- CHAPTER - 1 " A
— [ nAaTure, OBJECTIVE AND SCOPE OF AUDIT |

7 INTRODUCTION

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

2- | ORIGIN OF AUDITING

The word “audit” originates from Latin word “zudjre” 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”-
/

4/ AINTERDISCIPLINARY NATURE OF AUDITING- RELATIONSHIP WITH DIVERSE
CA P susgects

7- | Auditing and Accounting

Auditing and Law

Auditing and Economics Auditing and Behavioural Science

3
t S - | Auditing and Statistics & Mathematics Auditing and Data Processing
7

IENENEN

1 - | Auditing and Financial Management Auditing and Production

pa
5/ pBJECTIVES OF AUDIT
| (\I/ 5A-200 “Overall Objectives of the Independent auditor

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

material misstatement, whether due to fraud or error-

(b) | To report on the financial statements, and communicate-

W/ SCOPE OF ﬁUDIT-WHF)T IT INCLUDES
— ,\@*)_ﬁa : following pomt‘:s are mcluded in scope of audrt of‘ F nancml statements -

PR e
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(7) | 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: -1

(3) | Proper disclosure of financial information : .
He should also keep in mind applicable statutory requirements in this regard- _\‘

| “Historical financial information” means information expressed in financial terms in 7
relation to a particular entity, derived primarily from that entity’s accounlin—{ §
system, about economic events occurring in past time periods or about economi:
conditions or circumstances at points in time in the past- ﬁ:

61 | Scope of audit-What it does not include ﬁ‘—
¢ | Auditor is not expected to perform duties which fall outside domain of his [

| competence- m:

.| ¢

An auditor is not an expert in authentication of documents-

| Audit is distinct from investigation-

460"

N

\\/77

INHERENT LIMITATIONS OF AUDIT

Nature of financial reporting

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

may not have operated to produce reliable financial information

-

o

(2) | Nature of Audit procedures
Management may not provide complete information as requested by auditor- The
management may consist o? dishonest and unscrupulous people- | —
(3) | Not in nature of investigation : :
o _(;i) Tt;m;/fness of F nancial report;mg and dccrease in re_l;:va;);ﬁa; );;.r’-ﬁ‘;r:r;t—:é;;v;‘;vma
e Ealancc has 60 be struck bebwwn re/,ab,f};; éf' mf‘armatwn and cost of 0btam};; ;—b_
(5) Fubure events
| The b“"”"—“ may 7‘75“56 to ﬁxl’srb iﬂr Fu‘bure due i:c:);w changpé in ma;*keb mndif:iéns.
| emergence of new busmass modals or praducts
8 WHAT IS AN ENGAGEMENT?

Engagement means an arrangement to do something:

T

CA AMIT TATED

e

AT ACADEMY - MUMBALI

e

Scanned with ACE Scanner



131 Elements of an Assurance Engagement x:-
'\,/ I- | A three-party relationship involving a practitioner, a responsible party, and intend, ¢
—

users ]

I ject matt f

2- | An appropriate subject matter |

3+ | Suitable criteria -

4- | Sufficient appropriate evidence 55'

| Y. i . —

5 |A written assurance report in appropriate Form

a ebel P pprop A —

73)2/ yMeaning of Revfew, Audit Vs+ Review !
‘L’

\// Review is a limited assurance engagement:- Rcvzew involves fewer procedures and | :
| gathers sufficient appropriate ewdencc on the basis of which limited conclusions

1;c:m be drawn up-
7%/ Types of Assurance Engagements ;

Reasonable assurance engagement Limited assurance engagement

High level of assurance- Lower level of assurance-

| | Elaborate and extensive procedures

Fewer procedures ;

\ Reasonable conclusions 7 Limited conclusions- , , "
r Reasonable assurance engagement is an | Limited assurance engagement is review 5“‘
1 audit engagement- engagement: _;ii-
“Prospective financial inf‘ormat:ion " means financial information based on assumptions

about events that may occur in the Futurc and possible act;ans by an entri;y "

It can be in the form of a forecast or projection or combination of both-

i Assurance Engagements | |

| T Y : ;
- TH— o ol I —1 —
Reasonable Assurance | | Limited Assurance Assurance Engagements dealing

e Engagement Engagement with  matters  other than|
e “““i" ' L historical financial information —=
i _:‘?udib Review - §

Examination of prospective | — T

financial  informa tion (like

forecast) ar assurance &
i ‘ -
j regarding  operations  of s
controls
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—

QUALITIES OF AUDITOR

Tact, caution, firmness,

—

good temper, integrity, discretion, industry, judgement,

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

Y

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 ($As) which apply in audit of historical financial information:

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

information-

3 3 | Standards on Assurance engagements (SAEs) which apply in assurance engagements
‘ 4. | Standards on Related Services (SRSs) which apply in agreed upon procedures bo
3 information, compilation engagements and other related service engagements-
n 15:1 | Standards on Auditing
1 ¢ | 5A 200 Overall Objectives
j_ ¢ | 5A 230 Audit Documentation
_;.‘ ¢ | 5A 315 Identifying and Assessing the Risks of Material Misstatement
A ¢ | 5A 500 Audit Evidence
B ¢ | Revised 5A 700 Forming an Opinion and Reporting on Financial Statements
| 15:2| Standards on Review Engagements
/L ¢ | SRE 2400 (Revised) Engagements to Review Historical Financial Statements
, ¢ | SRE 2410 Review of Interim Financial Information
|
) 15-3 | Standards on Assurance Engagements
L ¢ | SAE 3400 The Examination of Prospective Financial Information
L ¢ '59/:’ 3420 Assurance Engagements to Report on the Compilation of Pro Forma
) Financial Information Included in a Prospectus
| i
154 | Standards on Related Services
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" CHAPTER = 2 T
AUDIT STRATEGY, AUDIT PLANNING AND —]
AUDIT PROGRAMME

1 | AUDITOR'S RESPONSIBILITY TO PLAN AN AUDIT OF FINANCIAL STATEMENTS
SA 300- Planning an audit of financial statements

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

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

Helping the auditor identify and resolve potential problems on a timely basis-

Helping the auditor properly organize and manage the audit engagement-

Assisting in the selection of engagement team members with appropriate levels of

capabilities and competence-

Facilitating the direction and supervision of engagement team members:

Assisting, where applicable, in coordination of work done by others-

T-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 requlatory framework

The involvement of experts-

7
2
3+ | The determination of materiality-
p7
5

The performance of other risk assessment procedures-

¢ | Involvement of key engagement team members in planning audit

L *| Discussion of elements of planning with entity’s management
}; P /KT'Df) D.
E 22 /P/LﬁNNwa PROCESS - ELEMENTS OF PLANNING

The elements of planning can be categorized as under: -

(1) | Preliminary engagement activities

Planning activities

(1) | Preliminary engagement activities
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Volume of transactions

Significant industry developments

Significant changes in the financial reporting framework

Other significant relevant developments

(4)

Consider the results of preliminary engagement activities

(«) |

(8)

Ascertain the nature, timing and extent of resources

Development of Audit plan

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

A
—

(i) | The nature, timing and extent of planned risk assessment procedures
3 (ii) | The nature, timing and extent of planned further audit procedures at assertion level
(iii)| Other planned audit procedures-

o

"RELATIONSHIP BETWEEN AUDIT STRATEGY AND AUDIT PLAN

R

j’he establishment of the overall audit strateqy and the detailed audit plan are not

M/r/fecessarily discrete or sequential processes but are closely inter — related

4. | OVERALL AUDIT STRATEGY AND THE AUDIT PLAN- THE AUDITOR'S
RESPONSIBILITY
TL 5 A CHANGES TO PLANNING DECISIONS DURING THE COURSE OF AUDIT
| \ g | 85 a result of unexpected events, changes in conditions, or the audit evidence obtained
[ /(/ﬁbm the results of audit procedures, the auditor may need to modify the overall
/ A audit strategy and audit plan-

- -
L 6 B ANNING SUPERVISION AND REVIEW OF WORK OF ENGAGEMENT TEAM
\’
H/"M/EMBERS
r-- { The size ana’ comp/ex:ty oF t:he entrty i
|l 2 The area of the audit- .

1
‘ 3}

The assessed risks of material misstatement

% The capabrlrt/es and competence of bhe md:v:a’ual team members
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7- '; DOCUMENTATION e |
(a) ;' the overall eudit strategy _\j
(&) i the audit plan and i

(c ) | any significant changes made during the audit engagement

e

8- ' AUDIT PROGRAMME

, An audft programme mns;sts aF a series a«F vcrff mtfm prweduras to be app;md to t

[}

?.;
; the financial stotements and accounts of a given mtrty for the purpose of Oﬁﬁm‘mm §
_ —

1
| sufficient evidence to enable the auditor to express an mformed opinion on financiz “

M)." | statements-
Lo

\ & / Evolving one audit programme~ Not Practicable for All businesses

_/ ! Businesses vary in rthrc, size and composition;

] /4 | The Assistant bo kup an open mind
o é The assistant engaged in the job should bc cncauraged to keep an open mind beyon:

1;-;& g ‘.’-.~'l‘nj"‘='-”'l‘-7"’) ek

the programme given to him-

eriodic review of the audit programme

|

Whether the same continues to be adequate for obtaining requisite Rnowieﬁgeram

evidence-

Many persons believe that this brings an element of ngzd':f:y in the audit programme:

| This is not truc provided the periodic review is underteken to keep the programme
as up-to- date as possible-

*%/| Constructing an audit programme

7 (/; /) | For the purpose of programme construct:an, the Foﬁomng points should be kept ir

" mind:

5bay mthm the scope :md I:m:tat:on af the aswgnmmt

(2)

Prepare a written audit programme | L B

(3 ) Determine the evidence reasanab{y available

(fﬁj ﬁpp{/ 9}7:’9 those Steps and pre)redurn
(5 ) Imfude the audit abjcctmes

S 'M — B e e

(6) Cam:der ao’f passlbflr!;:es of error

et e S— —— - - —n B

. T e e e———— e

(7) Coeard,ﬂatf the procedures to be gppi:gd ta rex’ated stems
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CHAPTER - 3
RISK ASSESSMENT AND INTERNAL CONTROL

]
7 | AUDIT RISK

- . - ‘“\
Audit risk means the risk that the auditor gives an inappropriate audit opinion when

R g
the financial statements are materially misstated-

e

Audit risk is a function of the risks of material misstatement and detection risk-
PR
7-1/| Risks of maberial misstatement |
—

v 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

B

Selection or application of inappropriate accounting policies

» | Difference in accounting estimate !

* | Intentional booking of fake expenses

Overstating of receivables in financial statements

T
[ ]

= | Overstating or understating inventories

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

(i) | The overall financial statement level

( ii) JAThe assertion level for classes of transactions, account balances, and disclosures-

Components of risk oF material m:sstatcrnenc

7
\-/ ”{) The risk of material misstatement at assertion level comprises of two components

ie:, inherent risk and control risk-
“Inherent risk

/nherent risk is the susceptibility of an assertion about a class of transaction

A
account ba[ance or a'fsclosure to a m:sstatemenb that could be material, either F
-

mdrwdua//y or when aggregatea' w:i:h other m/sstatements before cons:derat:on oFl a;iy

| /re/at:ed com’:rals

S TR g
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Mamples oF mherent risks could -
fﬁ*’-——’ ; include: -
An accounting standard provides quidance on some complex issue

ere_are large number of business faitures in an industry-
Cntrol risk

MS" is the risk that a misstatement that could occur in an assertion about

g class of transaction, account balance or disclosure and that could be material, o =

either _individually or when aggregated with other misstatements, will not be

prevented, or detected and corrected, on a timely basis by the entity’s internal

control

Examples of control risk could include:-

A company has devised control that cash and theque books should be kept in a_

I

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

control is not being followed-

P 13 /ﬁldtecfuon risk
| \k// 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

/fd that could be material, either individually or when aggregated 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

—__| publicity-
For purposes of the SAs, audit risk does not include the risk that the auditor might

~_| 8Xpress an opinion that the financial statements are materially misstated when they

R

ﬁssassmcnt of risks- A matter of praFessranaI Jua'ﬂmeﬂt

Bl ;The © dssessment of risks is a_matter of profe§SJonaI judgment, rather than a matter

——

L=
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|

E—
management and others
| maneger

The entity’s operations - b i
| The en*®

Documents

Reports prepared by management

The entity’s premises and plant facilities

Information obtained by performing risk assessment procedures - Used as audit

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?

el LY

$A 320 Materiality in Planning and Performing an Audit

Materiality is not always a matter of relative size-

22 / Materiality in Planning and performing an audit- Auditor’s responsibility

<

Although financial reporting frameworks may discuss materiality in different terms,

they generally explain that:

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

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

o | 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:

(4) | 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

| Jirrespective of the value of amount:
Q.&/Determination of materiality- a matter of professional judgment

/n this context, it is reasonable fbr the audibor fPO assum'e that users:

(a) HaVe a reasonable know/gdge of business ana’ economic activities

_(b) } Understand that financial statements are_ prepared presented and aud:ted

AT ACADEMY - MUMBALI
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] inties i i surement of amounts- -
(¢) |Recognize the uncertainties inherent in the mea i

(d) A Make reasonable economic decisions:

. ;4 //Pgrformame Materiality : ~
\7 Performance materiality means the amount or amounts set by the auditor at !e:i'

statements as a whole to reduce to an appropriate.; ¥

than materiality for the financial
low level the probability that the aggregate of uncorrected and undetecte

| misstatements exceeds materiality for the financial statements as a whole-

2-5 | Determining Materiality and Performance Materiality when Planning the Audit

| When establishing the overall audit strategy, the auditor shall determine materialit .

for the financial statements as a whole- The auditor shall also determine tr:

materiality level or levels to be applied to those particular classes of transactions

/| account balances or disclosures-
\/}{/ Use of Benchmarks in Determining Materiality for the Financial Statemeﬂts as a Whoi:
£ ‘0 Factors that may affect the identification of an appropriate benchmark-
7@/\7 The elements of the financial statements- _
- / * | Whether there are items on which the attention of the users of the particular entity’s

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, i:abal equity or net asset value:

261 | Chosen Benchmark - Relewnc ﬁmnaaf data

. Pnor periods’ financial results and i nanc;al pos:tmns.

=M _Tha p&rrad ta-daf:e fi nancr’a! results and financial pas:taon, and

f . 4 Bud'gcbs or Faracasts for the current penod

e e i3

2-6-2| Determining a percentage to be applied

A per: “’7*"95 ﬂPP”M to pm{’ t‘&{gFarg tax f”mm cantmu:ng aparat:ons- w.»lf agrmaﬂy &

| be higher than a percentage applied to total revenue-

27 j Materiality Level or Levels for quffi;alqaj‘ Classes of Transactions, Account Balances -

or Disclosures

| Factors that may indicate

Z. 8 !Whef;/mr law, regulations or the applicable ﬁﬂaﬂgfafl reporting framework

|

AT ACADEMY - MUMBAL
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N (- i e———— " S
47 Mumng oF Intcmnl Conbrol - Daf‘md in_purpose
42 |As derived from above dcﬁ'me:on, the purpose ofInternal Concrol is as "”L ,\
* | The reliability of the entity's financial reporting; -
B : The effectiveness and efficiency of its operations; S “:
e —t ‘ Its compliance with applicable laws and requlations; am{ e \f
. SaFeguarding of assets: T o Ao s s o B ?
4-3  Benefits of Understanding of lnbemal Contral____ . ?
mﬂ_ (i) TIdcnib:f‘yr.-r:g types of potential misstatements; _\E
(i) |Identifying factors that affect the risks of material misstatement, and -—-\‘
(iii){ Designing the noture, timing, and extent of further audit procedures- ‘*;
tf”/ Limitations of Internal Control __M}
: (i) | Internal control can provide only reasonable assurance “f
(i) | Human L“iﬁ"l‘”t in dec:s:on-mak:ng CLE RS RURE Jros WA T e o T h
(iir) | Lack of understanding the purpose ::
(iv) | Collusion among People
(v) | Judgements by Management 1
(vi) | Limitations in case of Small Entities ]
#*%’,%mpanents of Internal Control
% The control environment
(B) | The entity’s risk assessment process , :_
(€) | The information system A
(D) | Control activities M
(E) | Monitoring of controls _)r;
7 W %ntml Enwf-gn_nz_ent - i
\./ What is included in Controf Env:ronn;;n;? B ;
(i) | the governance and management functions and J
(i) | the attitudes, awareness, and actions of those charged with governance f
(iii) the control environment L
7 Elements of the Control Environment /L
(a) Cammumcatrqn and enforcement of integrity and ethical values L
‘ (&) Cammmmenf: tq competence I L
(z) Parf:mpatmn by t‘:hose rharged"__ogrf:_ﬁ_ governance o !.\
" CA AMIT TATED
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(d) | Management's philosophy and operating style -
A (e) Organisational sbructore

] (F) |Assignment of authority and responsibility

() | E Human resource policies and practices

) Existence of a satisfactory control environment-not an absolute deterrent to fraud
h_,_f The existence of a satisfactory control environment can be a positive factor when
\}____7 ;bhe auditor assesses the risks of material misstatement- However, although it may
\F ‘her'P reduce the risk of fraud, a satisfactory control environment is not an absolute
3 édetcrrcni: to fraud-
f 5 ( S)F The Entity’s Risk Assessment Process
\frﬁ (a) | Identn"ymg business risks relevant to financial reporting objectives
_E (5) | Esttmatmg the significance of the risks
' (<) ‘ﬁssessing the likelihood of their occurrence

|
|

(d) Deadmg about actions to addréss those risks

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

reporbmg 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

(e) | The financial reporting process

(f) | Controls surrounding journal entries-
“_5_ (p) ,/gancrol Activities
§ (0
_".‘/ | Control activities relevant to aud:fz 9encra!]y mclua’e policies and pracedums relatzng

*-—4%«” parformancc rcvmws mf'ormat;:on praf:cssmg phys:cal cancrals and _Segregation of
E

duties-

RN £) imomtarmg of Canﬁrals

Monitoring of controls is a process to assess the effeetrveneﬁs of :nbemai control

performance over time-

S ——

/”ﬂﬂagemene accomplishes momtormg oF‘ controls through ongoing act:wb:cs, Scparatc
luatijons, or a combination of the two:
N re all Controls Relevant to the aud;b? R o

R
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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-:

L]

Applicable legal and regulatory requirements-

éﬂze circumstances and the applicable component of internal control-

T

» | The nature and complexity of the systems

* | Whether, and how, a specific control

—
—

4-7 | Controls over the completeness and accuracy of Information

4-8 |lInternal control over safequarding of assets

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

L]

In certain circumstances, the statute or the regulation governing the entity may |

| 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 broade
and more detailed-

r

4-10 | Nature and Extent of the Understanding of Relevant Controls

v,g,L_—«w S e CHe

Risk assessment procedures to obtain audit evidence about the design and Ji

1%

| 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-

1\,)")// ] RISKS THAT REQUIRE SPECIAL AUDIT CONSIDERATION
7 (‘7),;[ L_(/ﬁffiﬁ_:e_r_ the fi;__k _if a risk of fraud

L

o =5= ) L v il g
(b) Whether the risk is related to recent significant economie, accounbing J

i “——_*—-\m_*_ ‘A.'

(c) ‘l The complexity of transactions ] /%

r 4

BE (d) . ?_ﬂf_zﬁe_tﬁer t‘:ﬁ_e_ f’sf‘ —_mﬂvoqlv_e_squmﬁcantfmnsawlf’_ﬂs Vlflxi_tmhﬂfilaf:_eid parties L
(e) The degree of subjectivity — —1

o i! SRS T TP edee el A, ae o J/t
E !

e e e e oS e
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e e g e

/?; Whether the risk involves significant transact:ans t‘h;t:;: é;ggfda the normal eourse-
51 | | ldentifying_Significant--Risks~

| The following are always significant risks:

/%;2:5—155—;' material misstatement due to fraud | | |

;//_// ,
‘ j5;ng icant transactions with related parties that are outside the norma/ course of

H:usmess for the entity

| S—
5.2 | Risks of Material /n:ssbatemenb Grcatar {»br 5:9mf‘ cant Non Routme T ransactions

|
v | Greater management intervention to specify the accounting treatment:
/‘T— i s ———
» | Greater manual intervention for data collection and processing:
'__—’—"—'F—_ R
 »+ |Complex calculations or accounting principles:

s | The nature of non-routine transactions-

5:3 | Risks of material misstatement- Greater for Significant Judgmental Matters

e

* Accounting principles for accounting estimates or revenue recognition may be

e e S

| subject to differing interpretation-

. iR;quirca’ 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-

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

(v) |whether the controls adequately safeguard the assets-

() how far ‘and how adequabc[y the management is discharging its function-

Q”Q_ how reliable thc reports

,(V‘”i the extent and the depth aF bha cxammatron that hc necd’s co carry out

,,,ﬁf)mﬂtgg_wauld be appropriate audit technique:

() what are the areas where control is weak:
f,__(j?U'w_ her some warthwhz/e suggestions:

Muabnon of lntcrna/ Canbrol - %dfp p

@) Nar rative
record -
) Check Ljst /;;ﬂ e
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(C) |Internal Control questionnaire and \
(D) |Flow chart —
6:2(A) | The Narrative Record
Actual testing and observation are necessary before such a record can be develop.,.
It may be recommended in cases where no formal control system is in opcratM
would be more suited to small business- -
62 (B) |Check Listk —
| i‘Thcs is a series of instructions and/or questions wh/ch a member of the auditin
staff must follow and/or answer: i
| The éompicte 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 7
| 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 ‘fi

consideration or presentation not possible in any other form-

1t gives bird’'s eye view of the system-

TESTING OF INTERNAL CONTROL

Test of controls may include:

Inspection of documents

Inquiries about, and obserVatlon of, internal controls

e -

Re-performance

Tcsting of internal control operating on specific computerised applicatianrs

g.

— ,,,_r_,‘ﬁ,

87

e

Accuracy in data processing and computation

WHHT 15 AN ﬁUTO/_HﬁTED ENVIRONMENT‘-’

Key features of an automated environment

e —

 Enables faster business operation

CA AMIT TATED
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o |Ability to process large volume of transactions

o |Integration amongst business-<operations

o |Better security and controls

o |Less prone to human errors

e | Provides latest information

e | Connectivity and networking capability
A
. 82 |Understanding and documenting automated environment

= | Information systems being used

» | Their purpose

 |Location of IT systems - local vs global

= | Architecture

] » | Version

* |Interfaces within systems

* |In-house vs Packaged

» | Outsourced activities

* |Key persons

8- //Risks arising from use of IT Systems
'_a ‘,\// Inaccurate processing of data

* | Unauthorized access to data-

* |Direct data changes (backend changes)-

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

L " |lLack of adequate segregation of duties:

Unauthorized changes to systems or programs-

L F’a:lure to make necessary changes to systems or programs-

.‘___:‘ Loss of daba-

84 Almpact of IT related risks
, E Impact on substantive checking

Impact on controls

‘ m,oact on reportmg

TyPes of Canbrols m an aubamated enwronment?_v_

H) Geneml IT controls

(& Pﬁpphcat/on controls
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» e

2+ Umx‘crsband and Ev«luate

. e anET

3: | Test for Operating EFF‘ect:oVeness

4 | Reporting

e A v

P e

9 'r//pﬁm ANALYTICS FOR aum‘

4\‘0 'As_y_!sutefrvs e R Ol A AL o R LY TR L AT ML
///{ Check complebermsc oF data and papu!ab:or;

7 e

" | Selection of audit samples

» | Re~computation of balances

Reperformance of mathematical calculations

Analysis of journal entries Fraud investigation-

= | Bvaluating impact of control deficiencies:

12- | DIGITAL AUDIT

Auditors are making use of artificial intelligence, data analyt:cs and other latest
technologies to help understand business processes in a better way-

&>
Z

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

Reliability of financial reporting

Effectiveness and efficiency of operations

Compliance with applicable laws and regulations
SaFeguardmg of assets

Prevention and dctccb:on oF Frauds

4. | DOCUMENTING THE RISKS !
— e .
The auditor shall document: .

(a) IThe a’:scuss:on among t the engagement team

B s L ETS S
(b) IKey elcmenbs of the underst;andmg obtamed regardmg each of‘ the aspects )
(C) The /denbif‘ed and assessed risks of material ﬂ’nsstatement L
(d ) ‘ The risks :dentn“ ed, “and related controls =

‘ T ———— LA AN e

. —
e S
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o | The expected rate of deviation from a control-

1 . . w—/"-?v e R B - Mot ‘r{
* | The relevance and reliability of the audit_evidence: —
. T‘ha extent to wimh audf(, awdance s abcamcd«fr:q(nu tests ‘?f #a?fffﬂff’ﬁiaﬁm __ \

g

162 ﬂmn, of Test of Controls o - ~
;\B‘ﬂﬂﬁj The auditor shall test controls Far t:h.-. parbicular time, or t""‘"‘i"f’!‘t t;"’ va
183  Using Audit Evidence Obtained in Previous Audits |

o The auditor shall consider the following:

R . e e T ]
H

(a) | The effectiveness of other elements of mtcmal conbrol

(b) fTJm risks arising from the charqcxbicmbus of the contral :

o i e o e L g et AT bl e T A . —

P3

(e Bl The effectiveness of general [T-controls

() | The effectiveness of the control

- e s —

(¢) |Whether the lack of a change in a parb;zufar canbroi

.- e s e e

(f)  The risks of material misstatement and the extent af' ‘F'fodﬂéc on fzhe control

e e e

T — e S

B i i T’he abscnm af rmsstatements deb_gtted by sub:tanbwe pmudum hawevar &ees not §_

T S A e e — ]

yProvide audit evidence that controls related to the assertion being tested are effective

5p¢tlf"c inquiries by auditor w&m Jawatiom from controls ore detected L..
The test of controls that have been pnrformad provide an appropriate basis J_.

ﬁddibronai test aF controls dre necessary or

—
e —— —— 3

B The _potential risks of m:sstabcmmb mad to be addresud using su&want
: prauduru

ive o

B e G

o
— e i

This ‘uqufnmmﬂ raﬂuur the ﬂutr that: .

Thaiceclh ~

: -

[ ———

(1) | the ““.,“"“’.‘,’;’i’,f‘?i,“‘_”’_f”_“{ of risk is judgmental I

(i) | there are inherent limitations to inbernal control
166 | Tests of Details

e —

-—

| Tests ﬂf details are Furchcf :iqmrad mt’o bests aF transaehgng e, wumm; i a
and tests of balances Ié‘i venf'cablan T

-
16-7  Substantive analytical procedures
1661 MNature and extent of .)ubsbmhiw procedures \u
& FPerforming only substantive analytical procedures f‘“
- Only tests of details are appropriate- ?
a A combination of substantive analytical procedures ond tests of detals
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—— " CHAPTER - 4 —
| AUDIT EVIDENCE —

7- |AUDIT EVIDENCE

7-7 | Introduction

~
WLf Enable the aud:bor to obtain sufficient appropriate audit evidence:
4
12 | 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

~F 3

information contained in the accounting records underlying the financial statements

and other information-

1
:?% /W
li—é

\D? Types of Audit Evidence
e
\I+”| Depending upon nature:

¢ | Visual ¢ Oral ¢ Documentary

2| Depending upon source:

¢ | 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-

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

far as practicable-

J
1)
g 7 "//%vancc and Reliability of audit evidence

The quality of all audit evidence is affected by the relevance and reliability of the

information upon whtch it is based

1-4.7 Relevanca deals W/th the /og:cal connect/on wrth or bearmg upon, the purpose of‘ the,

/] audit procedure and, where appropnabe, the assertion under consideration-

7-4-2 | Reliability

| Reliability of /nformablon to be used as aud:t ewa’ence, and therefore of the audit ewdence

CA AMIT TATED AT ACADEMY - MUMBAI
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Audit procedures for obtaining audit evidence

Risk assessment procedures; and

Further audit procedures, which comprise:

Tests of controls

Substantive procedures, including tests of details and substantive analytical procedures:

17
@
T w
3 (i)

b (i)

/ S

/ﬂludn‘: procedures to obtam audit ewdenu can include:

o

{

Inspection

T

A
\-&

inspection involves examining records or documents, whether internal or external, in

X

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

\’r— "7 | Some documents represent direct audit evidence of the existence of an asset:
\T Inspection of such documents may not necessarily provide audit evidence about
71 ownership or value-
_1% (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:
_L (iii) | External Confirmation
J An external confirmation represents audit evidence obtained by the auditor as a
Jl direct written response to the auditor from a third party (‘the confirming party),
’ in paper form, or by electronic or other medium-
| (%) | Recaleulation
) Recalculation consists of checking the mathematical accuracy of documents or records:
(v) | Reperformance
[ Reperformance involves the auditor’s independent execution of proceduresor controls
} that were originally performed as part of the entity’s internal control-
_ ¢ w) ﬁnalyt;cal Procedures e T,
; a Analytical procaa';r;; c‘c;ns[s; bF eva/uatfons OF Fﬁanaa/ mFormatlon m;de by a st;;f_y——w
T“— of plausible relationships among both ;Fgancza/ and non-financial data-
L~£ vi) | Inquiry
L Inquiry consists of seeKing m.Fmo"rﬁn;;E/on oF know/ea’geab/e persons, both financial and

-
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[
N

non- financial, within the entity or outside the entity- y

Responses to inquiriecs may provide the auditor with information not Previous),

possessed or with corroborative audit evidence- b

. . _—-‘k-‘-\
Although inquiry may provide important audit evidence, and may even prody, |

evidence of a misstatement, inquiry alone ordinarily does not provide sufficient audy W

——6 §
ewdcnce of the absance of a matenaf’ misstatement at the assertion Ievd E

o S—

|
1-7-2 | The following points are also relevant in respect of audit procedures for auditor’s

\

T
consideration: »
—
The audit procedures inspection, observation, confirmation, recalculation, []
Ty
re- performance and analytical procedures, often in some combination, in addition tq [
T —
inquiry may be used as risk assessment procedures, tests of controls or substantive
—
procedures- il
Ty
1-7-3 | Nature and Timing of the Audit Procedures i
2
Affected by the fact that some of the accounting data and other information may L
be available only in electronic form or only at certain points or periods in time-
.

A / Assertions refer to representations by management, explicit or abharmsa, thac are ||

- /8/// Assertions 7 - \ i

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

types of potential misstatements that may occur:

7:8-1 | Assertions contamed in the F“ nancinl Scatammbs

]
(a) Wﬁssert:ons abaut classes of transactions and events far tha panod under aud:t
i~ | Occurrence i+ Completeness i" Accuracy
= = — = — - "‘1”“1
ive | Cut-off v Classrf‘cation
e —y

(b) ﬂssertlans aboub account balances at the period end:
i Existence ii-  Rights and obh‘gatians

Wi+ | Completeness v+ Valuation and allocation

- kS 1

- : b

(¢) Assertions about prescntalz:an ana' d:sclasurc

j+ | Occurrence and rights and obligations ii*  Completeness

CA AMIT TATED ATACADEMY - MUMBAI
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(:Iq:sfﬁation and u&dersemdqb:l;ﬁy

iv- Accuracy and valuation
The ‘"‘{‘”’ Mmay use the assertions os described above or may express them

differ ently provided all aspects dcscnbed ‘above have been cav:red
Far uimpli, where the

Government is a major stakeholder, management may often
assert that transac tions and events have been carried out in accordance with legislation
propcr authontg

Sw:h assertions may fall within the scope of the financial
I tf\ statement audit- i
3 %/Eprt{t assertions are

S —————— e

mads whm otherw:ss the read'gr mfi bs !eRe wrth an
_jncomplete picture; it may even be misleading-

! may be exprcssed or :mp!:cd

//ﬁqatwa assertions are also encountered in the financial statements cnd the same

3 IVM& Trar! i R

L/ ﬁn audit trail is a documented ﬁaw of at

A NS — |
e e,

U ——

raﬂsact;an- It is uszd to mwesé:gata how

/a source document was translated mbo an accoune entry and from sﬁmrc mt’ Was
Ll

// inserted into financial statement of an entity-

Audit trails (or audit !ogs) act as record—kagpcrs that document evidence w‘ eartarn

| errors, and unauthonzed use-

evm(:s, procedures or operations, bcc:ausc thmr purpose is to rﬁdaee qud material

e

Howem:r, aud:t Ermls*—- mvah&z msts

Syfcams which have a Fectum of audit ﬁrari msp:res confidence in aud‘:ears

e e i

proudums t:has margasmg rghab:hty af aud:t: awa‘cnw abtamezf~
_L

S:nf’z m:cfw
l:raffs a!m mhance data sccurrty, thgfe can bz usea’ by md:f:ar whde pﬂfermmg

audéﬁ?

’jg Infor ’”““’0” ffa , Be Uud as Audit Ewdgnae
’ U 07 __Whm Informct:im to be used as

T ———
e

i ”'d"’“ has been Pmpﬂred Mﬂ’s b;;—w;;’;}mm"
|4 management's sxparﬁ; the naﬁure. mmmg and extent of audit ??'Gfedurgi
amftcd by such matt:ars

B

may be
! The neture and complemz y of the matter

717': risks of material misstatement:-

The mmfaf)mty of alternative saurces

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

¢ | Whether the management’s expert is employed by the entity- \{n
¢ | The extent to which management can exercise control or influence- \

¢ | Whether the management’s expert is subject to technical ,pen“ornv;c,,,Ce 1

standards-

¢ | The nature and extent of any controls within the entity over the manm

)
expert’s work:

d s
¢ | The auditor’s knowledge and experience:

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

T ey

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

3 F] - .ﬁ
the information is sufficiently reliable for the auditor’s purposes, including g5

—

necessary in the circumstances:

(a) | Obtaining audit evidence about the accuracy and completeness of the informat;’o?»‘
(b) | Evaluating whether the information is sufficiently precise and detailed- t
7-7 //5'electing ltems for Testing to Obtain Audit Evidence B
\\'.// 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 B

(<)
- / "
11144Y/ Selecting All Irems

700/ examination 15‘_cif_7!:kel_y in the case oF tests of‘ control’s howev«zr, it is more

common for tests of details e

R ———

I 700% examination may be appropriate when,

o I The population constitutes a small number of large value :bems-

. There is a signifi cant risk-

* he repeb;tn/e nature of‘ a ca/cu!at:on or other process performed

W 5¢/ccbmg Spac/f‘c ltems B U —— —

( The auditor may decide to select specific items from q populﬁt;:‘rﬁn"r

CA AMIT TATED
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The judgmental selection of specific items is subject to non-sampling risk: Specific

S

jtems selected may include:

High value or key jtems

o

All items over a certain amount

Nature of the entity or the nature of transactions:

RARR

Audit Sampling

~ 7.12 | Inconsistency in or Doubts over Reliability of Audit Evidence
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

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

2- USING THE WORK OF INTERNAL AUDITORS(5A 610)
2:1 | 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

(7) Activities Relating to Governance
e

(2) | Activities Relating to Risk Management

(3)  Activities Relating to Internal Control
| e S

| Evaluation of internal control

|
|

—_— = — e —
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o | Examination of financial and operating information

—
o | Review of operating activities —
o | Review of compliance with laws and regulations = |

q 3
2:2 | Ways in which the external auditor may make use ofthe function for purposes

of the audit-

(i) | to obtain information that is relevant to the external auditor’s assessments oﬂ‘:ﬁe\

~|

risks of material misstatement-

(i) | May decide to use work that has been performed by the internal audit Function-

(iii) | Internal auditors to perform audit procedures under the direction, supervision and

review of the external auditor-

2-:3 | Scope of 5A 670

(4a) | 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 1
?_ 1
__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 s adequate for purposes of the audit; and 1
(¢) | Provide direct assistance, to appropriately direct, supervise and review their work-: .
// l
< 3/ | Evaluating the Internal Audit Functig‘tl_i____“ B
"(ﬁ ) | Organizational status and relevant policies and procedures SUpport the objectivity S
(B) | The level of competence

» including quality control-

— ———

——— ]

W |
| 2.6A //p'gectiviby and its evaluation

/
‘ \\Q.fa.‘_@ff_ that may affect the external auditor’s evaluation in relation to Objectivity

|
\ ~ (©)| A systematic and disciplined approach
]
|
|
|
|

‘ | include the following:

|

,lr!
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7 | The ability of the function to be free from bias, conflict of interest or undue
influence-

Oversee employment decisions-

Any constraints or restrictions placed on the internal audit function-

‘Facbars thac may affect the extemal aud;tor s determmatran in rc!at:an 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-

k26 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:

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 Audit Function Cannot Be Used

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

(b)| The function lacks sufficient competence:

(c)| The function does not rapply a systematic and disciplined approach-

1

3‘? #termining thc Nature ana' Extent aF Work of the Internal ﬂud:t Function that

Can Be Used

a Tcstmg of the operabmg effectiveness of controls:
2 Substantive proceduras mvo/vmg /;mft;ed ;udgment

_ 3 iObServatfons é;ﬂ;ﬂ;;ntary counff;ws_ i _ :
- ! T;‘;cn;—gj;ransactlans through t:he mﬁ;rmatfon Sysbem 3 R e
5.

Testmg of comp//ance with rcqulatary requirements-

e = e
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2-9 | Circumstances in which the external auditor shall plan to use less of the wm;

Internal audit function and perform more of the work directly

(a)| The more judgment is involved in: _ xi{
(i) | Planning and performing | ﬁ
(ii)| Evaluating the audit evidence gathered; \L
(b)| The higher the assessed risk of material misstatement \y

S

(c)| The less the mbemai audit function’s organizational status

(d) | The Iawer the level of competence of the internal audit function:

eyt

2:10| Using the Work of the Internal Audit Function i
(A)| discuss the planned use of its work with the function- ’
(B)| read the reports of the internal audit function ﬂ'
(C)| perform sufficient audit procedures on the body of work of the internal audit Funcblonﬂ?

Discussion and Coordination with the Internal Audit Function ﬁf"

E I+ | The timing of such work- I

F 2 The nature of the work performed- ]

3- | The extent of audit coverage- i

4- | Materiality for the financial statements- f'

5- | Proposed methods of item selection and sample sizes- i

6- | Documentation of the work performed- —%:

7: | Review and reporting procedures- ::

7 i |

2 /V /betermmmg Whether, in Which Areas, and to What Extent Internal Auditors Can Be r

/ Used to Provide Direct Assistance &

M/ The external auditor shall not use an internal aud:_f:“;;wb;;-g;;;dc direct ass:sbantj_ff‘/ %

There are significant threats to the objectivity of the internal auditor; or R |

( b) : The mtema/ aud:tor lacks suFF c:enb competence to perform the proposed work k

The exf:_ernal au{:tor shallv nab use mtemal aud;tors ba prowa'e dfrecb ass,stang;g to P

) perform procedures that: = 1

(a)] Involve makmg s/gn/f‘ cant /u;;m;;;-:nv ?ﬁ_z'e—qﬂ; o P

5 “'?%)_;wRe/ate to l;/;;er assessed r:sks oF mater:al mrsstabement S -__pd, ~
! e e SRR S P S S
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Relate to work with which the internal auditors have been involved

0y
<

:@,Bf@ti to decisions the external auditor makes in accordance with this SA*

| r__P_!;iﬁ to using internal auditors to provide direct assistance for purposes of the
—

| audit, the external auditor shall:

|

(a) Obtain written agreement from an authorized representative of the entity

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

R R T

/-—_——-_ - .
2: -/ﬁt:nct:an 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 regulations,

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)
31 | Sampling: An Audit Procedure

3:2 | 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, such that all sampling units

L | (e all the itemsin the population) have a equal chance of selection:

L3 3 | Population

- : Population refers to f;hg entire set OF data Fram wh:ch a samp/e is se/ected and

about which the auditor wishes to draw conclusions:

1aracteristics of Populablan

HPProprmteness Appropriate means popufatron From wh/ch the samp/esn are drawn
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shall be relevant- 7 1
2- | Completeness: The population nscds to include all relevant items: Q
r

4

—

3

3- | Reliable: Sufficiently complete and accurate:

3-4 | Sampling Unit

—
771e :nd;wdual rtems that makc up th; papulat:on are known as samplmg umﬁs r‘}udm 4

praccdures are appi{cd on these units and the condus:ans drawn Fram bhem are ~

= e e, S e — —cg

| projected on thc populaf::on __\:
Sample must be representative | "’
Whatever may be the approach non-statistical or statistical sampling, the sa:np?:”'

must be representative- | "'

+ | SAMPLING PROCESS is performed on | et i F
i f Tesb; of ca?rtrals o 2 Tcsts of deﬂazis S i pes i e _g__'_
'l . alicsl b 2 e [

A ﬂppraaches to Sampling ( Typcs of 5amp!m5) .f
c/-{) Audit sampling can be applied using either R “‘
ﬁ\jﬁ | non-statistical or _ 4""
/7 B) | statistical sampling approaches- a ’ “‘k"
= fﬁi’”ﬁf’f‘?’ “"?’f’””ﬂ is an approach to samphng that has the random selectran of e;:%

| sample unit; and che use of probabilty theory vo evoluste sample resales, ncludny |
measurement of samplmg risk characteristics- e \N

_ A samp.’mg approach that does ”"’b&“ have t:he. c;b;ve Feabum; s cons:derad as noﬁ" 1
| stabistical sampling: 1
| jfyi i 5tabubical Sampling—ﬂ'fore Stientific N
1+ | Audit testing done through this approach is mare seentitic. e
e o A

2- | Statistical sampling has reasonably M[jg ﬁPPﬂﬂl?tmn B

3+ There /s no personal bias

e g

!/,, larger organisations, with huge transactions, sbatnshcai sampling is alway’

rewmmended as it is unbmsed and the samples selected are not pre udged
}
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(5)| It may provide a better dcscnptran of a large mass oF dat:a o
(6)| It is widely accepted way of sampling as it is more scrs.n#lﬁc,? %:\
N
3-8 | Sampling Process B mww‘ma%f
1- | SAMPLE DESIGN 2. SAMPLE SIZE 1
3- | SAMPLE SELECTION 4. AUDIT PROCEDURES R
5+ | NATURE AND CAUSE OF DEVIATION AND 6+ PROJECTING
7| evALuaTING RESULTS OF AUDIT -
3:9 | Sample Design, Size and Selection of ltems for Testihg e R 1
3:9-1 | Sample Design | 'mwu 4o N
When designing an audit sample, L w:“h
i) | The auditor’s consideration includes the spe;f‘ c purpoi: bo be ach/eVedw ” \;M:
ii)

Consideration of the nature of the audit evidence sought and poss:ble dewatran

In fulfilling the requirement of SA 500 “Audit Evidence”-

/

/Sbrabiﬁcabion and Value-UWeighted Selection

Stratification: Audit efficiency may be improved if the auditor stratifies a population

by dividing it into discrete sub-populahons which havc an :dentffymg charactcns(m

. o

When performing tests of detaits, the population is often st;rat:F‘ ed by monetary va!ue

-

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

ey

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

=}

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

the results of all the strm‘:um ta check For poss:b/e dewat/an or risk of‘ matenal
misstatement:

R
Value~-Weighted Selection: (wWhen performing tests of dcballs, /6 may be efficient to

rdent:rf‘y the samplmg unit as thc individual monetar

Y units that make up the
popu/at/on ot

’ One benefit of this appraach bo delmmg the samplmg unit s bhat: audit eFf-"arb :s

|

| and can resulb in sma/ler sample sizes-

i
s
l

d/recbea’ to the /ar‘ger value ibems because the/ have a greater chance of

, é

selec t:an,
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In value weighted selection, the sample size, its selection and evaluation will result

in a conclusion in monetary amounts.

Sample Size

1)\

The lower the risk the auditor is willing to accept, the greater the sample size will
need to be-

9.2 A| Examples of Factors Influencing Sample Size for Tests of Controls

(i) | 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 /farger the sample size-

(i) | 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 /ncrease

the sample size

IL_( V) | There will be megljgible effect on sample size due to increase in the number of sampling

- units in the population:

'_3'9'2 B;’ﬁm’mp!es 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-

& 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

~____| 70t exceeded by actual misstatement in the population will increase the sample size

(iV) An increase in tolerable misstatement will decrease the sample size-

#~..(V) The e greater the amaunt aF rmsstabement t;he aud;tar _expects to ﬁna’ tn i:hc

| Population, the larger the sample size:
% When stratification of the population is appropriave then sample size will decrease-

YD) | There will be neglyible offect on sample size due to number of sampling units in-

e ———
———
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I
3-9:3 | Selection of ltems for Testing

. e
The auditor shall select items for the sample in such a way that each sarr_rplmg unit

] TG,
io‘)m the population has a chance of selection TN,
J3/9/.‘.-3{/#) Sample Selection Methods

ﬁ___\h
(/ (7) | Random Sampling: Random selection ensures that al/l items in the popu/at/on' or

within each stratum have a known chance of selection-

(1) | 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 kiphly diversfied poputetion,
weights should be allocated to reflect these differences-

(2) | Interval Sampling or Systematic Sampling: Systematic selection s a 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

—

haphazardly-

as

A

—

F (3) | Monetary Unit Sampling: It is q type of value-weighted selection-

(4) | Haphazard sampling: Haphazard selection, in which the auditor selects the sample

™

without following a structured technique-

I—
does
)

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

' ot even use the random number tables-

i SERESL A

(5) / Block Sampling: This method involves selection of 4 block(s) ot;‘ cont/gyuc;u;‘:t;;nas—;'@ L

I within the population-
I

370 -,;’e/rnr‘bﬁr;nin; Audit Procedures RIS - AR,

e e A

S, appropriate to the purposg~ |
- . o e ? —___‘T_-:‘"" l‘
dure is not applicable to the selected item, the auditor shall perform |

t

(i) ! The auditor shall perform audit proceddfe‘;
(ii) If the audit proce

. the procedure on a replacement item-

.
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/’/"r——'—’—_ d 3
| (iii) Jf__t_f‘f auditor is unable to apply the designed audit procedures, or suitable alternative

procedures, to a selected item, the auditor shall treat that item as a deviation-

|
e PR

(iv)| An example of when it is necessary to perform the procedure on a replacement item

r __fs__‘_”hc" a_cancelled cheque is selected while testing for evidence of payment

authorization:

L

(v) An ‘example of when the auditor js unable to apply the designed audit procedures to

i 1 a selected item is when a'ocumenbae:on relating to that item has been lost-

_——-‘-‘-’”-:—_u

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

1

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

wmpubemzed sales are being checked-
E | iXeo

/fﬁaf:un and Causc of Dcvmbwns and Misstatements

‘“’/;) In analyzing the deviations and misstatements identified, 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-

(i) | 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 dgviatian that is demonstrably not

representative of misstatements or deviations in a population-

312y ojccting M;sstaﬁcmgn&s e

6"{ To abtam a broad v:ew aF the. scalz aF m:ssbatemcnt

).

-

(i) ﬂngmg[y’ it may be axcluded when projecting m:ssbatcmenfss to the popul‘abmm

(iii) For tests of details, the auditor shall project Ul et it Wherkes sop i

| controls, no explicit projection of Ffﬁ}’{ffﬁff{"_“ necessary:

r 313  Evaluating Results of Audit Sampling

e
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The auditor shall evaluate-

T —
(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

Tolerable misstatement - A -monetary amount set by the aua’:bor

Tolcrab!a rate of deviation - A rate oF deviation from presmbed mtema/ contro/

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

5A 501- “Audit Evidence- Specific Considerations for Selected ltems”

4:2 | 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-

v
e %%Ventary

LA
L/ When inventory is material to the financial statements-

(7)| Attendance at physical inventory counting:
(i) | Evaluate management’s instructions and procedures:
(7i) | Observe the performance of management’s count procedures;
]
(iii)| Inspect the inventory; and ‘
—
(iv) | Perform test counts- '
2) Perf’ormmg audit proccdurcs over bhe entnty s fmal' mv:r;:;;-y re;rds-m’WFmww_ﬂ |
L
4 /ﬁfbbcndancz at Physrcal invantory Councmg

a) //7spectmg the mVentory ba aswrtam /ts exrst:eme and evaluate jts condition, and

J perFormmg Lesh counts; ek e g

s e 3

( b) Observing comp/mnce w:th management s mstrucb:ons o e e
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ﬁ! Matters Relevant in Planning
% Nature of inventory-

d _Attendance at Physical Inventory Counting

Stages 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-

The timing of 'physicbl inventory counting-

Whether the entity maintains a perpetual inventory system:

The locations at which inventory is held

Whether the assistance of an auditor’s expert is needed-

7

Sical Inventory Counting Conducted other than atthe Date of the Financial

/

Statements

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-

7

the auditor unable to Attend Physical Inventory Counting due to Unforeseen

l“"y ;

Circumstances

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

perform audit procedures on intervening transactions-

[

7 ttendance at Physical Inventory Counting becomesimpractical

audit procedures to obtain sufficient

The auditor shall perform alternative
d condition of inventory-

appropriate audit evidence regarding the existence an .

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

e

T——

1\\_

i some cases, attendanc

e at physical inventory counting may be impracticable:

nce to the auditor, however, is not surﬂc:ent to

supp‘,;‘; ﬁ.aje;.’.;,—oﬂ by the audit ditor bhm‘? attendame is impracticable: The matter of
R e
fa va/rd basis for the aua’ftor to omit

d/fflcult;y, time, or cost mvo/ved s not in /tsal e o T SR

The matter of genera/ inconvene

an audrt procedure e

——— T 1
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In some cases where attendance is impracticable, alternative audit m

In other cases, howeve

auditor to modify the opinion-

49 | When inventory under the custody and control of athird party- What will the auditoy
do?
(a) | Request confirmation from the third party- e
(b)| Perform inspection or other audit procedures appropriate- R
- *'\\\
For Example
‘\—5\,
* | Inspecting documentation
T
* | Requesting confirmation
— _—h‘—ﬂ
| Attending, or arranging for another auditor to attend-
* | Obtaining another auditor’s report-
4-10 | Litigation and Claims
(a)| Inquiry of management
(6)| Reviewing minutes of meetings
(¢) | Reviewing legal expense accounts- ﬂ
il —
411/ #f the Auditor Assesses a Risk of Material Misstatement regarding Litigation or |
S Claims - Communication with the Entity’s External Legal Counsel 1
.
The auditor shall, in addition to the procedures required by other 5As, seek direL

i
communication with the entity’s external legal counsel- :

The auditor shall do so through a letter of inquiry requesting the entity's exterﬂif’/

legal counsel to communicate directly with the auditor-

\J/ﬁect/y with the auditor, the auditor shall perform altefnatiVe Iaua’fl; prb’cea;urii'___//
— s

| abﬁréﬁrl:éutély to a letter of general inquiry, t

|
i

legal counsel from communicating

N

' it is considered unlikely that the entity’s external legal counsel will resPaﬂf{ L

he auditor may seek direct ‘
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communication through 4 letter of specific
includes: ' ‘

inquiry. A letter of specific inquiry

A list of litigation and claims;

]
Management’s assessment of the outcome

A request that ¢ ity
(c) q he entity’s external legal counsel confirm the reasonableness:
The audit ; ;
of e auditor also may _fﬂf"_gf,__k’i.’ff,efﬁy Yo meet with the entity’s external legal
counsel-
i) | The auditor determines that the matter js q sighificant risk-
; ii) | The matter is complex-
i) There is disagreement between management and the entity’s external legal counsel-
Further if:
(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
A Segment Information refers to information about different types of products and
services of an enterprise and its operations in different geographical areas-

il

&/ taining sufficient appropriate audit evidence regarding the presentation and

disclosure of segment information

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

(i) | Evaluating whether such methods are likely to result in disclosure
:\‘L'i); Where appropriate, testing bherwﬁgff‘cabion of such methods; and
—(8) | Performing analytical procedures:
\-\_ 2
414 | Auditor’s  responsibility regarding the _presentation and disclosure of segment
| iformation e . P
~__| The auditor is not required to perform audit procedures that would be necessary to

eXpress an opinion on the segtment "”fo’”m“_‘f?_’ffﬁ_E’"“e@_‘f’ffjﬁ_i stand _alone basis- _ )

AT ACADEMY - MUMBALI
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:g ﬂfﬂ”’ Confirmation Procedures adopted by the Auditor to Obtain Audit Evidence

Determining the information to b, confirmed or requested:
— T HE £
N ﬁ' Selecting the appropriate con

firming party;
| /(;)/ Designing the confirmation requests
\V/“

Sending the requests, including follow-

. /(d))_____ Up requests

(1) | Determining the Inf‘armg_t_(gi__i_;_o be Confirmed or Requested

Are performed to confirm or request information regarding account balances and their
elements:

1 (b) | Selecting the Appropriate Confirming Party

Responses to confirmation requests provide more relevant and reliable audit evidence-
(¢) | Designing Confirmation Requests

Design of a confirmation request

1 Hay directly affect the confirmation response rate, and the reliability-
5

i 2 “/ Factors to be considered by auditor when designing confirmation requests

L (i) | The assertions being addressed-

(ii) | Specific identified risks of material misstatement-

7“ (ii)| The layout and presentation:
1 (iv)| Prior experience

(V)| The method of communication

(vi)| Management’s authorisation

(i) The ability of the intended confirming party to confirm-

L3 | Pésitive confirmation request
'%4/40”%”7""9 party to reply to the auditor in all cases: A response to a positive

| confirmation request ordinarily is expected to provide reliable audit evidence: Positive

~___| confirmation requests that do not state the amount (or other information) on the
K confirmation request-

Determination of properly addressed requests

 Testing the validity of some or all Of_d",z,.,fidffffe_gh

~Z| Follow-Up on Confirmation Requests

.’7"75{ send an additional confirmation reqae?*".

=
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v

5, ///Hanagement’s refusal to allow the au

(:7 taken by the Auditor \F’

ment's reasons for the refusal, and seek audit evidence as ¢, |

A

ditor to send a confirmation request-stop |

(a) | Inquire as to manage

their validity and reasonableness; b

—

(b) | Evaluate the implications of management’s refusal-

(c) | Perform alternative audit procedures: =

e

If the auditor concludes that management s reFusal to allow the audrtor f;o sendg

—

1_, -

confirmation request is unreasonable, or the auditor is unable to obtain relevant and

reliable audit evidence from alternative audit procedures, 5A 260, 54 705 4

Reasonableness of Management's Refusal

T ——
A common reason advanced is the existence of a legal dispute or ongoing negotiation:

— &

he auditor is required to seek audit evidence as to the validity and reasonableness: |

i

T

—
| =
4

/mplioabions for the Assessment of Risks of Material Misstatement

If management’s request to not confirm is unreasonable, this may indicate a fraud

e

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

For accounts receivable balances — examining specific subsequent cash receipts-

\\_7 Examples of alternative audit procedures the auditor may perform include:
®
o

For accounts payable balances - examining subsequent cash disbursements-

-

WV // Negative Confirmations

=

g Negative confirmations provide less persuasive audit evidence than positive |

confirmations:

V Hccordmg/y, the auditor shall not use negative con(-" rmation reqUesfss u;:;;;;.q—i.‘ .of" tlre

i

following are present:

(a) | The auditor has assessed the rrsk of materml m:sstabement as low:

. L
i ,(b) The POP“”""”O” Offf?ems Sub/ecb to negatl\/e conF'rmat/on pr ocecfures wmpusu ] !u ge k
number of sma/l homogeneous accounb ba/anCes, Cransac;:“:_o'f};“or condrt::om = ‘k

(c) A very low exceptfon rabe is expected and

(d) The aud/tor is not aware oF crrcumsf:ancas or cand:t:ons
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| e e — = ) _ - - o —— |

: *’?;‘ Evaluating thc Ewdcnce Obtamcd
|
g The auditor may categorise such results as follows:
W(’a) Q&Pf’"“ by the appropriate confi Irming party indicating agreement:

“;},) A response deemed unreliable; =N

f""’*’;h’r
; (5) A noh-response; or
g &L |

( d) g response md:catmg an excepb:an

_._/, ——— - B

6 | INITIAL AUDIT ENGAGEMENTS - OPENING BHLHNCE5 (SA 510)
g1 | Scope of this SA

0penm9 balances when conducting an initial audit engagement:

62 DeF nitions

7 Initial audit engagement refers to an engagement in which either:

. e — — e

| The financial statements for the pr:or penod were not audited; or

T
N~

(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

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

applied in the current period’'s financial statements:

— —_—

74///!73\90

" 5_5“'* taining sufficient appropriate Audit evidence about opening balances by the Auditor

| The auditor shall obf;am suﬁ' cmm‘: appropr iate audit ‘V’d”“

i Decermmmg whether the prior perroa‘ S

,;gsmg oalances lmVe been correcf:fg brought

b forward to the current period

apphcatfan oF appropr:ate

Determ"nng whether the opgn/ﬂg balances f‘?f]_EVCE—fEhe-

1 s 0560untmg pollc/es, and e ORNTA S Rt SR s SRy SN Nt ST
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(¢) | Performing one or more of the following:
3 . ) i
(i) | Where the prior year financial statements were audited, perusing the copies of t, |
' o
audited financial statements; F
(ii) | Evaluating whether audit procedures performed in the current period provide ev: \ﬁ
relevant to the opening balances;
Ciii)

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

statements, the auditor shall communicate the misstatements with the approprmte

Performing specific audit procedures to obtain evidence regarding the opening ba/an {
B
{
L
b
fr_

level of management and those charged with governance:

r—-
\
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However, entities that are under common control by a state (i-e-, a national, region,

or local government) are not considered related unless they engage in significan;

transactions or share resources*

///

/ - -
v ]é/ Meaning of control and significant influence in reference to related party

(a) | Power to govern the financial and operating ‘policies SER MR

(b) | Significant influence :s the power to participate in the fi nancml and operatmg polfcy

ey
S ey

The existence of the following relationships may indicate the presence of control or

T

—_—

significant influence:

(i) | Direct or indirect equity holdings or other financial interests-

—_—

(i) | The entity's holdings of direct or indirect equity or other financial interests-

—

(iii) | Being part of those charged with governance or key management

e §

—d

E‘ (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)

7-4 |Meaning of Related Parties with Dominant Influence

Ability to exert control or significant influence, may be in a position to exert

dominant influence-

7-5 | Meaning of 5p=cml-Purpase Entities as Relabea’ Parbles

Entity may in substance control:

e B
. 76 /tdabure of Related Party Relationships and Transactions A
*)\./L ‘”/_i’vqunig r_e_:lqt:ed pa{*_t;y f:raqs_att:ions are »in’ t{’_"’_, normal coursé oF bés:‘ness— '(L
? However, the nature > of related party relationships and t‘ran.sacf.;fx-m.":sh may, in-same X
circumstances, give rise to higher risksraf materiaf misstatcnﬁer}t ,.x'

Far example i

| (/—7) 'Re/abed parties may operate bhraugh an extensive and complex range oF relatr@miups L

(B) | Information systems may be ineffective: L.

(¢) Re/abed party transacb;oﬂs may no& be conducbea’ under norma! market terms

e
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8 | ANALYTICAL PROCEDURES (5A 520) m\&
81 | Meaning of Analytical Procedures ‘.

| “Analytical procedures” means evaluations . of financial information t through a@
& plausible relationships ar;‘iong both financial and non-financial data: o s
Examples of Analytical Procedures lgﬂ\fig!jonsideraeian of comparisons of the mtﬁ?

o 7 ™

* financial information are:

* Campamb!c_ Jqfarrygf::on For prlar Pci"t?df T —————————
¢ | Anticipated results of the entity “\
B dustry information-
Similar industry i i S
¢ | Among elements of financial information that would be expecf:cd to conform to 4
B
predictable pattern:
¢ | Between financial mFormatlon Gnd rc/cvanb non—-finqnc;al ’”{Q’ﬂ"f@ﬁw ottt
K - 0 - e TS
5 } : e ———
82 | Scope of 5A 520 :
i e i il
The objectives of the aud:!:ar are: ;
—$
(a)| To obtain relevant and reliable audit evidence-
, —3
(b)| To design and perform analytical procedures near the end of the audit that assist
the auditor when forming an overall conclusion-

8:3 | Purpose and timing of Analytical Procedures
&8:3A | Purpose of Analytical Procedures

Analytical procedures use comparisons and relationships to assess whether account

balances or other data eppear reasonable:

\8'/ / Tmmy aF ﬂﬁafybfcal Progeiuras STt e Sy Pl . L
— o/ Planning Phomisg - T e - e L
t"\‘lﬂ/ fesﬁné Phase B O P e ooy e ;
Comple,t:an FPhase &,

8‘35 ;-—ﬂnc;lyéi.cal Procedures in Planning the ﬁudi-é“ i ) ;
" In identifying areas of potential risk ;

| b

g
i
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Substantive Analytical Procedyres

The auditor may inquire of management as to the availability and reliability of
information needed to apply SUbStanthe

.
/ﬁzctors to be considered for Substantive Audit Procedures
(i) Hvarlabthby of Data

analytical procedures-

*\z\

‘-(,',') Disaggregation

(iii)| Account Type

(iv)| Source

| (v) | Predictability

(vi)| Nature of Assertion

(vi)| Inherent Risk or “What Can Go Wrong”

| T

7
8 //chhniques available as Substantive Analytical Procedures

()| Trend analysis — Trend analysis is a commonly used technique- [t is the comparison of

current data with the prior period balance or with a trend in two or more prior

period balances-

. (ii) | Ratio analysis - Ratio analysis is useful for analysing asset and liability accounts as

well as revenue and expense accounts-

(i) | Reasonableness tests - This analytical procedure does not rely on events of prior

periods, but upon non-financial data for the audit period-

(iv) | Structural modelling - A modelling tool constructs a statistical model-

_ 87 Analytical Procedures used as Substantive Tests
E—T— } — .

E When designing and performing substantive analytical procedures-

(i i) Determine the suitability of particular substantive analytical procedures:

( H) Evaluate the relmb:llty of data

(m) DeVe/op an expectatlon of recora’ed amounbs or ratfos

(’V)] Determine the amount of any difference

88 Smtabfhty of particular analytical prowdurcs For 91van assatmns

| CA AMIT TATED
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(a) =~F‘IJ‘I;:Viah-:nsh’i"g,u’rrg characteristics of the specific

(b) | Who performed the audit work and the date such work was completed; 7 D

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

o CE

¢ | The auditor shall document discussions of significant matters with managemen

jtems or matters tested: |

4

ST I ——————

< e i i e

d TN
o | If the aud:t:or fdent;r(“ cd :nformatton t;hat is mcons;stent w:bh cha au zbars final

yconclus:an :eqard:ng a s:gmf‘ cant matter
O atiniann s PO o - ‘-\\ %

P i

e form, content and extent of audit documentation depend on factors suchr.as:

The size and complexity of the entity: 1
2- | The nature of the audit procedures to be performed- ﬁ—w
; 3« | The identified risks of material misstatement- 7
:r 4. | The significance of the audit ewdence obtained- pile o o ﬁ;
Sjy‘ﬂve nar;:;re and extent of except:ons fder’)_t:ﬁi‘l e;! o i | ‘j
6+ | The need to document a conclusion- T
7 | The audit methodology and tools used-
/ .
‘7~6 l.’?émples of f_?udt’b Documentation 4
}_,//"ﬁudiﬁ Documentation Include:
k Audit programmes " :[
%g Analyses |
Issues memoranda i
Summaries of significant matters mji
Lctbcfs of confirmation and reprasenf;:;/;;nfm e | Rt _
| Checklises J[
VCar:rcsporrld,ehce e S e e e s “
: N
17 | Timely Preparation of Audit Documentation |
n Tha audrt:ar' ﬁa_ll_ prepare aud:t dacumentat/an on a hmel; bas:s k
18 Audit File )

SSESSa—— —
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Audit file may be def;

or electronic form

for a specific engagement-

£
7-9 /%mbly of the Final Audit Fife

| [ B gggﬂ%ifﬂ@_o/_@@rms thaEp erform Audits and Review of Historical Financial

1 Information, and other Assurance and related services”:

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

process, if they are administrative in nature-

Examples of such changes include:

* Deleting or discarding superseded documentation-

e 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

circumstarnces-

—-

Matters that give rise to significant risks-

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

; Mmaterially misstated, (b) a need to revise the auditor’s previous assessment

;\;_ Circumstances that cause the auditor signfficant difficulty

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

K{_y ompletion Memorandum or Audit Documentation Summary

H 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

~—

P partBlan; {‘0,': _/arge qna’ complex audits-

|
B

o

i \\r\\ .
”2  Ownership of Audit Documentation T
=L | Standard on Quality Control (SQ¢) 7

s
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CHAPTER - 7
_ 1 COMPLETION AND REVIEW 1

7- | SUBSEQUENT EVENTS
7-1 | Subsequent events

A- | Events occurring between the date of the financial statements and the date oF g;,e

| auditor’s report

e

B- . Facts which become known to the auditor after the date of the auditor’s report by

.
before the date the financial statements are issued
T ey
C- | Facts which become known to the auditor after the financial statements have been
issued
k —]
E 7-2 | Objectives of auditor in accordance with SA 560
¢ a)g Obtain sufficient appropriate audit evidence
(b) | Respond appropriately to facts
/
\ T}?///ﬁudib procedures relating to events occurring between the date of the financidl
R —
' 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
- 3 _-."‘
(d) | Reading the entity’s latest subsequent interim financial statements
! .7_715 auditor shqil request management to provide a written representation-
|
le ~
1.9/ \/Facts which become k —
il acts which become known to the auditor after the dabe oF the aud;tar s rcporc ub
| before the date the Fnancia statements are issued
(a) D:swss the matter with management e .
~ (b) | Deter mine_whether ?h?i’zinffﬂ statements need amendment; and, if so, E

e .
- S

(c) ! Inqmre how management intends to address the matter- el

/{' mqnagemanb amcnds t:he fi nancml statements, the aud;to;- shall:

CA

AMIT TATED
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—

f—’”"“ " . . .
ﬂu}_@uhves of auditor in accordance with $4 570
(a) | To obtain sufficient appropriate audit evidence

(b) | To conclude based on the audit evidence obtained

e

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

2.5 | Risk assessment procedures and related activities

(a) | If such an assessment has been performed, the aud:tar sha/f d/scuss the assessment

with management-

(b) | If such an assessment has not yet been performed, the auditor shall discuss with

management the basis for the intended use of the going concern:

_ 00

}ﬁ;ﬁfesfdfﬁnbs or conditions that may cast significant doubt on the entity’s

K.J'{b./ifity to continue as a going concern

; Financial events or conditions

¢ | Net liability or net current liability position

 Et

¢ | Fixed-term borrowings approaching maturity without realistic prospects

¢ | Indications of withdrawal of financial support by creditors

¢ | Negative operating cash flows

L

Adverse key financial ratios

¢ | Substantial operating losses

E -
L% | Arrears or discontinuance of dividends
[’

L ¢ | Inability to pay creditors on due dates

L. Inability to comply with the terms of loan agreements

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

| Inability to obtain financing for essential new product development

L-h—-—_
’
| Operating events or conditions

¢ | Management intentions to l;qwdate the entity or to cease operations

| : acement
h“—‘_,._Lois of key management without replacem

“\’j_@ of a major market
rk’ * Labour leFﬁuftres Mo d Y

Shortages of important supphes

—

AT ACADEMY - MUMBALI
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¢ | Emergence of a highly successful competitor \1
Oth ¢ diti Y
ther events or conditions ‘
I uirements ¥
¢ | Non-compliance with capital or other statutory or regulatory requi s
d Y
¢ | Pending legal or regulatory proceedings |
. Y
¢ | Changes in law or requlation or government policy
—
+ Unmsured or undennsurea’ catastrophes when bheg BLEHE. S et _
~ ]
}-/y 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 concem
—]

covers less than twelve months from the date of the financial statements, the

auditor shall request management to extend jts assessment period to at least

| twelve months from that date-
A
\2/// Additional audit procedures when events or conditions are identified

(a) | Requesting management to make its assessment-

(b) | Evaluating management’s plans for future actions

(¢c) | Where the entity has prepared a cash flow forecast, and analysis |
(i) | Evaluating the reliability of the underlying data
(ii) ] Determining whether there is adequate support for the assumptions-
R
(d) | Considering whether any additional facts or information-
' (&) | Requesting written representations from management :
’ I
4

28 ﬁua’rtor s conclusions

— e e e e e e s e G 3

prropr:ate d;sciosure oF the nature and :mphcat::ons oF t e

he uncertamty is netassar? 1
——-—-—"“""“J

e

ﬁdcquacy of dlsc!osures when avents or cond:t:ons have been ldent;:f‘ ed and a rnatanal
uncertamty exists

2:9

( a) ] ﬁdequabely d:sr:lase bhc pnm:rpal cVents or concﬁ&ons

GO s e —_— A
( b) Disclose alearly that there is a material ————— -

uncertamty

2- ?0 Hdcquacy of a‘lsc/asures when events or cond:t:ons have bcen zdenfnf‘ed but no mabmal

- i k

CA AMIT TATED

Scanned with ACE Scanner



f

- uncertainty exists
| The auditor shall evaluate whether, in view of the requirements of the applicable

L

financisl reporting framework, the financial statements provide adequate distlosures

o —

| sbout these events or conditions-

v mm WO

._,.d-—"‘_——_-r
b%%%{mpf’ mtfons for the auditor's 's report R St
If use- of Going concern basis of accountmg is inappropriate - f;he aud:tor shall

| express an adverse opinion- 5

-—""_' |'

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

| | exists

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

| The auditor shall express an unmodified opiion the auditor’s report shall include a

| separate section under the heading “/Heteria/ Uncertainty Related to Gomng Comeern”™

;' to:-

(8) i Adequate Disclosure of a Material Uncertainty is Not Made in the Financial

| Statements

The auditor shall:

(2) | Express a qualified opinion or adverse opinion,

_(5) | In the Basis for Qualified (Adverse) Opinion

(W) | Management unwilling to make or extend its assessment

A qualified opinion or a disclaimer of opinion

—_— /

|

--..(“) wa ef’f’ect of IJerft;Fed mffstatunenb on *'ie aud:tj 'rmf

( b)r Thc eff’ect oF unmrrecbzd mzsstsatemmts

> Ny _Tdoo 100 DE

3 &W MISSTATEMENTS IDENTIFIED DURING THE AUDIT
:;f

ﬁ 5A 450 b/aluabmﬁ of Misstatements Ildentified g'urmg the Audit

ﬁud:lzors responsibility to evaluate the cﬁ’cct of :dmtié‘ ed m;ssf:otement;s on t}ze

| | audit and of uncarracf:cd misstatements-

3-2 ! Objectlws of auditor in ac::ordanca with SA #50

_33_ ﬁ.ccumrulatmn of misstatements identifi ad durm‘gv tbg ﬁugf.'-_

34 Consideration of identified misstatements as the audit progresses

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

s N
N
N

4/8?/0bher Written representations
-:/ They may include representations about the following:- \

¢ | Whether the selection and application of accounting policies are appropr:abm

¢ | Whether matters such as the following, where relevant under the appl:cabml\

reporting framework, haVe been recognized, measured, prese_ﬂted or disclosed

e

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

—
» | Liabilities, both actual and contingent;
T
u | Title to, or control over, assets
» | Aspects of laws, regulations and contractual agreements
T

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

P
\%/ Written representations about specific assertions
A 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- E
¢ | The existence or lack of any other information 'L
—t
i

\4- //Date of and Period ('s) covered by Written Representations

g 1
Shall be as near as pract:cable to, but not after, the date of the audftor s report

i S R s e e L b i e 9

on the financial statements :

/ .-—/*4

AL
@/Form of Written representations
|

—t

The written representatwons shall be in the Farm oFa representatwn !etter addressed

B S e 8 |

to the aud/bor —— B

CA AMIT TATED

Scanned with ACE Scanner



Requested Written representatioﬁs "ot provided
Discuss the matter with Mmanagement.

————
— e,

agement .

Re-evaluate the Integrity of man

Take appropriate actions

’
Jg/’/plsclmmcr of opinion in case of non-

reliability of Written Representations about

o/ Management’s responsibilities or failure

bo provide such Written Representations

/ The auditor shall disclaim an opinion

The auditor concludes that there js sufficient . doubt about the

integrity of

management-

responsibilities-

L_(9) | Constructive working  relationship

[ Who are “Those charged with governance”?

SIGNIFICANCE oF COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE

T —
1 - ication is i tant in assisting:-
L | An effective two way communication is important in assisting :

Information relevant to the audit

Fulfilling their responsibility

o= o . T ith responsibility for
g tion(s) (e'9:, a corporate trustee) wi
"¢ person(’s) or organization(s) (e'g

| Accountability of the entity-

_\Scroﬂp‘e ;;75;; 260- c;hmunication with Those VCharged with Governance

; ; charge
| Auditors responsibility to communicate ik I s

d with governance-

Objectives of auditor in accordance with 5A260

— e =

AT ACADEMY - MUMBALI
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B

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

(b) | To obtain from those charged with governance information relevant to bhm
. . . \\
(¢) | To provide those charged with governance with timely observations
. A —\
(d) | To promote effective two-way communication
—
5-4| Determining appropriate persons with whom to communicate ROy ‘

AN
‘\}lf //Matbers to be communicated by auditor

) | 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

(i) | Written representations the auditor is requesting

(d) | Circumstances that affect the form and content of the auditor’s report
! —
(e) | Any other significant matters
e i
5 6 . * - _—-/
. Communication of auditor’s independence in case of listed entities
R,

% In the case of listed entities

]
(a) | A statement that the engagement team and others in the firm as appropriate have
complied with rel, ==
plied with relevant ethical requirements regarding independence
;———-“/

(&)

( /) All re/abfansh/ps and other matters between the firm, network

fich irms, and the entfty th“t

to bear on mdependen‘g >

in the auditor’s praf'ess:ona! Jjudgment, may reasonably be thought

( i/) | The related safeguards

5:7 | The Communication process

| Sy =
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RN

\

L—_’__‘___

The auditor shall communicate wit
| Tl 20¢

h those charged with governance on a timely basis-

F’-—-————

Adequacy of the communication process
| (1

If it_has not, the auditor shall eyalyate the effect-

5.9 | Documentation
r’)ﬂ” - — ri;‘ —— — e S B NS
E==1 o
= WHY COMMUNICATION OF SIGNIFICANT DEFICIENCIES IN INTERNAL CONTROL IS
j NECESSARY?
1 5 : )
w—ﬂ’ | Scope of 5A 265- Communicating Deficiencies in Internal Control to Those Charged
with_Governance and Management
Mﬁudibar’s responsibility to communicate appropriately
62 | Objective of auditor in accordance with 54 265 _

Deficiencies in_internal control that the auditor has identified during the audit-

T

, ABOY

()

,‘ 6-3///ywning of “Deficiency in internal control” and “significant deficiency in internal control”
LW Deficiency in_internal control - This exists when: -
>

A control js designed, implemented or operated in such a way that it is unable to

prevent, or detect and correct, misstatements

| A control necessary to prevent, or detect and correct, misstatement in the financial

statements on a timely basis is missing-

|
|

|

o

el |

attention of those charged with governance:

. The susceptibility to loss or fraud of the related asset or liability.

_éigniﬁcan# Jch‘cign'cy in internal cgmtsml - s af-“ sufficient importance to merit the

i

Examples of matters that the auditor may consider in determining whether a deficiency

e

| or combination of deficiencies in internal control constitutes a significant deficiency

i

The lfke/f'hoad of the deficiencies /gad,‘ng to material misst;at:emenbs

The subjectivity and complexity of determining estimated amounts-
The financial statement amounts _eXPf’“d bo the deficiencies:

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

AUD - 77

- MUMBAI
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e CHAPTER - g

- AUDIT REPORT e
4 ] e
| ! wfRQDUCHON B
| T PP — ‘md'c = to ‘"f‘_",’",’__,*”', degree of confidence c:f mf,mded ut;r‘; 0;’ B
b the fnancial (tatfm("(s " B e
[ 2 | FORMING AN o’ff.’?ff_‘?ﬁfff’f? PORTING ON FiNaNCIAL sTATEMENTS
§ | 9 700 (Rewad)- “”’,’iﬁ’.’!,\_ffﬁffff’ff?_i’?d Reporting on Financial Statements™.
y 27 | ab,.ct;w OF thc ﬂud;tor e ki S
[ [ Th cbctivns of the it a5 pr 54 700 (Rawndy s ———
%r. ¢ | To form an @anﬂ?ﬁwef? the f‘na{;cm‘f-qtatvcmcnt( e
o To Mpws» Jeariy (:}:at opm:on thraugh a written r‘gp@rf
£ 2 /7o Form Opcmon - Rudftor co Obc,m R“,m,b,. me’ ce R ISR S e
- ﬂwt conclusion shall take ing - accouns:

i;gtke,r sufficient apprcpnat:e audit evidence has been obtained;

} g wimcﬁm uncorrected m:sstatcmmts are material, individua

"?rg valuatmns

lly or in aggregate;

7{13 1 B'duetions by the Auditor 7 ' 7 ' il

T:’!e auditor shall evaluate whether the financial statements are prepared in accordance

j | mti: the requ:rements of the applicable financial reportmg Framewark

This s\a!uat! on s!:aii mciude mm;derat;on of the quahtat:w aspects:
S s

1: _I' Qualitative Aspects of the Entity’s Accounting Practices

’?«’Maaement makes a number of judgements-

260 (Aek 5ed} :.*m; a dfq usqcf‘ of ta‘:s quauﬁatrue aspects

ff;) [ 1o
i . | »

. J’r*duatws of a lack of reuf:ra!:ty mclucfe the following:
r\‘ PRI,

T"*e Selective correction of misstatements brought to m“"”":‘emmﬁ $ “te”t"’“ »

¢ es rmates
ee naragement bm> m the n’amﬁg oF a‘muntmg &

- MUMBAL
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4. | SA 540 addresses possible management bias in making accounting estimm
) /}va l
= 2/4{‘,/5peciﬁc Evaluations by the Auditor
7

) | The financial statements adequately disclose the significant accounting policies

(b) | The accounting policies selected and applied are consistent

T

—_—

(¢) | The accounting estimates made by management are reasonable;

——

(d) | The information presented in the financial statements is relevant, reliable, comparab;c:v

and understandable;

(e) | The financial statements provide adequate disclosures

(f) | The terminology used in the financial statements

T
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-

2-5 | Definitions

(a) | General purpose financial statements

(b) | General purpose framework - common financial information needs of a wide range of

users-
1
(¢) | Unmodified opinion
TIPS
%
3 FORM O N,
\V//. F OPINION ]
Unmodified Opinion '

| Modified Opinion: If the auditor: j/h

(a) l The financial statements as a whole are

not 'Free from material misstatement; or B

(b) is unable to obtain sufficient appropriate audit evidence

e e ———— e %

4 | AUDITOR’S REPORT

. The auditor’s report shall be in writing-

— —

i o
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re given below:

gg%%: of an Audit Report are giver por. .
fitle

i

3 puditor's Opmmﬁ “ -

et

- ,,7, 4 gpm;on section of tfm dudrtar 5 reporb fhall also:

T" *geﬁé~f‘-‘ thc entity wkose Ffmnc.ral ;taizements have bccn aud:téd

v Stete e}aat tshe F‘ nancml stacemmts

have been aud:tad

" ;,vm.,@ t}m title of each stac.gmmt TSR e n A

i M Rgf#f to ¢t

he notes, including the summary of frgmficam': az:oun&mg pafmu. and

- ' 5purfy the date of, or period covered by each financial statement comprising the

I

' i‘ rw:fm! statements-

Unmod:ﬁtd OPInion.

RSSRRR—— e —

‘ ‘fm plzmscs pmfmiz erly, in all mnbnrml rupats, and gm a ema and d fair vuw

e —— v g o e e et

.' are rcgarded as being cquatcnc

" e A At s -

. utf/sm i:he aadntar expresses an unmadtf uf opinion, c& is m& sppraprmﬁe ea use phrases

mh as "with thz foregoing explanation™ or "subject to”

in relstion to the aprmm,

o5 these suggest a cond:traaal opinion or a weakening or madtfwamaﬁ of apmsam
| ‘f* ’Em for Opmim

‘ﬁates timt- f:im aadie was :andurﬁgd m a;e:ardame mtﬁ "?Saﬁﬁfsrds on ﬁua‘semq,

;Rcﬁm to thg saf.tfon that daxmbss tim aud';wr $ rz!maﬁirabtwf

,,,_.,k._,

o T":,e aud: ,m{g,,“ gim gudu‘;or haa obé’amﬁd i§ suf"f" umé' amzf éppmprmté

«
i f\‘ e T ——————
"

Gom; Cpnam-

Key ﬁudit Mntﬁari

R“"Fonnbihtios for alm meaal 5&¢§¢mmb&

J1P 'ﬂwrm«g t}m fﬁmﬁa/ gtdfamgntg qu far meﬁs mtamqi cmtmﬁ as m;magem@m

(’"*‘”Wﬁea is nec efsary

fissees e fonsere
TNy the entity's akility to continue as @ 30113 (0!

Auditor s Rupanmb;htm for the Audit 9( the memmi 5“‘“"”""’“’

#

i This Section of the nudutar § f’P"rt d’"“ shate:
b ﬁf

T 5
9 the objectives of the auditor are to:

\l ,‘trk-\[!l MY - MUMBAI

AAMITTATID
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an Appropriately Modified Opinion

Objective of the Auditor- To Express Clearly

o

)

Types of Modified Opinions:

L/']. A qualified opinion 5 An adverse opinion 3 A discla%[
6-3-7-| Qualified Opinion LR \L’
The auditor shall express a qualified opinion when: 1

(a) | Concludes that misstatements, individually or in the aggregate, are m"tem?
pervasive or i

(b) | The auditor is unable to obtain sufficient appropriate audit evidence auditor conclyg,, L
that the possible effects on the financial statements of undetected misstatement;

—

yif any, could be material but not pervasive: 1

// Ty
\6}?/ Adverse Opinion 1
e 1

Obtained sufficient appropriate audit evidence, concludes that misstatements, indjvidualy

or in the aggregate, are both material and pervasive to the financial statements-

-7 | Definition of Pervasive
- i) | Are not confined to specific elements, accounts or items of the financial statements
%) If so confined, represent or could represent a substantial proportion
G (iii) | In relation to disclosures, are fundamental to users' understanding

-

4 Disclaimer of Opinion: The auditor is unable to obtain sufficient appropriate audit

evidence on which to base the opinion, and the auditor concludes that the possible |
1

effects on the financial statements of undetected misstatements, if any, could be
- I

7"

both material and pervasive-

A |

4 e i 1
‘6% ,tﬁvich type of opinion is appropriate? 1
The nature of the matter giving rise to the modification R |

(b) | The auditor’s judgement about the pervasiveness of the effects or possible effects L
P R A TR TSNSy iy WY |
_—-—__"H‘h'a Management- Imposed Limitation a&crt‘;hew;iu;;ar Has Accepted the Engayc{nanﬁ A
N 7) | Ebhe a};d;';o};<s‘/';a//l reQUesi;that -rﬁﬂa;{a’é;enr'lerntlremo?e the /imr;taé:}'én: Rl it A

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

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

as appropriate; and

f[,f there is a material misstatement of the financial statements that relates to specif,

@

.

/ \,
\// amounts in the financial statements a description and quanb/f‘ jcation of the financiql

e —
-

~

effects- —
//;IF it is not practicable to quantify the financial effects, the auditor shall so state in

4

this section-

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

o

L
= B
- ¢

narrative disclosures, explanation of how the disclosures are misstated-

—

H there is a material misstatement of the financial statements non-disclosure of
1/ e
\{/ information required to be disclosed, the auditor shall: |

(a) | Discuss the non-disclosure

(b) | Describe in the Basis for Opinion

———

—

(¢) | Unless prohibited by law or regulation, include the omitted disclosures-

¢ _AF the modification results from an inability to obtain sufficient appropriate audit

"
_/ evidence, the auditor shall include in the Basis for Opinion section the reasons for
that inability-

¢ | When the auditor disclaims an opinion on the financial statements, the auditor’s

/report shall not include the following elements required by SA 700 (Revised)-

1\

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

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

-

68 | Description of Auditor's Responsibilities for the ﬁ;;i:t of the Financial Statements

When the Auditor Disclaims an Opinion on the Financial Statements

. |
an aud:t af‘ the entxtys

Fnancra/ statemenbs in accordanCe with Standards on ﬁud;bmg

(a) | A sbatement that the auditor’s respons:b;l:ty is i:o canduct

e ‘11

(b) | A statement that, however, because of the matter( s) described in the B’asIS__Ff_"’_/1

B Disclaimer of Opinion section, the auditor was not able to obtain sufficient appropr/at'e

h:cal respons:bll/t/es A

(c) f‘ The statement about aua’:tor md’ependence and other et;
|
,'

| R —

CA AMIT TATED
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69 Considerations When the Auditor Disclaims an Opinion on the Financial Statements

e )
The auditor’s report shall not include 4 Key Audit Matters section-

5.10| Communication with Those Charged with Governance

7 EMPHHSIS OF MATTER PHRHGRHP/—/S HND OTHER MATTER PHRHGRHPH5 IN

7.1 | Objective of the Auditor as per SA 706

As per 5A 706 (Revised) on “Emphasis of Matter Paragraphs and Other Matter
Paragraphs In The Independent Auditor’s Report”-

(a) | It is fundamental to users’ understanding

(b) | Is relevant 6o users’ understanding

7@/%nphasis of Matter Paragraphs in the Auditor's Report

The auditor shall include an Emphasis of Matter paragraph in the auditor’s report

provided:

(a) | The auditor would not be required to modify the opinion in accordance with SA 705-

(b) | When SA 707 applies, the matter has not been determined to be a key audit matter-

§/ //Separabe section for Emphasis of Matter paragraph

74
| c/(;) 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-

| 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

1A srgn/f‘ cant subSequent event

Ear/y app//cat/on
'_‘_\_A—_

A major catastrophe
\\_

T———— e e e B =

"3 | fn éf;phas:éﬁbg Matter p paraqraph is not: a subst:tute for:

T - PRt — —— e

CA AMIT TATED AT ACADEMY - MUMBAI AUD - 87 !l

Scanned with ACE Scanner



(a) | A modified opinion in accordance with SA 705

(b) | Disclosures in the financial statements

(¢) | Reporting in accordance with 58 570

74 % Matter Paragraphs in the Auditor’s Report

/The auditor shall include an Other Matter pamgraph m bhe aud'/bor s report, provided.
— T

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

(b) | When 5A 701 applies, the matter has not been determined to be a key audit matter.

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

A separate section with the heading “Other Matter,” or other appropriate heading

7-5 Communication with Those Charged with Governance

T
=i
8- COMMUNICATING KEY AUDIT MATTERS IN THE INDEPENDENT AUDITOR'S |
REPORT ($A 701)

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-

&8-2 | Objectives of the Auditor regarding Key Audit Matters ‘
Determine key audit matters and, having formed an opinion on the financial

et}

statements:-
2

/ e
& }/ /D{f:crmining Key Audit Matters ===
g/ The auditor shall take into account the following:
—
¢ | Areas of h:ghcr asscssed risk oF material m:ssbabemem‘: or Slgmf'cant rrsks
' 5’9”’&0% auditor jua’geme"“ i "'l“t""‘g to areas in the i nancral statements o
. The effect on the audit of significant eveni:sr_;r— ;ransa:;:;ns e
" e et o o ST e
8 ’1‘ Cammumcatmg Key Hud,t Mabters R s |

CA AMIT TATED
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The introductory language in this section of the auditor’s report shall state that:
(a) Were of most significance in the audit of the financial statements-

(b) The auditor does not provide q separate opinion on these matters:

85 ﬁmmunicabing Key Audit Matters- not a substitute for disclosure in the Financial
Statements etc

(a) | A substitute for drsclasures in the financial statements

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

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

(d) | A separate opinion on individual matters-

86 | Communication with Those Charged with Governance

9- | STANDARD ON AUDITING - 710, “COMPARATIVE INFORMATION CORRESPONDING
FIGURES AND COMPARATIVE FINANCIAL STATEMENTS”

9:7 | The essential audit reporting differences between the approaches are:

(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-

"t:;ﬁ : 9-2/ ,ﬁu//d:b/Procedures regarding comparative information
A ‘z()/‘/ﬁe comparative information agrees with the amounts and other disclosures presented

in the prior period; and

| (b) | The accounting policies reflected in the comparative information are consistent:

¢ | If the auditor becomes aware of a possible material misstatement in the comparative

mformatfon while perFarmmg the current penod aua’rt the aud:i:or shali perFarm such

1 e e S

additional audit procedw es as are nee:essary in the circumstances-

¢ | As required by 5A 580, the auditor shall requesb written representations-

e e ————

Hudff: Reporﬁmg regardmg Carrespandmg Figures

AT ACADEMY - MUMBAI AUD - 89
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When corresponding figures are presented, the auditor’s opinion shall not refer tq the

corresponding figures except in the following circumstances: Ty

7- | If the auditor’s report on the prior period, as previously issued, included “W

opinion, a disclaimer of opinion, or an adverse opinion and the matter which gave rjs,

5 5 5 2 v - s x
to the modification is unresolved, the auditor shall modify the auditor’s opinion on
| the current period’s financial statements- T

SR ki ST ——— T e "———ﬁ

| If the aud.rtor obtains audit evidence that a material m;ssbatemem‘: f.xrsbs in the prigr i

k

1 pcnad financial statements on which an unmodified opinion has been previously issued,

the auditor shall verify whether the misstatement has been dealt with as m

% under the applicable financial reporting framework and, if that is not the casm
T

| auditor shall express a qualified opinion or an adverse opinion-

3- | Prior Period Financial Statements Not Audited-

Prior Period Financial Statements Audited by a Predecessor Auditor

—

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

—— e ]

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

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

.

y/CompﬂabIVe 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

I

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

2 ' Prior Period Financial Statements Audited by a Predecessar ﬁud:tor

— R i S— e EE—— - -

77re auditor shall state in an Other Matter pe;ragraph

e I

ted by a predecessor

.,

(a) ! That the financial statements of the prior period were audi

(b) | The type of opinion expressed by the predecessor auditor-
(c) The date of that report unless the predecessor auditor's repor

"t on the prior period’s
F nancm/ statemmts is rewsed wrth the F nancml scatemcnts o A

S ok o ] R

3- | Prior Period f Fmancml Stat:emeneg Nat Audited : e
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(iv)| Problems of co-ordination of the work- \

(v) | Areas of work of common concern being neglected- \/
(vi)| Uncertainty about the liability for the work done: \

\/
5t td on Auditing (SA) 299 (Revised), “Joint Audit of Financial 5batem
N\ his Standard deals with bf?f__ff“"a, considerations in carrying out c{udit.>m1

——

auditors- It requires that- ‘\1
(i) | each of the joint auditors should be involved in planning the audit: .
— 4

(i) | 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 Y

R
audit plan, the joint auditors should: [
. . “ a8 s . . ——‘\/
(a) identify division of audit areas and common audit areas;
(b) ascertain the reporting objectives of the engagement; e
. b ‘-—‘—“ﬁf
(¢) consider and communicate among all joint auditors
T
(d) consider the results of preliminary engagement activities 3
» . . *__ﬂ‘_
(e) ascertain the nature, timing and extent of resources- i
(iv)| each of the joint auditors should consider and assess the risks of material
misstatement- 1"

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

of the audit procedures- e

(vi)| the joint auditors should obtain common engagement letter and common management |
representation letter: 9

(vii)| the work allocation document: r
| Eachjoint auditor shall be responsible only for the work allocated to such joint auditor f 5
including proper execublon of the a;;f;é‘pf;h;:r—e;ma;;i;:;zer hand all tlzc ;amt y ¥
auditors shall be jointly and severally responsible for: — %

(/) the audit work which is not divided among the joint auditors ;—M,\
(ii) c/er:fsmﬂs taken by all the joint aua’:tors |
(m)’ mabters wh:ch are brough;:qt;o the not.-c'e' Uofv ' t:he -1

jOlf)ﬁ aua’xtor‘s by any one aF them

e e e I

”t‘tbf comp!y Wtbh the rcqu:remenbf
(v) | presentat/on and d/sclosure oF bhe Fﬂanc:al st;atcments

S

=
(:v) exammmg bhat t;he f‘nanc:a! statements of the e

{
|

i . : S

CA AMIT TATED
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C

auditors, the said joint auditor shall ¢

— e —

ft may be noted that the joint auditors gre required to issue common audit report-

| e

However,

any matters to be covered by the qudit report, they shall express their opinion in a

separate audit report- In such circumstances, the audit report(s)

s issued by the joint
auditor(s) shall make a refere

—e

hece o each other’s audit report(s)-

‘\: A £ &N
12 |DVTIES OF AUDITORS FAVL
‘L/éci;ians 143 of the Companies Act, 20713

I |Duty of Auditor to Inquire on certain matters: It is the duty of auditor to inquire
into the following matters-

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

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

(t) |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-

&Loans and advances made by the company have been shown as deposits;

(e) !Persana.’ expenses have been charged to revenue account;

P

R e e

() |Books and documents of the company that any shares have been allotted for cash-
il\Z'\Duty to Sign the Audit Report: Section 145 of the Companies Act, 2013

~ ¥ Duty to comply with ﬁudr'&ihg Standards: Sub-section (9) of section 143

g‘f’" Duty to audit ureport: As per sub-section (3) of section 143, the auditor's report

L [shall also state-

L@

ether he has sought and obtained all the information and explanations-

& gwf’ebf'e?, in his opinion, proper baoks of account as rei;mred by law have been kept-

AUD-93
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COMPANIES _ AUDITOR’S REPORT __ORDER, _202¢

1Y/ \KEPORTING __UNDER

/ /|rcaro, 2020}:
porting requirement

& Applicability of the Order: The CARO, 2020 is an additional re

Order- The order applies to every company including a foreign compan

y as defined in

clause (42) of section 2 of the Companies Act, 2013

& |However, the Order specifically exempts the Fo_[lowmg class OF comP"”’es’ NN
(c) of section S5 of the Banking Regulaman

—

i) |A banking company as defined in clause

Act, 1949;
ii) |An insurance company as defined under the Insurance Act,1938;
iii) |A company licensed to operate under section & of the Companies Act;
iv) |A One Person Company
v) |A small company et -

vi) |A private limited company, not being a subsidiary or holding company of a publi

company, 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 Ill to the

Companies Act, 2013 (including revenue from discontinuing operations) exceeding Rs:

70 crore during the financial year as per the financial statements-

—

It may be noted that the Order shall not be applicable to the auditor’s report on

consolidated financial statements-

S

s |Matters to be included in thc Auditor's Report:

]

@ Paragraph 3 of the Order requires the auditor to include a statement in the audxtorf

report on the Fo//owmg matters, namely -

(1)) |(a) Whether the company is maintaining proper records showing full particulars: 4
(b) Whether these Property, Plant and Equipment have been physicaily verified-
(c) //(/hether the title c/gecls of all the immovable _properties:
R “Z-.%”ff’f“"‘ the _company has Ef&id its Propert;y, PM;& “and Equment 4

(e) Whether any proceedings have been initiated or are pending against the compaﬂy‘
(ii) (a) Whether physical verification of inventory has been conducted 3

i
I
}
!
i

CA AMIT TATED
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1 CHAPTER - 9 —
/ B —\
_— SPECIAL FEATURES OF AUDIT OF DIFFERENT —_
-l TYPES OF ENTITIES o
F | H_
~ 7. VGOVERNMENT AUDIT -
’;.J- [—nbroduction et g R oy Bt o = SR "
//(/j: Government auditing is e
P’T’ the objective, systematic, professional and independent examination B

of financial, administrative and other operations |

oF a publtc entity 4

e
¢

A

B

/asﬁfcrfvzs . -

Accounting for Public Funds: I

(b) | Appraisal of Government policies k
(¢) | Base for Corrective actions b

Administrative accountability ]
12

Lﬁgal Framework and Comptroller & Auditor General }

| _JAPPOINTMENT & REMOVAL 8
15

The Constitution quarantees the independence of the C&AG of India by prescribing B

| that he shall be appointed by the President of India and shall not be removed from =

office except on the ground of proven mis-behaviour or incapacity- He can be removed N

only when each House of Parliament decides to do so by a majority of not less than B

| 2/3rd of the members of the House present and voting: -

FENURE =

| St NP

’ - e ———— SR . e

F/Xed tenure of the office prescr/b/ng that he shall be pald a salary whrch is equal to

the sa/ary of the Judge of i:he 5upreme Court:

/fR/ous CONSTITUTIONAL PROVISIONS ;

Article 149 5ta{;e$ thab the C&ﬁé sha// perform such dut/es and exercise such powers

— e e

g f
’ EMY - MUMBAI =
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¥ - - e

W ﬁrtn:k 150 accounts cﬁ‘ tks Urnion a'rd' of the "ta’{tec shg!i ba *dpt n such r@,,,, w

= N S— e e e B 3 s LA L NSt

the Pr_efeJmt may on the advice of the C&AG

e o < e e e A SR e ecu—

ey R S

e M,ﬂrtyadc IST reports of the C&AG Union/ State shall be subrm ted' to p,,

!

Pfﬂsrdtnt:/uavcr‘nor who shail cause ti-em to be iosd before House of Pd'ftameﬁt/ ,aa.

sy BTSSR S —

e s B St s e i

chasfatqre B DL W ST

S RS

o f'-? {.ﬁompbrofier and Auditor General's — Duties and Powers
—" | Duties of the ¢ & AG:

| Compile and submit ﬁuounts of Umaa MJ 5““’ it S g

| General Provisions Relating to Audit

te audit and report on all expenditure from tﬁve f;onsof:da(:ed Fund an‘" fndm

e EH. OSSP W SRS
i

(b) to aud:t and report als‘ transactions of tire Union ana of’ *he §tates

(c) | ta audit and report on all trading, manufacturing and profit and loss accounts-

e e e e e e e e e e e e e e e e it

(i) | ﬂud‘r(‘: ~of Receipts « and Expenditure
Meaning of Substantially financed :- lWhere thc 9rant or loan to a body or autfwrh £y

-

in a financial year is not less than T 25 lakhs and the amount of such grant or lsan

| S is not less than 75% of the total expenditure of that body or authority 7
-, (i"‘) | Audit of Grants or Loans d
-------- (v) | Audit of Receipts of Union or States - e - —-j
LW | Audit of Accounts of Stores and Inventory e
S (w.e) Audit of Government Companies and Corporations 3
]

Powers of C & AG s

} ("q) ‘Fp ff‘speci’ arg amfe of acfau:?ts

(b ) To require that any accounts, boaf:s papers aﬂd ather a‘acumenbs wh/ch deal w;tfv__f_fﬁd

| are otherwise relevant to the transactions- o

i

(c) ! ?‘o put such questions or make such observations:

(d) '.7715 ;a:sm..« has _cr_m:’fa:ie:‘_i;visg“er_se ?"t" any parr 0F aewﬁed aua’n‘: of any am?- . ,1
- or class of transactions: b e
Fd
Expmd'n:ure Hud'zf: h ) :

¥/

[+

Jf
—

AT ACADEMY - MUMBALI
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Pk

e (U/’_ﬁua‘ib against Rules & Orders

These rules, regulations and orders against which regularity audit is conducted mainly

fall under the following categories:

Rules and orders regulating the powers to incur and sanction expenditure-

Rules and orders dealing with the mode of presentation of claims against government-

! Ru;’es and orders regulating the conditions of Serwce pay and a!/owances

Bui; 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:

they are not inconsistent with any provisions of the Constitution-

they are consistent with the essential requirements of audit-

they do not come in conflict with the orders-

in_gase they have not been separately approved by competent authority-

Audit of sanctions - The auditor has to ensure that each item of expenditure is

}vered by a sanction, either general or special, of the competent authority-

ﬁudrf; against provision of funds - That the amount of such expenditure does not

}oéea' the appropriation made-

Propneby audit - Audit against propriety seeks to ensure that expenditure conforms

(%0 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-

(c) | Public moneys should not be utilised for the benefit of a particular person or section

of the community unless:

 the amount of expenditure involved is insignificant; or

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

:.(.'V)

the amount of allowances, such as traVeIIfng allowanges
: (5) Perfarmancc audlt - The scope of audft has been extended bo cover efficiency,

[

’\_} economy and effectiveness audit or performance audijt-
A {
.

7 afl
L 5 ﬁudtt aF Receipts

; Y - MUMBAL . -
CA AMIT TATED AT ACADEM L AUD IO[.
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|

uportmg mupoﬁ the strmgths and wcakrmﬂeﬁ 0*" systems of financial control;

*MZ; du;;;mg on tha adhe;;r;'; h; }egd a;}d/or administrative ¢ squiremaents; }
(&) [ reporting. upon whether value s being fully received on money spent; and_

(e) | detection and prevention of error, frau&f aﬂﬂ' misuse GF resources” @000 0 0 0
Ma;‘f Audit Progmmme for Local Bodies

(i) | ﬁPPOINTMENT 771.3 Lo;gjﬁFyfd ﬂud’it wmq of the 5tate (.:*ov‘t:

(i alj—ﬁhéwt)/D!TOR ¢ CGNCERNS Should report on the objectives :
=";( iif) | RULES & REGULATIONS:- Conforms to the relevant provisions: » ‘
L (iv) | AUTHORISATIONS L il Snie it aloh Sl ;
 (v) | PROVISIONING e AP PR Q

(v) | PERFORMANCE

: AUDIT‘ OF NON GOVERNMENTAL 0R6ﬁN15ﬂ770N ( NGO 5)

:“ﬁ;; | Background i 4 "‘
I- | N6Os can be defined as non-profit making organisations- _ |
2+ | Religious organisations, voluntary health and welfare agencies, charitable organisations- —‘
(3) | Non-Governmental Organisations are generally incorporated as societies under the ﬂ
| Societies Regrstrat::on Act, 1860 or as a trust under the India Trust Act, 1882, -j

| NGOs can also be incorporated as a company under section 8 of the Campam?s Act, §
2013-
3 2 Sources and Applications of Funds H—-‘g
(7 ) Grants and donations, fund raising prog-r'anplwze‘s_ﬁ‘qg’ffsffifsemenbs fees su-bscrip'bianﬁ
| gifts, sale of produce or publications, etc-
(a) g Promoter’s contribution are in the nature of capital receipts- ;
(8) | Voluntary wntnbutmn‘sﬂ?ife with a specific dfrect:an b
( £ 7) Revolving rJFGi_ TP 4

- __{ i) Acquisition of specific fixed assets ” 2 ( PR < ﬂ

| f.e) Contributi ions in kind- SR e -N,,
(2 ) ﬂse areas of appfuacm_n' qf Funds For an NGO :nciua‘e Estabhshment Costs Gttwe J”

{ ,;7 .v‘.f?! L—'l D ) AT ACADEMY - MLJMB/ﬂ 7
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—1

ﬁ is governed by Limited Liability Partnershrp Act, 2008"
ft defines a Small Limited Liability Partnership to denote any LLP:

I

a)| the Contribution of which, does not exceed twenty-five lakh rupees
b)| the Turnover does not exceed forty lakh rupees
E Whether LLP is required to maintain Books of Accounts:- LLP's are required to

| maintain books of accounts wh:ch shall contain

i'“  sisEe ——

7 Partrculars oF all sums of money r‘eceIVed and ax,;ended

i SR & = — T ———— TV RSN P ——————————————————

| 2| A record of the assets and liabilities of the LLP

3-| Statements of costs of goods purchased, inventories, work-in-progress

| 4| Any other particulars which the partners may decide
ﬁuditv of }the Accounts of an LLP:- Whose turnover does not e.xceed, in any ﬁnancia/
year, Forty /akh rupees, or whose contribution does not exceea’ twenty ﬁ\/e /akh
rupees, is not reqwred to get jts accounts audited-
Advantages /' Purpose / Need of Audit
; I- | Detection of Errors 2- Disputes 3.  Reliability
4-| Better Compliance and Management 5. Reconstitution

Returns to be maintained and filed by an LLP

¢ | Annual return in Form 17 with ROC within 60 days of closer of financial yeér»

¢ | 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-

B | e

i Appointment of Auditor

7| At any time for the first financial year but before the end of first financial year,

;._ 21 Ht least th:rty days prmr to the end of each ﬁnancm.’ year-

E 3 To Fll the fasual vacancy in the ofﬁce oF aua’:tor

s )

P+  To fill the casual vacancy caused by removal of auditor-

The > partners may appami: the audltars ;F the dcs:gnatgd partners hau F'af/cd to

B i

h . appo:nc them

AT ACADEMY - MUMBAI AUD - 107
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Auditor’s Duty Regarding Audit of LLP

2- Minutes Book T
4. Reporting x

7- | Engagement Letter

3: | LLP Agreement

b e
- ﬁé AUDIT OF CHARITABLE INSTITUTION -
)

] General

(i) | Studying the éonstitution

(i) | Verifying whether the institution is being managed:

(iii) | Examining the system of internal check

(iv) | Verifying in detail the income and confirming that the amounts received-

‘_*\\
(v) | Examine the Trust Deed
;! ) = T —
(2) | Subscriptions and donations
(i) | Annual or life membership
(i) | Whether official receipts
(3) | Legacies - Verifying the amounts received
(4) | Grants - - o -
' (i) | Vouching the amount (i) Obtaining a certificate 4
(5) | Investments Income : |
(1) | Vouching the amounts (i) _Checking the calculations __H,,J
(iii) _Comparing the amounts of dividend '
(6) | Rent 7 e et §
(i) | Examining the rent roll | (i) Vouching the rent

(7) | Special function, etc:

(8) | Income Tax Refunds i

CHHRNLE AP ATACADEMY - MUMBALI
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(E) | Assets & Liabilities:- 7 —
I+ | Report any old heavy arrears: SN
2: | Confirm that caution money- —_—
W 3+ | See that the investments representing endowment funds- e
4. | Ascertain that the system ordering inspection on receipt: .
5- | Verify the inventories of furniture, stationery, clathmg
(F) | Compliances:- A
7- | Confirm that the refund of taxes deducted from the income from investment- e
2- Finally, verify the annual statements of account-
& | AUDIT OF HOSPITAL ) RIS AT S SRR
| The special steps involved in such an audit are stabed o L R A B LS S .
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 10- Depreciation 77-  Registers
12| Inventories 13- Management Representation and Certfficate
o
R _s"/| AuDIT OF cLug
S The special steps involved in such an audit are stated below-
i_ (1) | Entrance Fee (2) Subscriptions
' (3) Arrears of Subscriptions (%) Arithmetical accuracy
(5) | Irrecoverable Member Dues (6) Pricing o 1
(7) | Member Accounts (8) Purchases
() |Margins earned  (10) inventories =3
(1) | tnvestemins (12) Management Powers i
I
70 AUDIT OF CINEMA ””’i
The special steps r_m_{gfved in fe}_;;afé e s;;;;ed_b;[ow_ BT
CA AMIT TATED
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| e
—" | Yerify the internal control mechanism-

/ that entrance
B — that they are serially numbered

|
] that the number of tickets issued for each show

/j that for advance bOOkl.ng a Separabg series

/T that l:he mvanf:ory of t;ckets

e

/(2) | Corfirm t:hat at the end of show a statement of tickets sald is prepared and' cash

= | Lollected is agreed with it-

e

(3) Verify that a record is kept of the ‘free passes’:

’/(;;-)’— Reconcile the amount of Tax collected-

/’(5‘ Vouch the entries in the Cash Book-

\

(6) Verify the charges col!ecbed for advertisement-

e

|

(7) | Vouch the expenditure

(8) Confirm that depreciation on machinery and furniture-

(9) | Vouch payments on account of film hire with bills of distributors-

(10)| Examine unadjusted balance out of advance paid to the distributors:
;_..——

Z
\ K AUDIT OF HIRE PURCHASE AND LEASING COMPANIES
#) | 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:

E () .Ha're purchase agreement is in writing and is signed-

ﬁﬂ Hire purchase agreement specilies clearly-
(4) | Price of the goods

_ (b) | cash price of the goods

| (‘) Date on which the agreement

(d) i Number oF msta/ments

(e) Goods to which the agreement re/ates

(i) | | Ensure that instalment payments are bemg rece:ved regularly

CA AMIT TATED - r'\ Lr‘Dl‘.MV - MUNBALI f\U - 111
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13,/ /AUDIT OF CO-OPERATIVE SOCIETIES -

Background

: ' - ) is “an auto
A Cooperative (also known as co-operative, co-op, Or coop) nomays

d voluntarily to meet their common economic, social, 4y

association of persons unite

s
cultural needs and aspirations through a jointly-owned enterprise

ey come U

Audit as per Section 17 of the Co-Operative Societies Act, 7912

13-2
“Registrar” means a person appointed to perform the duties of a Registrar "f_ci;\
operative Societies under this Act:
The following points should be kept in mind in connection with the audit of a co-
! operative society:
I 7 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-
(¢c) | 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- = 1

]
—-4‘~ S — = N T "

pcrccnb of the total number of shares or of the vajye of shareholdmg tc; ?;r 000/.

| Resbrmizlons on loans - Section 29 Shall not make

. T ar o AL e ; q /oan tO any Per‘son af;hep f;hdn »

a member ————— e bl e

- f
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5. —[;yspec tion Report:-

Within q period of three months from the date of completion
of such inspection-

e

14 |AUPIT OF TRUSTS & socierigs
== sleD e |

/%%ere are three basic legal forms of charitable entities
2 775 of charital
and section ' & companies-
il Sookiidec o

under Indian law: trusts, societies,

BOOKS OF ACCOUNT
(i) | cash book;
(i) | ledger;

(iii) | journal;

() | copies of bills, whether machine numbered or otherwise serially numbered

(v) | original bills wherever jssued 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:

. (%) | work done while conducting the audit and by whom;

| () | _explanation and information-

(¢)_| decision on the various points taken,

(d) the judicial pronouncements-

(e) | certifs cates jssued by thc client / management Ietters

,ﬁ is_important tha\‘: f:hc aud,b warkmg _papers prepared and/or obtamed by f:hc

e aud:f:or provide cwdem:e ‘that:

-(U_, | the ~opinion expressed by the aua’:bor is based on the exammab:on,

| SR WONE RS- SO S
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Regional Rural Banks Act, 1976-

—\‘4
Banking Companies (Acquisition and Transfer of Undert:akmgs) Act, 1980-

Information Technology Act, 2000- Prevention of Money Laundering Act, 2002.

Securitisation and Reconstruction of Financial Assets and Enforcement of Security

Interest Act, 2002-

|

Credit Information Companies Regulation Act, 2005-

Payment and Settlement Systems Act, 2007

YENEE )

1-4

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-

il |

}foes of Bank Audit Reports to be issued (generally):

A

(Yresently, the Statutory Central Auditors ( 5CAs) have to furnish the following

/(ﬁu ireporbs in addition to their main audit report:

2

Report.- on aa’equacy and operating effectiveness of Internal Controls over Financial

Reporting- __‘;
(b)| Long Form Audit Report- (LFAR) f
—
(¢)| Report on compliance with SLR requirements- |
4__—-—1\
d)| Report on treasury operations- |
(d)| Rep easury operati 4
(e)| Report on_income recognition, asset classifi cation and provisioning- B
Report het MR TS TR |
(F)| Repor on whe her any serious irreqularity was nobmed |
(9)| Report on status of the compliance by the bank Ghosh Committee Jilani Committee .
(h) Rrelporb on fnstances of adverse credit-deposit ratio in the rural areas-
2. | BANK AUDIT HPPROHCH Bt it e e -
7 ’Drawing an Audit Plan i
2- | Control Environment at the Bank

u[/, e e e
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7. | eLicieiLITY, QuALIFIcATIONS AND DISQUALIFICATIONS OF AUDITOR

—
T
L e

Applicable as to a Company Auditor

8- APPOINTMENT OF AUDITOR

¢ | The auditor of a banking company is to be appointed at the annual general Meeting.

¢ | The auditor of a nat;onahsed ‘bank through its Boafd of Directors*

e S TTTT—

T
(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 concerneq
T

with the approval of the Central Government:

9- REMUNERATION OF AUDITOR
(a) | Section 142 of the Compani_es_ Act, 2013-

(b) | The remuneration.of auditors of nationalised banks and State Bank of India is to be

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-

0

1/  AUDITOR’S REPORT

NS
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 maa’e within the powers oF that bank;

i (5) i ,li‘fit_‘"lifff’ved fr‘om t;he ohlces and branches
(d) any other matter: —— R _
The report of auditors of State Bank of India s also to be Made to the Cent:raf

| Government and is almost identical-

_“‘7_”_] Formct aF Rapart V - ' NS A Mt WL LI Y

e o — — — ——g— AJ

. Standards on Hud:bmg T ——— 5 o
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(i) Cash credits, Overdrafts gng4 loans

(iii) Term Loans

repayable on demand

(i) Secured by tangible gssets

(i) Covered by Bank/Government guarantees
(iii) Unsecured

Classification of Hdvam:es ; e e

Sector Wise

o Priority

* Non Priority

Security Wise

e Secured e Unsecured

Prudential Norms

o Standard e NPAs i

C: I- Advances in India:

C- II- Advances outside India:
(i) Priority sectors (i) Due from Banks

(i) Public sector
(iii) Banks

) b Lo oicas s o2y

(i) Due from Others:

(a) Bills Purchased and discounted

(iv) Others (b) Syndicated loans
E aif Z (¢) Gthers

V@}/ snF' cation of Advances
15371 ¢ Sector Wise

RBI issues common quidelines for lending to Priority Sector-.

34| SECURITY wise

Banks ask Security or Collateral while lending to assure that the Borrower will return-

—

1

E Nature of Secunty
g

Pr’mmry security one against which credit has been extended by the bank

E\.,\f_\i Collateml security is an addrtlonal security-

e et e o
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|/ a7 ) o —= 3
7}/ //Had/ of ‘Creation of Security T

v
/60/ Mortgage e 4

- ; st
o | Registered Mortgage can be affected by a red’ bered m/ T ——
. itle deeds:
« | Equitable mortgage effected by 4 MeT® daiEny o - d
; i of qoods®
(i) | Pledge: A pledge thus involves bailment or delivery of 9 <~ 3

(iii) | Hypothecation: Creation of an equble fﬁfrge N —

ture debt, right or property-

(iv) | Assignment: Transfer of an ex:sbmg or fu

Sai -off i right of a creditor €0 adjust-
?3) i::o 1‘Z;e: e: Coja:;;’ s:: iu{l::g';yl chgarge with consent of the owner-: -y
| T
/
. 73%’/Prudcntial norms on Income Recognition, Asset Classification and ."ravisian,‘i_j
Av’ ) pertaining to Advances: ]
/Yb‘ //Class:f‘ wcation of Advances as per RBI Prudential Norms —‘

A1, / 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)
¢ | SMA 2 (Overdue between 61 to 90 days) H
2. | NPA Loans Sk
¢ | Sub - Standard ¢ Doubtful [DI/D2/D3] ¢ Loss =
(i) | Non-performing Assets —
A non-performing asset (NPA) is a loan or an advance where-: =
¢ | Remain overdue for a period of more than 90 days in respect of a term ,m;-/’:

¢ | the account remains ‘out of order’ in respect of an Overdraft/Cash Credit
_——'—"/

o | the bill remains overdue for a period of more than 90 days
. ‘—_——'//

(i) Out of Order ” - SRR
(i) 1

_.__._w-"‘

o | the oubstandmg balance remains COﬂtmuous[
9’ in excess of‘ the sa
anctioned limit //

—

) There ars e cred/bs contjfv_tjegi’gfor 90 days as on the date oF Balance 5heet

Ll de
A

I INEEEER R S S
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“ c‘f;egan‘as of Non-Perﬁ:rming Assets: Provision required
|« Substandard Assets: |

Would be one, which has remained NPA for a period less 15% .
than or equal to 12 months-

=.: B Doubtful Assets:

Would be one, which has remained in the substandard |

!

category for a period of 12 months- (Secured + Unsecured) |
Sub-categories: 25% + JOO% E‘
Doubtful up to T Year (DI) 40% + 100% |
Doubtful T to 3 Years (D2) 100% + 100% |

Doubtful more than 3 Years (D3 )

e Loss Assets: 100%
Would be one, where loss has been identified by the bank .

or internal or external auditors or the REI inspection ————

| but the amount has not been written ofF wholly-

' Note:-

r 7 Classification as NPA should be based on the record of recovery-

2. | Asset classification would be borrower-wise and not facility-wise-

(i ﬁccounts regufanzzd near the Balance Sheet Date: Few credits are recorded éefare bixe
| b}lance sheet date should be handled with care-

| \( Q’/Govemmmt- Guaranteed advances:-

¢ | Central Govt- gquaranteed ﬂdvantés would be classitied as Standard Assets, but regarded

! as NPF? For fncomg Recognman

ﬂve 5i /yacran wouﬁd ba dfFFgrcm: JF blw adwncc is guaranteea‘ bg ;:t:aé:e ér’ma.mmenb

[ Advances under Consortium: | |
Comarhum advanus mearl ad-; ancing b ns €o a borrower by two or mare Banks jointly

by Formmg a Gansortxum

Cgﬁcort!um ﬂd\fﬂﬂ(ef sf,@-u]d be bascd arn tl.-e f"éf@l’d QF FE{.G&E‘FU J{‘ thé respec tne

individual member banks-

CA :\’\17|| 'l'yr\'irn | = AT ACADEMY - MUMBAI [ AUD- 129 |
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// vy / frauds committed bm

: t
73;/ Accounts where there is erosion in the value of securi”y

away classified under %

. b._
\-”6‘) Security is less than 50 per cent of the value straigh

category: ) \\
nding straight-away classified as loss asset.

(i) | Is less than 10 per cent of the outsta T~y
/ |

/] FE

\_Z?_(? Advances Against Term Deposits, N5Cs, KUPs/ 1 UPS, 8% e —
| Need not be treated as NPAs, provided adequabe margin is falg ,
? . B
?3‘/9/ Agricufbural Advances Affected by Nabural Calamities —
v Ej,ﬂ/‘@s may decide on their own relief measures: *“'-\
o %
13-19" Advances to Staff |
| Advances granted to staff members where interest is payable after recovery of
i R

pripcipal, interest need not be considered as overdue from the first quarter onwards

i ?}?‘f? Agricultural Advances -

(7) | Agricultural Advances for “long duration” crops; and

(2) | Agricultural Advances for “short duration” crops-

| The “long duration” crops would be crops with crop season longer than one year and

; g
’W /V’ crops, which are not “long duration” crops would be treated as “short duration” crops
/ . The following NPA norms would apply to agricultural advances |

e
¢ | 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 prmcrpa/ or interest thereon remains overdue

—

j for one crop season-

/r/ A0

COMPUTHT?ON OF DRHLJING POMER

J/\
//1\

P aompany can w:i:ha’raw /i\

‘mi’- Meaning:- Drawing power is the limit up to wh/ch a Prm 0

—————

| from the working capital limit sanctmned-

A

2- D:R"erenb from Sanctioned “let - Drawmg POWer reFers ‘to the amount calcul at“{

 based on primary security less margin as on

@ particular dae.

R I S e

——
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‘ /_.--P'—""—__ s
) }/”' 3. | Considerations:-

Bank’s Duties:~ Covered by the adequacy of the current assets-

o | f
Q//f Auditor’s Concern:- Stock statements,

the borrower:

The drawing Power and the sanctioned limit-

quarterly returns other statements submitted by

o : .
6 Computation of DP:- As per the extant quidelines formulated by the Board of

N S

E - ] Directors-
_56665{ Audit:- Funded exposure of e thér; 5 bt Rt b e g
Particulars of current assets DP
(A) | Stocks
i Stocks at realizable value 7000
Less: Unpaid stocks:
- Sundry creditors 300
- Acceptances/LCs ete- 300 600 S -
Paid for stocks 400 L ~
»—- ____“_ Margin @ 25% 100 300 |
.‘;
_{ (8) | Debtors
P Total Debtors - 7000
' Less: Ineligible debtors 200
‘ Eligible debtors 800
L‘““‘“' Margin @ 40% 7 320 | 480 ———
§ H Total DP s - | 780
k. , :
L_ 15 | AUDIT OF ADVANCES
E | In carrying out audit of advancgs}“ ji{g aud:tar is_primarily concerned with obtaining
gm | evidence about the following: oy = .
(f) Whlfh are autséandmg at ‘the datc of t!rc balanca sheet . - )
f-_”’) Advances represent amount. due to_the bank .
(¢) | Supported by loan documents and othar dacuments

(d)  There are no unrecorded advm;:as
(""') l The stated basis of valuation of ad’vam:ec is approprmta B

() | The advances are disclosed, c:’assmed and described-

(9) ﬁppropnate provisions towards advances have been marfe,

. . =
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e

| E—

——a'y Ty i‘; is C/dfslhed
—_—t £ recovery the accoun by |
4 On Takc'-out Gnance: If based on © ecord Of unless reahm NJ’!
I . d not racagmze income rom Ur
lending bank as NPA, it M —{_
borrower/ taking-oveW AR ' ——

S S . /_/ . \: \\;‘x

"OBJECTIVE OF TAKEOUT FINANCE
ojects: e ™

re r
1 To &A’Pand sources of Finance for mfrasbrww £

2. | To address sectoral/group/entlﬁy e,xpasure RN SCee

— rojects: T
3. | To boost the availability of longer tenor debt finance for P

On Partial Recoveries in NPAs: S
¥ . e o ol
Banks are required to adopt an accounting policy and exercise the right of appropriation

|
of recowmes in a uniform and consistent manner: Ly
e — ‘77—..1 S ——— e e 2 B "r’
E l‘im;‘l::ni;rab;;r; Account: Banks may continue to record such accrued interest in 4
—
Memorandum account in their books for control purposes: |
—
I 4
income from Investments
¢ | Interest Income on Investments H
¢ | Profit on Sale of Investments
¢ | Profit/Loss on Revaluation of Investments
—g
/:?" SeEE
16-2/ Expenses "
s £ SR, §
=
._//‘_7 Expenditure is to be shown under three broad heads:
4
(1) /nterest expense (2) Operating expense (3) Provisions and contingencies: |
ii — |
| Aud # and Proced =
76-2:7| Audit Approach an ocedures
PP dan
in carrymg out an aud;t of mterest expense, assessmg the ow:rail reasonableness oF 3

the amount of interest expense- i

—— e O

| The aua’mor should obtain from the bank an aﬂa/ys:s af various i:ypes 0; dgpgs/ts P

ouv:sf:and’mg at the end of each quarter

o | The audﬂ'ar shoul’d also compane the average. rate oF mterest pa/c) '

CA AMIT TATED

Scanned with ACE Scanner



CHHPTER - T 7

"

ETHICS & TERMS OF AUDIT ENGAGEMENT

P

ETHICS - A STATE OF mmlp

belmv/aur or his

- |MEANING OF
The term “Ethics” means moral prmaples _which ga\/erﬂ a prrs'ar/
conducting of an activity:

2- |NEED FOR PROFES5IONﬁL ETHIC5

has f'a akide ky e&hfm/

A Chartered Accountant, either in pracbn:e or in $¢rvlae,

behaviours: They are expected to follow the Fundamsnfml pfmwp/cg QF pmf’aswﬁha/

ethics while performing their duties

Any deviation from | {:he eth/ca.’ res,pons:blhbres brmgs bhe chs‘e:/p/mary maahamrm /m‘,a

action against the Chartered Accountants whzch may res m'f: mbo fi ines,

suspension of

membership, removal from membership or obher dfscfplmary acbiom

et e E—

\%

WPRINCIPLES BASED APPROACH VS RULES BHSED ﬁPPROﬁCH TO ETHIC5

P S

g
7

The essence of principles-based approach to ethics is that it requires compliance Mbh

spirit of ethics-

Rules-based approach to ethics strictly follows clear'ly esbabhshed ru/es /b may laad

to a narrow outlook and spirit of ethics may be over/aoked whtla ;tmcbly adhenng

e 1
to rules: Further, rules- based approach is somewhat rigid- ‘
B
‘ / — g et po e rsimiiit il
i y/ FUNDﬁMENTﬂL PRINCIPLES OF PROFE55IONHL ETHICS :
NS R i
7- | Integrity
2. |Objectivity RS ]
3 |Professional competence and due care P i
4. |Confidentiality N s
S- meess:ona/ Behawour
5- | INDEPENDENCE OF AUDITORS i
(9 a) _/ Independence of mind: allowing an individual to act with integrity, and exercise
| i e

=S

AT ACADEMY - MUMBAI
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. e

. objecfwwby and prof'essronal skepticism;
Independence in appearance: A member of the assurance team’s, integrity, objectivity

or professional skepticism had been compromised-

|Following five types of threats to independence of auditors are discussed below:-

THREATS TO INDEPENDENCE

5eIF'mtcr¢st bhreat;

Se/f'-'mterest bhreabs oceur when an aud:bmg 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

e

audit team was previously a director 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-

Familiarity threats

Familiarity threats are self-evident, and occur when auditors form relationships
i’; with the client where they end up being too sympathetic to the client’s interests-
:’_ 5. |Intimidation threats
X Intimidation threats occur when auditors are deterred from acting objectively with
il an adequate degree of professional skepticism-
|7 |sareeuarns 1o mpeenpence
M;ﬁ%;;‘%ﬁ;;;{_dz;gs_ﬂfhe_lssuc, f_’_’f_ H@!Iim_l{gg-gwdmg principles are to be applied:-

o |1t is essential that auditors should always be and appears to be independent-

: : o |An auditor must conscientiously consider whether it involves threats:
/j ¢ | The auditor shouwl; either desist from the task or eliminate the threat or at the
j & |very Ieast pub in place safeguards wh:ch reduce t:h_e_ f’fff’f‘j’o an acceptable /e,ve!
‘,L-h- % He must naf; accept the - work- i ShE G
/L |
| & |ProFessIONAL SKEPTICISM g el e e
g T . -

i

AT ACADEMY - MUMBALI
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“‘vzva_m\“\
- # e r rind
tude that ncludes @  guestioning mind,

A S S l

'
e o e e

”‘fafﬁlmngf Ih?ﬁhcmm wfcr: to an otts
drcate paﬂrbfc m«;swturmz due to error o

being alert to conditions which may indicas e ‘«.._\\‘
{‘uud ond a critical assessment of oudit evidence: e
Praf'cuionni skepticism mdudu being alert to, for {{f_”jP"“ e e 2

. ‘ﬂud’;& ewdmre thak ran*rad‘:ﬁs &z"hﬂ dalﬁ‘ evidence obtained:

N {n{armaf’ran tzhat bnngs nto question (»hg r;fm ffty of documents: it

/

& Conditions that may iridicate ps::b' (”’J"' e e s e i

:§

. "'ﬁzumftame' that suggest hfw ne'd for »’Wab F'”’j'“‘m’

RSSR

Mamtmmng professional skepticism throughout the sudit is Decessary IF ﬁm MW |

p—— ey
%m to reduce the risks of: s
. _;Duriaokmq unusual circumstances: e
8 | Over generalising when drawing ‘conclusions: s
¢ | lsing inappropriate assumptions: i e e el o o 5
j z-f
- —
. P HGREEINQ THE TERMS GF ﬁUDiTENGﬁéEMENT 5 .

115:97210 deals with the auditor’s responsibilities
Qﬁ / j reconditions for an audit

|In order to establish whether the preconditions for an audit are present, the auditor
(V) shall:

‘Dgtefmma whzther the FRF is acceptable and

( b) | Obtain the agreement of management

L =

( :) ‘Far- the preparation of the financial statements ﬁ

(i) | f—br such IC as management considers necessary

(m) To provide the audr‘tar" with:

¢ ﬂc;esr i,g ai! mforfr‘a"uﬂ’ v
. ‘ﬁda‘: f::ormf U?{armanon '
s T  E—— S L N _—.—4'_4

s nreﬂ:mbzd access to persons within the entity

greement on audit engagement terms

Sufh a ﬁe!:cer' mr’udga'-

(ﬂ) 'fhz ﬂb}cﬁtli’ﬂ dﬂd scope pf .f:he audﬁ’: 91" the ﬁﬂaﬂii@f staf;ef;:ents

(t) The responsibilities of the audn:ar

(c) The responsibilities of mﬂﬁagemgng L

CA AMIT TATED
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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 jssued

10- |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-
A

M |ACCEPTANCE OF A CHANGE IN THE TERMS OF THE AUDIT ENGAGEMENT

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-

717-2  |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:

g (a) |The original audit engagement or

i (b) |Any procedures that may have been performed in the original audit engagement,

: except engagement to undertake agreed" _upon procedures- e

71:-3 |Recourse available to audrbor in s:buatran oF non- agreement to a change in terms of

engagement and lack of permission from management to continue original audit

3 engagement

| (a) |Withdraw from the audit engagement

‘ (b) petg,»mmg Whgf,her f;herf :s any obhgatlan, r::'lbhe!‘ contractuai or otherw:m

) —— A.m-« el S e e

| %;ffERMS OF ENGAGEMENT IN RECURRING AUDITS |

Fo”gw,:ng Factors may make it approprrabe to revme the terms oF the aud;t

CA AMIT [A][D AT ACADEMY - MUMBALI AUD - 139
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(b) |l/dentify and evaluate circumstances and relationships that create threats-

(c) |There should exist a mechanism in the firm by which engagement partners provide

the firm with relevant information about client engagements:

(d) |At least annually, the firm should obtain written confirmation of compliance-

i5¢; ,ﬁcccptance and Continuance of Client Relationshipsand Specific Engagements
\_ / Such an information should help firm to decide about: -
Integrity of Client

VA
;S ¢ |Competence (including capabilities, time and resources) to perform engagement-

¢ |Compliance with ethical requirements

@lbh 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-

I5E- |Engagement Performance ’ S0 A inales .
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

qua//by contra/ reweWﬁ" I it ol -

Engagemenb quahty control rewew IS mandatory For all aud.'ts oF F nanc_ml statements

|0F listed entities:
IThere rmght bg d;FFereme oF opinion M{:hm engagement team, w with those consu/i:ed

|

e e e e
CA AMIT TATED

AUD - 141

AT ACADEMY - MUMBAI

Scanned with ACE Scanner



ity control 7 '
and between engagement partner and engagement quality reviewep. The

—|rePort should only be issued afver resolation of such differences-

)

The _assembly of engagement files should be completed in_not more than &g day )

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 ¢ the I
—_‘_.__

. ’ _\"'
auditor's report- SECAca =
ISF- | Monitoring \’
Policies and procedyr s relating to the system of quality control are releyapt. q
P es relating Y —_\—

_
R |
76-  |S5A 220- “QUALITY cONTROL FOR AN AUDITOF FINANCIAL STATEMENTS» |
— 1
16A- Leadership responsibilities for quality on audits '

Performing work that complies with professional standards;
M) Complying with the firm’s quality control policies and procedures;
>7

(i) |Issuing auditor’s reports; |

a) The importance to audit quality of:- K\T

(iv) |The engagement team’s ability to raise concerns without fear of reprisals-

(b) |The fact that quality is essential in performing audit engagements-

76B- |Relevant ethical requirements 1

) Identifying a threat to independence regarding the audit engagement-

* Reporting by engagement partner to the relevant persons within the firm-

16C- |Acceptance and Continuance of Client Relation{h_ipi and audit Engagements 4_,__,;_

|Is on lines of 5QC T i e > |

76D- JHssignmcnb of engagement teqn?f o - NS e

Collectively have the appropriate competmwmmﬁw _M'; !

16 ,5// Engaf"_m‘”b Perf_'ormance b_ﬁj—hﬁ.—\ _____,,j
_\/ |For audits of financial statements m those othar audit

engagements, f anys f?'",“(h('d? the firm h‘arsr_det:ermined that an engagement quality

control review is required, _i_;he_engaqu#ni_‘: partner shay:

e

Determine that an engagement quaty control revieuar oy pomn emeorsd

"

(b) |Discuss significant matters arising dqn‘ng the aud

¢ engagement.
l —— - —_——— e

=
“, ;
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Not date the auditor’s report until the completion of the engagement quality control -

©
review: o RIS - T i

16F- / | Monitoring

S| .

- 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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