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G e
Meantng and Nature of Auditing ¥ 'i@&"‘\’@@“ AT

1. Anaudit is independent examination of financial information of any entity Q“d'{\\k\!&
o

2. Whether profit oriented or not, and irrespective of its snze or IM‘/

3. When such an examination 1s conducted with a |ewg’o xpress an opinion t::)ereo
Audi+ g'i' ! '; ‘(;—P\ ¥

Puxpose of Auditing

1. The purpose”of external audit engagements is to (J;nhance)the degree of confidence of
untended users of financial statemerits. Such engagements are also reasonable assurance
engagements.

=

2. This is done by an independent auditor expressing their opinion on whether the financial

statements present a true and fair yiew of the entity’s affairs.
_W.S.ﬂ..,____._ﬁ,_z.. /S altairs
Cavioe t

“vditor’e thck that Finaneials chould not mislead

Q/The person conducting this task should take care to ensure that financial statements would
= not mislead anybody. This he can do by satisfying himself that:

“‘\5 -havc been drawn up with reference to entries in the books of account,

2. Entries in the books of account are adequately supported by(sufficient and approprzy

evidernce;

3. None of tin the books of account has been omitted in the process of compilation
and nothing which is not in the books of account has found place in the statements;

& — W&Ysh'dabb‘
a& 4. Information conveyed by the statements 1@1nd unambiguous;

5. Financial statement-amounts are properly classified, described and disclosed in §6nfor
with accounting standards; and C d a &

‘Al

6. Statement of accounts present a true and fair picture of the operational results and of the
assets and liabilities.

Obfective of A 200

As per SA-200 “Overall Objectives of the Independent Auditor”, in conducting an audit of
financial statements, the overall objectives of the auditor are:

a. To obtain reasonable assurance about whether the financial statements@who]e
are free from material mlsstatement and

b. To reporton the financial statements, and communicate as required by the SAs, in
accordance with the auditor’s findings.

Summary:

1. Obtaining a reasenabic assurance that financial statements as a whole are free from
material misstatement due to fraud or error

e

. Gainingarcasonable assurance leads to formation of opinion whether financial statements
are prepared, (n all material respects, in accordance with applicable financial reporting

.
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framework T on the financial statements

3. To report on the financial statements

a.(Reporting of opinion)in accordance with audit findings

5. Communication of reporting

6. Reporting and communication in accordance with Standards on Auditing

5. 8eope of Audil - What it includes & won't
Qav}je 1. dM‘?erage of all aspects of. entity relevant to the financial statements being audited.
2. Reliability and Sufficiency of financial information
3. Proper diselosure of financial information /

4. Expression of an opinion on financial statements
5. No : Responsibility of preparation and presentationéinancial statements

6. No: Duties outside scope'of competence of auditor

7. No : Expertise in authentication.of documénts

. No : Investigation

BB Upans 0 | ES Vi T

System of " True and Fair
accounting -

/ o
0. Inherent )| mlh oy oﬂg_d‘i&

As per SA 200, the auditor i T is not expected ! fo, and cannot, reduce audit risk to zero and cannot
therefore““ﬁbtam absolute assurance that the ﬁnanc1a1 statements are free from matenal
mlsstatement due to fraud orerror.

This is because there are 1nherent hmltdtxons of an audlt Wthh result in most of the audit
evidence on Wthh the : usions s the auditor’s opinion béing

@essuast®) rather’ than coneliisive X & Mudther Abslde Msieane 2
Audit evidence Usuo&?vc g1 ¥

T'hese fundamental limitations arise due to the ollowing factors:

1. The Nature of financial reporting

“Adpterwith CA Rimanshu Page No. 4
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2. The Nature of Audit procedures
3. Audit is not investigation

4. Timeliness of financial reporting and decrease in relevance of information over time

5. Future events
o

i The Nature of Financial Reporting:
/

a. Preparation of financial statements involves making many judgments by
maidagemch.

b. These judgments may involve @ctive decisi@of a (degree of “"C"i'@
a

Therefore, auditdr may not be ablé o obfain absolute assurance nancial
statements are free from material misstatements due to frauds or errors.

. he N¢ i ) 08!
QJT ature of Audit Procedures:

There are practical and legal limitations on the auditor’s ability to obtain audit evidence. For
example:

a. Theauditor carries out his work by obtaining audit evidence through performance

of audit procedures. However, there arefpractical gnd(legal limitationg)on ability

0@0\ of auditor to obtain audit evidence. For example, an auditor does not test all

A transactions and balances. He forms his opinion only by testing samples. It is an
\'{w\t-\u'gg;,p\e example of practical limitation on auditor’s ability to obtain audit evidence.

b. Managenent may not provide complete information as requested by auditor. There

a.Q is no way by which auditor can force management to provide complete information
\@ G o{u}fzn—’b as may be requested by auditor. In case he is not provided with required
bl information, (e can only reporf)1t is an example of legal limitation on auditor’s

ability to obtain audit evidence.\_y Qe?of{ 5L "SI '38 0“‘5
c. The management may consist of dishonest ard=mmseraptteis people and may be,

.%—6 . itself, involved in fraud. It may bein concealing fraud by designing

sophisticated and carefully organized schemes which may be hard to detect by
the auditor.

d. An auditor is izot an expert in authentication of documents. Therefore, he may be
led to accept invalid audit evidence on the basis of unauthentic documents.

3 Auditis not investigation
s

Audit is not an official investigation. Hence, auditor cannot obtain (absolute’assurance that
financial statements are free from material misstatements due to frauds or errors.

\J Timeliness of Financial Reporting and the Balance between Benefit and Cost:

\

The relevance of information{decreasesjover time and auditor cannot verify each and every
matter. Therefore, a balance has to be struck between reliability of information and cost of

obtaining it. i —~=d ¢
A\ L [
5 future events giE d ' SC’CH

Future events or conditions may affect an entit) Adverse events may seriously affect

e
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-

y TP

ability of an entity to continue its business. The business may cease to in future due |,
change it market conditions, emergence of new business models or productsor due to onset,,
some adverse events. Therefore, it is in view of above factors, that an auditor cannot provig,
a guarantee that financial statements are free from material misstatements due to frauds ,

errors.

7. Aavantaces of Audit of Financial Statement

1. It protects the financial interests of people not involved in managing the entity, like partnerg
shareholders, bankers, and the public.

~

2. It deters employees from committing theft or fraud. /

s
3. Audited financial statements are useful f/or/calculaling taxes, securing loans, ang
determining the value of a business in a sale.

4. They can also resolve disputes r%ﬂ wages, bonuses, or property damage.

5. Audits find and suggest solutions for wastage and losses, especially those caused by
inadequate internal controls.

6. Audits check if records are maintained properly and help clients correct any deficiencies.
7. Audits review gijsfam';ational controls, highlighting weaknesses or shortcomings.

8. Audited actounts simplify settling financial matters when a partner joins or leciesThe
goverpment may require audited statements before granting assistance cr licenses for
speeific businesses ‘

3. Budit Mondaowy or Yoluntaw ?

Audit islegallv obligatory for all types of business organisations or institutions. On this
. . S ————————— 2 . .
basis audits may be of two broad cafegories i.c., audit required under law and voluntary audits.

———

;' 'M‘v’ﬁa’wl:.fgudit required under law: The organisations which require audit under law are the
| =2l d . . I oo T N LT | .
py i¥ following: e.g., companies governed by the Companies Act; banking companies; other

(o "O »(.fl statutory bodies f&quired by their regulators or By specific Aqt.

in 1“M

2, Voluntary category are the audits of the accounts of proprie@lry entities, B@nership
firms, Hindu undivided families, etc. In respect of such accounts, there is no basic legal
requirement of audit. Many of such enterprises as a matter of internal rules require audit.

s ¢ :
Wmﬁts_E'ngagem ent
—— ——
Engagement means an @rrangementto do something. In the context of auditing, it means a

formal agreement between auditor and client under which auditor agrees to provide auditing
services. It takes the shape of engagement letter.

P

Externai audit engagements:

1. External audit engagements @o hoost the confidence of financial statement users.

<
: . : i+
2. These engagements provnde@fasonable assuranc}"‘ﬁ Nud

3. In India, companies must have their annual accounts audited by an €xternaDauditor.

CA Himansht Page No. 6

CamScanner


https://v3.camscanner.com/user/download

7 g i their associated benefits.
4. Non corporatcan also opt for external audits due to

To whom audit report is submitted by an auditor ?

1. The report isto the person who appoints the auditor.

2. In comp_a_nies,s the shareholders, anc@ firms, it's the parth:rs !

- ?otdnea'&

0. Meaning of Assurance Engagement :

1. Assurance engagement involves a providing a conclusion. W&\ 5’6@?
o

2. The conclusion aims to increase the confidence of users (other than responsible party) in
the evaluation or measurement of a subject matter against criteria.

3. The practitioner offers an opinion on specific information.

4. This helps information users make confident decisions with reduced risk of inaccuracies.

Flements of an Assurance Engagement:

1. Three Party relationship : An assurance engagement involves abovesaid three parties.

a. A practitioner is a person who provides the assurance. The term practitioner
is (broader) than auditor. Audit is related to historical information whereas

practitionefymay provide assurance not necessarily related to historical financial
information.

" b. A responsible party is the party responsible for preparation of subject matter

. Intended users are the persons for whom an assurance report is prepared. These
persons maythe report in making decisions.

2. An appropriate subject matter— ~I4 QLQCGS b e oo xﬁ;«y)t'g ‘J(’_O@:l’wl:;é b :R(Pﬁujﬂ"‘“d'
S 4
3. Suitable Criteria -¥ Rx.oc)& b Benc‘k““ﬂ% uoed te ev Hhe
4. Sufficient appropriate evidence o /7
(i walt " ol ondugion e Grvggs
& Wri'cter’rlla assuran((:pe reert in appropriate form —* wittkn Refst va‘dﬁ G ‘
e ogguzone abod S\Jyﬂg .
11. Audit Vs, Review

1. Auditis a reasonable assurance engagement.

2. It offers reasonable assurance.

3.is a limited assurance engagement.

4. It provides less assurance compared to an audit.

5. Reviews involvg fewéy procedures and gather sufficient evidence for limited conclusions.

6. Both.audit and revie @ to financial statements based on historical financial data.

ollwo [Use,
12, Reasonab!o Assurance vs Limited Assurance

i Moo e i

nansht Page No. 7
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Reasonable assurance engagement

Sty |
Limited assurance engagement

Reasonable assurance engagement
provides fiigh level of assurance.

o
Limited assurance engagement provides
lower level of assurance than reasonable

assurance engagement.

NE
It performy fewe) procedures as compared
to reasonable assurance engagement.

It performs and (extensiv)

procedures to obtain sufficient ppropriate
evidence.

|

It draws Mzmp conclusions on the
hasis of sufficient appropriate evidence.

Itinvolves obtainingsufficientappropriate
evidence to draw{{imitegd conclustons.

e ———

Example of limited assurance engagement
is revicir engagement.

Example of reasonable assurance
engagement is an audit engagement,

(\uwum

N

r

—

Lo | 1R

nspective \ S Histor 1(‘I1| financial lnfurmanot%? <A e

Relafed o PFT Nt o HFT. .
“sruspective Juiancial information”) s financial information based on@ssumptionsabout

events that may occur in the(futurdand possible actions by an entity. It can be in the form of
a forecast or projection or combination of both.

Prospective financial information relates . While evidence may be availahle
to support the assumptions on which the prospective financial information is based, such
evidence is itself future- oriented. The auditor is, therefore, not in a position to
express an opinion as to whether the results shown in the prospective financial information
will be achieved:

Hence, such type of assurance engagement provides only a(‘moderate” level bf assurance.

“Historical financiclinfo Fmation” me*\m informati al terms in relation
to a particular entlty, derived rom that entity’s accountmg system, about economic
events occurrin ast time periods or about economic conditions or circumstances at

points ifT time in the past.

. Ingagement and Qualitv control standards : An Overview

1 *Apply in audit of historical financisl

1 % |
E AN .,a informatisn _—
D A —_—

et

' "a-'wz‘f Tty A
i +Apply in review of histerical financial
{ information ~—————""

st » Apply in assurance engageme
o= ] dealing with subject mattednther}
5 thm historical.financial infor; n

_'w gss-:v +Apply to engagements ; Agreed upon

“ '] procedures and other related services
oy : likef financial statements

Tl ol ok N it

@ Stundards on Auditing: -

1. Standards on Auditing apply to independent audits of financial statements.

—

2. They specifically pertain to historical information.

CAntorwith CA Himanshu
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3. Thes set high-quality benchmarks for auditors.

4. Auditors must follow these standards during financial statement audits.

5. Standards cover various auditing topics, including objectives, documentation, planning,
risk assessment, sampling, evidence, and reporting.

6. Theyencompasshall key aspects of financial statement audits.

Some examples of Standards on Auditing are:

1. SA 230 Audit Documentation
2. SA 500 Audit Evidence

@ Standards on Review engagcments:m
1

1. Standards on review engagements apply to the review of financial statements.

2. Areview is a limited assurance engagement and offers less assurance than an audit.

3. Reviews involve fewer procedures than audits.
e =y :
4. Despite being a limited assurance engagement, reviews(stilg)require obtaining sufficient
0 O ——————————————
appropriate evidence.

'?L
5. of aYrewew is when an auditor reviews interim financial mformat)oa for an

entity. e

Examples of Standards on Review engagements are:
. SRE 2400 (Revised) Engagements to Review Historical Financial Statements

2. SRE2410 Review of Interim Fmanc1al Informatlon Performed by the Independent Auditor
of the Entity

@ Standards on Assurance Engagements:
\ . i § " ‘ e ¥

1. Apply to assurance engagements dealing with subjects other than historical financial
information.

2. These engagements do not involve auditing or reviewing historical financial data.

3. Anexampleisan assurance engagement for{exammmgf))rospectnve financial information.
‘(\O

’g/ib These standards cover various assurance tasks, mcludmg those related to non-financial
matters like th@nd(operatlon)of internal controls in an entity.

Examples of Standards on Assurance Engagements are:

1. SAE 3400 The Examination of Prospective Financial Information

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

Information Included in a Prospectus
el B
= “\,{C\(’\fuﬁ‘ oA ©

1. These standards apply to éngagement) where agreed-upon procedures are performed on
. . . - ——
financial information.

Standards o lated services:

\.‘ ! U | {)i‘gc N()‘ 9
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For instance, such engagements might involve the auditor conducting specific procedure,
on financial data like dccounts payable, accounts receivable, related party purchases_
segment profits, or entire financial statements such as a balance sheet.

3. In some cases, the practitioner might help management prepare historical financiy

information but doesn't provide assurance on it.

& These compilation engagements arc! related services) and the practitioner issues a repgr-

stating that it’s not an assurance engagement, and no opinion is givcn.Lw Fe
e e —— I

Examples of Standards on related services are:

1. SRS 4400 Engagements to perform agreed-upon procedures regarding financia

information

2. SRS 4410 (Revised) Compilation engagemgent.:%wd & qﬂ SCW% Gvered tv EWH

-1 6
Standards on Quality Control: Y sm(
) 8

[R]

(%]

'L"l

"hy are Standards required ?

Stondud

Standards i n Quality Control (SQCs) are guidelines for@o maintain quality contro!

in thei review, and assurance engagements.

SQC | =TTl uditors/practitioners to establish a quality
control iastem.

The system ensures compliance with professional standards, legal requirements, and the
issuance of appropriate reports.

The main goal is to have a quality control system in firms to ensure compliance with
professional standards and legal requirements when providing services covered by

engagement standards. 5 U" H]f-& 4
[iainly Mandcby esponst o

. Standards‘ensure carrying out qf audit against established benchmarks at par with'global

practices! . (59(% os TP £ 3 "&\% ¢

Standards improve quality of financial reportirig thereby helping users to-make diligent
decisions. : '

Standards promote uniformity as audit of financial statements is carried out following
these Standards. . .:
Sandards: R gl

Standards equip professional accountants with professional knowledge and skill.

Standards ensure-audit-quality.

SO 11 ""!'i")” D (»‘;‘.-7\ w_.f*‘__r“'f:‘\'

ARRN LI |

Professional accountants have a responsibility to follow [REEEEEEs) standards in their
work.

They must adhere to these standards in most cases, but there can be situations where
following a standard isn't effective for a specific job.

In such cases, accountants should document the alternative procedures they used and

Page No. 10
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explain why they departed from the standard unless it's obvious.

4. Their report should also highlight any departures from the standards.

5. Justdisclosing a demin the repor@ excuse the accountant from following the
“-—'-—.‘-~" -

standards.
5 o Nudtoy e
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