 above with our auditor (the Audit Office of New South Wales), if requested, and at our cost.

We understand that:

· [abbreviated name] [and the above‑named subsidiaries and/or divisions] may have used other legal counsel in certain matters

· the information sought relates only to legal matters referred to your firm [including branches or subsidiaries] during the above‑mentioned reporting period, or since the end of the reporting period and up to the date of your response

· unless separately requested in writing, you are not responsible for keeping the auditors advised of any changes after the date of your reply
· you are only required to respond on matters referred to you as legal counsel for [abbreviated name] [and the above‑mentioned subsidiaries and/or divisions], not on those matters within your knowledge solely because a consultant, partner or employee of the firm holds an office as director, secretary or otherwise of [abbreviated name] [and the above‑mentioned subsidiaries and/or divisions] 

· your reply is sought solely for the information of, and assistance to, [abbreviated name] in connection with the audit of the financial statements of [abbreviated name] [and the above‑mentioned subsidiaries and/or divisions]. Your reply will not be quoted or otherwise referred to in any financial report or related documents of [abbreviated name] [and the above-mentioned subsidiaries and/or divisions] nor will it be furnished to any government agency or other person (subject to specific legislative requirements) without the prior written consent of your firm.
Your prompt response will be appreciated. If you are unable to confirm or provide the information requested above, please advise us and our auditor of the reasons for any limitation or impediment to fulfilling this request. 
Please forward a signed copy of your reply by [date] directly to:
	Chose the appropriate action below whether you want the completed confirmation to be returned by email or post.
Replace the ASP details below with those of the Audit Office if the Solicitor’s response is to be forwarded to the Audit Office rather than the ASP.


[ASP Engagement Manager’s Name]
[ASP Engagement Manager’s email address]

[OR]

[ASP Engagement Manager’s Name]
[ASP’s address]
Yours faithfully

[Signature of auditee]
14/11/18
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