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Related Parties: Communicating with your clients
Notes for the auditor

The audit of Related Parties is an area which presents many challenges, both in terms of making enquiries of management regarding the identity of related parties and the subsequent auditing to ensure all transactions are identified and appropriately disclosed. 
ISA (UK) 550 was last updated in June 2016, with the new version applicable for audits of financial statements for periods commencing on or after 17 June 2016. This is the version to which this document refers. 
There was little change in the ISA itself, but as the definition of a related party in the ISA includes those defined as a related party in the relevant financial reporting framework, you should note that the definition in IAS 24 and FRS 102 have also been amended to now include entities which provide key management personnel services to the reporting entity. These accounting standards have also slightly altered the definition of close family member (no longer automatically including members of the same household).
Small entities applying FRS 102 1A might choose or be required to have an audit and although there are reduced requirements for disclosure for such entities it is still necessary to establish details of all potential related parties. This is because ISA (UK) 550 explains that as well as the issue of disclosure, it is necessary to consider transactions with related parties, as they may distort the true and fair view of the accounts. Therefore, you should still gather the same information from a small entity regarding its related parties, but note that disclosure requirements are more limited. 

This guide contains sample text which may be used as the basis of a questionnaire to be presented or sent to clients.  Equally, it may be used as an aide-memoire for client planning visits.
Clearly, you will need to tailor this text for the specific circumstances of your client.  In particular, you may want to insert what you already know about the client’s related parties (option 1) and ask they review and, where necessary, update the list.  In some circumstances (eg. a new client) you may prefer to supply them with a blank form.

Appendix 1 has been designed to allow two ways of recording the expected types of related party transactions.  Either the types can be written briefly in the central column of this form or a separate Appendix 2 can be used for each relevant related party (eg. director).  You may choose to alter the first page instruction to prescribe the approach your client is to adopt.

You may also decide, for small, less complex assignments, to edit the areas on systems and controls over related parties.

For convenience, the most obvious areas that may need to be tailored are enclosed in square brackets.
The format of the questionnaire assumes the client is not a member of a group.  Where the client is a parent or subsidiary, you may wish to expand the table to include sections for the parent company and their directors, shareholders, close family and other business interests as well as for other subsidiary companies (NB. details of directors etc. for the latter are not generally required).  However, in many situations the group related parties may be better dealt with on a separate schedule (possibly including a chart of the group structure) and may entail communication with other individuals.
Related parties questionnaire
Introduction

In conducting our audit, we are required to gain an understanding of your business.  To do so, amongst other things, we need to understand who the related parties are, whether there are any transactions with them, and if so, the nature of such transactions.  We also need to understand how you identify such transactions.
The reasons we need to understand related parties are twofold:
· Firstly, accounting standards require you to disclose certain related party transactions and therefore we need to audit this.
· Secondly, there is a broader issue in relation to related parties and our audit.  Transactions with related parties are sometimes unusual in nature, may not occur at arm’s length and could significantly distort the ‘true and fair view’ of the accounts.  Therefore it is vital that we understand who the related parties are and the way in which they transact with the company or influence its decisions.

Because you prepare your accounts using the associated accounting framework, we use the definition of related parties set out in [FRS 102 / IAS 24].  In brief, a related party is a person or organisation which either controls or significantly influences the decisions and operations of your business, or vice versa.  A fuller description of what is and isn’t a related party is contained in Appendix 3: Notes on related parties.  Of course, if you wish to discuss this with us in more detail before completing the attached table, we will be happy to provide assistance.
It should be noted that not all transactions with related parties will need to be disclosed as such in the accounts.  For example, there is usually no need to disclose transactions between group companies, where any subsidiary involved is wholly owned.  Also, you do not need to disclose pension contributions paid to a pension fund.

For small entities, applying FRS 102 1A, there is a more limited list of related parties with respect to disclosure requirements. However, as mentioned above, the risks regarding related parties are twofold – one is disclosure, but the other is whether such transactions distort the true and fair view of the accounts. Therefore, even if your entity will be applying FRS 102 1A it will still be necessary to establish a full list of related parties, as indicated in the following guidance. 

Completion of the tables

[Option 1: Use where you intend to pre-populate the list of related parties at Appendix 1.
Please review the table at Appendix 1 and, if necessary, update the list of related parties in the first column.  Then either:]
[Option 2: Use where you want the client management to populate the list of related parties at Appendix 1 (eg. for a first year audit).
Please list the names of related parties under the appropriate headings in the first column of the Appendix 1: Table of Related Parties.  Then either:]
· Complete the second column with details of expected related party transactions; or

· Supply a copy of Appendix 2: Table of Related Party Transactions to each relevant related party (eg. each director) and agree a date by which they will have completed them.  Use the third column of Appendix 1 to cross-reference to the completed returned forms.  

Also, please then update the section at the bottom of Appendix 1 with details of [the / any] systems and controls in place to identify and authorise related party transactions.]
Appendix 1: Table of Related Parties

	Name of related party
	Type(s) of expected transactions with them.
(If none, please state)


	Reference1

	Directors and other key management
	
	

	
	
	

	
	
	

	
	
	

	Shareholders
	
	

	
	
	

	
	
	

	
	
	

	Close family of both of the above
	
	

	
	
	

	An entity which provides key management personnel services to the reporting entity2

	
	

	
	
	

	Other business interests of the above
	
	

	
	
	

	
	
	

	
	
	

	Retirement benefit schemes
	
	

	
	
	

	
	
	

	Other
	
	

	
	
	

	
	
	

	Systems and controls to identify and authorise related party transactions (please briefly state below any formal or informal procedures)




Signature







Date



1
Where related parties have been asked to complete a copy of Appendix 2: Table of Related Party Transactions, use this column to cross-reference to the completed returned schedules.

2
Eg. where a member of key management provides their services to the entity via a company or LLP.

Appendix 2: Table of Related Party Transactions3
Name of [related party / director]​__________________________________  Accounting period end_________________
	Nature of 

Transaction

Company
Transactions with
	None
	Sales

(goods, services or other assets)
	Purchases

(goods, services or other assets)
	Financing

(eg. loans)
	Company liabilities settled by related party & vice versa
	Guarantees
	Leasing
	Remuner-ation4
	Other (please provide details)

	[Related party / Director]
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Close family members


	
	
	
	
	
	
	
	
	

	An entity which provides key management personnel services to the reporting entity

	
	
	
	
	
	
	
	
	

	Other business interests (eg. partnerships, charities, trusts)
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	


Signature










  Date 






3 Complete a separate form for each relevant related party (eg. each director).

4 Remuneration will not usually need to be disclosed as a related party transaction, although disclosure might be required under separate regulations.

Appendix 3: Notes on related parties
	Broadly, a related party of your [company] is a person or organisation which either (directly or indirectly) controls, has joint control of, or significantly influences the [company] or vice versa.  Therefore, related parties include/exclude the following:


	Included

	Excluded

	Shareholders (as a guide; with more than 20% of the voting rights)
	Providers of finance in the course of their business (eg. banks)


	Directors
	Utility companies


	Other key management
	Government departments


	Close family4 of the above


	Customers, suppliers, franchisers, distributors or general agents with whom the entity transacts a significant volume of business



	An entity which provides key management personnel (KMP) services to the reporting entity (or a member of such an entity’s group) eg a member of KMP provides their services via a company or LLP.


	

	Other business interests of the above


	

	
	Trade unions

	Retirement benefit schemes


	

	(If in a group) Parent company, together with directors and 20%+ shareholders


	

	Fellow subsidiary companies


	

	Joint ventures and associates


	


4 Close family of an individual are those family members who may be expected to influence, or be influenced by, that person in their dealings with the reporting entity.  Typically, this will include: the individual's domestic partner and children, children of the individual's domestic partner and dependants of the individual or the individual's domestic partner.
Mercia Group Ltd

May 2017
For information of users: This material is published for the information of clients. It provides only an overview of the regulations in force at the date of publication, and no action should be taken without consulting the detailed legislation or seeking professional advice. Therefore no responsibility for loss occasioned by any person acting or refraining from action as a result of the material can be accepted by the authors or the firm.
