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Case Study-- XP Limited 

Expansion: XP Limited, a paint manufacturing company, plans to establish a food processing plant in NOIDA, 

encouraged by the state government's investor-friendly policies. 

Feasibility: Chirag, a senior finance executive, is tasked with preparing a detailed feasibility study for the project, 

including land acquisition, plant construction, machinery procurement, turnover targets, profit projections, and 

funding sources. 

Assurance Report: The company's bankers request an assurance report from a professional accountant on the 

information contained in the feasibility study. 

Verification: The assurance report will verify whether the prospective financial information is based on 

reasonable and consistent assumptions, aligns with past financial statements, and uses appropriate accounting 

principles. 

Non-financial Matters: Chirag wonders if professional accountants can also provide assurance reports on non-

financial matters to increase user confidence. 

 

SAE 3400 The Examination of Prospective Financial Information 

 

(CNO 3400.020) Introduction 

Chartered Accountants' Evolving Role: 

- Traditionally attested to past events; now increasingly involved in future projections. 

Financial Projections in Modern Finance: 

- Institutions like banks and investors require projected financial statements for appraisals. 

- Greater trust in statements prepared or reviewed by chartered accountants. 

Prospective Financial Statements: 

- Future-oriented statements to evaluate financial decisions. 

- Example: X Limited's want a 5-year financial forecast for potential equity investors. 

Standards on Assurance Engagements 

Assurance Engagement Scope: 

• An assurance engagement can involve examining subject matters beyond the examination of financial 

statements based on "historical financial information”. Such engagements might relate to prospective financial 

information or provide assurance on non-financial matters, such as an entity's internal control design and 

operation. 

 

Standards on Assurance Engagements: 

• Standards on Assurance Engagements outline the responsibilities of professional accountants in assurance 

engagements addressing these matters. The level of assurance provided by these Standards on Assurance 

Engagements is moderate. 

 

Issued Standards on Assurance Engagements: 

• SAE 3400 focuses on The Examination of Prospective Financial Information. 

• SAE 3402 pertains to Assurance Reports on Controls at a Service Organisation. 

• SAE 3420 deals with Assurance Engagements to Report on the Compilation of Pro Forma Financial 

Information Included in a Prospectus. 

PROSPECTIVE FINANCIAL INFORMATION AND 
OTHER ASSURANCE SERVICES 11 
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SAE 3400  

Prospective financial information: 

• SAE 3400 offers guidance on engagements to examine and report on prospective financial information, 

covering examination procedures for best-estimate and hypothetical assumptions. 

No need to be Statutory Auditor: 

• The examination of prospective financial information doesn't necessarily have to be performed by the statutory 

auditor of the entity’s financial statements. 

What is Prospective financial information? 

Definition of Prospective Financial Information: 

• "Prospective financial information" is financial information based on assumptions about future events and 

possible actions by an entity. 

• This type of information is highly subjective and preparing it involves significant judgment. 

Forms of Prospective Information: 

• Prospective financial information can manifest as a forecast, a projection, or a combined format like a 1-year 

forecast plus a 5-year projection. 

What is Forecast? 

Definition of Forecast: 

• A forecast is Prospective Financial Information formulated based on assumptions about future events that 

management expects to happen and actions they intend to take. 

 

Best-Estimate Assumptions: 

• These assumptions, known as best-estimate assumptions, anticipate experience without accounting for the risk 

of adverse deviations (Be realistic don’t be Conservative) 

 

Example of Financial Forecast: 

• In light of current market conditions, supply availability, historical buying patterns, and seasonal trends, the 

CFO of X ltd expects a 5% sales increase in the next quarter. This 5% sales increase represents his financial forecast 

for that period. 

What is Projection? 

Definition of Projection: 

• A projection is Prospective Financial Information based on hypothetical assumptions about future events and 

management actions which are not necessarily expected to occur. 

Hypothetical and Best-Estimate Assumptions: 

• This information might be built on a mix of hypothetical and best-estimate assumptions (imagined or 

suggested). 

 

Examples 

Projection for Growth: 

• For example, X Ltd might project actions for hypothetical situations like creating a new product for expected 

market growth, serving as an outline for evaluating desired financial, cash flow, and operational outcomes. 

Projection for Equity Investors: 

• A company planning to raise funds from an equity investor may ask a firm of Chartered Accountants to 

examine the profit forecast to present it before the prospective investor. 

Projection for Financial Assistance: 

• When a company, such as one setting up a new plant, needs financial assistance in the form of loans and credit 

facilities, it might prepare a projection of profits and cash flows along with underlying assumptions for a period, 

like the next seven years. 
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Scope of SAE-3400 (What to check & how to check) 

Inclusion: 

• This Standard on Assurance Engagement (SAE) aims to establish standards and offer guidance on examining 

and reporting on prospective financial information, covering best-estimate and hypothetical assumptions. 

Exclusion: 

• This SAE doesn’t cover the examination of prospective financial information presented in general or 

narrative terms, like management’s discussion in an annual report, though many outlined procedures may still 

be relevant. 

Relation with Other Standards: 

• Principles from other Standards on Auditing by the Institute of Chartered Accountants of India should be 

utilized, where practical, when applying this SAE. 

Usage of "Auditor": 

• The term “auditor” is used in this SAE to describe services tied to examining prospective financial information. 

However, this doesn’t mean the individual offering these services must be the entity’s statutory auditor. 

Nature of Assurance Regarding Prospective Financial Information 

Prospective Nature: 

• Prospective financial information pertains to events and actions that have yet to occur and might never 

transpire. 

Evidence: 

Assumption-Based: 

• While there may be evidence supporting the assumptions underpinning the prospective financial information, 

such evidence tends to be future-oriented and speculative. 

Contrast with Historical Information: 

• This differs from the evidence usually found when examining historical financial information. 

Limitation on Expressing Opinion: 

• Given the nature of the evidence, it's not possible to express an opinion about whether the results indicated in 

the prospective financial information will indeed materialize. 

 

(CNO 3400.040) Responsibility of Preparation and Presentation of Prospective Financial Information  

Management is responsible for the preparation and presentation of the prospective financial information 

including the: 

Identification and disclosure of Prospective Financial Information. 

Explaining the basis of forecast. 

Underlying assumptions. 

Can Professional Accountants be associated with Prospective Financial Information? 

Refer Chapter 19(CNO-PE.1500) CLAUSE 3 

Duties of Member who is Examining the Prospective Financial Information 

1. Management’s Assumptions: In an engagement to examine prospective financial information, the auditor 

should obtain sufficient appropriate evidence as to whether management’s best-estimate assumptions on which 

the prospective financial information is based are not unreasonable and, in the case of hypothetical assumptions, 

such assumptions are consistent with the purpose of the information. 

2. Consistency with Historical Statements: The auditor should verify that the prospective financial 

information is prepared on a consistent basis with historical financial statements, using appropriate accounting 

principles. 

3. Proper Preparation Based on Assumptions: The auditor should ensure that the prospective financial 

information is properly prepared on the basis of the assumptions. 
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4. Proper Presentation and Disclosure: The auditor should ascertain if the prospective financial information is 

properly presented and all material assumptions are adequately disclosed, including a clear indication as to 

whether they are best-estimate assumptions or hypothetical assumptions. 

 

(CNO 3400.060) Acceptance of Engagement: Precautions to be taken by Auditor Before Accepting such an 

Engagement 

1. Considerations Before Acceptance: (Shortcut: Urban DEN) 

• Before taking on an engagement to examine prospective financial information, the auditor will contemplate 

factors such as the intended Use of the information, its intended Distribution (general or limited), the Nature of 

the assumptions (best estimates or hypothetical), the Elements in the information, and the period it covers. 

1A. Auditor's Stance on Unrealistic Assumptions: 

• The auditor should either reject or withdraw from an engagement if the assumptions appear blatantly 

unrealistic or if the prospective financial information seems unsuitable for its intended purpose. 

2. Reliance on Historical Information: 

• The auditor should gauge the degree to which dependence on the entity’s historical financial data is warranted. 

3. Agreeing on Engagement Terms: 

• As with other engagements, it’s vital to settle the engagement terms with the client, typically via an engagement 

letter. 

 

(CNO 3400.080) Examination Procedures 

Shortcut: SB Jain made Technology for Prevention of Money Laundering 

When determining the nature, timing and extent of examination procedures, the following matters should 

be considered such as: - 

• The Sources of information considered by the management for the purpose, their adequacy, reliability of the 

underlying data, including data derived from third parties, such as industry statistics, to support the 

assumptions. 

• The Stability of entity’s Business and 

• The extent to which the prospective financial information is affected by the management’s Judgment. 

• The engagement Team’s experience with the business and the industry in which the entity operates and with 

reporting on prospective financial information. 

•  The knowledge obtained during any Previous engagements. 

•  Management’s competence regarding the preparation of prospective financial information 

•  The Likelihood of material misstatement 

1. Best-estimate assumptions: Assess the source and reliability of evidence supporting management's best-

estimate assumptions, which may come from various sources like entity's budgets, debt agreements, industry 

publications. 

 

2. Hypothetical Assumptions: 

Implications 

 Evaluate all significant implications of hypothetical assumptions. For instance, if sales growth beyond current 

plant capacity is assumed, the prospective financial information should account for necessary investment in 

additional plant capacity or costs of alternative production means. 

Alignment: Verify that hypothetical assumptions align with the purpose of the prospective financial information 

and are not clearly unrealistic. 
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(CNO 3400.100) Presentation and Disclosure 

When evaluating the presentation and disclosure of prospective financial information and its underlying 

assumptions, along with adhering to specific statutes, regulations, and professional guidelines, the following 

factors should be taken into account: 

(Shortcut: DHARNA) 

Date: 

• Highlight the date on which the prospective financial information was formulated. It's vital for management 

to affirm the appropriateness of the assumptions based on this date, despite the possibility of data accumulation 

over an extended duration. 

Historical Statement Accounting Policy Changes: 

• If there's a shift in the accounting strategy from what was previously disclosed in the entity's latest historical 

statements, the motive behind this change and its implications for the prospective data should be explicitly 

outlined. 

Accounting Policies Disclosure: 

• Ensure that the accounting policies employed are clearly revealed in the notes accompanying the prospective 

financial information. 

Basis for Range: 

• When presenting prospective data in a range format, delineate the methodology used to derive those points, 

ensuring the range is impartial and not misleading. 

Not misleading: 

• The presentation of prospective financial information is informative and not misleading 

Assumptions disclosure: 

• Confirm that assumptions are suitably detailed in the notes. It should be evident if they represent 

management's best-estimates or are hypothetical. In scenarios where assumptions pertain to material areas with 

high uncertainty, both the uncertainty and the potential impact on outcomes should be sufficiently addressed. 

 

(CNO 3400.120) Report on Examination of Prospective Financial Information 

• The report crafted for evaluating prospective financial information should encompass: 

Title: 

•  Title 

Addressee: 

•  Addressee 

Identification: 

•  Identification of the prospective financial information 

Purpose/Distribution: 

•  Where relevant, a mention regarding the intention or potential restricted distribution of the prospective 

financial information. 

Management's Responsibilities: 

• Assertion indicating management's accountability for both the prospective financial information and the 

assumptions it's based on 

Next 2 Points are like Auditor’s Responsibility 

Reference to Standards: 

• Reference to the Standards on Auditing pertinent to the examination of prospective financial information 

Examination Procedures: 

• Statement that the examination procedures included examination, on a test basis, of evidence supporting the 

assumptions, amounts and other disclosures in the forecast or projection 

Negative Assurance on assumptions: 
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• Statement of negative assurance as to whether the assumptions provide a reasonable basis for the prospective 

financial information 

Preparation based on assumptions: 

• Opinion as to whether the prospective financial information is properly prepared on the basis of the 

assumptions and is presented in accordance with the relevant financial reporting framework 

Caveats: 

• Appropriate caveats concerning the achievability of the results indicated by the prospective financial 

information 

Report's Date: 

• Date of the report, aligning with the completion date of the procedures 

Signature Location: 

• Place of signature 

Such a report would: - 

(Shortcut: Parul VORA made report) 

Projection's Intended Use: 

• In a projection scenario, the prospective financial data is structured for a specified use, leveraging a series of 

assumptions. These may encompass hypothetical forecasts about imminent events and managerial actions not 

necessarily predicted to transpire. Hence, users are advised that the prospective financial data ought not to be 

employed for purposes outside the specified use. 

Variation in Actual Results: 

• State that actual results might diverge from the prospective financial information since forecasted events often 

don't pan out as anticipated. The disparity can be substantial. 

Opinion Expression: 

• Express an opinion regarding the correctness of the prospective financial data's preparation in line with the 

assumptions and its presentation following the relevant financial reporting norms. 

Range Uncertainty: 

• When the prospective financial information is represented as a range, affirm that there's no guarantee that 

actual outcomes will align within this range. 

Unreasonable Assumptions: 

• State whether, grounded in the evaluation of evidence supporting the assumptions, anything has emerged 

which leads to the belief that the assumptions might not lay a reasonable foundation for the prospective financial 

data. 

Modified Opinion. 

Scope Limitation: 

• When the examination is impacted by conditions restricting the application of essential procedures, a 

withdrawal from the engagement or a disclaimer of opinion should be considered, outlining the scope limitation 

in the report. 

Unreasonable Basis for Assumptions: 

• If one or more significant assumptions don't provide a reasonable basis for the prospective financial 

information based on best-estimate or hypothetical assumptions, an adverse opinion detailing the reasons should 

be expressed, or engagement withdrawal is warranted. 

Inadequate Presentation and Disclosure: 

• When it is believed that the presentation and disclosure of the prospective financial information is not 

adequate, a qualified or adverse opinion in the report should be expressed or withdrawal from engagement 

should be considered. 

• An example is when financial information fails to adequately disclose the consequences of assumptions that 

are highly sensitive. 

http://www.auditguru.in/


CA Ravi Taori 

www.auditguru.in    11.7 

 

(CNO 3400.140) Documentation 

Documentation Importance: 

• Matters important in providing evidence to support the report on examination of prospective financial 

information, and evidence of adherence to this SAE should be documented. 

 

SAE 3402 Assurance Reports on Controls at a Service Organisation 

 

(CNO 3402.020) Introduction 

SAE 3402 Overview: 

• SAE 3402 addresses assurance engagements by a professional accountant in public practice. The goal is to 

provide a report on controls at a service organization, which is used by user entities and their auditors. 

Relevance to User Entities: 

• The service provided by the organization should be relevant to user entities’ internal control, especially as it 

pertains to financial reporting. 

Relation to SA 402: 

• This SAE complements SA 402. Reports generated in line with SAE 3402 can offer suitable evidence under SA 

402. 

Scope of SAE 3402 

Applicability of SAE 3402: 

• applies only when the service organization is responsible for, or otherwise able to make an assertion about, the 

suitable design of controls 

Exclusions from the Standard: 

(a) Does not address engagements solely reporting on whether controls operated as described. 

(b) Does not cater to reports on controls unrelated to user entities' financial reporting internal control, like 

controls over production or quality. 

What is a Service Organisation? 

Definition of Service Organisation: 

• A third-party entity or a segment thereof that offers services impacting user entities' internal controls over 

financial reporting. 

Definition of  User Entity:  

• An entity that avails the services of a service organization. 

Why controls of a service organization are important to a user entity’s internal controls relating to 

financial reporting?– (Controls at SO) 

1. Definition of "Controls at Service Organization": 

• Encompasses elements of user entities’ systems managed by the service organization. This might involve a 

service organization’s control environment, monitoring, and control activities related to provided services. 

2A. Relevance to User Entity's Internal Controls: 

• Controls at a service organization may impact user entities' internal controls over financial reporting, especially 

regarding account balances, transaction classes, or disclosures. 

2B. Example of Payroll Processing: 

• A company outsources payroll processing, relying on the service organization for accurate payrolls and timely 

statutory due remittances. Late remittances by the service organization could cause liabilities for the user entity. 

2C. Determining Relevance: 

• Deciding the relevance of a service organization's operational and compliance controls requires professional 

judgment, considering the control objectives set by the service organization and the suitability of criteria. 

3. Exclusions from Controls: 
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• Does not include controls unrelated to the control objectives in the service organization’s system description, 

such as controls related to the service organization’s own financial statements. 

User Auditor and Service Auditor 

User Auditor Defined: 

• User auditor is an auditor who audits and provides reports on the financial statements of a user entity. 

Service Auditor Defined: 

• Service auditor is a professional accountant in public practice who provides an assurance report on controls at 

a service organization, upon the organization's request. 

Objectives of Service Auditor in Accordance with SAE 3402 

To obtain reasonable assurance about whether, in all material respects, based on suitable criteria 

1A. Fairness:   

(i) The service organization’s description of its system fairly presents the system as designed and implemented 

throughout the specified period (or in the case of a type 1 report, as at a specified date) 

1B. Suitability:   

(ii) The controls related to the control objectives stated in the service organization’s description of its system were 

suitably designed throughout the specified period (or in the case of a type 1 report, as at a specified date) 

1C. Effectiveness:   

(iii) Where included in the scope of the engagement, the controls operated effectively to provide reasonable 

assurance that the control objectives stated in the service organization’s description of its system were achieved 

throughout the specified period. 

2. Report on Findings:   

(b) To report on the matters in (a) above in accordance with the service auditor’s findings. 

 

(CNO 3402.040) Type 1 Report & Type 2 Report 

Type 1 report is a report that comprises: 

1. The service organization’s description of its system. 

2. A written assertion by the service organization that, in all material respects, and based on suitable criteria: 

2A. Fairness: The description fairly presents the service organization’s system as designed and implemented at 

the specified date. 

2B. Suitability: The controls related to the control objectives stated in the service organization’s description of 

its system were suitably designed as at the specified date. 

3. Report on Findings: A service auditor’s assurance report that conveys reasonable assurance about the matters 

referred to in 

Type 2 report is a report that comprises: 

1. The service organization’s description of its system 

2. A written assertion by the service organization that, in all material respects, and based on suitable criteria: 

2A. Fairness: The description fairly presents the service organization’s system as designed and implemented 

throughout the specified period. 

2B. Suitability: The controls related to the control objectives stated in the service organization’s description of 

its system were suitably designed throughout the specified period and 

2C. Effectiveness: The controls related to the control objectives stated in the service organization’s description 

of its system operated effectively throughout the specified period and 

3. Report on Findings: A service auditor’s assurance report that Conveys reasonable assurance about the matters 

discussed above and includes a description of the tests of controls and the results thereof. 

Type 1 V/s Type 2 

Type 1 Report Description: Type 1 report is a report on the description and design of controls at a service 

organization. 
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Type 2 Report Description: Whereas type 2 report is a report on the description, design and operating 

effectiveness of controls at a service organization. 

 

(CNO 3402.060) How such an Engagement is Proceeded with? 

(Shortcut: CUSTOMISED WA (W’app) 

Compliance with ethical requirements: 

Compliance with ethical requirements: The service auditor shall comply with relevant ethical requirements, 

including those pertaining to independence, relating to assurance engagements. 

Obtaining an Understanding of the Service organization’s system: 

The service Auditor shall obtain an understanding of the service organization’s system, including controls that 

are included in the scope of engagement 

Assessing of Suitability of the Criteria: 

The service auditor shall assess whether the service organization has used suitable criteria in preparing the 

description of its system, in evaluating whether controls are suitably designed, and, in the case of a type 2 reports, 

in evaluating whether controls are operating effectively. 

Determination of Management and Those charged with governance and communication with them: 

The service auditor shall inquire of, request representations from, communicate with, or otherwise interact with 

the service organization wherever required. The service auditor shall determine the appropriate persons within 

the service organization’s management or governance structure with whom to interact. 

Obtaining evidence regarding Operating effectiveness of controls: 

When providing a type 2 report, the service auditor shall test those controls that the service auditor has 

determined are necessary to achieve the control objectives stated in the service organization’s description of its 

system and assess their operating effectiveness throughout the period. 

Determination of Materiality: 

When planning and performing the engagement, the service auditor shall consider materiality with respect to 

the fair presentation of the description, the suitability of the design of controls and, in the case of a type 2 report, 

the operating effectiveness of controls. 

Understanding the Internal audit function: 

If the service organization has an internal audit function, the service auditor shall obtain an understanding of 

the nature of the responsibilities of the internal audit function and of the activities performed in order to 

determine whether the internal audit function is likely to be relevant to the engagement in order for the service 

auditor to use specific work of the internal auditors 

Subsequent Events: 

The service auditor shall inquire whether the service organization is aware of any events subsequent to the period 

covered by the service organization’s description of its system up to the date of the service auditor’s assurance 

report that could have a significant effect on the service auditor’s assurance report. 

Obtaining Evidence regarding the design of controls: 

The service auditor shall determine which of the controls at the service organization are necessary to achieve the 

control objectives stated in the service organization’s description of its system and shall assess whether those 

controls were suitably designed 

Obtaining evidence regarding the Description: 

The service auditor shall obtain and read the service organization’s description of its system and evaluate whether 

those aspects of the description included in the scope of engagement are fairly presented. 

Asking for Written Representations: 

The service auditor shall request the service organization to provide written representations: - 

a) That reaffirm the assertion accompanying the description of the system. 

b) That it has provided the service auditor with all relevant information and access agreed to and 
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c) That it has disclosed to the service auditor any of the following of which it is aware 

• Non-compliance with laws and regulations, fraud, or uncorrected deviations attributable to the service 

organization that may affect one or more user entities. 

• Design deficiencies in controls 

• Instances where controls have not operated as described and 

Any events subsequent to the period covered by the service organization’s description of its system up to the date 

of the service auditor’s assurance report that could have a significant effect on the service auditor’s assurance 

report. 

Acceptance and changes in terms of engagement: 

Acceptance and changes in terms of engagement: Before, accepting such an engagement, it has to be ensured by 

service auditor that necessary capabilities and competence to carry out such engagement are possessed by him. It 

also needs to be ensured that the criteria to be applied by the service organization to prepare the description of 

its system will be suitable and available to user entities and their auditors and the scope of the engagement and 

the service organization’s description of its system will not be so limited that they are unlikely to be useful to 

user entities and their auditors. If the service organization requests a change in the scope of the engagement 

before the completion of the engagement, the service auditor shall be satisfied that there is a reasonable 

justification for the change. 

 

(CNO 3402.080) Reporting 

The service auditor’s assurance report shall include the following basic elements: -  

1. Title: A title that clearly indicates the report is an independent service auditor’s assurance report. 

2. Addressee 

3. Identification of  

3A. Service Organization’s Description: The service organization’s description of its system, and the service 

organization’s assertion, which includes the matters for a type 2 report, or for a type 1 report. 

3B. Parts Not Covered by Auditor’s Opinion: Those parts of the service organization’s description of its system, 

if any, that are not covered by the service auditor’s opinion. 

3C. Reference to Complementary User Entity Controls: If the description refers to the need for 

complementary user entity controls, a statement that the service auditor has not evaluated the suitability of design 

or operating effectiveness of complementary user entity controls, and that the control objectives stated in the 

service organization’s description of its system can be achieved only if complementary user entity controls are 

suitably designed or operating effectively, along with the controls at the service organization. 

3D. Activities of Subservice Organization: If services are performed by a subservice organization, the nature of 

activities performed by the subservice organization as described in the service organization’s description of its 

system. 

4. Statement of Service Organization's Responsibility: A statement that the service organization is responsible 

for: 

4A.Prepation: Preparing the description of its system, and the accompanying assertion, including the 

completeness, accuracy and method of presentation of that description and that assertion. 

4B. Providing Services: Providing the services covered by the service organization’s description of its system. 

4C. Stating the Control Objectives: Stating the control objectives (where not identified by law or regulation, 

or another party, for example, a user group or a professional body) and 

4D. Designing and Implementing Controls: Designing and implementing controls to achieve the control 

objectives stated in the service organization’s description of its system. 

5. Identification of Criteria: Identification of the criteria, and the party specifying the control objectives. 

6. Service Auditor's Responsibility Statement: A statement that the service auditor’s responsibility is to express 

an opinion on the service organization’s description, on the design of controls related to the control objectives 
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stated in that description and, in the case of a type 2 report, on the operating effectiveness of those controls, based 

on the service auditor’s procedures. 

6A. Engagement Accordance with SAE 3402: A statement that the engagement was performed in accordance 

with SAE 3402, “Assurance Reports on Controls at a Service Organization,” which requires that the service 

auditor comply with ethical requirements and plan and perform procedures to 

6B. Obtaining Reasonable Assurance: obtain reasonable assurance about whether, in all material respects, the 

service organization’s description of its system is fairly presented, and the controls are suitably designed and, in 

the case of a type 2 report, are operating effectively. 

6C. Summary of Service Auditor’s Procedures: A summary of the service auditor’s procedures to obtain 

reasonable assurance and a statement of the service auditor’s belief that the evidence obtained is sufficient and 

appropriate to provide a basis for the service auditor’s opinion, and, in the case of a type 1 report, a statement 

that the service auditor has not performed any procedures regarding, the operating effectiveness of controls and 

therefore no opinion is expressed thereon. 

6D. Statement of Controls Limitations: A statement of the limitations of controls and, in the case of a type 2 

report of the risk of projecting to future periods any evaluation of the operating effectiveness of controls. 

7. Opinion 

The service auditor’s opinion, expressed in the positive form, on whether, in all material respects, based on 

suitable criteria: 

8. Statement on Users of Report: A statement that the report and, in the case of a type 2 report, the description 

of tests of controls are intended only for user entities and their auditors, who have a sufficient understanding to 

consider it, along with other information including information about controls operated by user entities 

themselves, when assessing the risks of material misstatements of user entities’ financial statements. 

In the case of a type 2 report: 

Fairness: The description fairly presents the service organization’s system that had been designed and 

implemented throughout the specified period. 

Suitability: The controls related to the control objectives stated in the service organization’s description of its 

system were suitably designed throughout the specified period; and 

Effectiveness: The controls tested, which were those necessary to provide reasonable assurance that the control 

objectives stated in the description were achieved, operated effectively throughout the specified period. 

 

In the case of a type 1 report: 

Fairness: The description fairly presents the service organization’s system that had been designed and 

implemented as at the specified date and 

Suitability: The controls related to the control objectives stated in the service organization’s description of its 

system were suitably designed as at the specified date. 

Date: The date of the service auditor’s assurance report, which shall be no earlier than the date on which the 

service auditor has obtained sufficient appropriate evidence on which to base the opinion. 

Signature: The report should be signed by the practitioner. 

Place: The report should name specific location, which is ordinarily the city where the report is signed. 

Additional matters requiring reporting in type 2 report: 

Additional Reporting in Type 2 Report: In the case of a type 2 report, the service auditor’s assurance report 

shall include a separate section after the opinion, or an attachment, that describes the tests of controls that were 

performed and the results of those tests. 

Description of Control Tests: In describing the tests of controls, the service auditor shall clearly state which 

controls were tested, identify whether the items tested represent all or a selection of the items in the population, 

and indicate the nature of the tests in sufficient detail to enable user auditors to determine the effect of such tests 

on their risk assessments. 
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Reporting Identified Deviations: If deviations have been identified, the service auditor shall include the extent 

of testing performed that led to identification of the deviations (including the sample size where sampling has 

been used), and the number and nature of the deviations noted. 

Obligation to Report Deviations: The service auditor shall report deviations even if, on the basis of tests 

performed, the service auditor has concluded that the related control objective was achieved. 

Modified Opinions - If the service auditor concludes that: 

No Fairness: The service organization’s description does not fairly present, in all material respects, the system as 

designed and implemented. 

No Suitability: The controls related to the control objectives stated in the description were not suitably designed, 

in all material respects. 

No Effectiveness: In the case of a type 2 report, the controls tested, which were those necessary to provide 

reasonable assurance that the control objectives stated in the service organization’s description of its system were 

achieved, did not operate effectively, in all material respects or. 

Inability to Obtain Sufficient Evidence: The service auditor is unable to obtain sufficient appropriate evidence, 

the service auditor’s opinion shall be modified, and the service auditor’s assurance report shall contain a clear 

description of all the reasons for the modification. 

 

(CNO 3402.100) Documentation 

1. Documentation Requirement: The service auditor shall prepare documentation that is sufficient to enable 

an experienced service auditor, having no previous connection with the engagement, to understand: 

2A. Procedures: The nature, timing, and extent of the procedures performed to comply with this SAE and 

applicable legal and regulatory requirements. 

2B. Results and Evidence Obtained: The results of the procedures performed, and the evidence obtained and 

2C.Significant Matters and Conclusions: Significant matters arising during the engagement, and the 

conclusions reached thereon and significant professional judgments made in reaching those conclusions 

 

SAE 3420 Assurance Engagements to Report on the Compilation of Pro Forma Financial 

Information Included in a Prospectus 

 

(CNO 3420.020) Introduction.  

SAE 3420: SA 3420 deals with reasonable assurance engagements undertaken by a practitioner to report on the 

responsible party’s compilation of pro forma financial information included in a prospectus. 

Applicability: It applies where such reporting is required by securities law or regulation of the security exchange 

in the jurisdiction in which the prospectus is to be issued or this reporting is generally accepted practice in such 

jurisdiction. 

What is Pro forma financial information? 

Definition of Pro Forma Financial Information: Pro forma financial information refers to financial 

information shown together with adjustments to illustrate the impact of an event or transaction on unadjusted 

financial information as if the event had occurred or the transaction had been undertaken at an earlier date 

selected for purposes of the illustration. 

Usage in Offer Documents: The Pro forma financial information is, normally, used in the offer documents to 

demonstrate the effect of a transaction on the financial statements of a company as if those transactions had 

occurred at an earlier date. 

Pro Forma B/S and P&L: The Pro forma financial information may take the form of Statement of Profit and 

Loss and Balance Sheet to illustrate how the transactions might have affected the assets, liabilities and earnings 

of the Issuer. They also include notes in relation to the significant aspects of the transactions, assumptions used 

to prepare the Pro forma financial information and the adjustments made. 
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Purpose: The purpose of pro forma financial information included in a prospectus is solely to illustrate the 

impact of a significant event or transaction on unadjusted financial information of the entity as if the event had 

occurred or the transaction had been undertaken at an earlier date selected for purposes of the illustration. 

Not actual Financial Position or performance: Pro forma financial information does not represent the entity’s 

actual financial position, financial performance, or cash flows. 

Objectives in Accordance with SA 3420 

The objectives of the practitioner in accordance with SA 3420 are: - 

As per applicable criteria: To obtain reasonable assurance about whether the pro forma financial information 

has been compiled, in all material respects, by the responsible party on the basis of the applicable criteria and 

Reporting: To report in accordance with the practitioner’s findings. 

 

(CNO 3420.040) Compilation of Pro forma financial information. 

The compilation of pro forma financial information involves the responsible party gathering, classifying, 

summarising and presenting financial information that illustrates the impact of a significant event or transaction 

on the unadjusted financial information of the entity as if the event had occurred or the transaction had been 

undertaken at the selected date. 

Steps involved in this process include: - 

Identifying Source of Unadjusted Information: Identifying the source of the unadjusted financial information 

to be used in compiling the pro forma financial information and extracting the unadjusted financial information 

from that source. 

Making Pro Forma Adjustments: Making pro forma adjustments to the unadjusted financial information for 

the purpose for which the pro forma financial information is presented and 

Presenting Resulting Pro Forma Information: Presenting the resulting pro forma financial information with 

accompanying disclosures. 

 

(CNO 3420.060) Nature of the Practitioner’s Responsibility. 

No responsibility to compile: In such an engagement performed under this SAE, the practitioner has no 

responsibility to compile the pro forma financial information for the entity. Such responsibility rests with the 

responsible party. 

Responsibility to Report on Compilation: The practitioner’s sole responsibility is to report on whether the 

pro forma financial information has been compiled, in all material respects, by the responsible party on the basis 

of the applicable criteria. 

Report on Presentation of Significant Effects Directly Attributable: It is a reasonable assurance engagement 

to report on the compilation of pro forma financial information involving performing the procedures to assess 

whether the applicable criteria used by the responsible party in the compilation of the pro forma financial 

information provide a reasonable basis for presenting the significant effects directly attributable to the event or 

transaction. 

 

(CNO 3420.080) Steps involved in such an Engagement. 

Engagement acceptance 

Planning and performing the engagement. 

Written Representations 

Forming the opinion 

Preparing the assurance report 
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(CNO 3420.100) Engagement Acceptance 

Before agreeing to accept an engagement to report on whether pro forma financial information included in a 

prospectus has been compiled, in all material respects, on the basis of the applicable criteria, the practitioner 

shall consider matters stated below. 

1. Determine Practitioner Capabilities and competence: Determine that the practitioner has the capabilities 

and competence to perform the engagement. 

2A. Suitability of applicable criteria: On the basis of a preliminary knowledge of the engagement circumstances 

and discussion with the responsible party, determine that the applicable criteria are suitable. 

2B. Avoiding Misleading Information: Ensure that it is unlikely that the pro forma financial information will 

be misleading for the purpose for which it is intended. 

3A. Consideration of Modified Opinions: Where the sources from which the unadjusted financial information 

and any acquiree or divestee financial information have been extracted have been audited or reviewed and a 

modified audit opinion or review conclusion has been expressed, or the report contains an Emphasis of Matter 

paragraph, consider whether or not the relevant law or regulation permits the use of, or reference in the 

practitioner’s report to, the modified audit opinion or review conclusion or the report containing the Emphasis 

of Matter paragraph with respect to such sources. 

3B. Not audited or reviewed: If the entity’s historical financial information has never been audited or reviewed, 

consider whether the practitioner can obtain a sufficient understanding of the entity and its accounting and 

financial reporting practices to perform the engagement. 

If the event or transaction includes an acquisition and the acquiree’s historical financial information has never 

been audited or reviewed, consider whether the practitioner can obtain a sufficient understanding of the acquiree 

and its accounting and financial reporting practices to perform the engagement and 

Agreement of the Responsible Party: Obtain the agreement of the responsible party that it acknowledges and 

understands its responsibility for 

4A. Compiling Pro Forma Financial Information: Compiling the pro forma financial information on the 

basis of the applicable criteria and providing the practitioner with access to all information (including, when 

needed for purposes of the engagement, information of the acquiree(s) in a business combination). 

4B. Disclosure of applicable Criteria: Adequately disclosing and describing the applicable criteria to the 

intended users if these are not publicly available. 

5A. Providing Access to Information: Providing the practitioner with: Access to all information, such as 

records, documentation, and other material, relevant to evaluating whether the pro forma financial information 

has been compiled, in all material respects, on the basis of the applicable criteria. 

5B. Additional Information: Providing additional information that the practitioner may request from the 

responsible party for the purpose of the engagement and access to those within the entity and the entity’s advisors 

from whom the practitioner determines it necessary to obtain evidence. 

5C. Access to Acquiree’s Individuals: When needed for purposes of the engagement, providing access to 

appropriate individuals within the acquiree(s) in a business combination. 

Note:   

 “Applicable Criteria”: “Applicable criteria” are criteria used by the responsible party when compiling the pro 

forma financial information. 

Criteria by Law or Recognised organisation: Criteria may be established by an authorized or recognized 

standard-setting organization or by law or regulation. 

Criteria by responsible party: Where established criteria do not exist, they will be developed by the responsible 

party. 
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(CNO 3420.120) Planning and Performing the Engagement 

1A. Assessing Applicable Criteria Suitability: The practitioner shall assess whether the applicable criteria are 

suitable, as required by the Framework for Assurance Engagements. 

1B. Materiality Consideration: When planning and performing the engagement, the practitioner shall consider 

materiality with respect to evaluating whether the pro forma financial information has been compiled, in all 

material respects, on the basis of the applicable criteria. 

2A. Understanding Compilation Process: An understanding of how the responsible party has compiled the 

pro forma financial information and other engagement circumstances is essential. 

3A. Obtaining Evidence of Source Appropriateness: The practitioner shall obtain evidence about the 

appropriateness of the source from which the unadjusted financial information has been extracted. 

3B. Procedures for Non-audited Source: 

If there is no audit or review report on the source from which the unadjusted financial information has been 

extracted, the practitioner shall perform procedures to be satisfied that the source is appropriate. 

3C. Determining Appropriate Extraction: The practitioner shall determine whether the responsible party has 

appropriately extracted the unadjusted financial information from the source. 

4A. Obtaining Evidence on Adjustments: The practitioner shall obtain evidence about the appropriateness of 

the pro forma adjustments. 

(a) Significant Events: Adjustments to unadjusted financial information that illustrate the impact of a 

significant event or transaction as if the event had occurred or the transaction had been undertaken at an 

earlier date selected for purposes of the illustration. 

(b) Consistency with Reporting Framework: Adjustments to unadjusted financial information that are 

necessary for the pro forma financial information to be compiled on a basis consistent with the applicable 

financial reporting framework of the reporting entity and its accounting policies under that framework. 

 

4B. Evaluating Presentation of Information: The practitioner shall evaluate the presentation of pro forma 

financial information. 

5. Reviewing Additional Prospectus Information: The practitioner shall read the other information included 

in the Prospectus containing the pro forma financial information to identify material inconsistencies, if any, 

with pro forma financial information. 

 

(CNO 3420.140) Written Representations 

The practitioner shall request written representations from the responsible party that: - 

All Pro Forma Adjustments: In compiling the pro forma financial information, the responsible party has 

identified all appropriate pro forma adjustments necessary to illustrate the impact of the event or transaction at 

the date or for the period of the illustration and 

Compliance with Applicable Criteria: The pro forma financial information has been compiled, in all material 

respects, on the basis of the applicable criteria. 

 

(CNO 3420.160) Opinion 

Unmodified Opinion 

Expressing an Unmodified Opinion: The practitioner shall express an unmodified opinion when the 

practitioner concludes that the pro forma financial information has been compiled, in all material respects, by 

the responsible party on the basis of the applicable criteria. 

Modified Opinion 

1. Law or regulation precludes publication: Where the relevant law or regulation precludes publication of a 

prospectus that contains a modified opinion with regard to whether the pro forma financial information has 

been compiled, in all material respects, on the basis of the applicable criteria and the practitioner concludes that 

http://www.auditguru.in/


CA Ravi Taori 

www.auditguru.in    11.16 

a modified opinion is nevertheless appropriate in accordance with the Framework for Assurance Engagements, 

the practitioner shall discuss the matter with the responsible party. 

Actions upon Disagreement: If the responsible party does not agree to make necessary changes, the practitioner 

shall either withdraw from the engagement or consider seeking legal advice. 

2. Law or regulation doesn’t preclude publication: Where relevant law or regulation doesn’t preclude a 

prospectus with a modified opinion, and a modified opinion is deemed appropriate, the practitioner shall adhere 

to the Framework for Assurance Engagements' requirements concerning modified opinions. 

Emphasis of Matter Paragraph 

Inclusion of EMP: In certain scenarios, the practitioner may find it imperative to highlight a matter in the pro 

forma financial information or its explanatory notes, especially when it is crucial for the user’s understanding of 

the compilation basis of the pro forma financial information. 

Does not impact the compilation: The practitioner shall include an Emphasis of Matter paragraph in the report, 

ensuring that sufficient appropriate evidence is obtained, confirming that the matter does not impact the 

compilation of the pro forma financial information based on the applicable criteria. 

Reference to Information: The Emphasis of Matter paragraph shall solely refer to information presented or 

disclosed in the pro forma financial information or the accompanying explanatory notes. 

 

(CNO 3420.180) Preparing the Assurance Report ( 

1. Title: A title that clearly indicates that the report is an independent assurance report. 

2. Addressee(s): An addressee(s), as agreed in the terms of engagement. 

3. Introductory paragraphs that identify: - 

Pro Forma Information 

Source of Unadjusted Information: The source from which the unadjusted financial information has been 

extracted and whether or not an audit or review report on such a source has been published. 

Period or Date of Information: The period covered by, or the date of, the pro forma financial information. 

Reference to Applicable Criteria: A reference to the applicable criteria on the basis of which the responsible 

party has performed the compilation of the pro forma financial information, and the source of the criteria. 

4. Responsible Party’s Responsibility: A statement that the responsible party is responsible for compiling the 

pro forma financial information on the basis of the applicable criteria. 

5. Practitioner's Responsibility: A description of the practitioner’s responsibilities, including statements that: - 

The practitioner’s responsibility is to express an opinion about whether the pro forma financial information has 

been compiled, in all material respects, by the responsible party on the basis of the applicable criteria. 

5A. No Responsibility for Updating Reports: For purposes of this engagement, the practitioner is not 

responsible for updating or reissuing any reports or opinions on any historical financial information used in 

compiling the pro forma financial information. 

5B. No Audit or Review Performed: Nor has the practitioner, in the course of this engagement, performed an 

audit or review of the financial information used in compiling the pro forma financial information. 

5C. No Assurance on actual outcome: The purpose of pro forma financial information included in a prospectus 

is solely to illustrate the impact of a significant event or transaction on unadjusted financial information of the 

entity as if the event had occurred or the transaction had been undertaken at an earlier date selected for purposes 

of the illustration. Accordingly, the practitioner does not provide any assurance that the actual outcome of the 

event or transaction at that date would have been as presented. 

5D. Engagement Accordance with SAE 3420: A statement that the engagement was performed in accordance 

with SAE 3420 ‘Assurance Engagements to Report on the Compilation of Pro Forma Financial Information 

Included in a Prospectus’, which requires that the practitioner comply with ethical requirements and plan and 

perform procedures to obtain reasonable assurance about whether the responsible party has compiled, in all 

material respects, the pro forma financial information on the basis of the applicable criteria 
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5E. Statements on procedures that: - 

Reasonable Assurance: A reasonable assurance engagement to report on whether the pro forma financial 

information has been compiled, in all material respects, on the basis of the applicable criteria involves performing 

procedures to assess whether the applicable criteria used by the responsible party in the compilation of the pro 

forma financial information provide a reasonable basis for presenting the significant effects directly attributable 

to the event or transaction and to obtain sufficient appropriate evidence about whether: - 

i) The related pro forma adjustments give appropriate effect to those criteria; and 

ii)The pro forma financial information reflects the proper application of those adjustments to the unadjusted 

financial information. 

5F. Practitioner’s Judgment: 

The procedures selected depend on the practitioner’s judgment, having regard to 

the practitioner’s understanding of the nature of the entity, the event or transaction 

in respect of which the pro forma financial information has been compiled, and other relevant engagement 

circumstances and 

5G. Overall Presentation: The engagement also involves evaluating the overall presentation of the pro forma 

financial information 

6. Opinion. 

Unless otherwise required by law or regulation, the practitioner’s opinion using one of the following phrases, 

which are regarded as being equivalent: - 

(i) The pro forma financial information has been compiled, in all material respects, on the basis of the applicable 

criteria or 

(ii) The pro forma financial information has been properly compiled on the basis stated. 

Signature: The practitioner’s signature. 

Date: The date of the report. 

Place: And the place of signature. 

 

(CNO 3420.200) Documentation  

As in case of all assurance engagements, documentation has to be ensured by the practitioner while performing 

engagement under SAE 3420. 
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