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SA-550 

 

 

Q.1. What do you mean by Related Parties? 

According to SA-550 Related Party means a party that 

is either: 

 A related party as defined in the applicable 

Financial Reporting Framework; or 

 Where the applicable Financial Reporting 

Framework establishes minimal or no related party 

requirements: 

 A Person or other Entity that has control or 

significant influence, directly or indirectly 

through one or more intermediaries, over the 

reporting entity (For Example holding 

company) 

 Another entity over which the reporting entity 

has control or significant influence, directly or 

indirectly through one or more intermediaries; 

(For example subsidiary company) or 

SA-550- Related Parties- 
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 Another Entity that is under common control 

with the reporting entity through having 

(Fellow Subsidiary): 

 Common controlling ownership; 

 Owners who are close family members; or 

 Common key management. 

However, Entities that are under common control by 

a state (i.e., a national, regional or local government) 

are not considered related unless they engage in 

significant transactions or share resources to a 

significant extent with one another. 

Q.2. What do you mean by Arm’s Length 

Transaction? 

A Transaction conducted on such terms and conditions 

as between a willing buyer and a willing seller who are 

Unrelated and are acting Independently of each other 

and pursuing their own best interests 
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Q.3. What is Auditor's duty in relation to 

Related Parties? 

According to SA-550, Auditor has following duties in 

relation to Related Parties:- 

 Duty to see that all Financial Statement 

Framework and statutory compliance as far as 

related to related party, related party transactions 

accounting and disclosures Where the applicable 

have been appropriately Complied With:- Some 

times, Financial Reporting Framework establishes 

disclosure requirements of Related party 

transactions or Related parties the Auditor has a 

responsibility to perform Audit procedures to 

identify, assess and respond to the Risks of 

Material Misstatement arising from the Entity's 

failure to appropriately account for or disclose 

Related Party Relationships, Transactions or 

Balances in accordance with the requirements of 

the Framework. 

 Duty to understanding of the entities related party 

relationships and transactions –Irrespective of the 

fact that Financial Reporting Framework requires 

or not Auditor shall obtain understanding of 
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entity's related party relationships and transactions 

sufficient to have reasonable conclusion 

 Duty to evaluate fraud risk factors in relation to 

related parties:- Relevant to the Auditor's 

evaluation of whether one or more fraud risk 

factors are present as required by SA 240 because 

fraud may be more easily committed through 

related parties. 

 Duty to have an attitude of Professional 

Skepticism: - Planning and performing the Audit 

with Professional Skepticism as required by SA-

200, is therefore, particularly important in this 

context, given the potential for undisclosed related 

party relationships and transactions. 

Q.4. What are the requirements to be 

complied with by the Auditor for this SA-

550? 

Step-1 Enquiry with management The Auditor shall 

inquire of Management regarding following: 

 The Identity of the Entity's Related parties, 

including changes from the prior period; 
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 The Nature of the relationships between the Entity 

and these Related parties; and 

 Whether the Entity entered into any transactions 

with these Related parties during the period and, if 

so, the type and purpose of the transactions. 

Step-2 Enquiry about controls: -  

The Auditor shall inquire about Internal controls 

adopted by Management for identification, accounting 

and disclosure as well as authentication and approval 

of Related party transactions. 

Step-3 Maintaining alertness: -  

During the Audit, the Auditor shall remain alert, while 

auditing for instances showing the existence of related 

party relationships or transactions that management 

has not previously identified or disclosed to the 

Auditor. 

Step-4Sharing related party information with the 

Engagement team: -  

The Auditor shall share relevant information obtained 

about the entity's related parties with the other 

members of the Engagement team. 
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Step-5 Designing Audit procedure on the basis of the 

above: -  

After applying all the above procedure if the Auditor 

identifies fraud risk factor then Auditor shall designs 

and performs further Audit procedures to obtain 

sufficient appropriate Audit Evidence about the 

assessed risks of material Misstatement associated with 

related party relationships and transactions. 

Step -6 Response to results of the Audit procedures 

and reporting:- 

 When Auditor identified previously unidentified or 

undisclosed Related Parties or significant Related 

Party transactions Auditor shall communicate the 

same to management and those charged with 

Governance. Auditor shall request for the 

disclosure to management and if management 

refuses Auditor shall modify his report the same in 

the light of SA-705. 

 If the contract is of abnormally high amount with 

related party Auditor shall apply extra Professional 

Skepticism about its identification as related party 

transaction, contract terms, pricing, approval, 

authentication and disclosure. If found 
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unreasonable on any of the above grounds the 

Auditor shall modify his report in accordance with 

SA -705. 

Step – 7 other considerations 

 Written representations, the Auditor shall obtain 

written representations from management and, 

where appropriate, those charged with 

Governance that: 

 They have disclosed to the Auditor the identity 

of the entity's related parties and all the related 

party relationships and transactions of which 

they are aware; and 

 They have appropriately accounted for and 

disclosed such relationships and transactions in 

accordance with the requirements of the 

Framework. 

 Communication with those charged with 

Governance: Unless all of those charged with 

Governance are involved in managing the entity, 

the Auditor shall communicate with those charged 

with Governance significant matters arising during 

the Audit in connection with the entity's related 

parties. 
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 Documentation: In meeting the documentation 

requirements of SA-230 and other SAs, the Auditor 

shall include in the Audit documentation the 

names of the identified related parties and the 

nature of the related party relationships. 

Q.5. Elaborate how the Statutory Auditor can 

verify the existence of related parties for 

the purpose of reporting under 

Accounting Standard 18? Or As a 

Statutory Auditor, how do you verify the 

existence of Related Parties and 

disclosure of Related Party Transactions? 

During the Audit, the Auditor may inspect records or 

documents that may provide information about 

related party relationships and transactions,  

For Example: 

 Review the working papers for the prior years for 

names of known related parties; 

 Review the entity's procedures for identification of 

related parties; 

http://www.cakit.in/
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 Inquire as to the affiliation of directors and key 

management personnel, officers with other 

entities; 

 Entity income tax returns. 

 Information supplied by the entity to regulatory 

Authorities. 

 Shareholder registers to identify the entity's 

principal shareholders. 

 Records of the entity's investments and those. 

 Contracts and agreements with key management 

or those charged with Governance. 

 Significant contracts and agreements not in the 

entity's ordinary course of business. 

 Specific invoices and correspondence from the 

entity's professional advisors. 

 Internal Auditors' reports. 

 Documents associated with the entity's filings with 

a securities regulator (e.g., prospectuses). 

Where the Financial Reporting Framework requires 

disclosure of related party relationships, the Auditor 

should satisfy himself that disclosure is adequate. 

Finally, if the Auditor is unable to obtain sufficient 
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appropriate Audit Evidence concerning related parties 

and transactions with such parties or conclude that 

their disclosure in the Financial Statements is not 

adequate, the Auditor should express a qualified 

opinion or a disclaimer of opinion in the report, as 

may be appropriate. 
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THIS SA IN EXAM 

Q.6. MA & Co. is appointed as Auditor of 

Hamam Ltd. JY & Co. seeks your 

guidance for reviewing the records and 

documentation of the Company 

regarding 'Related Party Transactions in 

the normal course of Business”. Describe 

the steps to be followed.      

           (Nov 15/ 4 Marks) 

The following steps should be followed by JY & Co.: 

 Enquiry with the management: 

 They should enquire the management regarding: 

 The identity of the related parties of the entity, 

including changes from the prior period 

 Nature of relationship between the entities 

and the related parties; 

 The type and purpose of the transactions (if 

any) with these related parties during the 

period. 
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 Enquiry about controls: 

They should enquire about the internal controls 

adopted by management for identification, 

accounting, disclosures and authentication of 

related party transactions. 

 Maintaining alertness 

He should remain alert while auditing for instance 

showing the existence of related party 

relationships or transactions that management has 

not previously identified or disclosed to them. 

 Sharing related party information with the 

engagement team 

They should share relevant information obtained 

about the entity's related parties with other 

engagement team members. 

 Designing audit procedure on the basis of above 

After applying all the above procedures if he 

identifies fraud risk factors then he should design 

and perform further audit procedures to obtain 

sufficient and appropriate audit evidence about 

the assessed risk of material misstatements 

associated with related party transactions. 
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 Response to results of Audit procedure and 

reporting 

 If he identifies previously unidentified or 

undisclosed related parties or significant 

related party transactions, he shall 

communicate the same to management and 

those charged with governance. He shall 

request for the disclosure to the management 

and it management refuses then he should 

modify his report as per SA 705. 

 If the contract is of abnormally high amount 

with the related party, then he should exercise 

extra professional skepticism about its 

identification. The contract terms, pricing, 

approval, authentication and disclosure terms 

should be checked. If found unreasonable on 

any of the grounds he should modify his 

report in accordance with SA705. 

 Other Considerations 

 Written representations He should obtain 

written representations from management and 

those charged with governance that: 

http://www.cakit.in/
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 They have disclosed to the auditor the identity 

of the entity's related parties, their 

relationships and the transactions of which 

they are aware. 

 They have appropriately accounted for and 

disclosed such relationships and transactions in 

accordance with the applicable financial 

reporting framework. 

 Communications with th1ose charged with 

governance unless all of those charged with 

governance are involved in managing the 

entity, the auditor shall communicate with 

those charged with governance significant 

matters arising during the audit in connection 

with the related parties. 

 Documentation He should mention the names 

of the related parties in the audit documents 

prepared. 
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Q.7. In the course of Audit of Q Ltd, its statutory 

Auditor wants to be sure of the adequacy 

of related party disclosures? Kindly guide 

the Auditor in identifying the possible 

source of related party information.   

          (May 12/ 8 Marks) 

As per SA 550, “Related Parties”, following are the 

procedure to identify the related party disclosures:- 

 Review the disclosure information given by the 

management in Financial Statement and compare 

it with the previous year's disclosure and to 

compare the disclosures. 

 The Auditor may inspect following records or 

documents that may provide information about 

related party relationships and transactions,(this is 

an illustrative list and not exhaustive 

 Income tax returns, 

 Information supplied by the entity to 

regulatory Authorities, 

 Shareholder registers to identify the entity's 

principal shareholders, 

 Directors register 
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 Section 189 register of Companies Act 

(Previously section 301 register under 1956) 

 Long term contracts and arrangements 

 Secretarial Auditor's report 

 Tax Audit reports 

 Investment register to identify subsidiaries 

associates and joint ventures 

 After applying all the above procedure if the 

Auditor identifies fraud risk factors (including 

circumstances relating to the existence of a related 

party with dominant influence) when performing 

the risk assessment procedures and related 

activities in connection with related parties, the 

Auditor respond to assessed risks. The Auditor shall 

designs and performs further Audit procedures to 

obtain sufficient appropriate Audit Evidence about 

the assessed risks of material Misstatement 

associated with related party relationships and 

transactions. 

 During the Audit, the Auditor shall remain alert, 

when inspecting records or documents, for 

arrangements or other information that may 

indicate the existence of related party relationships 
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or transactions that management has not 

previously identified or disclosed to the Auditor. 
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