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0 Audit Engagement Letter
Date: YYYY-MM-DD

[Company Name ]
[ Address ]

Attention: [ Name |
[Title]

Dear Sir / Madam,

This letter is to confirm various matters relating to the engagement of [ Firm
Name ] to perform the agreed services on the financial statements of
[Company Name] (the “Company”).

We set out the terms of our engagement as follows:

Scope and objectives of the engagement;

Responsibilities and duties of the Company’s management;
Our responsibilities and obligations;

Service fees and payment schedule;

Use of reports;

Validity of the letter;

Variation of agreed terms;

Termination of the engagement;

ol e B R0 R e B oy

Contractual liabilities;
10. Jurisdiction; and
11. Standard terms of business.

1. Scope and Objectives of the Engagement

1.1 We will conduct an audit of the Company’s balance sheet as at [ Year End
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Date ] and of the Company’s income statement. statement of changes in
equity and cash flow statement for the year ending, together with any
notes thereon(the “Financial Statements”), prepared in accordance with
[the Accounting Standards for Business Enterprises/the Accounting
System for Business Enterprises and other relevant accounting
regulations/the International Financial Reporting Standards].

We will conduct our audit in accordance with [ the Independent Auditing
Standards for Chinese Certified Public Accountants /the International

Standards of Auditing]. Based on the results of our audit, we will

express an opinion on:

« whether the Financial Statements are prepared, in all material
respects, in accordance with[ the Accounting Standards for Business
Enterprises/the Accounting System for Business Enterprises and other
relevant accounting regulations/the International Financial Reporting
Standards];

* whether the Financial Statements prepared by the management
present fairly, in all material respects, the Company’s financial
position as of [ Year End Date | and the Company’s results of
operations and cash flows for the year ending.

We will conduct an audit of the Company’s Reporting Package for the
year ending [ Year End Date ], prepared in accordance with the
International Financial Reporting Standards for purpose of preparing
consolidated financial statements of the group.

We will conduct our audit in accordance with the International Standards

of Auditing. Based on the results of our audit, we will express an opinion

on:

+ whether the Reporting Package are prepared, in all material respects.,
in accordance with the International Financial Reporting Standards;

» whether the Reporting Package prepared by the management present
fairly, in all material respects, the Company’s financial position as of
[ Year End Date | and the Company’s results of operations and cash
flows for the year ending.
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2. Responsibilities and Duties of the Company’s Management

2.1

272

2.3

In accordance with The Accounting Law of the People’s Republic of
China and The Regulation on Financial Reporting by Business
Enterprises, it is the responsibility of the Company and its management
to ensure the truthfulness, legitimacy and completeness of the accounting
information. Accordingly, the management is responsible for keeping
proper accounting records, including but not limited to accounting
vouchers, ledgers and other accounting information. These records must
be able to reflect reasonably and accurately the financial position, the

related results of operations and cash flows of the Company.

It is the Company’s responsibility to prepare the financial statements in
accordance with [ the Accounting Standards for Business Enterprises/the
Accounting System for Business Enterprises and other relevant accounting
regulations/the International Financial Reporting Standards ], which
includes: (1) preparation and fair presentation of these financial
statements in accordance with [ the Accounting Standards for Business
Enterprises/the Accounting System for Business Enterprises and other
relevant accounting regulations /the International Financial Reporting
Standards]; (2) design, implementation and maintenance of such
internal control as management determines is necessary to enable the
preparation of financial statements that are free from material

misstatement, whether due to fraud or error.

In the preparation of financial statements, the management must ensure:

+ selecting and adopting appropriate accounting policies and applying
them consistently;

+ making reasonable and prudent accounting estimates.

« preparing the financial statements on a going concern basis (unless the
going concern basis is invalid). In case there is any indication of
invalidity of the going concern basis or uncertainty in the Company’s
capability to operate as a going concern, the Company shall inform us
of the relevant information, and assess its capability to operate as a
going concern in the foreseeable future (generally within 1 year since

the balance sheet date) in written form.
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2.4 According to the Accounting Law of the People’s Republic of China, it is
the Company’s duty to provide us with the accounting records and
explain the relevant situation to us. The Company management should
ensure timely provision of all records, files and other information
requested by us to fulfil our audit responsibilities, and to ensure the
truthfulness, legitimacy and completeness of the accounting information.
If we need to send confirmation letters to any third party, the Company
shall agree and offer any necessary help to us, and bear any necessary
expense incurred thereon.

2.5 It is the Company’s duty to ensure that we can access the staffs of the
Company and other relevant personnel as we think necessary without any
limitations.

2.6 As an integral part of our audit, we will request a letter of represent-
ations from management. The matters that the Company confirms to us
shall include, but not limited to:

« certain oral representations made during our audit and the
completeness thereof;

» certain matters that are not necessarily reflected in the Company’s
books of account or other records, e. g. the existence of pledged
assets, commitments, litigation or contingencies, post balance sheet
events and the possible occurrence of illegal or questionable acts;

» other representations implicit in the books and records maintained by
employees of the Company such as the completeness of minutes
relating to various corporate meetings; the completeness of the
accounting records, and transactions with affiliates and related

parties.

2.7 Provision of conditions and co-operation which are necessary for the
successful completion of the audit. We will provide the Company an
outline of preparation lists prior to our field work.

2.8 Full settlement of our service fees including our reimbursable out-of-
pocket expenses, such as local transportation, meals, printing and
postage, telephone and fax charges etc. in accordance with the terms
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agreed between the Company and us.

3. Our Responsibilities and Obligations

3¢l

3.2

3u3

It is our responsibility to conduct an audit of the financial statements of
the Company in accordance with[ the Independent Auditing Standards for
Chinese Certified Public Accountants/the International Standards of
Auditing ] (“the Auditing Standards”). The Auditing Standards require
the Certified Public Accountant to adhere to the professional ethics and
standards, to plan and execute the audit so as to obtain evidence that the

financial statements are not materially misstated.

According to [ the Independent Auditing Standards for Chinese Certified
Public Accountants/the International Standards of Auditing], we will set
up audit plans and perform procedures to obtain sufficient and
appropriate audit evidence about the amounts and disclosures in the
financial statements to provide reasonable assurance that the Company’s
financial = statements are free from material misstatements. The
procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the

overall presentation of the financial statements.

Our procedures examine the components of the financial statements on a
sampling basis. Due to the nature of audit test procedures and other
inherent limitations as well as existing inherent limitations on the
Company’s internal control systems and other external constraints, even
though our audit procedures and sampling methods attempt to minimise
the risk of leaving material misstatements undetected, they should not be
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3.7

3.8

85 LUFHES FEEE

Part One Engagement Letter

relied upon to disclose all errors, fraud or other irregularities, which
may exist. The sole responsibility for the accuracy of the financial
statements and the design of controls and procedures to prevent and/or
detect fraud or other irregularities remains with the Directors of the
Company.

We may detect certain material misstatements in the financial statements
due to fraud or error in our audit work. However, it is not our
responsibility to review all the transactions of the Company in detail in
order to detect all possible misstatements in the financial statements due
to fraud, error or non-compliance with relevant standards. In this way,
the Company shall not rely on our work to detect all such misstatements.
It is the Company’s duty to prevent, detect and correct all possible
misstatements in the financial statements due to fraud, error or non-

compliance with relevant standards.

We will report and make recommendations for improvements to the
Company on any weaknesses in the Company’s internal control system
which come to our notice and which, in our opinion, are material and we
think should be brought to the Company’s attention. However, matters
raised in any report to the Company are not necessarily a comprehensive
statement of all weaknesses that exist or of all improvements that might
be made. Recommendations for improvement should be assessed by the
Company for their full commercial implications before they are
implemented. Such report should not be provided to any third party

without our prior written consent.

Our duty as auditor cannot substitute, alleviate or exempt the accounting
responsibilities of the Company and its management.

It is our duty to indicate in the audit report any non-compliance with the
relevant accounting standards and regulations in the preparation of the
Company’s financial statements in all material respects.

We will complete our audit and issue the audit report in accordance with
the agreed timetable. If the audit work is postponed or the audit report is
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to.be issued in advance due to unforeseeable factors, either party may
propose to change the agreed timetable, but it should notify the other
party on a timely basis, and discuss the matter with the other party
before making the final decision.

Except the following below, we should maintain the confidentiality of

client information:

« permitted by law and obtain the Company’s authorization;

« in accordance with the relevant laws, accounting standards and
financial regulations to provide evidence and report material fraud
and other irregularities;

» permitted by law and maintain our legal rights in litigations,
arbitrations and regulatory actions;

» accept the check on quality inspection by regulatory body and association;

+ any other situation as stipulated by laws, regulations, professional
standards and codes of ethics.

After the issuance of the audit report, it is not our direct duty to
consider or detect any post balance sheet event that may impact on the

-financial statements. However, the Company  shall inform us the
occurrence or detection of any significant events that may impact on the
financial statements after the issuance of the audit report.

4. Service Fees and Payment Schedule

4.1

4.2

In line with our normal practice, our fees would be based on the time
spent by the staff assigned to this engagement, their seniority and
charge-out rates. We estimate our service fee to be incurred is RMB
XXX (including 6% VAT). Our reimbursable out-of-pocket expenses,
such as local transportation, printing and postage, telephone and fax
charges, confirmation expenses, etc., will be billed separately based on
the actual amount incurred.

Below is the payment schedule for our services to be rendered:
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RMB
Upon acceptance of this engagement letter [XXX]
Upon issuance of draft audited financial statements [XXX]

Total [ XXX |

4.3 1If our actual service time would increase or decrease significantly,
comparing with the planed time schedule, due to unforeseen reason, we
will negotiate with the Company to adjust the service fee based on our
proposal as presented in 4.1.

4.4 If our proposed service is terminated due to unforeseen reason and our
staffs have arrived for the fieldwork, the Company should not request
for the refund of paid service fee. If the unforeseen circumstance occurs
after our staffs have completed the fieldwork and left the Company’s
premises, the Company should complete payment of the remaining
service fee within 7 working days after the Company received our

payment notice.
5. Use of Reports

5.1 We will issue the audit report in accordance with the format and type
required under the relevant auditing standards. Reports issued by us will
be solely for the purpose of the work to which this Engagement Letter
relates.

5.2 The Company undertakes not to alter the report, accounting data,
important report notes and the key explanations submitted by us. The
Company shall use the report in a proper manner. Any consequence
resulting from the inappropriate usage of the report shall be undertaken
by the Company. No liability is accepted by us to any third party for the
contents of its report.

5.3 The Company undertakes not to.disclose the report, verbally or in
writing, to its customers or other third parties without the prior written

consent from us. Even where such permission is forthcoming., we cannot



