CHAPTER - 1

NATURE, OBJECTIVE AND SCOPE OF AUDIT __

INTRODUCTION

What do we mean by auditing? What is its nature and scope?

2- ORIGIN OF AUDITING
The word “audit” originates from Latin word “zudire” meaning “to hear”:
The Institute of Chartered Accountants of India was established as a statutory body
under an Act of Parliament in 1949-

3 MEANING AND NATURE OF AUDITING

“An audit is an independent examination of financial information of any entity,

whether profit oriented or not, and irrespective of its size or legal form, when such

an examination is conducted with a view to expressing an opinion thereon”-

L~

4NTERD!SCIPL!NHRY NATURE OF AUDITING- RELATIONSHIP WITH DIVERSE

 sUBJTECTS

Auditing and Accounting Auditing and Law

Auditing and Economics Auditing and Behavioural Science

Auditing and Statistics & Mathematics Auditing and Data Processing

JEIESES

Auditing and Financial Management Auditing and Production

OBJECTIVES OF AUDIT

5A-200 “Overall Objectives of the Independent auditor

To obtain RA about whether the financial statements as a whole are free from

material misstatement, whether due to fraud or error-

To report on the financial statements, and communicate-

E Wfscops OF HUDIT WHAT IT INCLUDES

oﬂowmg pamts are mc!uded in scope of audit oF financial statements

CA AMIT TATED AT ACADEMY - MUMBAI AUD -

Scanned with ACE Scanner




(1) | Coverage of all aspects of entity

—

(2) | Reliability and sufficiency of financial information

Study and assessment of accounting systems and internal controls and by carrying -

—
out appropriate tests, enquiries and procedures- £

T
(3) | Proper disclosure of financial information ’

i
He should also keep in mind applicable statutory requirements in this regard- :

—

“Historical financial information” means information expressed in financial terms ;5

——

relation to a particular entity, derived primarily from that entity’s accounting -

—_—

system, about economic events occurring in past time periods or about econom. 1

conditions or circumstances at points in time in the past-

6-7 | Scope of audit-What it does not include i

* |Auditor is not expected to perform duties which fall outside domain of his |

| competence:-

* | An auditor is not an expert in authentication of documents-

¢ | Audit is distinct from investigation- _

vV 3

A0V ]
\_7| INHERENT LImITATIONS OF AUDIT

(1) | Nature of financial reporting I

These judgments may involve subjective decisions or a degree of uncertainty- Controls

may not have operated to produce reliable financial information

(2) | Nature of Audit procedures '
Management may not provide complete information as requested by auditor- The —
management may consist of dishonest and unscrupulous people- T

(3) | Not in nature of investigation b

(%) | Timeliness of financial reporting and decrease in relevance of infarmation over time

Balance has to be struck between reliability of information and co
(5) | Future events

— 2R

The business may cease to exist in future due

A e e bl

e s —— -

st of obtaining it

to change in market conditions,

| emergence of new business models or products-

— 16w business models or py

8 WHAT IS AN ENGAGEMENT?

| Engagement means an arrangement to do something-
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\;3/7/] Elements of an Assurance Engagement :
\./ I- | A three-party relationship involving a practitioner, a responsibie party, and inm
—
users |
2- | An appropriate subject matter 4
I 1
3+ | Suitable criteria
4- | Sufficient appropriate evidence . . E
5.

A written assurance report in appropriate form

?3}2’ }Muning of Review; Audit Vs: Review _ ]
W A ——— - ;|
/ | Review is a limited assurance engagement- Review invoives fewer procedures and =
L
lgabhers sufficient appropriate evidence on the basis of which limited conclusions

- -

%can be drawn up-

~
i __1
. Y% | Types of Assurance Engagements !
:7 J_ Reasonable assurance engagement Limited assurance engagement 1
_; High level of assurance- Lower level of assurance- *
‘ Elaborate and extensive procedures Fewer procedures f
P Reasonable conclusions Limited conclusions- '
’ Reasonable assurance engagement is an | Limited assurance engagement is review L‘
' audit engagement- engagement- _\5—
“Prospective financial information” means financial information based on assumptions %.
| about events that may occur in the future and possible actions by an enti.ty' _
It can be in the form of a forecast or projection or combination of both- 1
il Assurance Engagements _8
Bl [ - 1 —=
Reasonable Assurance | | Limited Assurance Assurance Engagements dealing p
1 ] Engagement Engagement with  matters  other than| ‘
- T R 1 L : L historical financial information —=
e Audit Review -l
Pt Examination of prospective |~ +

financial  information (like
: forecast) or assurarnce ~
|] regarding operations of [

contrais

[ - —
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QUALITIES OF AUDITOR

Tact, caution,

p—

firmness, good temper, integrity, discretion, industry, judgement,

patience, clear headedness and reliability are some of qualities which an auditor

should have:

He must have the highest degree of integrity backed by adequate independence:

The auditor, who holds a position of trust, must have the basic human qualities-

£

ENGAGEMENT AND QUALITY CONTROL STANDARDS: AN OVERVIEW

Standards on auditing (5As) which apply in audit of historical financial information:

Standards on review engagements (SREs) which apply in review of historical financial

information:

Standards on Assurance engagements (SAEs) which apply in assurance engagements

Standards on Related Services (SRSs) which apply in agreed upon procedures to

information, compilation engagements and other related service engagements-

Ji'
j 15:1 | Standards on Auditing
¢ | 5A 200 Overall Objectives

i ¢ | 54 230 Audit Documentation

j ¢ | 5A 315 Identifying and Assessing the Risks of Material Misstatement

1 * | 5A 500 Audit Evidence

| ¢ | Revised 5A 700 Forming an Opinion and Reporting on Financial Statements

) 15:2 | Standards on Review Engagements

J_L ¢ | SRE 2400 (Revised) Engagements to Review Historical Financial Statements
% | SRE 2410 Review of Interim Financial Information

, 153 | Standards on Assurance Engagements

” ¢ | SAE 3400 The Examination of Prospective Financial Information
j 5 ¢ | SAE 3420 Assurance Engagements to Report on the Compilation of Pro Forma
L |Financial Information Included in a Prospectus B

|
154 | Standards on Related Services
I_--_______'—l——
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' CHAPTER - 2 —
AUDIT STRATEGY, AUDIT PLANNING AND —
AUDIT PROGRAMME

1_| AUDITOR'S RESPONSIBILITY TO PLAN AN AUDIT OF FINANCIAL STATEMENTS

| 7| AUDY’ VA
SA 300- Planning an audit of financial statements

1-1 | Why planning an audit is necessary? - Its Benefits

; 1- | Helping the auditor to devote appropriate attention to important areas of the audit-

._ 2- | Helping the auditor identify and resolve potential problems on a timely basis-
3- | Helping the auditor properly organize and manage the audit engagement-
4: | Assisting in the selection of engagement team members with appropriate levels of
‘ capabilities and competence- |
k, 5 | Facilitating the direction and supervision of engagement team members:
6- | Assisting, where applicable, in coordination of work done by others-

?-g//‘ ature of Audit Planning- A Continuous and iterative process

Planning includes the need to consider, prior to the auditor’s identification and

assessment of the risks of material misstatement, such matters as:

The analytical procedures to be applied as risk assessment procedures-

Obtaining a general understanding of the legal and regulatory framework

The involvement of experts-

7
2
3+ | The determination of materiality-
(.{
5

The performance of other risk assessment procedures-

¢| Involvement of key engagement team members in planning audit

'

JrL__

. %| Discussion of elements of planning with entity’'s management
1

| 1.

: a2 002
| fzﬁ_ﬂawwa PROCESS - ELEMENTS OF PLANNING

The elements of p!anmng can be categorized as under: -

(1) | Preliminary engagement activities

___IQ Planning activities

____(D| Preliminary engagement activities
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» | Velume of transactions

» | Significant industry developments

» | Significant changes in the financial reporting framework

» | Other significant relevant developments

(d) | Consider the results of preliminary engagement activities

(e) | Ascertain the nature, timing ana’ extent oF resources

B ——— o — e S ———— e e i

__(3) Development of Audit plan

5A-300 states that auditor shall develop an audit plan that shall include description of-

(i) | The nature, timing and extent of planned risk assessment procedures

(i) | The nature, timing and extent of planned further audit procedures at assertion level

(iii)| Other planned audit procedures-

3/ RELATIONSHIP BETWEEN AUDIT STRATEGY AND AUDIT PLAN
Wc establishment of the overall audit strategy and the detailed audit plan are not
LTe

4 cessarily discrete or sequential processes but are closely inter - related

Lr- 4 | OVERALL AUDIT STRATEGY AND THE AUDIT PLAN- THE AUDITOR’S
RESPONSIBILITY

5 _{CHANGES TO PLANNING DECISIONS DURING THE COURSE OF AUDIT
K(// a result of unexpected events, changes in conditions, or the audit evidence obtained

/fbm the results of audit procedures, the auditor may need to modify the overall

/ 7| audit strategy and audit plan-

i__

|6 |PLANNING SUPERVISION AND REVIEW OF WORK OF ENGAGEMENT TEAM
g = ~ REMBERS

l-h._.__?_' The size and compiu;ty OF bhe enbrby

|l 2 The area of the audit-

—_—

--——-_:?__: The assessed risks of material misstatement
% The capabdfb;es and compebence OF the mdfwduaf team mzmbers

i - e ———————— e P R — —
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7- | DOCUMENTATION S
(a) I’ the overall oudit strategy
(&) * the gudit plan and S
(c) '5 any significant changes made during the audit engagement '
PS ﬁuprr PROGRAMME ’T'

S S —— e e — i — e ———

| An audft programme cons:sts of 4 series af v;nf‘ cation pmcedure.s to be applied &-

1-
| the financial statements and accounts of a given entity for the purpose of obtaining i
i sufficient evidence to enable the auditor to express an informed opinion on financiz *

w." | statements:
7S

/";} Evolving one audit programme- Not Practicable for All businesses

_/ ! Eusmesses vary in nature, size and composition;

L /4 The Assistant to kup an opm mind
| | The assistant engaged in the job should be encouraged to keep an open mind beyon:

T

Fbeie

the programme given to him-

8-;/’/ eriodic review of the audit programme

Whether the same continues to be adequate for obtaining requisite knowledge an:
evidence- T

Many persons believe that this brings an element of rigidity in the audit programme

This is not true provided the periodic review is undertaken to keep the programm:
as up-to- date as possible-

A 4
{ /8// Constructing an oudit programme ';:
e,

For the purpose of programme construction, the Foh‘omng points should be .‘rept in

j =1 wind: t

5!:ay mthm f:he scope and hm;tab:an of thc ass:gnment

(2) Prepare a written audit Pprogramme

3) Dgt:crmmc the evidence reasonably available N ™ “
(ﬁ‘) ﬁpply cmly those steps and procedures- T_
T (5)] Include the audit objectives - -
P (6:) a»C;’-md” alf poss:bahues FdE e e ?‘

(7) Co-ordinate the procedures to be applied to related i¢ems-
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CHAPTER - 3
RISK ASSESSMENT AND INTERNAL CONTROL

N
7 AUDIT RISK

. ey
Audit risk means the risk that the auditor gives an inappropriate audit opinion when
T

the financial statements are materially misstated-

=
Audit risk is a function of the risks of material misstatement and detection risk-

=y
1-1/| Risks of material misstatement
% Misstatement refers to a difference between the amount, classification,

presentation, or disclosure of a reported financial statement item and the amount,

—_—

classification, presentation, or disclosure that is required for the item to be in

—_—

accordance with the applicable financial reporting framework:

Few examples of misstatements could be:-

» | Charging of an item of capital expenditure to revenue or vice-versa

» | Difference in disclosure of a financial statement

» | Selection or application of inappropriate accounting policies

» | Difference in accounting estimate

| Intentional booking of fake expenses

Overstating of receivables in financial statements

L]

= | Overstating or understating inventories

The risks of material misstatement may exist at two levels:-

(i) | The overall financial statement level

(u) ﬂ}c assertion level for classes of Eransactions, account ba!anc.ss, and a‘:sdosures

A VA N O O A

7 Camponenbs of risk of material misstatement

J The risk of material misstatement at assertion level comprises of two components
- ‘” ire*, inherent risk and control risk-

"Inherent risk
l!nherenb risk is the susceptibility of an assertion about a class of transaction

’accounb’ bafance or disclosure to a m:sstatemenb that could be material, "

)k 0O

L

erther

md:wduaﬂy or Whé'? “99"89““' W'th other mJSSbatements beFore consrderz;t:on oF any

re/af;ed com':rols

T g '-T"'"""—'h'"-r'—
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/_—-—— .
/ M f‘s o: "::":"t risks could include;- - —
/" Mﬁ!ﬂg svandard provides guidance on some complex issue

: are large number o 1 ; ; :
/. ere g f business failures in an industry-
0

/ ntrol risk
[ ppe——"———
control risk is the risk that a misstatement that could occur in an assertion_about

LR
a class of transaction, account balance or disclosure and that could be material, ]

|

cither individually or when aggreqgated with other misstatements, will not be

/-J_-_—_——_
' prchnted, or detected and corrected, on a timely basis by the entity’s internal

e

control-

Examples of control risk could include:-

A company has devised control that cash and cheque books should be keptin a

locked safe and access is granted to authorized personnel only- There is risk that

e
—_—
¢
[~
L —
j cantro! is not being followed-
13 /@’becbran risk
YA
//
L

Detection risk as the risk that the procedures performed by the auditor to reduce

udit risk to an acceptably low level will not detect a misstatement that exists

(and that could be material, either individually or when agqregated with other

misstatements:

Detection risk comprises sampling and non-sampling risk-

Sampling risk is the risk that the auditor’s conclusion based on a sample may be

different from the conclusion if the entire population were subjected to the same

audit procedure-

¢ | Non-sampling risk is the risk that the auditor reaches an erroneous conclusion for any

—____|reason not related to sampling risk-

-——-{L Audit risk-What is not included?

It does not refer to the auditor’s business risks such as loss from litigation, adverse

For purposes of the SAs, audit risk does not include the risk that the auditor might

o __e_f_p_tejiim opinion that the financial statements are ﬂiterfa!!y misstated when they

T~ _19re not- This risk is ordman!y mﬂg"“‘.“mb R

Hssessm.gnt of risks- A matber of praf'essmnaf Jud'gment

B [The e assessment of risks is a matter of prafess:ona! )fua’gfnenb mther than a matter

CA AMIT TATED
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I
management and others
Riduadiat 2

The entity’s operations . N

|

Documents

—

Reports prepared by management

The entity’s premises and plant facilities

|

Information_obtained by performing risk assessment procedures - Used as audit

e

evidence

The auditor also may choose to perform substantive procedures or tests of controls

concurrently with risk assessment procedures because it is efficient todo so-

MATERIALITY
What is meant by materiality?

5A 320 Materiality in Planning and Performing an Audit

Materiality is not always a matter of relative size-

LB R

2:2 /| Wateriality in Planning and performing an audit- Auditor’s responsibility

Although financial reporting frameworks may discuss materiality in different terms,

they generally explain that:

Could reasonably be expected to influence the economic decisions of users-

Size or nature of a misstatement, or a combination of both;

TR

Based on a consideration of the common financial information needs of users as a

group-
In planning. the audit, the auditor makes judgments about the size of misstatements

| | that will be considered material- These judgments provide a basis for:

(a) | Determining the nature, timing and extent of risk assessment procedures;

(b) | Identifying and assessing the risks of material misstatement; and

(¢) | Determining the nature, timing and extent of further audit procedures-

If there is any statutory requirement of disclosure, it is to be considered material
el

Jirrespective of the value of amount

Determination of materiality- a matter of professional judgment

- |In this context, it is reasonab:'e for the auditor to assume that users:

- —_—— ]

3 (“) Have a | reasonable knowr’edge of business and economic activities
|

repared presented and aua’:bed

- ("’) ' Understand that financial statements are pre

AT ACADEMY - MUMBAL
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] inties i ] ent of amounts-
(c) |Recognize the uncertainties inherent in the measurem

(d) A Make reasonable economic decisions* “.

/ o ¢
. ?4/ Performance Materiality -
\7 Performance materiality means the amount or amounts set by the auditor at f{"‘:i .,

than materiality for the financial statements as a whole to reduce to an appropriate, ~

-.,_“

regate of uncorrected ¢ and undcbu{;e

low level the probability that the aggr

| misstatements exceeds materiality for the fi nancial statements as a whole
2-5 |Determining Materiality and Performance Materiality when Planning the Audit

When establishing the overall audit strategy, the auditor shah‘ determine materiali:.

for the financial statements as a whole: The auditor shall also determine c;r:

materiality level or levels to be applied to those particular classes of transaction:

/| account balances or disclosures-
\Jé/_ Use of Benchmarks in Determining Materiality for the Financial Statements as a Who:

e B be

Factors that may affect the identification of an appropriate benchmark-

The elements of the financial statements-

//' Whether there are items on which the attention of the users of the particular entity':

N

financial statements tends to be focused-

= | The nature of the entity, where the entity is at in its life cycle-

= | The relative volatility of the benchmark:

Examples of benchmarks profit before tax, total revenue, gross profit and tota _

expenses, total equity or net asset value:

2+6+1 | Chosen Benchmark - Relevant financial data

» | Prior periods' financial results and financial positions,

* | The period to-date fi inancial results and financial position, and

k-
f * | Budgets or forecasts for the current period

262 {Dctcrmining a percentage to be applied

I | | A percentage a appﬂed bo profit before ‘bax ﬁ_vom mntmumg apcmt:ons will normai!y

i

' be higher than a percentage applied to total revenue-

!

27 | Materiality Level or Levels for Particular Classes of Transactions, Account Balances

1 or Disclosures

| Factors that may indicate

A lerethcr law, regulations or the applicable financial reporting framework

|

CA AMIT TATED
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41 Mumng of lncamal Conbrol - Dcﬂmd d in purpose

42 |As derived from above daﬁmeion, the purpose ofInternal Control is as under

* | The reliability of the entity's financial reporting;

—

* | The effectiveness and efficiency of its operations; ’

e
B — T

* | Its compliance with applicable laws and regulations; and

4-3 | Benefits of Understanding of Internal Cantroi

L

:

. Safeguam‘ing of assets- |
& ’
|

(i) 'fdentffymg types of potential misstatements;

(i) |ldentifying factors that affect the risks of material misstatement, and

(i) Designing the noture, timing, and extent of further audit procedures:

»
\_,0'/ Limitations of Internal Control i
-, |

(i) |Internal control can provide only reasonable assurance

(i) | Human )ua‘gment in dec:s;on-makmg

(mu Lack of understanding the purpose

_(iv) | Collusion among People

(v) | Judgements by Management

(vi) | Limitations in case of Small Entities

-
4-%fémponmts of Internal Control
% The control environment

(B) | The entity's risk assessment process

(©) | The information system

(D) | Control activities

(E) | Monitoring of controls

-

_.r-

o —1
#-5(f)Control Environment 1
‘_/ What is included in Control Environment? s —

|
(7)) | the governance and management functions and

(i) |the attitudes, awareness, and actions of those charged with governance

(iii) the control environment

Elements of the Control Environment

(a) Communication ‘and enforcement of integrity and ebh;ca! values

(5) Cammwmem‘: to competence .

(<) Part.-c:pct:an by those rharged with governance

CA AMIT TATED
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(4) | Management’s philosophy and operating style

N (e) Organisational sbructgre

L (F) |Assignment of authority and responsibility

() | Human resource policies and practices

J Existence of a satisfactory control environment-not an absolute deterrent to fraud

| The existence of a satisfactory control environment can be a positive factor when

i the auditor assesses the risks of material misstatement- However, although it may

/

—y

he!p reduce the risk of fraud, a satisfactory control environment is not an absolute

, deberrent to fraud-

3 4-5 (8)[ The Entity’'s Risk Assessment Process

(a) ~!dmt:Fym9 business risks relevant to financial reporting objectives

(k) .Est:matmg the significance of the risks

— _TL_._.‘-

§ (o ;Hsnssfng the likelihood of their occurrence

(d) | Deciding about actions to addréss those risks

—

4-5 (C) | The information system, including the related business processes, relevant to financial

Ereporbing and communication

(a) | The classes of transactions in the entity’s operations that are significant

(b) | The procedures by which those transactions are initiated, recorded, processed

(¢) | The related accounting records

(d) How the information system captures events and conditions

(¢) | The financial reporting process

(6 | Controls surrounding journal entries:
“5 (D) JControl Activities
TS
/ Control activities relevant to audxt generally mdude policies and pracedure,s re.*atmg

:—(@Zﬂm performance reviews information processing physic_af controls and segregation of

! duties-
-
'_‘?__(fz_f_ Monitoring of Controls

Monitoring of controls is a process to assess the effectiveness of internal control

pe rformanca over tm:c

/Hanagemenb accomphshes momtarmg of cantrais thraugh onqoing actmtnes, separate
luations, or a combination of the two:
\/t all Controls Relevant to the audrt’ e | - o
o e S o
CA AMIT TATED AT ACADEMY - MUMBAI
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Factors relevant to the auditor’s judgment

» | Materiality-

» | The significance of the related risk-

» | The size of the entity-

* | The nature of the entity’s business

* | The diversity and complexity of the entity’s operations-

= Applicable legal and regulatory requirements-

* | The circumstances and the applicable component of internal control-

—
» :ﬂ:c nature and complexity of the systems 1
. EWhabher, and how, a specific control 3
4-7 | Controls over the completeness and accuracy of Information ——--.1:
4-8 | Internal control over safeguarding of assets |

4-9 | Controls relating to objectives that are not relevant to an audit

__4.
] - . ‘
In certain circumstances, the statute or the regulation governing the entity may .
' E
| require the auditor to report on compliance with certain specific aspects of internal |

controls as a result, the auditor’s review of internal control may be broader |
and more detailed-

410 |Nature and Extent of the Understanding of Relevant Controls i

Risk assessment procedures to obtain audit evidence about the

design and

| implementation of. relevant controls may include-

-

Inquiring of entity personnel-

Observing the application of specific controls-

Inspecting documents and reports-

Tracing transactions through the information system relevant to financial reporting:

Inquiry alone, however, is not sufficient for such purposes-

s
—

3| RISKS THAT REQUIRE SPECIAL AUDIT CONSIDERATION
7 ()| Whether the risk is a risk of fraud

(b) Whether the risk is related to recent significant economic accounting

(c) i The complexity of transactions

————L—_____________
_trﬂansgct_:‘_o_r;s with related parties
(e) | The degree of subjectivity o

|

(d) _: Whether the risk involves significant

e ]
| |

e ————
CA AMIT TATED AT ACADEMY - MUMBA |
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:’/‘ (0 Whether the risk involves significant transactions thab are out:s:da the normal course-
51 | | identifying Significant--Risks~

| The following are always significant risks:

] 3R£sk5 of material misstatement due to fraud

/,,'—
' |5¢ng icant transactions with related parties that are outside the norma! course oF

lbusmess for the entity

R

L _—
5.2  Risks of Material Misstatement Grcatar fbr ngm(‘ cant Nan-Routmc T ransactions

. ércatcr management intervention to specify the accounting treatment:
—1 : bt
» | Greater manual intervention for data collection and processing:

s | Complex calculations or accounting principles-

s | The nature of non-routine transactions-

53 |Risks of material misstatement- Greater for Significant Judgmental Matters

» Accounting principles for accounting estimates or revenue recognition may be

| subject to differing interpretation-

. | Required judgment may be subjective or complex

6 |EVALUATION OF INTERNAL CONTROL SYSTEM
61 |Benefits of Evaluation of Internal Control to the Auditor

(i) |whether errors and frauds are likely to be located

(i) |whether an adequate internal control system is in use

(iii) | whether an effective internal auditing department is operating:

(iv) | whether any administrative control has a bearing on his work:

(V) |whether the controls adequately safeguard the assets:

| § Vi) | how far and how adequately the management is #:'schargiag its function-

: (""‘a')uhow rehable the reports

(Viii) | the extent and the depth of the exammatmn bhat: he ncecfs t:o carry out

(”‘) Whﬂt wou!d be appropriate ¢ audit technique:

(x) what are the areas where control is weak:

yh“ some worthwhffe s ke L ——— T
: thile st _
/’tv/m‘uatron of Inbemal Control = @7“‘;‘“

A
| ) Narrative record / =
e
() |Check Ljss
ey
. . N = - MUMBA ¢ i
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(C) |lInternal Control questionnaire and
(D) |Flow chart
6:2(A) | The Narrative Record

Actual testing and observation are necessary before such a_record can be developeg

|
—

It may be recommended in cases where no formal control system is in aperatm
would be more suited to small business: —
62 (B) Check List B - ]

lTh:s is a series of instructions and/or questions whn:h a member‘ of the auditing

—_— T T

staff must follow and/or answer:

The complete checklist is studied by the Principal/Manager/Senior to ascertain

existence of internal control and evaluate its implementation and efficiency-

6:2 (C) |Internal Control Questionnaire

This is a comprehensive series of questions concerning internal control- This is the

' most widely used form for collecting information about the existence, operation and |

efficiency of internal control in an organisation-
6-2 (D) | Flow Chart

It is_a graphic_presentation of each part of the company’s system of internal |

control- It minimises the amount of narrative explanation and thereby achieves a

consideration or presentation not possible in any other form-

T )

k It gives bird's eye view of the system-

E 7- | TESTING OF INTERNAL CONTROL
i Test of controls may include:

Inspection of documents

_Inquiries about and obserwtwn aF internal contro!s

= | Re-performance

i Testing of internal control operating on specific computerised applications

= - e re—— —_—— S

8 WHAT IS AN ﬁUTOMﬁTED ENV:‘RDNMENT?

| Key features of an automated environment

o  Enables faster business operation

e  Accuracy in data processing and computation

~ —

CA AMIT TATED AT ACADEMY - MUMBAL

Scanned with ACE Scanner



___-__'_-—\—n—-__
o |Ability to process large volume of transactions

o |/ntegration amongst busfness-z.opgmﬁons

o |Better security and controfs

o |Less prone to human errors

o |Provides latest information

e | Connectivity and networking capability
I
&2 | Understanding and documenting automated environment

» | Information systems being used

» | Their purpose

* |Location of IT systems - local vs global

s | Architecture

s | Version

* |Interfaces within systems

* |In-house vs Packaged

* | Outsourced activities

* | Key persons

8- //Risks arising from use of IT Systems
] \,// Inaccurate processing of data

* | Unauthorized access to data-

* |Direct data changes (backend changes)-

* |Lack of adequate segregation of duties:

E_

e

i

E. * |Excessive access / Privileged access (super users)-
.

l

;__________'__ Unauthorized changes to systems or programs-

L___ * | Failure to make necessary changes to sysbcmj or programs:

* |Loss of data:

; 8-4 Impact of IT related risks
|

%4 Impact on substantive checking

¢ 'Impact on controls

mpact on reporting

Types of Controls in an autom_abed_ er{virpnmg‘nf;__

i A) _ﬁléenera! IT controls
L

Application controls

AT ACADEMY - MUMBAI
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2. Undgrstand and Eva!uaf_»gw — e
3- | Test for Operating Effectiveness e
4 | Reporting

e e e Tl T

. 11/ VBATA ANALYTICS FOR nunrr — 8
N
0

At

Data analytics can be used in bcsb;‘ng of electronic records and data residing in IT#

416_04’ Kl s - o i S i
/. Check comp!eteness of data and populabmn R T

7 —

* | Selection of audit samples

e —

* | Re-computation of balances

» | Reperformance of mathematical calculations

Analysis of journal entries Fraud investigation-

* | Evaluating impact of control deficiencies- |

12- | DIGITAL AUDIT

data ana!yt;cs and other latest |

technologies to help understand business processes in a better way-

P
A7

oy / INTERNAL FINANCIAL CONTROLS AS PER REGULATORY REQUIREMENTS
Term Internal Financial Controls (IFc)

Auditors are making use of artificial intelligence,

Reliability of financial reporting

Effectiveness and efficiency of operations

Compliance with applicable laws and regulations

R 5qfegqard{n_g of assets

| Prevention and detection of frauds

4. | DOCUMENTING THE RISKS

The auditor shall document: e, |
(a) | The discussion among the engagement team |
N T e e ._._—~“'F

(b) Key cfements OF the Uﬂder‘standmg Obtamed regar

dmg each of the aspects
(c ) | | The ;dentff‘ ed and assessed risks of material m:sstatement |

(d) {The risks :dent:f* ed and re!ated controls —

-

’ ———— _ ] .

=S
e
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. 1”14 eapected rate of daw‘atian from a cantraf,'

SR __a-vf-m"_____-u_-—“—_'"--._ '8

* | The relevance and reliability of the audit_evidence: = B —-——-m'

| * | The extent to which audit evidence is abtamed’ from tests af‘ Other :gntrqi;_‘h‘
T
16:2 | Timing of Tast of Controls "
/Yﬁo ‘ﬂu auditor shall test controls for the partfculafy_t{{ﬁi or ﬂfgughaut the period-

ﬁSJ Uun, Audit Evidence Obtained in Previous Audits — 4k

/ -.
\::; H:c auditor shall consider the following: - i
(a) Thn effectiveness of other elements of internal qagb:a_f_ - - - “__

‘I
(b)) gThp risks arising from the characteristics of thc control

et et e e e =
S S — -

(¢ 17"}-: effectiveness of general IT-controls ey |
~(d) qﬁ“ effectiveness of the control —

(e)

(F) | The risks of material misstatement and the extent af‘ rdfranu on the control

164 Ew!uatin, the Operating Effectiveness of Controls

e e e e e e, —

Whether the lack of a ¢hange in a particular control

——

| The absence of misstatements detec ted by substontive E{fﬁ“{“fﬁo_ however, dfff. noe

_ N pﬁr vide audit evidence that controls related | to the assertion being tested are effective
B JZ{‘J 5p§ciﬁc inquiries by auditor when d'matiom from controls are detected L
a) | The test of controls that have been performed provide an appropriate basis -~

(b | ﬁdd:twna,' Lest of controls are necessary or

. e

—

e e 8ttt e e

L,. ) _(f)__ The potential r:sks oF m;sstatemmt nud ko bs addressed using

SSSE—

subsbant VE -

_ | procedures: ‘ — mm--_ﬂr
i | 77_!!3 “Mrcmme "n“ﬁfjﬂ‘ff_fjf':* . —— — _____,?-
(f’) thc audrtar § assessment of mk s judgm::t_;;ij:f“f‘ e H}__‘

(ii) | there are inherent limitations to internal contreol &

166 Tasts of Datails

Tests of details are f"yrthu r!qsuf'od into tests of transaetaans e,

vouching ™
and tests of halances e, vm[‘mcmn

| =
16-7 1§ubstantiw analytical procedures | _ '
16:6:1 Nature and extent of Substantive procedures -
. E)'-’arar'{}::-'rnr?.urn; only substantive analytical procedures- ;u
. Only tests of details are appropriate-
. A combination of substantive analytical procedures and tests of detals r

= e
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cHﬁPTER &4
AUDIT EVIDENCE

21

| 7- |AUDIT EVIDENCE
\?—’;-7 Introduction
B
’ Enable the auditor to obtain sufficient appropriate audit evidence:
\ e e e e A — - - -
S
1-2 | Meaning of Audit Evidence as per SA 500
Audit evidence may be defined as the information used by the auditor in arriving at
the conclusions on which the auditor's opinion is based: Audit evidence includes both
information contained in the accounting records underlying the financial statements
i and other information-
'.# i M
L \b?‘ Types of Audit Evidence

Depending upon nature:

¢ | Visual ¢ Oral ¢ Documentary
'— 2:| Depending upon source:
1 ¢ | Internal Evidence ¢ External evidence

The external evidence is generally considered to be more reliable as they come from

third parties who are not normally interested in manipulation of the accounting

information of others-

As an ordinary rule, the auditor should try to match internal and external evidence as

far as practicable-

50y

/’.'sy“f///kﬁvance and Reliability of audit evidence

J’;\"’/ The quality of all audit evidence is affected by the relevance and reliability of the

’_ information upon which it is based- o |

F____Ej‘i_ .r;?_eie_vﬁ};; _z;ea!s with t{:e__!og:ca{ .fonnectfon w:th or bearmg u;;:.:m tf;; ;{vo.s_e”oF-the_ -
’;________ audit procedure and, where appropriate, the assertion under consideration-

142 | Reliability B B |

;___ 3 Reliability of mFormatr_on to be used ;;;;z_:‘:t- _é;f:c!ence, and therefore of the aud:t ewdenc: ‘_
o — = = e
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N\ 7.7 | Audit procedures for obtaining audit evidence

N (a) | Risk assessment procedures; and

e .

N\ (b) | Further audit procedures, which comprise:

N (i) | Tests of controls

N (ii)| Substantive procedures, including tests of details and substantive analytical procedures
L-’____._,__

B o e ]

K] (?% /ﬂ/ud;t procedures to obtain audit ewdence can mclude
1) | Inspection

{’fnspecbion involves examining records or documents, whether internal or external, in

//papcr form, electronic form, or other media, or a physical examination of an asset:

Some documents represent direct audit evidence of the existence of an asseb-

Inspection of such documents may not necessarily provide audit evidence about

ownership or value-
. (ii) | Observation

Observation consists of looking at a process or procedure being performed by others:

Observation provides audit evidence about the performance of a process or procedure,

but is limited to the point in time at which the observation takes place-

(iii) | External Confirmation

A
J! An external confirmation represents audit evidence obtained by the auditor as a

J[L direct written response to the auditor from a third party (the confirming party),

j in paper form, or by electronic or other medium:

j (iv) | Recalculation

| Recalculation consists of checking the mathematical accuracy of documents or records:

| (v) | Reperformance

,I Reperformance involves the auditor’s independent execution of proceduresor controls
‘I__ that were originally performed as part of the entity’s internal control-

:_ (vi) | Analytical Procedures a= =

- T gn_a@f:—mé?;;c;ﬂc;f;;es consas{t oF evaiuab.rons oF financial mformatron m;d;y_ av- sf:ud;__.
: of plausible relationships among both fi nancial and non-financial data-

. (Vi) | Inquiry
| \ Inquiry consists of seeking rnf’ormabfon oF know!edgeab!e persons, both financial and

AUD - 31
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non- financial, within the entity or outside the entity- )
Responses to inquiries may provide the auditor with information not Previous), |
possessed or with corroborative audit evidence- y

" 4 T
Although inquiry may provide important audit evidence, and may even prody, |
evidence of a misstatement, inquiry alone ordinarily does not provide sufficient audi |
evidence of the absence of a material misstatement at the assertion level- L

1-7:2 | The following points are also relevant in respect of audit procedures for audit.g,-!:/

—— ]
consideration: »
e,
The audit procedures inspection, observation, confirmation, recalculation, [
i W
re- performance and analytical procedures, often in some combination, in addition tg [
oy
inquiry may be used as risk assessment procedures, tests of controls or substantive
. e —
procedures: i
e
7-7-3 | Nature and Timing of the Audit Procedures i

Affected by the fact that some of the accounting data and other information may

be available only in electronic form or only at certain points or periods in time-

s

I;B/// Assertions [

- / Assertions refer to representations by management, explicit or otherwise, that are

—

embodied in the financial statements, as used by the auditor to consider the different

—

types of potential misstatements that may occur-

b

7-8-1 | Assertions contained in the Financial Statements:

_—
-

(a) | Assertions about classes of transactions and events for the period under audit:

fve | Cut-off v+ Classification o R

r—— - . e ey |

i+ | Occurrence ii~ Completeness i+ Accuracy

(b) | Assertions about account balances éb the period end:

i E.gr‘sf;cnca i Rights and obligations
ik | Completensss _iv:Valuation and allocation
(c) : Assertions about presentation and disclosure:

i+ | Occurrence and rights and obligations il Completeness

CA AMIT TATED AT ACADEMY - MUMBAI
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; Classification and undarsf:andebifity | iv- Accuracy and valuation

The auditor may use the assertions os described above or may express Ehem

| differently provided all aspects dcscnbed above have been covered:

‘__,.-.-—-—

| For example, where the Government is a major stakeholder, management may often

11_ assert that transactions and events haye been carried out in accordance with legislation

== i

PMP“ "-“*hority' Such assertions may fall within the scope of the _E_'t:_ﬂaf_z{_ff?f_

[f\ statement audit-
%bﬂt assertions are madc whm obherms; the recder will ba !c& mtb an

_jncomplete picture; it may even be misleading-

V;’/ﬁqctwa assertions are also encountered in the financial statements and the same
o

| may be expressed or implied-

Mﬁdm Trail

g_/—ﬁn audit trail js a documented ﬂow of a E:ransaci:fan It is uscd to investigate how

a source document was translated ml:o an account entry and from there it was

| inserted into financial statement of an entity-

Audit trails (or audit logs) act as record-keepers that document evidence of certain

events, procedures or operations, because their purpose is to reduce fraud, material

| errors, aad unauthorized use-

Howev:r aud:t: t:m;fs* mvofve msts

5y9ecms wh:ch have a feature of audrt tmd mspmu farz(‘ dmce in aud.rears 5mcc au&;e;

trails also mhanu data scwnl:y. thcre can be used by tmdttar wh:fa perfammg audm

pmndures thm‘ mcmanng re!rabmty of amf:t ewa‘mea abtamzd

”0 !nﬁ:rmatfan to Be Used as Audit Evidence

- e T e e e st s
e - e e

_h! _rg_r |' When mfarmqt:im to be used as audit nwdmu has been pmpiud u:mg the work of

e o

'a m,,,,,,mmg'; .xp.rb, the nm‘:urn. timing cnd smt:mﬁ of audit procedures may be
aff‘ected‘ by such mattafs,

f

- The nature and mmpfemty of the matter

|

L]

Nw risks of material masstate!'rzﬁt
"

The availlability of alternative sources:

e
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¢ | The nature, scope and objectives of the management’s expert’s work:

¢ | Whether the management’s expert is employed by the entity-

¢ | The extent to which management can exercise control or influence-

¢ | Whether the management’s expert is subject to technical performan,, '=

standards-

¢ | The nature and extent of any controls within the entity over the management, 3
expert’s work: -

¢ | The auditor’s knowledge and experience-
T ey

¢ | The auditor’s previous experience of the work of that expert-

1-10-2 | When using information produced by the entity, the auditor shall evaluate whethe,

T
the information s sufficiently reliable for the auditor’s purposes, including g5

—~y

necessary in the circumstances:

(a) | Obtaining audit evidence about the accuracy and completeness of the information:

(b) | Evaluating whether the information is sufficiently precise and detailed-

i
-7 //5¢fccbing lbems for Testing to Obtain Audit Evidence

\\:7 The means available to the auditor for selecting items for testing are:
(a) | Selecting all items (100% examination);

(b) | Selecting specific items; and

(¢) | Audit sampling

i /1,
I 4 ]
1.7104Y/ Selecting All ltems

\/

| 100% examination is unlikely in the case of tests of controls; however, it is more

common for tests of details- 2

1 100% examination may be appropriate when,

. ’ The population constitutes a small number of large valye items;

o There is a significant risk-

he repetitive nature of a calculation or other process perfor

3 it caliniebhdl oMol o med- o
uﬂ Selecting Specific Items _——————

_i The audjtor may decide to select specific items from q popufatr‘an.«.

AT ACADEMY - MUMBA]
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_;rha judgmental selection of Specific items is subject to non-sampling risk: Specific
items selected may include:

High value or key items

{"'"T_ All items over a certain amount

; Nature of the entity or the nature of transactions-

\Audit Sampling

7:12 | Inconsistency in or Doubts over Reliability a_F_ é;Jit-dEvidcn_cc
If:

(a) | audit evidence obtained from one source is inconsistent with that obtained from

another; or

(b) | the auditor has doubts over the reliability of information to be used as audit evidence,

the auditor shall determine what modifications or additions to audit procedures are

’ necessary to resolve the matter, and shall consider the effect of the matter, if

any, on other aspects of the audit-

113 | Relying on the work of a management’s expert

(a)| Evaluate the competence, capabilities and objectivity of that expert;

(b)| Obtain an understanding of the work of that expert; and

(¢) | Evaluate the appropriateness of that expert’'s work as audit evidence

2 USING THE WORK OF INTERNAL AUDITORS(5A 610)
21 | Definition of Internal Audit Function

' ' A function of an entity that performs assurance and consulting activities designed

| to evaluate and improve the effectiveness of the entity’s governance, risk management

and internal control processes:

The objectives and scope of internal audit functions

—

——

(1) Activities Relating to Governance
.—-—______ _____ ———

(2) | Activities Relating to Risk Management
(3) ' Activities Relating to Internal Control

| Evaluation of internal control

—
i
[
|

-"—'---—_.___1' e BN T (L ——e = e - —
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Examination of financial and operating information

T
» Review of operating activities —
o Review of compliance with laws and regulations —
T
2:2 | Ways in which the external auditor may make use ofthe function for purposes
of the audit: B |
(i) | to obtain information that is relevant to the external auditor’s assessments of Ef'f;
risks of material misstatement- .
(ii) | May decide to use work that has been performed by the internal audit Funct:’on-___ﬁ
(iii) | Internal auditors to perform audit procedures under the direction, supervision afEf__h
review of the external auditor- R
2-3 | Scope of 5A 610
(a) | using the work of the internal audit function
(b) | using internal auditors to provide direct assistance-
2:4 | External Auditor's Responsibility for the audit ]
\ |
__2-5 | Objectives of the external auditor, where the entity has an internal audit function |
(a) | To determine whether the work of the internal audit function or direct assistance- ]
(b) | Determine whether that work is adequate for purposes of the audit; and e
(¢) | Provide direct assistance, to appropriately direct, supervise and review their work:
Z B
‘:2’- Evaluating the Internal Audit Function L B
“f;}) Organizational status and relevant policies and procm:
(B) | The level of competence -
(€) | A systematic and disciplined approach, including quality control-
L/ s ey o L
| 2:6A ,/chctiw'by and its evaluation N P
‘ ‘-/ /Fa_ctei that may affect the external ammn to Objectivity
include the following: o eorcese m s o o -
T S E— o
A |
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1- | The ability of the function to be free from bias, conflict of interest or undue
influence-

Oversee employment decisions-

—

3- | Any constraints or restrictions placed on the internal audit function-

.V
, ZWampetence and its eva!uat;on
P | Factors that may affect the e.xtema! audrtars dcbermmatmn in rziat:on to

| competence include the following:

Internal audit function is adequately and appropriately resourced-

Policies for hiring, training and assigning internal auditors-

7

2

3- | Adequate technical training and proficiency-

4- | Knowledge relating to the entity’s financial reporting-

2:6 C| Application of a Systematic and Disciplined Approach

Factors that may affect the external auditor’s determination of whether the internal

audit function applies a systematic and disciplined approach include the following:

I- | The existence, adequacy and use of documented internal audit procedures or guidance

2 | Whether the internal audit function has appropriate quality control policies-

2:7 | Circumstances When Work of the Internal ﬁud:t Funct:on Cannot Ea Used

(a)| Policies and procedures do not adequately support the objectivity-

(b)| The function lacks sufficient competence-

(¢)| The function does not apply a systematic and disciplined approach-

_%%mmmg -;;z—)\;;i;urc G;J} _Exbent of Work of thc Intcmal ﬁud;b Functwn bhat R

Can Be Used |
| Testing of the operating effectiveness of controls:
2 Substantive procedures mvolwng hmfted Jjudgment-
X 3 ‘ IObServatfons of; .:'n;-c_nt:ary counbs )
% Trac;&;_gr;;?‘s—;cg;;s Ft;r:a_ugh the m};n;fnan-system a IR
5.

Testing of comphance with rcgu!atory requirements-

AT ACADEMY - MUMBALI
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2-9 | Circumstances in which the external auditor shall plan to use less of the wm

b

Internal audit function and perform more of the work directly

(a)| The more judgment is involved in: x\;
(i) | Planning and performing \‘.
(ii)| Evaluating the audit evidence gathered; _——\\L
(b)| The higher the aSSessed risk of material m;sstatemen_t_ - _——H\i

()| The less he dikenal audit function's organizational status- :

(d) | The lower the' level of competence of the internal audit function- F
)

2:10| Using the Work of the Internal Audit Function 1
(A)| discuss the planned use of its work with the function- N

(B)| read the reports of the internal audit function

T e

(C)| perform sufficient audit procedures on the body of work of the internal audit function-

b

B Discussion and Coordination with the Internal Audit Function _T"
1+ | The timing of such work- TfL

ﬁ 2: | The nature of the work performed- _{_
3- | The extent of audit coverage- _f
4- | Materiality for the financial statements- h
5 | Proposed methods of item selection and sample sizes- _-TF
6 | Documentation of the work performed-
7- | Review and reporting procedures-

>

2- / (Determining Whether, in Which Areas, and to What Extent Internal Auditors Can E,L
/ Used to Provide Direct Assistance

—— SUI— - |
/YO@/ The external auditor shall not use an mtemm‘ auditor to prowdz direct ass:sbanci_ff/;‘

There are significant threats to the objectivity of the internal auditor;

or J

(b)_ The internal aud;bor lacks suffi crent competence to perForm the proposed work #

The uterﬂa! aua’:bor shaﬁ not use misemal aud:tors to Pr‘owdg d{rgcb ass;stance ba L

perf‘arm pracedurzs thaf: i

(a)] Involve makmg s:ng cant ;udgr;aents in the audrt

——— _——-—'I/L\
|

P,

—[ —— —— ————
(b) Relate to hfgher assessea' nsks oF mabenaﬂ m:sstatement

¥ i

S - A

- e — S — e e ——— e s
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| r—"

(c)| Relate to work with which the internal auditors have been involved

|

( d)_fi[ﬁe to decisions the external auditor makes in accordance with this 5A-

Prior_to_using internal auditors to provide direct assistance for purposes of the

e

audit, the external auditor shall:

e

Obtain written agreement from an authorized representative of the entity

(b)| Obtain written agreement from the internal auditors that they will keep confidential

[

7

| J—
| \2}['%5””“""’” between |Internal Financial Control and “Internal Control over financial

4 reporting

The term Internal Financial Controls (IFC) refers to the policies and procedures

put in place by companies for ensuring reliability of financial reporting, effectiveness

and efficiency of operations, compliance with applicable laws and regqulations,

safequarding of assets and prevention and detection of frauds-

On the other hand, Internal controls over financial reporting is required where auditors

are required to express an opinion on the effectiveness of an entity’s internal controls

over financial reporting, such opinion is in addition to and distinct from the opinion

expressed by the auditor on the financial statements-

3 AUDIT SAMPLING (5A 530)
| 37 | Sampling: An Audit Procedure

32 | Meaning of Audit Sampling

‘Audit sampling’ refers to the application of audit procedures to less than 100% of

items within a population relevant under the audit, s_f,:_r:_h that all sampling units

E (ie all the itemsin the population) have a equal chance of selection-

L3 3 __P0pu!ab;on

E Population refers to the entire set of' data From wh;ch a sampfe /s sefected and

about which the auditor wishes to draw conclusions:

naracteristics of Population

k4] prropr;abengsg Appropriate means popufatran From wh;eh the samp.-’es are drawn

e
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shall be refevant:

____\\h
2- | Completeness: The population needs to include all relevant items: :g,

) 3+ | Reliable: Sufficiently complete ff’f__f‘?fi‘ff_‘(ff_',_ﬂ___,___x,___. N i |

‘
!

34 | Sampling Unit e —

2 5 Y
| Thc :‘ndiw’duaf r‘tcms that make up the population are known as samphng umés— ﬁudst r

Proccdure.s are apphcd on thzse umbs and the candus;ons cfrawn From zﬁem are ,,

—

| projected on tha papulatfan ]
Sample must be representative

Whatever may be the approach non-statistical or statistical sampling, the sample =

—t

must be representative: v

T i

) SﬁMPLING PROCES5 is perfarmad on - - '

I : Tzsts of controls 2 Tcsts of detmfs h
). ST R .
\_.3/)',/ Approaches to Sampling ( Typcs of 5amp!m9) ":
C/ﬂ Audit sampling can be applied using either h
W non-statistical or h
/Y B) | statistical sampling approaches- H

Statisbrcal mmpling is an appraach to samphng ehal: has the mndam sa!ectmn of Gﬁi

e ————— L

samp!e units; and t:hc use of prababd;ty theory to cvm‘uata samp!a resu!!:s, mca'udm? :

measurement of sampling risk characteristics-

—

e i,

A sampling approach that does nob have the abavc featrums s cons:dercd as non

sbatfstfca! sampling- - B —1

i S " e eI N
- ii A i Stahstka! Sqmp!ing-ﬂ'forc 5dmbif" ¢ h
- L Hﬂﬁuiit tastmg do;;_ ;;}:rougﬁ;;s :p;ra—a:h is mor;m sc:;r;;hc . h
2- | Statistical sampling qh;mr:a—;énaglg; w:d:app!:cat:on T H

3 | There is no personal bias L

|fn larger argam’satr‘ons m‘th huge t;mma{,g,om Statrstrcaf sampling is always L

.' recammended as it is unbmsed and the samples selected are

not pre;udged- a

e e e e e e e e
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(5)| It may provide a better description of a Iarge mass oF daba

™~
(6)| It is widely accepted way of sampling as it is more sc:en.t_‘:fc, - '
'
3:8 | Sampling Process R e ‘
e
1- | SAMPLE DESIGN 2,_ #fﬁ@F,’LE SIZE S
3- | SAMPLE 5ELEC170N 4. AUDIT PROCEDURES

NHTURE HND CAUSE OF DEWHTION HND 6 PROJECTING
7- | EVALUATING RESULTS OF HUDIT

i —

]

3:9 | Sample Design, Size and Selection of ltems for Testing
391 | Sample Design

A

———

When designing an audit sample,

i) | The auditor’s consideration includes bhe spccn‘“ ¢ purpasc i:o be ach;eved

i) | Consideration of the nature of the audit ewdenc.u sought and pass:bie dewabron

i) | In fulfilling the requirement of SA 500 “Audit Evidence”-
,

3-9.7/81 Stratification and Value-Weighted Selection
"\7 Stratification: Audit efficiency may be improved if the auditor stratifies a population

by dividing it into discrete sub-popu{ab:ons which have an :dent:Fymg charactenst;c

—— e gy —————————a

When performing tests of details, the population is often stratified by monetary value |

The results of audit procedures applied to a sample of items within a stratum can

only be projected to the items that make up that stratum-

I

—
In order to draw an opinion on the overall population, the auditor needs to combine

the results of all the sbratum to check Far poss;b{e dewaiz:on or nsk aF maf:e,naf
misstatement:

e iy e’

Value-Weighted Selection: When performing tests of details, it may be efficient to

identify the samphng unit as the individual monetary units that make up th‘ _

populab;on

‘ One benefit of this approach bo dehmng the samphng unit is that audit effort s

’ — S —

d;recbed to the larger value ibems because thet Y have aq greater chance of selection,

and can resuh‘: in smaﬁer samp!e sizes-
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_L”_W,ue weighted selection, the sample size, its selection and evaluation will result

in a conclusion in monetary amounts-

I

Sample Size
| The lower the risk the auditor s willing to accept, the greater the sample size will

need to be:

Examples of Factors Influencing Sample Size for Tests of Controls

the greater the reliance the auditor places on the operating effectiveness of controls

sample size will increase-

-
(i)

Increase in the tolerable rate of deviation- Larger will be the sample size:

(iii)

Increase in the expected rate of deviation of the population larger the sample size-

(iv)

An increase in the auditor’s desired level of.assurance that the tolerable rate of

deviation is not exceeded by the actual rate of deviation in the population will /mcrease

the sample size:

There will be neglgible effect on sample size due to increase in the number of sampling

units in the population-

£

&%’ﬁ\{mpks of Factors Influencing Sample Size for Tests of Details

The higher the auditor’s assessment of the risk of material misstatement, the larger

the sample size needs to be-

Hn increase in tolerable misstatement will decrease the sample size-

The greater the amount af‘ mzssbatcmcnt the aud:f:ar expects to ﬁnd in the

_Population, bhe larger the sample size’

There will be ﬂey/{y/é/e eﬁ'eﬂt- on sample s:ze due to number of samphng units in-

The more the auditor is relying on other substantive procedures the smaller the

| sample size can be-

An increase in the auditor’s desired level of assurance that tolerable misstatement is

not exceeded by actual misstatement in the population will /ncrease the sample size

When stratification of the population is appropriate then sample size will decrease-
-_-'-'_'—‘——-.__
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S—
3:9-3 | Selection of Items for Testing

)in the population has a chance of selection- .
M4IVTE

S —
(3/9‘% Sample Selection Methods

]
(7) | Random Sampling: Random selection ensures that all items in the population or

within each stratum have a known chance of selection-

— ST T ——
(i) | Simple Random Sampling: Each item in a population is selected by use of random

—

number table either with a help of computer or picking up a number in a random

way (may be randomly from a drum)- It is suitable for a homogeneous population

—

having a similar range-

(ii)| Stratified Sampling: This method involves dividing the whole population to be tested

-

in a few separate groups called strata and taking a sample from each of them-

The reasoning behind the stratified sampling is that for a highty aiversfied population,
weights should be allocated to reflect these differences-

(2) | Interval Sampling or Systematic Sampling: Systematic selection is q selection method

in which the number of sampling units in the population s divided by the sample

size to give a sampling interval- Although the starting point may be determined

p—

haphazardly-

} (3) | Monetary Unit Sampling: It is a type of value-weighted selection-
(4) | Haphazard sampling: Haphazard selection, in which the audit

S

or selects the sample

without following a structured technique-

S

does

R

Haphazard sampling has no structured approach, does not involve Jjudgement and

' not even use the random number tables-

e A

S) J Block Sampling: This method involves selection of q block(s) of conb:‘guou.s_;;;ms Fro_"_?‘/';
] within the population-
!

__ A
370 .;.;rform;'ng Audit Procedures I = et L
__,_I_) I The auditor shall perform audit proe:eduresj;'ﬁ;;;;’ Pf;abe f:a _If;he P;' rpose s k

ent jtem- - ) k
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/ﬂm auditor is unable to ap

(ii)] '* = Ply the designed audit procedures, or suitable alternative
procedures, to a selected jtem, the auditor shall treat that item as a deviation-

(iv) An example of when it js hecessary to perform the procedure on a replacement item

is when a cancelled cheque is selected while testing for evidence of payment

authorization:

e

i (v) An example of when the auditor is unable e to apply the designed audit procedures to

1 a selected item is when dacumenbabron relating to that item has been lost:

I____,___r.. —_—

(vi) | An example of a suitable alternative procedure might be the examination of subsequent

cash receipts together with evidence of their source and the items they are intended

to settle when no reply has been received in response to a positive confirmation request-

(vii) | Another example for replacement of a sample could be, if all transactions of

computerized sales are being checked-

p—— e
\ /s e —

@Matum and Cause of Deviations and Misstatements

"4‘) In analyzing the deviations and misstatements identffied, the auditor may observe

| that many have a common feature-

(ii)| The auditor may decide to identify all items in the population that possess the

common feature-

(iii) | The auditor shall investigate the nature and causes of any deviations:

(iv) | Auditor considers a misstatement or deviation discovered in a sample to be an anomaly:

(v) | The auditor shall obtain this degree of certainty-
Anomaly may be defined as a misstatement or deviation that is demonstrably not

representative of misstatements or deviations in a population-

3 72 jr o}cctfng m:sst:atcmmts

To obtama braad view aF t!re scale of misstatement:

( i)\ Anomaly, it may be a.xc!uded when projecting misstatements to the population-

(iii) For tests of details, the auditor shaﬁ pmject misseabemer;;s whereas for tests oﬁ_“ )

| controls, no explicit projection of deviations is necessary:

313 Evaluating Results of Audit Sampling

|
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The auditor shall evaluate-

ey

(a)| The results of the sample; and .
(b)| Whether the use of audit sampling has provided a reasonable basis: .
Few Important terms to make the understanding better _
Stratification e

Ta!erable misstatement - A monetary amount set by the audn‘:or

Toierabie rate of deviation - A rate oF dewatran from prescnbed mbema! cantro!

———

4- | AUDIT EVIDENCE-SPECIFIC CONSIDERATIONS FOR SELECTED ITEMS (5A 501)
4-1 | Meaning of Audit Evidence- Specific Considerations for Selected ltems
S5A 501- “Audit Evidence- Specific Considerations for Selected ltems”

——

Objective of the Auditor in respect of Specific Considerations for Selected ltems
(A)| Existence and condition of inventory;

(B) | Completeness of litigation and claims involving the entity; and

(C) | Presentation and disclosure of segment information-

P
. 4/()/5ventory

When inventory is material to the financial statements-

(1) | Attendance at physical inventory counting-

(i) | Evaluate management’s instructions and procedures:

]
(ii) | Observe the performance of management's count procedures;
= ]
(iii)| Inspect the inventory; and
(iv) | Perform test counts-

—— —————e i — — —— —— .-—"...

2) Psrfarmmg audit procedurcs over the entity’ S_l-l;h;f mvmtary records 1
]
ra 4
\j//ﬂ/bf;endmce at Phys;ca! !nwnt;ory Caunbmg
a)

.fnspectmg the mvmtary bo ascert:am :ts e,usteme and evaluate ;'ts_r:ona’.r’tion, and

Iperformmg test counts; T —— |

e et et et ————— ___‘_________._,__-—-—-—-'—“/L
( b) ObSerwng comphan.—:e with managemenb s mstmct;ons

CA AMIT TATED
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ya

- [ Mabters Relevent i lanning Attendance at Physical Inventory Counting
72) Nature of inventory-

N

tages of completion of work in progress-

The risks of material misstatement related to inventory:

The nature of the internal control related to inventory-

Whether adequate procedures are expected to be established:

d
.-"“"‘-(:'2—.d
(| et
o
L,,(—Q— The timing of phys:cal inventory counting:
L (9)

Whether the entity maintains a perpetual inventory system-

| 97
(W) The locations at which inventory is held

. (i) | Whether the assistance of an auditor’s expert is needed-
1/
4.6 sical Inventory Counting Conducted other than atthe Date of the Financial
//Statemcnts
[V

The auditor shall, in addition to the procedures required above, perform audit

procedures to obtain audit evidence about whether changesin inventory between the

count date and the date of the financial statements are properly recorded-

o

-
,4-}’/ the auditor unable to Attend Physical Inventory Counting due to Unforeseen

Circumstances
The auditor shall make or observe some physical counts on an alternative date, and

perform audit procedures on intervening transactions-
814 ttendance at Physical Inventory Counting becomes impractical _
m _alternative audit procedures to obtain sufficient

The auditor shall perforn

o — e —teeee

appropriate audit evidence regardm

g the existence and condition of inventory-

If it is not possible to do so 5A 705-

In some _cases abtendance at physn:a! inventory countmg may be impracticable:

The matter of genera! mconv.emenca to f:he aud;blcir, however, is not sufficient to

~—~____| Support a- ;e;;s:on by the auditor bhat atbendance is impracticable: The matter of

vo!ved ;s not in rbseif a vahd bas

is r‘br‘ the aud:tor bo omrb

I dffflcu!t;y, time, or cost in

| an audit procedure e
s [ -

AT ACADEMY - MUMBAI AUD -47 F
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In some cases where attendance is impracticable, alternative audit pmum
In other cases, however, it may not be possible to obtain sufficient appr‘m

audjtor to modify the opinion-

|
4-9 | When inventor ry under the custody and canbrol of athrrd party- What will the audit,,
do?
(a)| Request confirmation from the third party- T
(b)| Perform inspection or other audit procedures appropriate- o
T e
For Example
T e
* | Inspecting documentation
R
* | Requesting confirmation
* | Attending, or arranging for another auditor to attend-
_____'-__'—-—-..
* | Obtaining another auditor's report-
4-10 | Litigation and Claims

(a)| Inquiry of management

()| Reviewing minutes of meetings

(¢) | Reviewing legal expense accounts- _.I
i -+
4-?}7// the Auditor Assesses a Risk of Material Misstatement regarding Litigation or |

7, Claims - Communication with the Entity’s External Legal Counsel B
The auditor shall, in addition to the procedures required by other 5As, seek direct_’dk
commumcatmn with the entit

:_ y’'s external !ega! counsel-

/f )‘aw regu!atmn proh;b:ts bhe ent;ty 5 exf;emaf fega.-" counse! me gommumcatrnq ;

= \J/ect(y with the au&rtar, the audrt:or shaH perForm aitematrw. aud;t procedures
R 17

it is COHSIderea' unhke!y bhat the entftys external Iega! counse{ w.f!l respoﬂd A

o e

| appropnabefy ba a fetter of genem! mqwry,

the aud:tor may Seek d:recb i

—
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communication through letter of specific
_-—__'—'_‘_—-——-——'_._-._,_____ 4

> inquiry. A letter of specific inquiry
includes:

———

(a)| A list of litigation and claims:

(b)| Management’s assessment of the outcome
_'_-__——-—-____

(¢)| A request that the emterﬂd legal counsel confirm the reasonableness-

The: quditor also_may judge it necessary to meet with the entit
counsel:

y’s external legal

—

i) | The auditor determines that the matter is aq significant risk-
ii) | The matter is complex-

iii) | There is disagreement between management and the
Further if:

entity’s external legal counsel-

(a) | Management refuses to give the auditor permission and

(b) | the auditor is unable to obtain sufficient appropriate audit evidence the auditor

shall modify the opinion-

4-12| Segment Information

Segment Information refers to information about different types of products and

services of an enterprise and its operations in different geographical areas-

pd
%ﬂing sufficient appropriate audit evidence regarding the presentation and

disclosure of segment information

(a) Obtaining an understanding of the methods used by management-

(i)

e —

Evaluating whether such methods are likely to result in disclosure

h__ﬁ__(_u_)_ Where appropriate, testing bh_e_:ﬂapph'catian of such methods; and

—_(8) | Performing analytical procedures:

#14 | Auditor's  responsibiliby regarding the _presentation and disclosure of segment

. | information

—t— ———

B The auditor is not required to perform audit procedures that would be necessary to

eXpress an opinion on the segment information presented on a stand alone basis-

AT ACADEMY - MUMBALI AUD -49

CA AMIT TATED

Scanned with ACE Scanner



N - ——

\

Determining the information

External Confirmation Procedy

res adopted by the Auditor to Obtain Audit Evidence

" Yo be confirmed or requested;

4 ’?,}’__-ff#};_‘__b’ng the appropriate conf; irming party;
\ﬁ)" | Designing the confirmation requests
:J/J -éf;:}dfﬂg the requests, including follow-up requests
\./#(;: Determining the fﬂformat_:_{gn bo be Conf‘rmed or Requesbsd S
\: rﬁf performed to confirm or requasb information regarding accau-né balances and their
1 elements:
1 (b) | Selecting the Appropriate Confirming Party
Responses to confirmation requests provide more relevant and reliable audit evidence-
| () | Designing Confirmation Requests
f_r__ Design of a confirmation request
;'—__ Yay directly affect the confirmation response rate, and the reliability-
1 2 //Factors to be considered by auditor when designing confirmation requests

The assertions being addressed-

(ii)

Specific identified risks of material misstatement-

(iii)

The layout and presentation-

(iv)

Prior experience

The method of communication

Management’s authorisation

| The ability of the intended confirming party to confirm-

ositive confirmation request

confirmation request-
-'-'"——n—-___'__

L

(Confirming party to reply to the auditor in all cases: A response to a positive

confirmation request ordinarily is e.xpected to provide reliable audit evidence: Positive

confirmation requests that do not state the amount (or other information) on the

Determinatfon of propcrly addressed requests

—f?”""'”“'UP on Conﬁrmabmn Requasts B
--‘___‘_-__-‘_-_'__'—_- et e ——————— e ———

Mayf send an additional confirmation request:

AT ACADEMY - MUMBAI
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|4 S
5; /Managemenb’s refusal to allow the auditor to send a confirmation request-step |
/ §
(\_// taken by the Auditor \\P
i the refusal, and seek audit evidence as ¢, }
(a) | Inquire as to management’s reasons for the —-_H_f’\l
their validity and reasonableness; t — ___\\::
the implications of management’s refusal:
(b) | Evaluate the impli g9 ____H\F
(c) | Perform alternative audit procedures: S P
If the auditor concludes that management’s refusal to allow the auditor ba Senda }
confirmation request is unreasonable, or the auditor is unable to obtain relevant and ¥
reliable audit evidence from alternative audit procedures, 5A 260, $A 705- F
—
4
¥ . I
5-6 /é} Reasonableness of Management's Refusal
J A common reason advanced is the existence of a legal dispute or ongomg ﬂ&gOhdhf{(E
i /The auditor is required to seek audit evidence as to the validity and reasonableness: .-
p 5-q- ﬂ?—

/Imphcatrans for the Assessment of Risks of Material Misstatement

If management’s request to not confirm is unreasonable, this may indicate afmud—\f-

riikf factor that requires evaluation in accordance with $A 240-

é’(bcmabivs Audit Procedures

Examples of alternative audit procedures the auditor may perform include:

E

o | For accounts receivable balances — examining specific subsequent cash receipts: T

¢ | For accounts payable balances - examining subsequent cash disbursements: _:‘-:f'

2 // Negative Confirmations 4‘%:

, < Negative confirmations provide less persuasive audit evidence than positive ’I
t;; conFrmat:qns = t
Q Accordingly, the auditor shall not use negative 60;7}!;;;;: ;;u:;tgpar;!:;s :H of' the L.
following are present: L

] ( :?__ The auditor has assessed the risk of matena! misstatement as low- g L
_____{b) The POPW‘{tj{G Of_ffffj_st@it_fe n_e:eﬁtrv.o‘e con(‘rmatran procedures comprises a !n ge L
______ ””mﬁt"r_ _OF small, homogeneous, account bé_,;a;&es tra;;:;;;r;}?:or cond:t:rons_- L
(c) | A very low exception rate is expected; and - i

(_d) ’{'ﬁe auditor is not aware c_h_‘:-cﬂ:rcumstances or cond;t:ons o L

CA AMIT TATED AT ACADEMY - MUMBALI
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pre—"" e e e ettt _ e T —————c w3

,;; Evaluating the Evidence Obbamcd ——
: i The auditor may categorise such results as follows: _ B
‘-.-_-..'—_ - — —_—
(a)| Rl isiaion by the appropriate confirming party indicating agreement- |
(b) A response deemed unreliable;
.-x"""-“—-_—_
(‘.) A non-respofnse; or

— ( -;) A response mdrcatmg an_exception-

_,—- ——

6 | INITIAL AUDIT ENGAGEMENTS ~ OPENING BALANCES (SA 510)
61 | Scope of this SA

Opening balances when conducting an initial audit engagement:-

o

6:2 | Definitions

1- | Initial audit engagement refers to an engagement in which either:

(f)l The financial statements for the pnor penod were not audited; or

(ii)| The financial statements for the prior period were audited by a predecessor auditor:

2: | Opening balances means those account balances that exist at the beginning of the period-

3: | Predecessor auditor - The auditor from a different audit firm, who audited the

financial statements of an entity in the prior period and who has been replaced by

the current auditor-

63 | Objective of Auditor with respect to Opening Balances-

(a)| Opening balances contain misstatements that materially affect the current

period's financial statements; and

(b) Appropriate accounting policies reflected in the opening balances have been consistently

applied in the current period’s financial statements:

— —

/S ADOD

541 Obtaining sufficient appropriate Audit evidence about opening balances by the Auditor

The auditor shall obtain sufficient appropriate audit evidence

:’Gj Derermsmng whether the prior penods .,Iasmg bafances i‘qav.e been correctr‘y broug;'qt

'JFaw to the current period o
Determmmg whether the apemng balances reﬂect the‘ ap_phcafj?f_ _oF approprrate

( i

-_._f_cfaul‘?tmg pohc;es, and _ e

CA AMIT TATED

Scanned with ACE Scanner



: . T

(¢) | Performing one or more of the following:
. ) =
(i) Where the prior year financial statements were audited, perusing the copies of ), |
: —
audited financial statements; ?
(ii) | Evaluating whether audit procedures performed in the current period provide eviden |
relevant to the opening balances; !
(iii) | Performing specific audit procedures to obtain evidence regarding the opening balances:

E

If the auditor concludes that such misstatements exist in the current period’s financial |

-

i
r

statements, the auditor shall communicate the misstatements with the appropriate |

—

level of management and those charged with governance:

—

Scanned with ACE Scanner



e

However, entities that are under common control by a state (i-e, a national, regiony
1 less they engage in signif
or local .9ovemmenb) are not considered related un Yy engag 9 m\
/bransacb:ans or share resources: S—
/// T
R }é/ Meaning of control and significant influence in reference to related party .
%) Power to govern the financial and operating policies- R —— |
__(;)- ;:;;?cant :'-n.ﬂu.:encg* is the power to participate in the _f?f:ﬁ{i_c_ig{ and operating po!fcy;
The existence of th;z following relationships may indicate the presence of conbro_!_.,?-L
significant influence: S
(i) | Direct or indirect equity holdings or other financial interests- .
(ii) | The entity’s holdings of direct or indirect equity or other financial :‘nteresf:s-___ﬁ
(iii) | Being part of those charged with governance or key management I
' (iv)|-Being a close family member of any person referred to in subparagraph (iii)- |
(v) | Having a significant business relationship with any person referred to in subparagraph (i) b |
74 | Meaning of Related Parties with Dominant Influence
Ability to exert control or significant influence, may be in a position to exert
dominant influence- ]
— o S
7'5 | Meaning of Special-Purpose Entities as Related Parties

Entity may in substance control

Wi

7
/dature of Related Party Relationships and Transactions

Many related party transactions are in the normal course of business-

However, the nature of related party relationships and transactions may, in some _

circumstances, give rise to higher risks of material misstatement-

(A)
(B

I

o

For example

Related parties may operate through an extensive and complex range of relationships

(©)

Information systems may be ineffective:

Related party transactions may not be conducted under n market terms

ormal

= =
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8- | ANALYTICAL PROCEDURES (5A 520)

8-1 | Meaning of Analytical Procedures

“———“_‘\\
means eva!uqtfons of rﬂﬂnﬂ'al Fﬂrﬂfmatu?ﬂ Cﬁraugh aﬂﬂgyﬂs o
- G

e e S e _\‘\
plausible relationships among both financial and non-financial data:

“Analytical procedures”

Examples of Analytical Procedures having considaration of comparisons of the entity:;

' financial information are:

—LE
o | Comparable information for prior periods-

OO 8.0 st Bl bt J
¢ | Anticipated results of the entity: L —
imilar 1. 7 tion:
¢ | Similar industry informati o
¢ | Among elements of financial information that would be expected to conform to 4
T
predictable pattern-
T
¢ | Between financial information and relevant non- ﬁnansml information-
e e e etV s —3
| |
} _— = e |
8-2 | Scope of SA 520 B -
R A —
The objectives of the auditor are: .F-

(a)| To obtain relevant and reliable audit evidence:

(b)| To design and perform analytical procedures near the end of the audit that assist

the auditor when forming an overall conclusion:

s

—_— — S s Y = SO =S A SO . |

83 | Purpose and timing of Analytical Procedures
&8-3A | Purpose of Analytical Procedures u

Analytical procedures use comparisons an_d relationships to assess whether account |

balances or other data eppear reasonable:

k&yé Tmmg aF ﬁnalybf'cal Progj_i‘u_rcs .

i S S -
J FPlanning Phase

b

£
-~

'
. |
/ Testing Phase Lf
- | L
b

k

b

l

k

™

Compfe tion FPhase

-y TH—
{
1

8'3- € Analytical Procedures in Planning the Audit

In identifying areas of potential risk

—————
CA AMIT TATED
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8.

- | The auditor may inquire of mana

[ O

Substantive Analytical Procedures

gement as to the availability and reliability of

information needed to apply substantive analytical procedures:

actors to be considered for Substantive Audit Procedures

1) |
E
A

(iii)

ﬁvw!abfhby of Dai;a

Drsaggregaf:mn

Account Type

(i)

Source

(v)

Predictability

W

Nature of Assertion

e

W

Inherent Risk or “What Can Go Wrong”

pard/ 4

)
! 96;/7' echniques available as Substantive Analytical Procedures

"’ff) Trend analysis — Trend analysis is a commonly used technique- It is the comparison of
| current data with the prior period balance or with a trend in two or more prior
i period balances-

Il (ii) | Ratio analysis — Ratio analysis is useful for analysing asset and liability accounts as
| well as revenue and expense accounts:
___( iii) | Reasonableness tests - This analytical procedure does not rely on events of prior
L____ periods, but upon non-financial data for the audit period-
____@ Structural modelling - A modelling tool constructs a statistical model-
87 ' Analytical Procedures used as Substantive Tests

(i r’)

| When designing and performing substantive ana!ytrcaf procedures

Determine the suitability of particular substantive analytical procedures-

(u)
(m)
(.rv_)[

e

8’8

Evafuabe the. rehabrhty of data

Develop an expecbat.'on of recorded amounts or ratios

Determine the amount of any difference

Su:taba'hf:y oF particular analytfca! proce-dures Far 9"’3" "556”7’0”5
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e specific items or matters tested-

{a) Wﬂw -:'dent:'('ying characteristics of th
(b) | Who performed the audit work and the date such work was completed;

(c) | Who reviewed the audit work performed and the date and extent of such review-

o | The auditor shall document discussions of significant matters with management

¢ !F {:hc aud:f:or rdcni:sf' cd mformat:ron that is mcans:stznt w:th thc aud;bors final

i -]

lconciusson rcgardmg a s:gmf‘canb matter

SEST * _"“*wp
/ﬁ ﬂ
v/ )'fe form, content and extent of audit documentation depend on factors such as: |
T- | The size and complexity of the entity- |
2 | The nature of the audit procedures to be performed-
3 | The identified risks of material misstatement-
e 4. | The significance of the audit evidence obtamed ;
2 - S S - et c———— e —————— - e — ————— o —————— _,___*
? 5- | The nature and extent of exceptions m'cntrf‘ ed- |
o T
6: | The need to document a conclusion- {
7- | The audit methodology and tools used-
- / 1
{i r, ﬁmp!u of Audit Documentation _L
«~| Audit Documentation Include:
Audit programmes
If-_-_ N Y
L Analyses
o~ B
Issues memoranda
R
Summaries of significant matters 1
Letters of cam“ rmation and rc.presenbablon ! | |
Checklists
— — S S e AN
Correspondence
- s
el el o o 4
7-7 T“mely Preparation of Audit Docunenbation. e
| The audn‘:or slmh’ prepare aud:t documentat:an on a f::mely bas:s {
1-8 | Audit File
|
. ]
]i 1
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.
Audit file may be defined 46 one or more fo

or electronic_for. % records that comprise the audit documentation

for a specific engagement.-

lders or other storage media, in physical

¥z
— N
19 /%mbly of the Final Audit Fif.
> _—.__'_‘—'——-——_________

‘_/0/_&_56?5 7 "Quality Control for Firms ‘that perform Audits and Review of Historical Financial

Information, and other Assurapce and related services”

¢ | Changes may, however, be made to the audit documentation during the final assembly

process, if they are administrative in nature-

Examples of such changes include:

* Deleting or discarding superseded documentation-

"

* Sorting, collating and cross-referencing working papers-

- Signing off on completion checklists

I'10 | Documentation of Significant Matters and Related Significant Professional Judgements

Judging the significance of a matter requires an objective analysis of the facts and

circumstances-

Matters that give rise to significant risks-

Results of audit procedures indicating (a) that the financial statements could be

materially misstated, (b) a need to revise the auditor’s previous assessment-

TTTTT

Circumstances that cause the auditor significant difficulty

* | Findings that could result in a modification to the audit opinion

L %kmn Memorandum or Audit Documentation Summary —

¥ | the significant matters identified during the audit and

|

how they were addressed-
Such a summary may facilitate effective and efficient review and inspection of the

T

~___audit documentation, particularly for '!f_’_m_e,f_nd debisd bl L8

L ”2 Owner.‘?h;]p of Audit Dacu"’_f’"t_"_#{a{’_ e et s e e pn et } T
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CHAPTER - 7
S COMPLETION AND REVIEW

E

—

7- | SUBSEQUENT EVENTS —
1-71 | Subsequent events —

Events occurring bebWe.en the date aF the F nancm! sbatemenbs and f:he dat;e af‘ Hu

B

| auditor’s report

——

B- ! Facts which become known to the auditor after the date of the auditor’s report buy j

B

i before the date the financial statements are issued

e —
C- | Facts which become known to the auditor after the financial statements have bee
issued
T
| ———l
! 7-2 Ob)scf;:ves of auditor in accordance with 5A 560

(a) Obtain sufficient appropriate audit evidence

(b) | Respond appropriately to facts

%
\ ?)?C/Hudit procedures relating to events occurring between the date of the financiad

L e
statements and the date of the auditor’s report

(a) | Obtaining an understanding of any procedures management has established
(b) | Inquiring of management —"
—_—
(¢) | Reading minutes if
_ -
(d) | Reading the entity’s latest subsequent interim financial statements
R
L
The auditor shall request management to provide a written representation-
|
=
—_— ___,_,_.—-*”'JA
7 /Fac

. ts which become known to the auditor after the dase of the auditor's report 5U% but
_"'—/ bcforc the date the Fnanaal sbabements are fssued

(a) Discuss the matter with management T

(b) | Determinc “_’heihf’ the financial statements need amendmenc ana‘ if so y

(c) | ,‘nqmre how management intends to addrcss the matter

If management amends the financial statements, the auditor shall:

CA AMIT TATED
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24 | Objectives of auditor :n accordance with 5A 570

. (a) To obtain sufficient appropriate audit evidence
(b)) To conclude based on the audit evidence obtained
P 12

(¢) | To report in accordance with this 5A

2:5 | Risk assessment procedures and related activities
1 e —— I

(a) | If such an assessment has been performed, the aud!tar shall discuss the assessment

with management-

’F_(b) If such an assessment has not yet been performed, the auditor shall discuss with
E’._.__ management the basis for the intended use of the going concern:
,Ef/ ampples ao'f:;? nts or conditions that may cast significant doubt on the entity’s
g &A:kby to continue as a going concern -
[ Financial events or conditions
E ¢ | Net liability or net current liability position
E ¢ | Fixed-term borrowings approaching maturity without realistic prospects
t ¢ | Indications of withdrawal of financial support by creditors
'i ¢ | Negative operating cash flows
¢ | Adverse key financial ratios

Substantial operating losses

Arrears or discontinuance of dividends

s
. *
f
E\* Inability to pay creditors on due dates
I

L. Inability to comply with the terms of loan agreements

¢ | Change from credit to cash-on-delivery transactions with suppliers

Lo | Inability to obtain financing for essential new product development

Operating events or conditions

¥ | Management intentions to i;qwdate the entity or ‘to cease operations

Loss of key management without replacement

[:
* | e

2 | Loss of a major market

E’“““—’ ' Labour diffi cu!ties

:,"““~-:A 5‘?01“‘56965 oF :mpartant supphes o B B
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Emergence of a highly successful competitor x

*

Other events or conditions \r
¢ | Non-compliance with capital or other statutory or regulatory requirements\\.
4 | Pending legal or regulatory proceedings __h\b‘\r
¢ | Changes in law or regulation or government policy Y
¢ | Uninsured or underinsured catastrophes when they occur ﬁ

-
A
)’
F

4 .
. /2/9/ Evaluating management’s assessment

L

It is not the auditor's responsibility to rectify the lack of analysis by management- |

If management’s assessment of the entity’s ability to continue as a going conce_rr i
covers less than twelve months from the date of the financial statements, the__ﬁ

auditor shall request management to extend jts assessment period to at |least
| twelve months from that date- ) |
17 ‘
\L.é/ Additional audit procedures when events or conditionsare identified i
(a) | Requesting management to make its assessment- 1
(b) | Evaluating management’s plans for future actions T
(¢) | Where the entity has prepared a cash flow forecast, and analysis 1
(i) | Evaluating the reliability of the underlying data 1
(ii) | Determining whether there is adequate support for the assumptfons-mw.——-_—_-ﬂh
(d) | Considering whether any additional facts or information- 1
' () | Requesting written representations from management |
]
2-8 ﬁud;tar s conclus:ons —
— 1
ﬁpproprmte disclosure of the nature and implications of i:hc uncerta;nty is naffﬁ/\
2.9 ﬁdequacy of d:sc!osures when cvmbs or condctnons hav: bcen Identiﬁgd and a maﬁan:‘ﬂ k

uncertamby exists

) (a) j ﬁdequat_:gfyjrsdose thf" prmc:pal events or cond:b;ans _ :
(b) Disclose clearly that there t;_;_;;t:;:;? Jr;;;;;;t;_ﬁwm Ve !

2- 70 Adequacy of d'f’sclasures when ewnbs or cond:t:wns hau been :dentn‘“ ed but no mabcnaf

N

l
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| uncertainty exists

E—1 2 N
| The ouditor shall evaluate whether, in view of the requirements of the applicable

financial reporting framework, the financial statements provide adequate disclosures

!' chout these events or conditions
-"'""___-,__
L d’b DD L pl

-"'"-.-_—.T_
472/’ fmpliations for_the auditor's report _ sl
If use- of Going concern basis of accountmg is mappropnatc 5 i:hc auditor shall

AL
| express an adverse opinion-
|- e F

() | If use of going concern basis of accounting is appropriate but a material uncertainty

——

_! exists

e

(A) l Adequate Disclosure of a Material Uncertainty is made in the Financial Statements

| The auditor shall express an unmodified opimion the auditor's report shall include a

: s&pamtz section under the heading “VHoterizl Uncertainty Relsted to Going Comeern”

{ ta:—
(8) | Adequate Disclosure of a Material Uncertainty is Not Made in the Financial
| Statements

The auditor shall:
(a) | Express a qualified opinion or adverse opinion,
__(8) | In the Basis for Qualified (Adverse) Opinion

() f Management unwilling to make or extend its assessment

| A qualified opinion or a disclaimer of opinion
E | . 5 ApyY N0 ToN0 UDES
g;i}lz_@ggm MISSTATEMENTS IDENTIFIED DURING THE AUDIT
7 < 5A 45b Bvaluat:wn of Misstatements Ildentified during the Audit

h‘___Tﬁfudibars responsibility to evaluate the effect of identified mméatemmts on the
m_,___‘_j_iu_drt and af" um:c:rrcctea' misstatements-

32! Objectives of auditor in accordance with SA 450

_ (9 The effcct o(' .ra‘cntpfed misstatements on the a;ad:t and

9 (b) Tke eﬁ'ezt af‘ uncarracbed m:sstatements

i 33 ﬁccumu]qt,on of misstatements fdant;f'ed durmg the audrt

s Com;dcrat:on of identified misstatements as the audit pmgresses

—
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4.7 | Description of management’s responsibilities in the written representations

1

%/"O#hcr Written representations
T/ They may include representations about the following:-
o | Whether the selection and application of accounting policies are appropnatT\

i,

¢ | Whether matters such as the following, where relevant under the app!;cabm\

reporting framework, have been recognized, measured, prese_nbed or disclosed

» | Plans or intentions that may affect the carrying value of assets

= | Liabilities, both actual and contingent;

= | Title to, or control over, assets

» | Aspects of laws, requlations and contractual agreements

T
]
Ty
SR L

—d

4-9 | Additional Written representations about information provided to the auditor

— ]

/
w/ Written representations about specific assertions
7

—

—y

When obtaining evidence about, or evaluating, judgments and intentions, the auditor

may consider one or more of the following:

¢ | The entity’s past history in carrying out its stated intentions-
¢ | The entity’s reasons for choosing a particular course of action-
¢ | The entity’s ability to pursue a specific course of action-
¢ | The existence or lack of any other information
/
= / . .
\:{ i Date of and Period (s) covered by Written Representations L
<~ | Shatt b ot |
all be as near a—r_s*;_;*ractfcab!e to, bm!' 7ot after, the date of the audrtor s re,i?c“"t j|
on the financial statements: - -
I
/// ______,_,:n
(ijé//f-'orm of Written reprasenbatians

The written representatmns shaﬁ be in tﬁre Fo

rm o.Fa reprasentat:on ;"ettes add:ebt’d |

to bhe audftor 2 L

oubt as to the reliability of written reprcse}?tations o |

CA AMIT TATED
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Requested Written representations N

ot provided
/F;;‘ Discuss _the mc_v_iiger with mang

— P A gement;

(b) | Re~evaluate the inte e

grity of Management
(c) | Take appmm\
ke

- R

(a) | The auditor concludes that there

IS sufficient . doubt about the integrity of
management-

responsibilities-
.
L5 | SIGNIFICANCE OF COMMUNICATION WITHTHOSE CHARGED WITH GOVERNANCE
L | An effective two-way communication is important in assisting:-
a

L_(9) | Constructive working  relationship

(%) | Information relevant to the audit:

Fulfilling their responsibility

‘“msj__ﬁ Who are “Those charged with governance”?

The erson(’s) or organization(s) (e'g:, a corporate trustee) with responsibility for
L el 9

I o I ic direction of the entity and obligations relate ) e
| Overseeing the strategic dire
] | dccountability of the entity-

‘“3 SCOPG O_F -gﬁ 260- Camm-unicatian with 7?1_(?53 Charged with Governance

; d with governance-
| Auditor’s responsibility to communicate with those charged with goves

O_E’fectim of auditor in accordance with 5A 260

oS
=S
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——

(a) | To communicate clearly with those charged with governance

(b) | To obtain from those charged with governance information relevant to the audjt,
- - . x-\

(¢c) | To provide those charged with governance with timely observations
—

(d) | To promote effective two-way communication:

5-4| Determining appropriate persons with whom to communicate

o) % - ]

/Mabbsrs to be communicated by auditor

/|
\_(6 The auditor’s responsibilities in relation to the financial statement audit
¢ | The auditor is responsible for forming and expressing an opinion

i ¢ | The audit of the financial statements does not relieve management
: (b) | Planned scope and timing of the audit
(c) | Significant findings from the audit

(a)| The auditor’s views about significant qualitative aspects of the entity’s accounting

practices including accounting policies, accounting estimates-

(b)| Significant difficulties, if any, encountered during the audit;

(¢)| Unless all of those charged with governance are involved in managing the entity:-

(i) | Significant matters

(i1) | Written representations the auditor is requesting

| (d) | Circumstances that affect the form and content of the auditor’s report

1
F (e) | Any other significant matters
I
. i e
5:6 | Communication of auditor's independence in case of listed entities

:. In the case of listed entities -
A

(a) | A statement that the engagement team and others in the firm as appropriate have

complied with relevant ethical requirements regarding in derandenie

e

(k)

(i)  All relationships and ather matters bebwe.en the firm, nef:u_fo;—k ._Frms and

: the entfty {;hat
[ in the auditor’s proFess:ona! Jjudgment, may reasonably be thought o har o e dence
P_____-_._.."__

(’N) The related safequards

5 -7 | The Communication pracess
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T
|

/‘
g .

59

r-
-

6 v
F— | necessary?
1

auditor shall communi, 1
jﬁ-—-— unicate with these charged with governance on a timely basis-

| Adequacy of the communication process

| If it has not, the auditor shajl evaluate the effect-

e

Document tation

WHY COMMUNICATION OF SIGNIFICANT DEFICIENCIES IN INTERNAL CONTROL i5

Scope of 5A 265- Communicating Deficiencies in_Internal Control to Those Charged
with Governance and Management

Auditor’s responsibility to communicate appropriately

Objective of auditor in accordance with 54 265

Deficiencies in _internal control that the auditor has identified during the audit-

,AB0P

6-3//4ﬂ¢amng of “Deficiency in internal control” and “significant deficiency in internal control”

K‘V@/ Deficiency in internal control - This exists when: -

1

L]
ot
4

L]

| The subjectivity and complexity of determining estimated amounts:

() | A control is designed, implemented or operated in such a way that it is unable to
prevent, or detect and correct, misstatements
_(i) | A control necessary to prevent, or detect and correct, misstatement in the financial
statements on a timely basis is missing-
(b) | Significant deficiency in internal control = Is of sufficient importance to merit the
‘ | atention of those charged with governance: S e
: | Examples of matters that the auditor may consider in dstcrmmmg w}ubhcr a daﬁaency -
Jmﬂ._.___‘ | or combination of deficiencies in internal control constitutes a significant deficiency

| The likelihood of the deficiencies leading to material misstatements
‘ T’?ﬂ__.fusceptfb;’h'by to loss or qud of the re!at:ea‘ asset or hability:

The £ inancial statement amounts exposed to the deficiencies:

The volume of activity that has occurred or could in the account balance-

s e E T
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L1 CHAPTER - g
- * B AUDIT REPORT —

L1 ,wmopw: TIoN

! ;,, pu:‘!\ﬂw of an dudrt i€ to Cﬂhdmm- tha

cof

d""“ of confidence of intended ugar
L t},{' finarnc ial ‘tﬂtl‘mf'}{\‘ B -

5 aRMWG HN OP!NION AND

- T REPDRWNG ON FINANCIAL STATEMENTS
(50700 (Revied) “Formin 4, i nd 5,

por‘tmg on .f' mmc:af Stataments
s 05,.;&». of the Auditor -

i gt e

m 05}“3“"-{ of the ﬂudrtor as P‘r Sﬁ ?’00 (RIV?SCJ) lﬂ - D
i,r e e

s 7o form an op:mc-n

on the Fnancm} statcmentc e

% | 10 saprese ety that opinion through a written report

: "2#*?'0 Form Opmmn ﬁud:tor 60 Obtom Rusombh Hssunnca DN
—pt -

| That conclusion shall tag, into cccou.nt o B R —

\-‘J M"th" sufficient appropriate audat evidence has been obtained: a

b} a’hctker uncorrected m:‘sstatements are materia

T?vc eua!uatmns

2;3 : Posluations by the Auditor _ N )

| The auditor shall evaluate whether the financial statements are prepared in accordance

B | :wth the requirements of the applicable financial reporting Framewark

in e\a;‘uatwn sbm’i mdud'e mncfderahoﬂ oF the quahtatwe aspects-

= v — et i

Quabtat:w Aspects of the Entity’s Rccountmg Practices

m:nagcment makes a number of judgements:

SR 26,_} (’Rew'sed} -.-.,-;s-,,.,:, a disc ussion of ea‘m ‘.,uantat;-.fe aspects:
.

b Indicators of a lack of neutrahty mc:‘ua‘e the Faﬂowang

—— S S—

The selective correction ,-f m,ggmumenct brought to managemanb s attentron .

. Fossible management bias in the making _of accounting estimates:

e e e e e

- - ACADEMY - MUMBAL
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4. | 5A 540 addresses possible management bias in making accounting esf:me
2L
2/{ @pCc:F ¢ Evaluations by the Auditor :
‘-64 The financial statements adequately disclose the significant accounting policies
; T e
(b) | The accounting policies selected and applied are consistent
/ e
(¢) | The accounting estimates made by management are reasonable; o
(d) | The information presented in the financial statements is relevant, reliable, comp arabl 3
and understandable;
. __-_-‘_-‘-\
(e) | The financial statements provide adequate disclosures
D
(f) | The terminology used in the financial statements
sy
T
L Evaluation by the auditor as to whether the financial statements achieve fj
i ‘ == —
= presentation which shall include consideration of:
(a) | The overall presentation, structure and content of the financial statements; and
(b) | Whether the financial statements, including the related notes, represent the
underlying transactions and events in a manner that achieves fair presentation:
2-S | Definitions
(a) | General purpose financial statements
(b) | General purpose framework - common financial information needs of a wide range of
i users-
(¢) | Unmodified opinion
]
7 ' ' —
. 3// FORM OF OPINION »
Unmodified Opinion
I
Modified Opinion: If the auditor:

__(a) The._Ff_a_”f;ﬂiti#'g_me"ts 9 4 Whafe are not Free From matena! mrssbatement or

(b) is unable to obtain such;enf; appropriate audit ewdence

[ el
4- HUDITOR’S REPORT

| The auditor’s report shall be in wntmg ' Al ' ' E

e I

CA AMIT TATED
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f
ﬁ};;u

— E———

3 ﬂ.“btof" Opinion

Trhe Opinion section of the dadui:ar § report shall also:

s

e e
e,

e et

T, ldentify the entity whose fi mmcm! statements have been aydrtcd

. qu ;hac Hsr. f‘nancmf sr;aeernents hava bcen aud,g,d

’“”t_‘ﬁ _Eo‘m htfﬁ 0“' eazh Stdtement comprising the F nancial statcmmi;vsﬂ S T

Ty Refer to the notes, including the summa

DY s ry of significant accounting policies; and
. pf:rfy the date of, or period covered by, each financial statement comprising the

unmoo‘rﬁtd Opinion.

~ f’ r.en:ra.* statements-

ﬂm pbmses pnmt Fmrly. n aﬂ mct«nd ruputs af:d gm a tmc and fair view"

ere regardgd as bcmg equ:va!en& e o

- e ———

e:.’hm the auditor expresses an unmod:fco’ opmran, ik is not approprmte ta use phrases

wuch as “with the foregoing explanation™ or “subject to” in relstion to the opinion,

&

95 these suggest a conditional opinion or a weakening or madf&atrm of epinion-
|8cm for Opinion

.-tate: tbat l:ha aud'rt was zanduztcd in ae:ordamc mt:ﬁ .‘asandards on ﬁudmtmg,

:._' Reﬁrs ta tha n;tmn bhdt dascnb&s tha auditar $ rupam:ée!:tms

———

& _!nrfua‘es a statem:nc chac the nudttpr if sm.fepmdme c!f the mt:tg

T e

| | T&z audft ewdenm the aud:tor has pbbmned is sufficient Mﬂf appwpnacr_

S i TR— P ——

Gomg Conum

£.
15 Key Budie m:e:ur:

R“Fﬁﬂﬂbﬂlt!l! far th- Finmﬂci 5&:§¢mmu

. KA repering gh, i’namml stqtgmsnt! and far fmh mtema! cammf as m.maqamarc

“ﬂermmea IS necessary:

f.- €5 ” 2%
Crlifg the enitity’s ability to continue a5 & Foulg Co0L2F5

q¢
ﬁud't'” § Responsibilities f'ar thﬂ Audit Of the Financial St‘”mmﬁ'

hu ‘f{t;on ar th‘ ‘ud'tar § f‘Part S}lﬂ” gt‘t‘
That the

. B
i

objectives of the auditor are to:

AT ALUALE MY AU MBAL
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]

__——.'——_—_——_—.—_-—_ - .
Objective of the Auditor- To Exprngtdy Modified Opiniop

)]

s
Types of Modified Opinions: t

e —

]

t../I_ A qualifid opinion 2. An adverse opinion 3 A disclaim% ]
6-3-1-| Qualified Opinion =~ S—— \P
: A o e
The auditor shall express a qualified opinion when: \\L
(a) | Concludes that misstatements, individually or in the aggregate, are material, byt not b
pervasive or i
(b) | The auditor is unable to obtain sufficient appropriate audit evidence auditor conclyg, H
detected misstatement,
that the possible effects on the financial statements of undetected misstatement; |

—_

-1

yif any, could be material but not pervasive-

—_

~

’Adverse Opinion

\6321
7

Obtained sufficient appropriate audit evidence, concludes that misstatements, individualy [

| or in the aggregate, are both material and pervasive to the financial statements: _:i
\&73,21 | Definition of Pervasive
b/ﬂi) Are not confined to specific elements, accounts or items of the financial statements 1
V}/ﬁf) If so confined, represent or could represent a substantial proportion 1
ik (iii) | In relation to disclosures, are fundamental to users’ understanding . |
6}3/-/?4' Disclaimer of Opinion: The auditor is unable to obtain sufficient appropriate iu_d_f'f__ih_
?7 evidence on which to base the opinion, and the auditor concludes that the possible

|

effects on the financial statements of undetected misstatements, if any, couﬂ;

T

both material and pervasive:

4
~ s ——

tG% ,cﬂ/hich type of opinion is appropriate? R 1
The nature of the matter giving rise to the modification ___,/L

(b) | The auditor's judgement about the pervasiveness of the effects or possible effects L
5 | Comsequence of an Inabiity o Obtain Suffcient Appropriate Audic Evidance Dis k.
i a Management- Imposed Limitation ::;ber ;he g‘(-,t;';r;;!};;;ccgptgd the Engagar_ﬂ_'»”* N
1) | the auditor shall request that management remove the misation -
L B Ea e e L
e e - B R,

s

CA AMIT TATED
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¢ | Amend the heading “Basis for Opinion™ required by 5A 700 (Revised) to 'm

Qualified Opinion,” “Basis for Adverse Opinion,” or “Basis for Disclaimer of Om

as appropriate; and TR

Within this section, include a description of the matter giving rise to the madfﬁcm

j{‘ there is a material misstatement of the financial statements that relates to m

[ ]
s —
S, amounts in the financial statements a descnpt;on and quantification of the financig|

S e

effects:

—

. e
}//;IF it is not practicable to quantify the financial effects, the auditor shall so state iy

3

this section-

/IF there is a material misstatement of the financial statements that relates to

narrative disclosures, explanation of how the disclosures are misstated- L

| |/ there is a material misstatement of the financial statements non*d;‘sclosure?
’:.l///;nfarmatfon required to be disclosed, the auditor shall: T
'(a) Discuss the non-disclosure —
(&) | Describe in the Basis for Opinion 1

—

Unless prohibited by law or regulation, include the omitted disclosures-

AF the modification results from an inability to obtain sufficient appropriate audit

that inability-

hen the auditor disclaims an opinion on the financial statements, the auditor’s 4&

L~

(<)
-
/ evidence, the auditor shall include in the Basis for Opinion section the reasons for
®
\4 report shall not include the following elements required by $A 700 (Revised)-

B
-~

(4)| A reference to the section of the auditor’s report where the auditor’s responsibilities:

il

(b)| A statement about whether the audit evidence obtained is sufficient and appropriate-

68 | Description of Auditor's Responsibilities for the é:d:g of the Financial Statements T
When the Auditor Disclaims an Opinion on the Financial Statements

__( a,_) __ﬁ sbateme{:t thab_ t_hi aud:ba:: s ff‘_sif’?_sf’fty is bo conduct an aud:b oF the ent;t;_s’i {
- financial statements in accordance with Standara's on Hud’;bmg i e e J
(b) o stetumEst however , because of the mabber‘( S)W_descnb_e?_:; the _E‘aﬂs__‘%;&
| Disclaimer of Opinion section, the audito was ot abl to obtain sufcie appropriate_||
(C) | The Sbatemenb af?f_ fifﬂ:f_fjf?f‘_f_f_?ffependenu cmd Othe" e hrca!—r‘;;,;?an_sfbfht;es o A
i e 1

] A
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Zonside Wh
Considerations en the Auditor Disclaims an Opinion on the Financial Statements

69
The " The auditor’s report shall not include a Key Audit Matters section-
610 " Communication with Those Charged with Governance
7. | EMPHASIS OF MATTER PARAGRAPHS AND OTHER MATTER PARAGRAPHS IN
| THE INDEPENDENT AUDITOR'S REPORT | N
7.1 | Objective of the Auditor as per SA 706 o
As per SA 706 (Revised) on “Emphasis of Matter Paragraphs and Other Matter
Paragraphs In The Independent Auditor’s Report”-
(a) | 1t is fundamental to users’ understanding
(b) | Is relevant to users’ understanding

r
7@/;£/mphasis of Matter Paragraphs in the Auditor's Report

l

{

.-—--._

1A s:gmf' cant subsaquenb ev.enb

V| The auditor shall include an Emphasis of Matter paragraph in the auditor’s report
provided:
(4) | The auditor would not be required to modify the opinion in accordance with SA 705-
(b) | When SA 701 applies, the matter has not been determined to be a key audit matter-
7 /"g'spambe section for Emphasis of Matter paragraph
."%) Include the paragraph within a separate section-
} (b) | Include in the paragraph a clear reference to the matter being emphasized-
(¢) | Indicate that the auditor’s opinion is not modified in respect of the matter emphasized-

| a . H
| Some examples of circumstances where the auditor may consider it necessary to

include an Emphasis of Matter paragraph-

An uncertainty relating to the future outcome

Ean’y appf.rcat.*on

| A major catastrophe

'q” E"”Phas;s oF Matter paragraph is nob a subsb;tute for:

—— e o

—
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(a) | A modified opinion in accordance with 5A 705

(b) | Disclosures in the financial statements

(¢c) | Reporting in accordance with A 570

T gy

Z S
7-4 ﬁ//ué' Matter Paragraphs in the Auditor’s Report

& he auditor shall include an Other Matter paragraph in the auditor’s report, provided.
ot s —

(a) | This is not prohibited by law or regulation; and

(b) | When 58 701 applies, the matter has not been determined to be a key audit matter.
e

g
7-4-1 | Separate section for Other Matter paragraph

. M i
A separate section with the heading “Other Matter,” or other appropriate heading-
T T—

7:5 | Communication with Those Charged with Governance

E|

8- COMMUNICATING KEY AUDIT MATTERS IN THE INDEPENDENT AUDITOR'S |
REPORT (5A 701) i
8-1 | Purpose of Communicating Key Audit Matters

Communicating key audit matters is to enhance the communicative value of the

auditor’s report by providing greater transparency-

&2 | Objectives of the Auditor regarding Key Audit Matters ,

Determine key audit matters and, having formed an opinion on the financial

statements- ‘ —

_

7 Y SN N ——
8% ,fo:ermining Key Audit Matters
e R
J The auditor shall take into account the following:
-
_ : _ ﬁrfa_s_af_' h{gher assessed risk of‘ matenal m:ssbatement or significant nsks
. Significant audrtar }udgemenbs rciabmg bo areas in the fi nanc:a! stabements T
’ The effect on the audit of significant evem‘;s or t‘:ra;;;;ons —
' e R
8‘ 4 | Communicating Ke,y ﬁud:t /H’atters o -
oo -_ _ - ~ ’_’ll_/
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(4)

85 g mmunicating Key Audit Matters- not a substitute for disclosure in the Financial

| ——

(a) ‘_a__/_eie of most significance in the audit of the financial statements-

l

The introductory language in this section of the auditor’s report shall state that:

The quditor dass nok provide a separate opinion on these matters-

5babemenbs etc

e ———— e

(a) | A substitute for d:sca’osures in the financial statements

(b) | A substitute for the auditor expressing a modified opinion

(c) | A substitute for reporting in accordance with SA 570

(d) | A separate opinion on individual matters-

86 | Communication with Those Charged with Governance

9. | STANDARD ON HUD!T?A)G - 710, “COMPARATIVE INFORMATION CORRESPONDING
_ FIGURES AND COMPARATIVE FINANCIAL STATEMENTS”
9:7 | The essential audit reporting differences between the approaches are:
3 (a) | For corresponding figures, the auditor’s opinion on the financial statements refers to =

the current period only; whereas
(b) | For comparative financial statements, the auditor’s opinion refers to each period for

which financial statements are presented-

/ s

9'2/)?@#/ Procedures regarding comparative information

“The comparative information agrees with the amounts and other disclosures presented

in the prior period; and

E 2riod, - -
I;_ (b) | The accounting policies reflected in the comparative information are consistent-
4 | If the auditor becomes aware of a possible material misstatement in the comparative
! information while perFarmmg the current penad audrt the aud;tor shah’ perr"or‘m Su.ch
k___-____' additional audit procedirues as are necessary in the circumstances:

* | As required by 5A 58‘0 the auditor shall request written representations:

ﬁud:t Reportmq regardmg Camespandmg ngur'cs
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When corresponding figures are presented, the auditor’s opinion shall not r em

corresponding figures except in the following circumstances: T

7+ | If the auditor’s report on the prior period, as previously issued, included a m\

| opinion, a disclaimer of opinion, or an adverse opinion and the matter whichm

to the modification is unresolved, the auditor shall modify the auditor’s opinion on

—

| the current period’s financial statements-

——
2+ | [f the audrtor obtains audit cwdmce that a material m;ssbatemznf: e.x;sts in the prior

| period financial statements on which an unmodified opinion has been prewouslyw

. o P
the auditor shall verify whether the misstatement has been dealt with as required

l under the applicable financial reporting framework and, if that is not the case, the

o T
| auditor shall express a qualified opinion or an adverse opinion-
T Ty
3- | Prior Period Financial Statements Not Audited-
I T —

Prior Period Financial Statements Audited by a Predecessor Auditor

| The auditor shall state in an Other Matter paragraph in the auditor’s report:

—_—

(a) | That the financial statements of the prior period were audited by the predecessor auditor

i

(b) | The type of opinion expressed by the predecessor auditor-
(¢) | The date of that report-

/ a )
9-9/’/Comparabin Financial Statements

T- | When reporting on prior period financial statements in connection with the current

—

period’s audit, if the auditor’s opinion on such prior period financial statements differs

from the opinion the auditor previously expressed, the auditor shall disclose the

! substantive reasons for the different opinion in an Other Matter paragraph-

2 Prior Period Financial Statements Audited by a Prea'eczssar Hud;tar

{  The auditor shall state in an Other Matter p paragraph

T — =

(4) | That the financial statements of the prior period were audited by a predecessor:

By

(b) | | The type of opinion expressed by the predecessor auditor

(’c) The date of that report unless the predecessor auditor's report on the p

rror per&)d’-‘
- Fl narzm/ statemmbs is rewsed w;th the F nanc:al scatements o _

——— S e —— e —— -

3 " Prior Period Financial 5¢:abements Not Hud;ted
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(iv)| Problems of co-ordination of the work:

(vi)| Uncertainty about the liability for the work done-

(v) | Areas of work of common concern being neglected: s

St *d on Auditing (5A) 299 (Revised), “Joint Audit of Financial Statemmx

is Standard deals with the specm;' considerations in carrymg oun‘: aud:t m/

— N\ A i
—~
auditors: It requires that- B
(i) | each of the joint auditors should be involved in planning the audit: I
; ; __‘_\V
(ii) | the joint auditors should jointly establish an overall audit strategy-
(iii)| joint auditors should discuss and develop a joint audit plan- In developing the joint
—
audit plan, the joint auditors should:
(a) identify division of audit areas and common audit areas; I
_— ]
(b) ascertain the reporting objectives of the engagement;
= T e e
(¢) consider and communicate among all joint auditors i
(d) consider the results of preliminary engagement activities I 4
(e) ascertain the nature, timing and extent of resources- ’
(iv)| each of the joint auditors should consider and assess the risks of material

misstatement- .F

(v) | the joint auditors should discuss and document the nature, timing, and bhe extent

of the audit procedures- i

(vi)| the joint auditors should obtain common engagement letter and common management |

representation letter- i
(vii)| the work allocation document-

- ,"_ Ecicf:_ ;fmt auditor shall be responsrble only for the work allocated to such ;omé audrtor 1
including proper execufnon of thejt:;:t pr_‘;;;f;r:;: mgr;—thsub_t}q;r hand all the ;omt ;|
auditors shall be jointly and severally responsible for: i

(f') the audit work which is not divided among the joint auditors _’%&
(ii) a‘ec:s:ons taken by all the ;amb aud:tors

e s el
(r._'f)_, mabters wh:ch are broughj_f:_o ff’fi‘iﬁcf_f{f_{f )&oin_t a“d’tf'orj g,y any ohe aF themrwﬂ\

g rv) examining that the fj, nancml statements of the enb:ty comply with the re;;u:hr:z-menbs

(v) , pre;enf;atfon and drsc!osure oF bhe F”nanc:ai statements
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()| T — wr‘ements-

—-""'"_'T-__ - s
quditors, the _sgtd Joint auditor shqay communicate the sq

auditors in writing prior to the (o

et
It may be noted that the joint auditors are

Rkt " "NAI%ors are required to issue common audit report:-
However, where the joint auditors are in disagreement with regard to the opinion or

any matters to be covered by the audit r eport, they shall express their opinion in a

separate audit report- I such circumstances, the audit report(’s)

auditor(s) shall make a refere

issued by the joint

ference to each other’s audit report(s)-

2 [DYTES OF AUDIToRs — PUUD
NBections 143 of the Companies Act, 2013

—
-

Duty of Auditor to Inquire on certain matters: It js the duty of auditor to inquire

into the following matters-

(a) |Loans and advances made by the company on the basis of security

(b) |Transactions of the company which are represented merely by book entries

(¢) |Company not being an investment company or a banking company, whether securities

have been sold at a price less than that at which they were purchased-

(4) |Loans and advances made by the company have been shown as deposits;

(¢) |Personal expenses have been charged to revenue account;

&B’ooks and documents of the co-n;paz_‘l; that any shares have been allotted for cash
Li"Duty to Sign the Audit Report: Section 145 of the Companies Act, 2013
Daty to comply with Auditing Standards: Sub-section (9) of section 143

>

__\“‘ IDu;y to audiis”repart: As per sub-section (3) of section 143, the auditor’s repeff

L [shall also state-

\_(") ;Wm: gh;;@},tand“ abbarned’a!fﬁhe information and explanations-

L () Whether, in s opinion, proper books of account as required by law have been kept-

AT ACADEMY - MUMBALI AUD - 93
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-
?)/ R/EPORT!NG UNDER COMPANIES __AUDI TOR’S __ REPORT ORDER, %

./ / [CARO, 2020]: _ —
Applicability of the Order: The CARO, 2020 is an additional reporting requirement

Order- The order applies to every company including a foreign company as deﬁn%
clause (42) of section 2 of the Companies Act, 2013- N

@ | However, the Order specifically exempts the following class OF “777r- -
(c) a{-‘ section S af‘ the Bankmg Regu!at;on

—

i) |A banking company as defined in clause

Act, 1949; e
i) |An insurance company as defined under the Insurance Act,1938;

——

ii) |A company licensed to operate under section 8 of the Companies Act;

—_—

iv) |A One Person Company

v) |A small company o B

vi) ['ﬁ private limited company, not being a subsidiary or holding company of a public

im::rmrmny, having a paid up capital and reserves and surplus not more than Rs' T crore

as on the balance sheet date and which does not have total borrowings exceeding Rs:

7 crore from any bank or financial institution at any point of time during the financial

year and which does not have a total revenue as disclosed in Scheduled Il to the

Companies Act, 2013 (including revenue from discontinuing operations) exceeding Rs

7O crore during the financial year as per the financial statements-

e

It may be noted that the Order shall not be applicable to the auditor’s report on

consolidated financial statements:

B

— ]

& |Matters to be included in the Auditor’'s Report:

_'_______,,—rﬂ
@ |Paragraph 3 of the Order requires the auditor to mc!ude a statement in the audrtor 5

report on the following matters, namely -

() |[(a) Whether the company is maintaining proper records showing full particulars: : .
(b) Whether these Property, Plant and Equipment have been physically verified-

) (c) Whether the trtfa a’eads oF ah’ the :rnmovab!e properties: ;

~ _Uiﬂff}f’ the company has Ef’f"f“_"d its Property, P lant and € Equrpment o

(c) Whether any pmr:eedmgs have been initiated or are pending against the company’
(n) (a) Whebher phys;ca! Venf’cab:on of inventory has been conducbed

|
I
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1 CHAPTER - 9 o
g —%
__+ SPECIAL FEATURES OF AUDIT OF DIFFERENT —.
ol TYPES OF ENTITIES =
?ﬁ"”fﬁERNMENT AUDIT i

AN

[ntroduction o ) ' "

Government auditing is E

the objective, systematic, professional and independent examination i

of financial, administrative and other operations ;

o‘f-;a public entity e

a)
(b)

DETECTIVES:- :

TR

Accounting for Public Funds: l

Appraisal of Government policies k

(0

Base for Corrective actions 7

Administrative accountability 7

12

Lﬁgd! Framework and Comptroller & Auditor General 7

_ - JAPPOINTMENT & REMOVAL !

The Constitution guarantees the independence of the C&AG of India by prescribing

L, g that he shall be appointed by the President of India and shall not be removed from Y

T office except on the ground of proven mis-behaviour or incapacity- He can be removed
only when each House of Parliament decides to do so by a majority of not less than
2/3rd of the members of the House present and voting: -
2l

:: ok “Fixed tenure of the office prescnbmg that he shall be paid a sa!ary wh.tch is equa! ta 1

e T T e Dg—

-.Wfous CONSTITUTIONAL PROVIS!ONS
b

“’\’lii_ - __:_:

FENURE

bhe sa(ary of the Judge of bhe Eupreme Court

réicle 149 states {;hab the C&ﬁ@ sha.’f perForm such duhes ana‘ exercise such pokers

» e
R—— ey 2
\CADEMY - MUMBALI )
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SIS Sttt A . b G

i ,q,.e,d. xsy reports of t;,; 4&;3._, (,-’n:{":fftdts sf-aH‘ be su&m::&ed ¢o .

e e e 4. e e e e e e

_‘_("’) to audit and report on all expenditure from the Consohdz_lted Fund of India-

e R S — ———e ———

}:,, s Duties of the ¢ & AG:

e - .

- ﬂrka lSO o c(su‘!{t {:f the L,n;@n c'-J pf tkc ‘;tatu shall bc *!PC n iurh fmﬁ., .

the P‘ru:dcnt may on the advice of the C&F(r

F‘u-s;dmf:/uovemor who shoil couse ti-em te be .u. id befﬂm Hause of Parhamwt/ ,.f,.

Legislature:

3, *’zomptroﬂsr and Auditor General's — Duties and Powers

(i) | Compile and submit Accounts of Union 'ﬁd 5““’ S Sy S

A u) General Provisions Relating to Au Audit

(k) | | to audit aod report ah‘ transactions of the Union ana af' the 5tatzs

(¢) t(’ audit and report on all trading, manufacturing and profit and lass accounts-

() Hud:t of Receipts and Expenditure

| 1 | Meaning of Substant;aﬂy financed : Where t:he 9ram‘; or loan to a body or autham,

in a financial year is not less than T 25 lakhs and the amount of such grant or loan

() | Audit of Grants or Loans

|

is not less than 75% of the total expenditure of that body or authority:

il

— el

e e e e e e et e . s L -

(v) | Audit of Receipts of Union or States

(vi) | Audit of Accounts of Stores and Inventory .
(vii) | Audit of Government Companies and Corporations ]

e

} Powers of C & AG N
(2) Ta inspect any office of accounts B

(b) | To require that any accounts, books, papers and other documents which deal Wlﬁ_f__"‘_f_“,!

." are otherwise relevant to the transactions- 2
R

(c) | To pué such questfons or make such obsarvab:ans

4

‘d) '.-ag (&RAG has the power to a’s pense with any part o{-' aeca,}ed aud;t of any ac o

. or class of transactions-

CAAMITTATED AT ACADEMY - MUMBAI
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udit against Rules & Orders

regulations and orders against which regularity audit is conducted mainly
fall under the following categories:

These rules,

(i) | Rules and orders regulating the powers to incur and sanction expenditure-

(;U Rules and orders dealing with the mode of presentation of claims against government:-
(iii) | Rules and orders regulatin

But,

g the cond.rtmns aF service, pay and ai!owance.s

it is the function of audit to carry out examination of the various ru/es

regulations and orders issyed by the executive authorities to see that:

(a) | they are not inconsistent with any provisions of the Constitution-

(b) | they are consistent with the essential requirements of audit-

(¢) | they do not come in conflict with the orders

- (d) r'j}“e they have not been separately approved by competent authority-
bw/ ﬁud;t of sanctions - The auditor has to ensure that each item of expenditure is

lgverea' by a sanction, either general or special, of the competent authority-

ﬁud:f: against provision of funds - That the amount of such expenditure does not

Wed the appropriation made-

; (/)/ Propriety audit - Audit against propriety seeks to ensure that expenditure conforms
(Lo these principles-

The expenditure should not be prima facie more than the occasion demands-

No authority should exercise its powers of sanctioning expenditure to pass an order

which will be directly or indirectly to its own advantage-

- (¢) | Public moneys should not be utilised for the benefit of a particular person or section

of the community unless:

k__@_ﬁ  the amount of expenditure involved is insignificant; or

o

(D) | a claim for the amount could be enforced in a Court of law; or

the expenditure is in pursuance of a recognised policy or custom; and

P——

the amount of allowances, such as traveﬂmg aﬂowances

.(.fv)

.__&Perfarmancc audtt - The scope of audit has been extended i;o cover eﬁ‘ic:’ency,

.L\!Mand effectiveness aqudit or perf’ormance audit-
I

| ST S < R - B

_5_ ﬁud:t of Receipts
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SRR S

(8) | reporting upon the strzngths cnd weak

(¢) | reporting on the adherence to legal and/or ad!?]_"?_'_‘_‘i.rff” requirements; ._

nesses of‘ systems of hrmncmr’ cancral

(d) | reporting upon whether value is being fully received on money spent; ane,

es
(e) | d:tectron and prevention of error, ﬁ“ﬂud and_misuse i Bt i A

2-.‘1‘ ' Audit Programme For Lom! Bodjes
(') t ﬂP'PO.‘NTMENT The Local Fund ﬂudft Ldmg of f‘he St‘:ate Govt:

(ii) | AUDITOR'S CONCERNS Should report on the objectives-
- (iii) | RULES & REGULATIONS:~ Conforms to the relevant provisions:
N (iv) | AUTHORISATIONS

(v) | PROVISIONING

(vi) | PERFORMANCE _

\,}"{; o ﬂUDfT OF NON GOVERNMENTHL ORGANISA‘ 770N _( NGO’S )
\”‘3 ! | Background

- | N6Os can be defined as non-profit making organisations-

2: | Religious organisations, voluntary health and welfare agencies, charitable organisations:

-ﬂ

(3) | Non-Governmental Organisations are generally incorporated as societies under the |
. S«matms Reg:stmtron Act, 1860 or as a trust undcr the India Trusb ﬂcb 78'82
| N&Os can also be incorporated as a company under section 8 of the Companies ﬁc#

2013-

3-2| Sources and Applications of Funds |

—e

(?)_ Grants and donations, fund raising programmes, aa’wrt;sements _Fees subscrtpbmnf,_ {

| gifts, sale of produce or publications, etc-
_—n-"'-ﬂ

(a) Promoter's contribution are in the nature of capital receipts-

( b) Voluntary contributions ‘made with a specffic d.-rect:on

1
(c) Revolving rura‘

— - - e —————— - - e - — —_— —_— a—— — A

(d) | Aequisition of specific fixed assets

(e) Contmbutrans fF ‘cmd

(2) 7?’5 areas of C?PPfuatmn af Funds For an NGO mcr’ude Es?:abhshment Costs, Ottice and

R
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i
P is governed by Limited Liability Partnership Act, 2008"
It defines a Small Limited Liability Partnership to denote any LLFP:

the Contribution of which, does not exceed twenty-five lakh rupees
the Turnover does not exceed forty lakh rupees

Whether LLP is required to maintain Books of Accounts:- LLP's are required to

.- mamtam books oF accounts which shall contain

| B s —— S § — - - —_—

Eti--‘ J| Parbicalars: of alt 9 ms of money received and expena’ed
2-| A record of the assets and liabilities of the LLP
| 3:| Statements of costs of goods purchased, inventories, work-in-progress
o -
. 4.| Any other particulars which the partners may decide
Audit of thﬂ Hccaants of an LLP:- Whose turnover does not exceed, in any ﬁnancml
—t e p—c————— o et
E__ year, _@ffy f?ff_h f‘ﬂPeSS, or whose contribution does not exceed bwenby [We lakh
; rupees, is not required to get its accounts audited-

Advantages / Purpose / Need of Audit
Detection of Errors 2- Disputes 3+  Reliability

4| Better Compliance and Management 5+ Reconstitution

B Returns to be maintained and filed by an LLP

¢ | Annual return in Form 11 with ROC within 60 days of closer of financial year:

¢ | Statement of Account and Solvency in Form & which shall be filed within a period of

. thirty days from the end of six months the financial year-

P _ R
Appointment of Auditor

1" | At any time for the first financial year but before the end of first financial year,

B 2' ﬁt‘ least th;rf:y days prmr to the end of each ﬁnanc:a! year-

3 TO FH tke casual vacancy in the oﬁwe of aud;f:or -

| —e—— ————— T R S S

| T ———— e

%\ To fill the casual vacancy caused by removal of aud:tor
- The partners may appomt the aud:bars if the des:gnated _partners have failed to

r— " __f'-'Ppomt thcm
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Auditor’'s Duty Regarding Audit of LLP
7- | Engagement Letter

2. Minutes Book \

3- | LLP Agreement B ]
/;/ x\
5/ AUDIT OF CHARITABLE INSTITUTION
(1) | General eereme i —
(i) | Studying the éonstitution B Bt BB “‘—-H;
i) | Verifyi the institution is being managed-
(i) erifying whether the institution i g —
ini internal check
(iii) | Examining the system of internal c ' N
(iv) | Verifying in detail the income and confirming that the amounts received-
_______“_‘-\
(v) | Examine the Trust Deed
=
[ e
(2) | Subscriptions and donations
(i) | Annual or life membership
(i) | Whether official receipts _——
(3) | Legacies = Verifying the amounts received
(4) | Grants - e
i (i) | Vouching the amount (ii) _ Obtaining a certiicate d
(5) | Investments Income o
(i) | Vouching the amounts (if) _ Checking the calculations _
(iii) Comparing the amounts of dividend
‘_ 2 SRR 0L SWIBend
(6) | Rent T m,‘
(i) | Examining the rent roll (i) Vouching the rent

(7) | Special function, etc:

(8) Income Tax Refunds | | A

= —= Sl e

CA AMIT TATED
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S - I———— —_—
(E) | Assets & Lmb:htus - S——
I+ | Report any old heavy arrears- —
2+ | Confirm that caution money- —
3- | See that the investments representing endowment funds: S
4- | Ascertain that the system ordering inspection on receipt: - W—
5. | Verify the inventories of furniture, stationery, clothing:
(F) | Compliances:- . N
& Confirm that the refund of taxes deducted from the income from investment: el
£ Finally, verify the annual statements of account:
S ey
B | BUDIT OF HOPPITAL | sk
_ The special steps involved in such an audit are stated be!ow-_____ e =
7- | Register of Patients 2- Collection of Cash
3 | Income from Investments, Rent etc: 4- Legacies and Donations
5- | Reconciliation of Subscriptions 6+ Authorisation and Sanctions
7- | Grants and TDS 8+ Budgets
9 | Internal Check 70- Depreciation T7-  Registers
12| Inventories 13- Management Representation and Certificate
% _
A
L_-/| aupIT oF cLug
The special steps involved in such an audit are stated below-
'r (7) | Entrance Fee (2) Subscriptions el
_ (3)  Arrears of Subscriptions (4) Arithmetical accuracy
(5) | Irrecoverable Member Dues (6)  Pricing -
(7) | Member Accounts (8) Purchases
(9) | Margins earned . (19) _fnventorigs
74 1 Iaveskrments _ (712) Management Powers .
l A —— e e e
: o _-—-___._____,_'4'
70-  AUDIT OF C!NEMH
The special steps involved in ibs audit are stated below- -
CA AMIT TATED
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/J -
) Verify the internal control mechanism-
Bedpadhe S
—1 | that entrance
(o) |2

B that they are serially numbered

P @) | T —

/./)-'“ that the number of tickets jssued for each show
| (¢ Bl

/-(2}" that for advance booking a separate series

/(;;r that the inventory of tickets

R

Confirm that at the end of show a statement of tickets so!d is pre.pared and cash

0 Ml
collected is agreed with it-
""'7:33‘ Verify that a record is kept of the ‘free passes’:

"’Ff—)—— Reconcile the amount of Tax collected-

\

(5) —;ouch the entries in the Cash Book-

\

(6) Verify the charges collected for advertisement-

|

(7) | Vouch the expenditure

!

(8) | Confirm that depreciation on machinery and furniture-

Vouch payments on account of Alm hire with bills of distributors-

o

(10)| Examine unadjusted balance out of advance paid to the distributors-

, 4 A AUDIT OF HIRE PURCHASE AND LEASING COMPANIES
7A) | HIRE - PURCHASE:-

(1) | A Hire-purchase agreement means an agreement under which goods are let on hire and

under which the hirer has an option to purchase them in accordance with the terms

of the agreement:-

. (2) | While checking the hire- purchase transaction, the auditor may examine the following:

(’) Hire purzhase agreemen!. Is :n wnt;ng and is s;gncd
(”) lec purchase agreement specifies clearly-

|_(4) | Price of the goods
(D) | cash price of the goods

| O} Date on which the agreement

(d) l Numbcr of' msbalments

b (o Goods to whz.ch the agr’eement refatéf

b i) g,,su,.e that instalment payments are bemg rece:vea‘ reguiarly
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13,//AUDIT OF CO-OPERATIVE SOCIETIES T
-
‘1 | Background - —
\J«?/ A Cooperative (also known as co-operative, co-op, or coop) is "an autonomgy,

voluntarily o meet their common economic, social, ag

association of persons unived

cultural needs and aspirations through a jointly-owned enterprise”

ﬂcb, 719712

13-2 | Audit as per Section 17 of the Co- Operative 5ac;eb:es

» means a person appointed to perform the duties of a Registrar ofL

“Registrar

operative Societies under this Act- |
Id be kept in mind in connection with the audit of a co-

—_—

The following points shou

[ operative society:
r r Qualifications of Auditors - Apart from a chartered accountant some of the State

—_—

Co-operative Acts have permitted persons holding a government diploma in co-

—_—

operative accounts:

2- Appointment of the Auditor - Appointed by the Registrar of Co-operative Societies

3- | Books, Accounts and other records of Co-operative Societies

For example, in Maharashtra, the co-operative societies are required to maintain books:

(i) | All sums of money received and expended by the society:

(i) | All sales and purchases of goods by the society:

(iii) | Assets and liabilities of the society-

In case of large scale co-operative organisation

(a) | Daily cash sales summary register-

(b) | A register of collection from debtors if credit sales are allowed- 1

(¢) | A register of recovery of loans from salaries and directly by receipts- ~ |

(d) | Loan disbursement register in case of credit society: -

(e) | Any other columnar subsidiaries- =
R

G- Restmct;aﬂs on share ha!dmgs = Sectmn 5 wow‘o‘ eXCegd a_maximum of“ tweﬂﬁy

e

—

1 percent of the total number of shares or of the value of sharehofdmg vo 2 1,000/

_——-——’-’.-/
5  Bestiieaons on lodey :?fib'ff il shall not m«ﬂke a !oan to any Pperson ather than i
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5| inspaerion Repom% three months from the date of completion
of such inspection-
. .70 /2
- LAUPIT OF TRUSTS & sociemes
/'47"""‘ are three basic legal forms of charitable entities under Indian law: trusts, societies,
?rldj_cbmn & CM___M o
BOOKS OF ACCOUNT
(i) | cash book;
(i) | ledger;
(i) | journal;
(iv) | copies of biils, whether machine numbered or otherwise serially numbered
(v) | original bills wherever issued to the person and receipts in respect of payments made
(vi) | any other book
FINANCIAL STATEMENTS:- Balance sheet and Income and expenditure statements-
Auditor’s responsibility
The auditor should then verify the records for the purpose of its audit-
He should keep detailed notes about the evidence on which he has relied upon
while conducting the audit and also maintain all his working papers-
Such working papers should include his notes on the following, amongst other matters:
__(4) | work done while conducting the audit and by whom;
| ) | _explanation and information- S N =
() dec:srw; ;n ‘t;re various points taken.
(4 | the judicial pronouncements:
(¢) | certificates issued by the client / management letters:
ﬁ“;r It is fmporb ant Bhat_ ;;w f‘id”’_ _"_"'_0_'.'_‘"”9 papers prepared and/or obtamed by bha
Ny Gua'!taqrmprawde cwdence #hab S —— e M
(i) |

bhe opinion expressed by the aud;tor is based on the exammatson,

— = s
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Regional Rural Banks Act, 1976-
Banking Companies (Acquisition and Transfer of Undertakings) Act, 1980-

i _______‘-'_-i—-.
Information Technology Act, 2000- Prevention of Money Laundering Act, 2002.

Securitisation and Reconstruction of Financial Assets and Enforcement of 5ccun‘ty

Interest Act, 2002-

|

[ ]] j/J L/

Credit Information Companies Regulation Act, 2005-

|

Payment and Settlement Systems Act, 2007-

|

7-4 | Peculiarities involved:

Huge volumes and complexity of transactions;

Wide geographical spread of banks’ network;

Large range of products and services offered;

Extensive use of technology;

* (& (& | | @

Strict vigilance by the banking requlator etc-

=

E }/ }'ﬁ:as of Bank Audit Reports to be issued (generally):

2'// (YPresently, the Statutory Central Auditors (5CAs) have to furnish the following
11 3

\_yTeports in addition to their main audit report:

7 7 -
%pj Report- on adequacy and operating effectiveness of Internal Controls over Financial

Reporting-
(b)| Long Form Audit Report: (LFAR) ]
—
(¢)| Report on compliance with SLR requirements-
—
(d)| Report on treasury operations- ]
(e)| Report on income Ec_gg_f_?_r‘ff{?f,_as_s;eb classification and provisioning- E
Report on whether any seri ] ' e i
(£)| Rep er any serious irreqularity was noticed —
(9)| Report on status of the compliance by the bank Ghosh Committee Jilani Committee: .
(h) R_‘e_port on instances of adverse credit-deposit ratio in the rural areas:
BANK AUDIT APPROACH - ]

——— e o

2
7 r Drawing an Audit Plan
2

] Control Environment at the Bank

AT ACADEMY - MUMBAI
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e
7- | ELIGIBILITY, QUALIFICATIONS AND DISQUALIFICATIONS OF AUDITOR -]

Applicable as to a Company Auditor s |

T

8. | APPOINTMENT OF AUDITOR

¢ | The auditor of a banking company is to be appointed at the gpnadl geneml%

¢ | The auditor of a natr’on_a!fs_ec{_b_aq{f_tii_wlr_‘iu_gf_r_ Iﬁs_mgo_?t{_o_@irectors- o

(In either case, approval of the Reserve Bank of India is required)

]

¢ | The auditors of regional rural banks are to be appointed by the. bank concerned

i
with the approval of the Central Government-
g
=
9- | REMUNERATION OF AUDITOR
T

(a) | Section 142 of the Companies Act, 2013-

(b) | The remuneration .of auditors of nationalised banks and State Bank of India is to be

S

fixed by the Reserve Bank of India in consultation with the Central Government-

—

10- | POWERS OF AUDITOR

Same powers as those of a company’s auditor-

P

-

11./| AUDITOR’S - REPORT

S
, / In the case of a nationalised bank, the auditor is required to make a report to the
Central Government in which he has to state the following:

(a) | Financial statements present a true and fair view-

(b) | Transactions of the bank have been made within the powers of that bank;

(c_)_ : Returns received from the offices and branches-

(d) | any other matter:

R
The report of auditors of State Bank of India is also to be made to the Central ]

Government and is almost jdentical

?77 Format aFRapoi!;__ - ' ——

e e — =

. Standards on Auditing

[ T e ey
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i
V’@gh credits, Overdrafts qnd loans repayable on demand
— | (iii) Term Loans
”/g‘-" ?E—Securea‘ by tangible assets
] ?:,3_ Covered by BQ”VMntees
L"""-—?,Tf;_t)nsecured -
St —
— Ciassiﬁcatianﬁ;?gdvanc;h _____ CE T e
f’}_‘ Sector WUise
E s Priority * Non Priority
If 2+ | Security Wise
"#- o Secured * Unsecured
. 3| Prudential Norms
b |+ Standard s NPAs
r___ C: I Advances in India: C- Il Advances outside India:
(i)  Priority sectors (i) Due from Banks
E (ii) Public sector (i) Due from Others:
(iii) Banks (a) Bills Purchased and discounted
(iv) Others (b) Syndicated loans
%F 2 | (¢) Cthers
e
' (313«/6 sification of Advances
15371 /Secbar Wise
| RBI issues common guidelines for lending to Priority Sector-.

13-4

| SECURITY WiSE

Banks ask Security or Collateral while lending to assure that the Borrower will retursn-

- Nature of Security ) o

_ A | ; ; ich credit has been extended by the bank-

\5\\ m security one against whic L
?»F_ Collateral security is an additional security: e
R e o

: CA AMIT TATED
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i';/ /Mod/ of Creation of 56M T e

\
. /60/ Mortgage W Tl
o | Registered Mortgage can be affected by a regisve — —
o | Equitable mortgage effected by a mere delivery of title de€ -
(i) | Pledge: A pledge thus involves bailment or delivery of goods’ |
(iii) | Hypothecation: Creation oF an 84“’*"’;5’_@__5_;3_‘5{98 S— —
(iv) | Assignment: Transfer of an existing or future debt, right or property: ]
(v) | Set-off: Set-off is a statutory right of a Crew S
(vi) | Lien: Lien is creation of a legal charge with consent of the owner- .

/ - . _ -
3 /6’ ;Prudentiaf norms on Income Recognition, fAsset Classification and Provisioning
4 T
Aoy
J )pcrbammg to Advances: ]
/ff)‘ //Cfass:Fcabmn of Advances as per RBI Prua‘entmf Norms N

Standard Loans

(a) | Standard Regular
(b) | SMA - Special Mention Accounts

¢ | SMA O (Accounts showing stress signals)
o | SMA 1 (Overdue between 31 to 60 days) -5
o | 5MA 2 (Overdue between 61 to 90 days) |

-
2. | NPA Loans

o | Sub - Standard o Doubtful [DI/D2/D3] ——— :

(i) | Non-performing Assets
A non-performing asset (NFA) is a loan or an advance where-: :
o | Remain overdue for a period of more than 90 days in respect of a term loan; |
o | the account remains ‘out of order’ in respect oF an Overdr:;f;/cash Eradii _:/
o | the bill remains overdue for a period of more than 90 e —”/

| (u_) OutaFOrder o T

: J t,—he oubsbandmg balance remains Contff;(;;us!y ;n excess OF _i:hh; sah;;};};g,’;n;t_.#ﬂ_ /:

R There are no cred:bs conbmuauﬂy for 90 a’ays as on the date of B I 5;., f:
_____ ate of Balance onee

¢ | Crea’:ts are bhere _#fb_?_'_’e_”_cf_efofffh bo cOVer the mterest deb:ted A

]
R — B
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| le Substandard Assets:

Would be one, which has remained NPA for a period less 15%
than or equal to 12 months-

f | Categories of Non-Performing Assets: Provision required

Doubtful Assets:

Would be one, which has remained in the substandord |

Sub-categories: 25% +
Doubtful up to 1 Year (D) 40%  +
Doubtful 7 to 3 Years (D2) 00% +
Doubtful more than 3 Years (D3 )

1
r—
———

category for a period of 12 months- {(Secured + Unsecured) L——*-——*

Loss Assets: 100%
Would be one, where loss has been identified by the bank
or internal or external auditors or the R8I inspection

but the amount has not been written off wholly-

100% |
100% |
?.,—__
100% 3
i
|

| Note:-

i Classification as NPA should be based on the record of recovery:

2- | Asset classification would be borrower-wise and not facility-wise-

L |

: gyﬁ/,cwuabs regularized near the Balance Sheet Date: Few credits are recorded before the

bﬁ{am:c sheet date should be handled with care-

(W] “Government Guaranteed advances:-

i ¢ | Central Govt: guaranteed Advances would be classiied as Standard Assets, E:ut regarded

! as NPH For fncom-s Recogmtmn

¢ 1 T?u s/uat.'on would be. daﬁ'ercnt: if the ddvance is guamntecd by :pcate Gmemmenb

' Advances under Consortium:

‘ by formmg a Cansartrum

Consartium advanccs mean advancing loans to a borrower by twe or mare Banks jointly

COHSDI"thH} advan(es fhoufd be based arl f:he I‘"dLEN‘d ﬂf‘ recmery t.‘-'F the F?Speatlve

individual member banks

=i
S
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/ — ¢ x
!3‘;7 (ﬁccounts where there is erosion in the WMWMI / frauds committed by barm""'-rr

\—/E‘) Security is less than 50 per cent of the value straig
cateqory-

(i) | Is less than 10 per cent of the outstanding straight-away classified as @&@

_\_13_/3‘_ Advances Against Term Deposits, N5Cs, ﬁVP_s/ IVPs, eter
“5 Negd not be treated as NPAs, provided adequate margin is available:

ht-away classified under -‘-’-‘?.‘_‘_{’_?_&;j

—_—

;3,// -

Agriculbural Advances Affected by Natural Calamities
(4 g
Banks may decide on their own relief measures:
T

—

7
o 13-1F| Advances to Staff

e |
Advances granted to staff members where interest is payable after recovery of
ey
_principal, interest need not be considered as overdue from the first quarter onwards. |

—_—

& }p‘ﬁ Agricultural Advances

-

(7) | Agriculbural Advances for “long duration” crops; and

(2) | Agricultural Advances for “short duration” crops-

,{[ﬁ The “long duration” crops would be crops with crop season longer than one year and
W A”crops, which are not “long duration” crops would be treated as “short duration” crops' -

/ s The following NPA norms would apply to agricultural advances ‘
- - - T

¢ | Short duration crops if the instalment of principal or interest thereon remains
overdue for two crop seasons; and i
- -

¢ Long duration crops if the instalment of principal or interest thereon remains overdue

~

|
| for one crop season-

L

| o

b TATION OF D_{\’HWING POWER
f__-_ . Meaning:- Drawing power is the limit up e;ou L.,;”-C;, a £

m or company can withdra¥ A

| from the working capital limit sanctioned-
¥ R s = g
2-  Different from Sanctioned ' Limit:- Drawing Power refeps to the amount calculated

based on primary security less margin as on 4 particul
e e L B P ar

date- R

—— "
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. ‘.'-"-d .
."_ }f’ 3 Considerations:-

The drawing power and the sanctioned limit-

[ W ﬁnk’s Duties:~ Covered by the adequacy of the current assets-
L,»—-’s‘"' Auditor’s Concern:- Stock stateme

. the borrower:

b computevion of DP- #s per the extant guidelines formulated by the Board of
o Drrectors

nts, quarterly returns other statements submitted by

7 | 5“""‘ Audit:- Funded e cxposure of more than & crores:

Particulars of current assets DP
_ Stocks F
F Stocks at realizable value 7000 e
; _ Less: Unpaid stocks:
"L,————i' - Sundry creditors 300
P = Acceptances/LCs etc: 300 600 A
| — Paid for stocks 400 —
$ | Margin @ 25% 00 | 300
{
3 (8) | Debtors
1 Total Debtors 1000
T Zasee Inaligibls dabtors 200
Eligible debtors 800
[ Margin @ 40% 320 480 pP——
Total DP 50
L_15- | AUDIT OF ADVANCES
L nm In carrying out . aud:b f_’f_. fﬂ‘iﬂ”ﬁ‘f‘i wbﬁg audftqr is primarily concerned with obemmng

E evidence about the following: -
L_, ( 9) | Which are outstanding at the date of thc ba!ance sheeb

e e _

L (b) lﬂdvantcs represent amount due to the bank:

(c) ’ Supported by loan documentsand other documents:

. (d)  There are no unrecorded advances
- (‘) . The stated basis of valuation of advances is appmprmta _

(F) | The advances are disclosed, classified and described-

L (9) Appropriate provisions towards advances have been made

R T T
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I S —ha aceouint s dassm d
B— _ R ecovcr.% the accoun e by
On Takc-aut F nance: |f based on recard Gf r the Y
E— nize income unless raahsed From th y
lending bank as NPA, it should not recod ey, |
— . N
borrower/taking-ove WW ~——
OBJECTIVE OF TAKEOUT FINANCE —— — |
; jects: E
7 To expand sources of Finance for mfms:‘;ructure S 1
: " i
2 To address sectorai/grouPMEﬁ _____—---—---——-H--;_ —————
R— __,I_ R —_— o'ec s b
3 | To boost the availability of foﬁﬂ'eMM —_ ]
"\‘
I e —--—--H.\“
On Partial Recoveries in NPAs: i
T ; ; 'se the right of appropriatip, |
Bank ired to adopt an accounting policy and exercise on
anks are require adop —
of recoveries in a uniform and consistent manner-
S — —— N e e e h‘-\.‘;
.n.-..__.._.,fi e i . . B |
Memorandum Account: Banks may continue to record such accrued interest in q
— ] ‘*-L
r‘nemorandum account in their books for control purposes:
S |
income from Investments
¢ | Interest Income on Investments 1
¢ | Profit on Sale of Investments
¢ | Profit/Loss on Revaluation of Investments
/:;’ ———
16-21 Expenses )
[ i e 1
" | Expenditure is to be shown under three broad heads:
¢ U__ Interest expense (2) Operating expense (3) Provisions and contingencies: |
. ____._,_.——""“ql
76 -2/-] Audit Approach and Procedures ]
\/ _ -,_r'n carrymg out an aua‘;b of' mi;ef_s_t eXpense, assessmg the oyeraﬁ reasonab[engss OF 1
the amount QF interest expense- R o i
The aud;tor shau:’a‘ obtain from the bank an analysis o;‘ V;?naus" —b;}n;s 0; dgpos;ts )
— s
autstandmg at the end of each quarter
___‘ "?le a_fa';cor shau!d_QIEOfTEaitf{zi wi’ff _r'_afi é;mteresi; Pa;c-!r- . - 4

CA AMIT TATED

Scanned with ACE Scanner



CHAPTER = 11 |
ETHICS & TERMS OF AUDIT ENGAGEMENT

o W— q

- |mEANING OF ETHICS - A STATE OF MIND -

means moral principles whfch gaver'n a parmr; s bekawaur or his

me— 4

The term “Ethics”

conducting of an activity:

e e 4

5. |NEED FOR PROFESSIONAL ETHICS

A Chartered Accountant, either in practice or in scrv!ac,

gl

has ba abide by eb’hka!

behaviours: They are expected to follow the Funa‘ammtal prmz::plgs of’ prai‘e sfonaf

PN Ju——t

ethics while performing their duties

Any deviation from | bhe e\‘:hmaf respans;b;hb;es brmgf bhe dmc;p.’mar‘y mcchaﬁmm m!,o

i 4

action against the Chartemd Accountants which may rcsuft mf:o fi) ines, Juspwns:on of

P -

membership, removal from membership or other dfsc.fphnary acbrons

. Minlnid : — e
R %/PRINCIPLES BASED APPROACH VS RULES BASED APPROACH TO ETHICS
J The essence of principles-based approach to ethics is that it requires compliance mth

O spirit of ethics |

7@ Rules-based approach to ethics strictly follows clearly established rules- Ib -may fcad

to a narrow outlook and spirit of ethics may be over!oc;;c; ”u;l;:fe stncbr‘y adharmg ]

to rules: Further, rules- based approach is somewhat rigid- e —w--:

I ~ e I —

i ;f// FUNDAMENTAL PRINCIPLES OF PROFESSIONAL ETHICS )
et /ni;egnty o | |

2. |Objectivity N et A

Professional competence and due care _— e ':

3
4 |Confidentiality
5

. Prafess:ana! Behawaur

5- INDEPENDENCE OF ﬁUDITOR5

- L “_’_) ) _Jrﬁ?éfefﬂ_deﬁfﬁ_ of m_mc_f.' _aHow_;r_?g an _:'nd:'vfdua! to act with integrity, and exercise
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objgcb:wf‘;y and pr’ofess:ana)' skepticism;

Independence in appearance: A member of the assurance team’s, integrity, objectivity

or_professional skepticism had been compromised-

s

THREATS TO INDEPENDENCE

) F?110Wf"9 five types of threats to independence of auditors are discussed below:-
] 5elf'mt¢r¢sb threats

Self-interest ‘threats occur when an auditing firm, its partner or associate could

benefit from a financial interest in an audit client-

Self-review threats

Self-review threats occur when during a review of any judgement or conclusion

reached in a previous audit or non-audit engagement, or when a member of the

__audfb team was prewousfy a d.frector or senior employee of the client-

Advocacy threats

Advocacy threats occur when the auditor promotes, or is perceived to promote, a

client’s opinion to a point where people may believe that objectivity is getting

~ compromised-

i 4.  |Familiarity threats i
) Familiarity threats are self-evident, and occur when auditors form relationships |
o with the client where they end up being too sympathetic to the client’s interests- )
_j_r 5. |Intimidation threats i

Intimidation threats occur when auditors are deterred from acting objectively with

an adequate degree of professional skepticism-

7 SAFEGUARDS TO INDEPENDENCE

[ —— B =i
E ﬂ:—;;;;d::ss the issue, the following ?_mdmg principles are to be applied:- |
_ o |1t is essential that auditors should always be and appears to be independent: i
:JL_._ ¢ |An auditor must conscientiously cor{s:der whether it involves threats:
o | The auditor should either desist from the task or eliminate the threat or at the
E \very least, put in place 5_"&9““"‘“_‘”;".‘;,’ red:{cg .the ?ﬁr_efff_t.? an ageephadie level
A [re st ot auceps the worke -
’ | | aBidiaiiaBi
& |PROFESSIONAL SKEPTICISM - R

e
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R -‘—"""‘-—"——--.________‘

o B mind, i
_ _ ¢ g* ne w:f@: & -‘” s, ¥ !
| Professional shepticism refers to on ﬁ"«""“ﬁ"’lf._ oot vl s 55

le m;uhzw*mc due to error o 7
being alert to conditions winch _may i :pd cate possab .

{
3
|

(‘(.u‘f and a (r;tudl aa,esrmeﬂ*i G{ 3UJ¢ cr’#dﬂﬂ" e T T

IPraf'cmond skepticism includes being alert to, for e ”""P“‘ A s

. ﬂudrf: evidence thet controdicts obher oudit evidence obtained

e i e

¢ |information that brings iito question the reliability of dotuments:

——— i
|
|
|

¢ Conditions thot may indicate possible fraud: R

| = v

¢ Circumstances that suggest the ﬂeelf for sudit F"*c’-’-'j“rﬁ' NSO

;antmmﬂg professional skepticism throughout the audit is necessary if the ML |

is to nduce chc risks of: —

1 - S ————

)
o T

. l4,")mar.&mﬂ‘mg unusuas’ circumstances:

i e
¢ Over generalizing when drawing conclusions

R 5 e 4 A A ———

& 'Using inappropriate assumptions:

9 AGREEING THE TERMS OF AUDITENGAGEMENTS
jfﬂ 270 daa/s ‘with the aud;tar s responsibilities
9ﬂ /J fr nditions for an audit

—~—r -

""// In order to establish whether the preconditions for an audit are present, the auditor

O\ i_thtﬂ
/§ ) .Dcf:ermmz whc#her *he FRF is acceptable and |

[E— - s i

( b) gabtom tha agreement oF management

e s S —

(i) or the preparation of the financial statements

£
[ E
3

(i) |For such IC as management considers necessary

e —— e et —--—1- e e et | St A e

{ iii ) To provide the auditor with:

* ﬁccc:; w a!.’ mf’or;rahon

. ﬁa’d;tsonaf mformatmn

i & ;_____nrfftrj_ctfd‘ access £o persons within the entity
e _—'—l-'-"-" 1
‘9 greement on audit engagement terms l
JU’h a letter includes:-
- e}

(a) The objective and scope aF’ the aud:{: of the fi inancial statements

(b) The responsibilities of the audwar

(c) Thc responsibilities of maﬂagemcnt

—
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(d) |ldentification of the applicable financial reporting framework

(e) |Reference to the expected form and content-of any reports to be issued

710-  |LIMITATION ON SCOPE PRIOR TO AUDIT ENGAGEMENT ACCEPTANCE

The auditor shall not accept such a limited engagement as an audit engagement,
unless required by law or regulation to do so-
V1

L
. |\ACCEPTANCE OF A CHANGE IN THE TERMS OF THE AUDIT ENGAGEMENT

1.1

Request from Entity to change the Terms of Audit Engagement-When Reasonable
Justification Exists?

Change in circumstances affecting the need for the service, a misunderstanding as

to the nature of an audit as originally requested ora restriction on the scope of

the audit engagement, whether imposed by management or caused by other
circumstances-

11:2  |What should auditor consider before agreeing to change the audit engagement to the

engagement providing lower level of assurance?

If the auditor concludes that there is reasonable justification to change the audit

engagement to a review or a related service, the audit work performed to the

date of change may be relevant to the changed engagement-

In order to avoid confusing the reader, the report on the related service would

not include reference to:

} (a) |The original audit engagement or

(b) |Any procedures that may have been performed in the original audit engagement,

except engagement to underbake_:vf?r_e_ed— upon procedures-

71-3 |Recourse available to auditor in situation of non- agreement to a change in terms of

engagement and lack of permission from management to continue original audit

engagement

(a) |\Withdraw from the audit engagement

(b) |Determine whether there is any obligation, either contractual or otherwise-

| S e e
‘c///«z/-/fskms OF ENGAGEMENT IN RECURRING AUDITS -
Following factors may make it appropriate _E;a r_gy:'fe the f:erm_s of ) the audit

= cerms of the e

/. : = —
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(b) |ldentify and evaluate circumstances and relationships that create threats:
B\
(¢c) |There should exist a mechanism in the firm by which engagement partners provide
E the firm with relevant information about client engagements-
_-_—(d) At least annually, the firm should obtain written confirmation of compliance:
15¢; [ﬁcupttmce and Continuance of Client Relationshipsand Specific Engagements
W Such an information should help firm to decide about: -
‘:/ Integrity of Client
-K :!' Competence (including capabilities, time and resources) to perform engagement:
¢ |Compliance with ethical requirements
. /’@th regard to the integrity of a client, matters that the firm considers

The identity and business reputation

¢ | The nature of the client’s operations
¢ |Information concerning the attitude of the client’s principal owners
¢ |Aggressively concerned with maintaining the firm’s fees as low as possible
¢ |Indications of an inappropriate limitation in the scope of work:
¢ |Indications that the client might be involved in money laundering-
¢ | The reasons for the proposed appointment
Policies and procedures on the continuance of the engagement:
(a) | The professional and legal responsibilities that apply to the circumstances:
(b) | The possibility of withdrawing from the engagement:
I5D- |Human resources
Recruitment, compensation, training, career development, performance evaluation etc-
15E- |Engagement Performance S i

Consistency in quality of engagement performance briefing, complying, supervision and

training, reviewing, appropriate documentation-

Consultation should take place in difficult or contentious matters

Significant judgments made in an engagement should be reviewed by an engagement

quality con trol reviewer:

Engagement quality conbml review is mandatory for aﬂ audrts of fi nancmi statements

|of listed entn‘;;es
JThere might be d;FFerence oF opinion w:thm engagement team, with t.

|

hose consuited

e
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|

I ity control revjey,..
and between engagement partner and engagement quality wer- 7

]

€ Ii’
|

: ifferences-

report should only be issued after resolution of such differe

y

- t ]
The assembly of engagement files should be completed in not more than g¢ days )

A

I

after date of auditor's report-

Policies and procedures should be designed to maintain the confidentiality.

)

Engagement documentation is the property of the firm-

Retention period ordinarily is no shorter than seven years from the date _Of t},
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auditor’s report- e
ISF- | Monitoring
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Policies and procedures relating to the system of quality control are relevapt.
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I16A,/ | Leadership responsibilities for quality on audits _\?F
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a The importance to audit quality of:-

@ﬂ& Performing work that complies with professional standards; _
S

O
Complying with the firm’s quality control policies and procedures; ,
LAV 4 B
(i) |Issuing auditor’s reports;
(iv) |The engagement team’s ability to raise concerns without fear of reprisals:

(k) The fact that quality is essential in performing audit engagements-
16B- |Relevant ethical requirements

+ ldentifying a threat to independence regarding the audit engagement-

. Reporting by engagement partner to the relevant persons within the firm- __.,_:

J6C |Acceptance and Continuance of Client Relationships and audit Engagements _____,',*

Is on lines of 5QC 7 o == - A

16D- |Assignment of engagement teams o - - PM___,J;

Collectively have the appropriate cogpcbem - J;,}‘

. 75/5(/’Engagem¢nt Performance ) P
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_/ \For audits of financial statements of listed entities, and those other audit l
engagements, if any, For. which the firm has dete

'i’?{"l{d that an engagement fi_‘”‘iﬁ_b? -
; E_art:ner shall:

_('a) ﬂfDet:erm:’ne that an engagement quality control I

reviewer has peen appointed-

control review is required, the engagement

(b) |Discuss significant matters arising dun‘n.g t}_re_ afid{r’_t engagement.-
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(¢) |Not date the auditor’s report until the completion of the engagement quality control --

review: e RES: - R —

L i&/{/ Monitoring

The engagement partner should document following matters:

(a) |lssues identified with respect to compliance with relevant ethical requirements:

(b) |Conclusions on compliance with independence requirements-

(¢) | Conclusions reached regarding the acceptance and continuance-

(d) |The nature and scope of, and conclusions resulting from, consultations:
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