CA INTERMEDIATE

Auditing and Ethics

Summary Module
Index

Chapter Name Page Nos.

1 Nature, Objective and Scope of Audit 1.1 -1.14

2 Audit Strategy, Audit Planning and 2.1 -2.12
Audit Programme

3 Risk Assessment and Internal Control 3.1 - 3.38

4 Audit Evidence 4.1 - 444

5 Audit of Items of Financial Statements 5.1 - 5.44

6 Audit Documentation 6.1 - 6.6

7 Completion and Review 7.1 -7.24

8 Audit Report 8.1 - 8.40

9 Special Features of Audit of Different 9.1 - 9.42
Types of Entities

10 Audit of Banks 10.1-10.28

Ethics and Terms of Audit Engagements 11.1-11.22




L

Nature’; Objjectiveld =5
Scope! of fAuditA o

st~ -
-






v

| b) Noomission of entries

chapter 1 : Natfure, Objective & Scope of Audit

wAn audit is independent examination of financigl tnfor-rno‘rlon of any entity, whether proﬁ'r or ted
i
not, and irrespective of its size or legal form, when such an examination is S

expressing an opinion thereon.”
- —

conducted with a view to

Analysis of the Definition

Auditor should be independent i.e. he should form his.
g fluence. . he should form his o opinion without being affected by Ii

Fs $Ud|1' I:lr'e Eer‘formed for all types of organization such as proprietary concern, a !
pamnErSHpEITm, @ LLP, a private company, a public company, a society or a trust.

Management is responsible to prepare and present FS.

The purpose of Audit is to express an opinion on the FS's.

Followmg points should be kept in mind while audmng FS's so that they don't mislead anybody:

| a) Theaccounts have been drawn up with reference o entries in the books of account;

¢) Allentries are supported by sufficient and appropriate evidence

d) FSpresentsatrue and fair picture

e) Amountsare properly classified, described and disclosed in conformity with AS.

f) InformationconveyedinFS is clear and unambiguous

b) To r'eporf on the FS's, and comm_umcafe. as

In conducting audit of FS's, ob Jecﬁves of aud:‘ror‘ in accordance W|Th SA-200 qu&li(}b Jechves of The

mfor and the conduc’r of an audit in accor'dance -ewith SA's” are:

a) To obtain reasonable assurance abouT whe‘rher' the FS's as a whole are free from material

misstatement; and wheTheEue. to fraud or error, ‘rhereby enabling the auditor to express an opinion
respects, in accordance with an applicable FRF: and

onwhether the FS'sare pr‘eparad i nall rna’remal
required by the SAs, in accordance with the auditor's

rfﬂ,w Yot ¥0)
An dﬂolysls of above brings out following pom‘rs clearly: -

1)-'- Auditor's objective is to obtain a reasonable assurance whether FS's as a whole are free from
R
mrss?atemen’r whether due to fraud or error. e

: Q%umnce is a high-level of assurance but it is not absoluf
fore, additor cannot give guarantee fhat FS are free

—

e assurance (complete
m material

carried out by the auditor with professional competence and skills in accordance with

1.3
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Chapter 1

idence is obtained and evaluated.
ads to high level of assurance

inaccordance with SA's, audit ev
drawn and opinion is formed. Tt le
not absolute assurance.

SA. Audit procedures are applied
On basis of that, conclusions are o)
which is called as reasonable assuiqm_:c_bu_t it is

4) Misstatements canoccur due tof fraud or error or both.

audit ﬁna_ir;g_s_Thr*ou;H a written

in accordance with

5) The opinion is reported and communicated
report as required by SA.

| 1) Auditorisnot expected to perform duties whic

The following points are included in scope of a
1) Coverage of all aspects of entity relevant to the F S'sbeing audited.

2) Reliability and sufficiency of financial information
a) The auditor should be reasonably satisfied that information contained in underlying accounting

records and other source data (like bills, vouchers, documents etfc.) is reliable and sufficient
basis for preparationof FS's.

b) The auditor makes a judgment of reliability and sufficiency of financial information by making a
study and assessment of accounting systems and internal controls and by carrying out
appropriate tests, enquiries and procedures.

3) Proper disclosure of financial information

a) Whether relevant information is properly disclosed in the FS's as per applicable statutory

requirements and ensuring that FS properly summarize transactions and events recorded

thereinand by considering the judgments made by management in preparationof FS's.
b) The management responsible for preparation and presentation of FS's makes many judgments in
this process.

¢) The auditor evaluates selection and consistent application of accounting policies by

management; whether such a selection is proper and whether chosen policy has been applied
consistently onaperiod-to-period basis.

d) Understand that FS's of anentity are prepared on historical financial information basis.

7R 5 \

outsi

L N .|WBE

h fall of his competence.

de domain

1]

2) If Is not expected fro::n an auditor to determine suitability and life of civil structures like buildings.
u These r

require different skillsets which may be performed by qualified engineers in their respective

i : e
I is not un expert in authentication of documents. The genuineness of documents cannot be
dby him because he is not an expert in this field.

.qn official |.nv¢:s1'igaﬂon into alleged wrong doing. He does not have any specific legal
or recording statements of witness on oath which may be necessary for carrying out

CA Rishabh Jain




cropter 1 ¢ Nature. Objective & Scope of audit

anofficial investigation.

 AUDITING Vs INVEsTIGATION
Audit is distinct from investigation. In
special purpose.

vestigation is a critical examination of the accounts wi1;h-(.l

2) The objective of aud.iT is o obtain reasonable assurance about whether the FS's as a whole are
free from material misstatement, whether due to fraud or err

express anopinion.

3) Thescope of audit is general and broad whereas scope of investigation is specific and narrow.

or, thereby enabling the auditor to

' Sometimes investigation results from the prima facie findings of the auditor.

E=ng " AUDIT- MANDATORY OR VOLUNTARY?

cient 1) Ttisnot necessary that audit is always legally mandatory. There are entities like companies who are
compulsorily required to get their accounts audited under law.
ing a

ing a 2) Audit is not always mandatory. Many entities may get their accounts audited voluntarily because of
o benefits from the process of audit.

 WHAT IS AN ENGAGEMENT?

| 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.

External audit engagements

TThe purpose is to enhance the degree of confidence of intended users of FS's. Such engagements are

also reasonable assurance engagements.

For example, inIndia, companies are required to get their annual accounts audited by an external auditor.

which they are relying is qualitative and it is the outcome of an exercise carried out by following
Auditing Standards recognized globally.

In case of companies, shareholders may or may not be involved in daily af fairs of the company. The
FS's are prepared by management consisting of directors. As shareholders are owners of the

company, they need an independent mechanism so that financial information is qualitative and
reliable. Hence, their interest is safeguarded by an audit.

An audit acts as a moral check on employees from committing frauds for the fear of being
discovered by audit.

él._ldifed FS'sare helpful to government authorities for defermining tax liabilities.




Chapter 1 : Nature, Objective & Scope of Audit

5) Audited FS's can be relied upon by lenders, bankers for making their credit decisions i.e. whether
to lend or not to lend to a particular entity.
6) Anaudit may alsodetect fraud or error or both.

7) Anaudit reviews existence and operations of various controls operating in any entity. Hence, it is

useful at pointing out deficiencies.

UDITOR? B ]

S

1) Generally, an auditor is appointed by owners or in some cases by constitutional or government
authorities inaccordance with applicable laws and regulations.
For example, in case of companies, auditor is appointed by members (shareholders) in Annual General
Meeting (AGM). Shareholders are owners of a company and auditor is appointed by them in AGM.
2) Incase of government companies in India, auditor is appointed by Comptroller and Auditor General
_ of India (CAG), anindependent constitutional authority.

3) Incaseof firm,auditoris appointed by partners of firm.

| 4) Auditor may be appointed by a government authority inaccordance with some law or regulation.

——

BMITTED BY AN AUDITOR?

The outcome
of an audit is written audit
report in which auditor expresses
_an opinion. The report is submitted

‘ to person making the
R appointment.

—

In case of
companies, these are
shareholders in case
of a firm, to partners

who have engaged him.
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.1 : Nature, Objective & Scope of Audit

en ay

: ent" means T : ' -
: MT nt" NS an engagement in which q _prac‘n‘rioner' expresses a conclusion designed t
| ;nhaucﬂ the d_ggee of confidence of the intended use ~——— 1 :

i
rs other than the responsible party about the

| 5u;tc°m zof theeva uationor measurement of a subject matter against criteria

w

= JTS ANl A e B R T e e e —
b LI = MIN Ao - = = A (1= | ™

ent = F_OMS comprise anassurance eﬁgdgemen‘r: -
_ ,5 A three party relationship involving a practitioner;, a responsible party, and intended users
>ral _ i _i) o A E'gc_:__«l_'_i;rlgger is aperson who provides the assurance. The term practitioner is broader than
4@* 41@!‘. Audit is related to historical information whereas practitioner may provide
2ral assurance not necessarily related fo historical financial information.

b) A Eg.fponsible party is the party responsible for preparation of subject matter.

-—; ) —_—
c) Intended usersare the persons for whom anassurance report is prepared.These persons may

\_____’ : ' -
e = Qw report inmaking decisions.

[ 10| N [‘2) -Aﬁf-ﬁplir‘opr'iate- subject matter

It refers fo the information 1o be examined by the pm&i‘rioner. For e;mple, financial information

contained in FS's while conducting audit of FS's.

3) Suitable criteria

- . These refer to benchmarks used to evaluate the subject matter like standards, guidance, laws,

rules and regulations.

= —_hji}_ Sufficient appropriate evidence | | |
The practitioner performs an assurance engagement fo obtain sufficient appropriate evidence. It is
on the basis of evidence that conclusions are arrived and an opinion is formed by auditor.

b, ]5ufﬁcien1' = Quantity and App_r'op_riafi = Emlly_

| ) A written assurance report in appropriate form . et
A written report -isp_r-ovided containing conclusion that conveys the assurance about the subjec

 matter. Awrittenassurance report ist

he outcome of an assurance engagement.




1)

s.u;ancg;cﬁgqg,émehf. Tt provides lower level of assurance than audit.

el |

Reviewisalimited as | ’ .
Review involves fewer procedures and gathers sufficient appropriate evidence on the basis of
Mhrchllml‘l‘ed conclusions can be drawn up. |
Both “audit" and “review" are related to FS's prepared on the basis of historical financial
information.

4

Assurance engagements provide assurance to users. The dif ference is of degree.

2) Reasonable assurance engagement like audit provides reasonable assurance which is a high level of
assurance.
3) Limited assurance engagement like review provides lower level of assurance than audit. It is onlyq
moderate level of assurance.
Reasonable assurance engagement Limited assurance engagement
3 1) Reasonable assurance engagement | 1) Limited assurance engage-ment provides lower
provides high level of assurance. level of assurance than reasonable assurance
— ———}
: engagement.
~ || 2) It performs elaborate lcmd extensive | 2) It performs fewer procedures as compared to
iy procedures to obtain sufficient reasonableusstrance-engagement.
e
appropriate evidence.
1| 3) It draws reasonable conclusions on the 3) It involves obtaining sufficient conclusions
basis of sufficient appropriate evidence. appropriate evidence to draw limited. —
4) Example o'f reasanable assurance | 4) Example of Iimﬂ‘et:lf__gg_s_gﬁmce engagement is
engagement is an audit engagement’ > review engagement-.
| 1) There is another kind of assurance which is related to matters other tha

2)

~_information. Such an assurance may relate to prospective fina
financial information. T+ may relate fo providing assurance on

3

n historical financid
ncial information and not to historicd

- . internal controls in anentity.
rospective financial information” means financial informati

that may occur in the future and possible actions by an enti
Projection or combination of both,

on based on assumptions about events

ty. It can be in the form of a forecast of

Here, it is important to note the dif
“Prospective financial information.” The
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latter relates to financial information based on assumptions about occurrence of future events and
possible actions by an entity.

4) Therefore, historical financial information is rooted in past events which have already occurred
whereas prospective financial information is related o future events.

5) Inassurance reports involving prospective financial information, the practitioner obtains sufficient
appropriate evidence to the effect that management's assumptions on which the prospective
financial information is based are not unreasonable, the prospective financial information is properly
prepared on the basis of the assumptions and it is properly presented and all material assumptions are
adequately disclosed.

6) Prospective financial information relates to future events. While evidence may be available to
support the assumptions on which the prospective financial information is based, such evidence is
itself generally 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.

7) Therefore, in such assurance engagements, practitioner provides a report assuring that nothing has
come to practitioner's attention to suggest that these assumptions do not provide a reasonable
basis for the projection.

8) Hence, such type of assurance engagement provides only a “moderate” level of assurance.

{LAssumnce Engagements

_ |
[ I I

Reasonable Limited Assurance Engagements
Assurance Eﬁszu:::;:f dealing with matters other
IEngagemen'r 999 ' than historical financial
L = _ information
 Audit Review ] | Examination of Prospective
! - R ——

Financial Information
or Assurance regarding
Operations of Controls

s

er authority of ICAI Council are collectively known as Engagement

The following Standards issued und
Standards;: -
1) Standards on auditing (SAs)which apply in audit of historical financial information.
Standards on review engagements (SREs) which apply inreview of historical financial information.
Standards mg engagements (SAEs) which apply in assurance engagements other than

=Lleficival |
4\ WMM“ of historical financial information.
Standards on Related Services (SRSs) which apply in agreed upon proc

3 “Ompilation engagements and other related service engagements.

edures to information,

1.9
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\ Engagement Standards

v
| : 7 7 v
[ si'_s [ sREs | | SHEs | [ sRs's
Standards Standards Standards Standards
on on on on
Auditing Review Assurance Re!aTed
Engagements Engagements Services

_ STANDARDS ON AUDITING (5A's)

| 1) SA's opply in The context of an audit of FS's by an independent auditor. SA's apply in audit of
historical IﬂfOf‘ﬂJEl"!‘!Q_f_l. These establish high quality benchmarks and are followed by auditors in

conducting audit of FS's.

2) Someexamples of SA'sare: -

Overall Objectives of the Independent Auditor and the Conduct of an Audit in
accordance with SA’s

Audit Documentation

E% 5 Identifying and Assessing the Risks of Material Misstatement through Understanding
B ol : , the Entity and its Environment

_[d) SA weﬁ‘ Audit Evidence

provides assurance e whichis| lower

'rhun Tha’r pr‘owded by audit.

| 2) Reviewir involves fewer | pr'ocedures s as compqud to audn'r

3) Since a review als es as
0 provide: fi
P sur'unce. to us user-s it also involves ob‘rammg sufficient appropriate

r par-forms r-ewew of i

evidence. For ex exomple when an audlto
k! 4) Examples of SRE's c are:
a) SRE 2400 (R (Rewsed) Eng
b) SRE 2410 Revuew of I
nTemrn qunctal I f

| *hEEmw [n ormahon Performed by the Independent Auditor of
BothSA's and SRE's qonios. . hg historical
_ RE's apply_?_o _gngqgernen'fs involving historical ;'il_ic_mci-dl il;'f_oﬁm ti

'gag ——— = —orical inancial information.

n’remrn financial information of an entity.

ﬂgemenfs 1'0 Re.vlew HIS‘I‘OI"ICCII ES: s




| STANDARDS ON ASSURANCE ENGAGEMENTS (SAE's)

another set of standar =
} 1) There is - | ﬁds which apply in assurance engagements dealing with subject
s other than historical financial
matter: ial information. Such assurance engagements do not include
squdit” or “review” of historical financial information.
2 For example, an assurance engagement relating to examination of prospective financial
information.
3) Examination is not of historical financial information or engagement may relate to providing
assurance r'e_gar'ding non-financial matters like design and operation of internal control inanentity.
4) Examplesof SAE's are:
a) SAE 3400 The Examination of Prospective Financial Information

of b) SAE 3420 Assurance Engagements to Report on the Compilation of Pro Forma Financial
in Information Included in a Prospectus

E STANDARDS ON RELATED SERVICES (SRS's)
in . ) It will apply in case of BHQMBI‘ to perform agreed-upon procedures regarding financial

information or to perform compilation of financial information.
information or to perform comp

2) In such engagement, we can also assist management in the preparation and presentation of

& B historical financial information without obtaining assurance. — 7
ng;r 3) Therefore, while issuing report for compilation engagement, practitioner should clearly state that it
. is not an assurance engagement and no opinion is being expressed. ; —
| N h\-..______-—-l e ———ans
| 4) Exampleso of SRSs are: Ly o (lcd) s agree Kavege L baneyese |

i - === =t AN ) ﬁ"' AT e

a) SRS 4400 Engagements to perform agreed-upon rocedures regarding financial mforma’non
) 1100 Engag P S il garding
b) SRS 4410 (Revised) Compilation engagements

1) SQC's have been issued to es'rabhsh standards and prowde guldance regarding a firm's
| responsibilities for its system of quality control for the conduct of audit and review of historical

~financial informationand for other assurance and relatewgementg\
'2) SQC 1 has been issued in this regard. Tt requires auditors/ practitioners fo establish system of

_ Al £
i quality control so that firm and its personnel comply with professional standards and regulatory &
i — = \-..,__________*-“ _‘____\
| legal requirements and reports issued are appropriate. ]
) SQCsare to be applied for all services covered by Engagement Standards.

=




Standards promote uniformity
as audit of FS's is carried
out following these Standards.

A

Standards ensure
audit quality.

Standards improve quality

of financial reporting At
thereby helping users to
make diligent decisions. 4

Standards ensure carrying
out of audit against
established benchmarks at
par with global practices.

. Standards equip professional
| accountants with professional
knowledge and skill.

1) It is the duty of professional accountants to see that Standards are followed in engagements

undertakenby them. Ordinarily, these are to be followed by professional accountants.

2) However, a situation may arise when a specific procedure as required in Standards would be
ineffective in a particular engagement.

3) Heisrequired to document how alternative procedures performed achieve the purpose of required

procedure. Also, reason for departure hasalso to be documented unless it is clear.
| 4)  Further, his report should draw attention to such departures. A mere disclosure in the report does

not absolve a professional accountant from complying with applicable Standards .

e 1

| The process of audit suffers from certain inbuilt limitations beCQUe Owhi ek a
| absolute assurance onFS'sor cannot reduce hisaudit risk to zero,
a) Nature of financial reporting - = e -

| ) Preparation of FS's involves use of judgments by E‘unagehenf. For example use of accounting

CA Rishabh Jain
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b) The N / wHﬂ - .

) The auditor may plan and perform his audit procedures in accordance with SAs but still there are

ature of Audit Procedures:

z:?:::;cael'and legal limitations on his ability of auditor to obtain sufficient and appropriate audit

i) Auditor does not fest all transactions and balances, he may use sampling and analyzing review
Procedures to arrive at his conclusion. Thereforeitisa practical limitations.

i) Management may not provide complete information as requested by auditor. Auditor cannot
force management to provide requested information, therefore it is a legal limitations on auditors
ability.

iv) The management may consist of dishonest and unscrupulous people and may be, itself, involved in
fraud. It may be engaged in concealing fraud by designing sophisticated and carefully organized
schemes which may be possible for the auditor to detect in the ordinary course of audit.

v) For Example - Tt is quite possible that entity may have entered into some transactions with
related parties. Such transactions may be only paper transactions and may not have actually

~occurred. The auditor may not be aware of such related party relationships or audit procedures

may not be able to detect probable wrong doings in such transactions.

c) Not innature of mveshgahon
Audit is not an official investigation Ther-e.fore auditor cannot obtain absolute assurance that FS's

are free from ma’rgrlal misstatements due to frauds or errors.

d) Timeliness of financial reporting and decrease in relevance of information over time:
i)  The relevance of information decreases over time and auditor cannot verify each and every

matter. Therefore, he should strike a balance between cost of obtaining the information and

r‘ellablll‘ly of information.

~ excuse for' noT performing an audit procedure for which there is no alternative procedure.

e) Future Events: N >
i)  Future events or condmons may affec'r an entity adversely. Sometimes it may impact the
~ entity'sability to continue as a going concern.

i) The business may cease to exist in future due to change in market conditions, emergence of

new business models or products or due to onset of some adverse events.

i) Therefore, an auditor cannot provide a guarantee that FS's are free from material

__misstatements due to frauds or errors.

Rishabh Jain
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rategy, Audit Planning & Audit P"°9"0mm <
' EChup’re

Chapter 2 : Audit St

CHAPTER OVERVIEW:

Why Planning an Audit is Necessary? (Benefits)
Preliminary Engagement Activities ‘

Planning Activities -
a) Overall Audit Strategy
b) Audit Plan

Audit Programme
a) Constructing an Audit Programme

b) Advantages of an Audit Programme

c) Disadvantages of an Audit Programme

. _O Changes to planning decisions during the course of the audit.
| |

CA Rishabh Jain
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. ol I) Preliminary II)
~— Engagement activities Planning activities
— l

' v v
L | Establishing overall Developing an

- | audit strategy Audit Plan

-“_ﬂ)____f_erfommg procedures regardi

planning an aule is necessary to carry out it effe.f;ar,\,ﬂY in a timel
compliance with professional standards, it helps in performin
Adequate planning benefits the audit of FS's including the fo

1)

Y manner., Besides ensuring
g audit engagement effectively.
. . llowing:
o) Helping the auditor to devote appropriate attention to important areas of the audit
b) Helping the auditor identify and resolve potential problems ona timely basis |
C.). He|Ein9 the auditor properly organize and manage the audit engagement
) As:sisﬁﬂ_g in the selection of engagement team members with appropriate levels of
capabilities and competence.

2)

) Facilitating the direction and supervision of engagement team members and the review
of their work.

f) Assisting, where applicable, in coordination of work done by auditors of components and

experts.

Elements of Planning

The > auditor considers whether re.I;JTronShlP WITh cltem‘ should be con’rmued and whether ethical

r'eq“"“'—"v!'lle.r'rl'smcludmg|ndep«andeﬂcecon'l'mum‘o be complied with. It includes: -
ng the Continuance of Client Relationships and Audit

~ Engagements (Note 1)

-E\'tlll-latmg compliance with ethical requirements incl
Establishing an understanding of terms of engagement (Note 3)

uding independence (Note 2)
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Chap

i e of Client Relatio and Audit
Engagements

Acceptance and Continuance of Client Relationships and Audit E

1) Itshould beensured that appropriate procedures regarding t .
client relationships and audit engagements have been followed and that conclusions reached ip

ote 1- Performi ocedures regardi

ngagements

he acceptance and continuance of

this regard are appropriate.
2) The firm should obtain information considered necessary in the circumstances before accepting

an engagement with a new client, when deciding whether to continue an existing engagement, and
when considering acceptance of anew engagement with an e_xis’ring client.

3) Following Matters may need to be considerec_i.

Competence
of engagement
team to perform
the audit
ehgagement

Integrity of
principal owners
and key
management,

Implications

of matters that
have arisen during
current and
previous audit
engagemenidl

__i)_aiidﬂfn_cﬂﬁ of initial engagements, communication with predec;ssor- at_Jdifor' should be

| made, “ﬂerﬁﬂler‘e_has_beeia change of auditors.

o nangmaking inquiries as necessary, for evidence cornpliancé with relevant
. _efrh_rcal_r-gq_u:r-e_rnerl'rs by members of the engagement team, -
|3 If lj\f‘l;fg_rs come to the enguge;nenf _pa_r-tne 's attentic

i iggfhmmm threats to ind
Aluate information onidentified breaches.




INce of
Ched in

epfing
1T, and

d)’ﬂlif _mgagemenf partner shall Promptly re
~ matter forappropriate action,

fe 3 - Establishing an under ding o

) It is in irlle interests of both the entity and the auditor that the auditor sends an audit
I audai
enga_ge'“""f |eﬂer befor_e the commencement of the audit to help avoid misunderstandi

withrespect to the audit. =

. 2)- el i there fsno confusionwith the client regarding terms of the engagement

3

~ II)PLANNING ACTIVITIES

(A)
/ Establishing
the overall

audit

®
Developing
an audit plan

strategy

| auditand the nature of the_communications r

| *) Auditor should ascertain t

~ A) OVERALL AUDIT STRATEGY

The auditor shall establish an overall audit strategy that sets the scope, timing and direction of the

audit, and that guides the development of the audit plan.

ment that define its scope: (Note 1)
engagement to plan the timing of the

,t—: In establishing the overall audit strategy, the auditor shall: (Factors)

@) Auditor should identify the characteristics of the engage
_-_‘_-___—-___‘— —_——— — —

b) Auditor should ascertain the reporting objecfives of the

| B) Auditor should ascertain the report

equired; (Note 2)
g signi in directing the engagement team's

u‘f‘f‘j’_’j}}o_uld consider the factors that are significant in directing ngag

- efforts; (Note 3)

. o cor - imi ent activit
4 ‘Auditor should also consider the results of preliminary engagem | e
applic ’ ined on other engagements is relevant; and (No

urces necessary to perform the

jes and, where

|- applicable, whether knowledge ga
g he Nature, timing & extent of reso

™
t
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Chapter 2 : Audit Strategy. Audi 9 gramp, Chapte

Note 1- Identify the characteristics of the
engagement that define its scope

1) TItisimportant forauditor to identify scope of the engagement. Orily a well identfied scope can

~ lead to establishment of a sound audit strategy. — |
2) Thereare many characteristics of engagement defining its scope. Some of characteristicsare

i |
‘ Industry specific |
| :;:Ilmble reporting ll
. i i nts [
applicable ;.' Nature of business :::z:::gzy Expected usé |
to || segments to be . | of audit
the entity || audited including lr-zfl,:‘rr‘gr's evidence
the need for - obtained in
specialized previous
knowledge audits

nt to plan the timing of the

. It helps the auditor to plan timing of different audit procedures and also nature of communications.

! ) £

Ii audit and the nature of the communications required.
; . > =

!

! Some of the instances are given under: -

| 1) Theentity's timetable for reporting : g N
l 2) Organization of meetings to discuss of nature, timing and extent of audit work with management

3) Discussion with management regarding the expected type and timing of reports to be issued
including the auditor's report

4) Discussion with management regarding the expected communications on the status of audit work

throughout the engagement.

| 9)

Expected nature and timing of communications among engagement team members.

(o8
m
=y

1 : L » ETTONTS
The auditor needs to direct efforts of engagement team towards matters that in his
professional judgment are significant.

iR

2 i =
._) More energies need to be devoted to significant matters to obtain desired outcomes. Few
,, examples are listed as under: -

!4_. .

Vi : -
= olume of transactions which may determine whether it is more efficient for the auditor
: ‘Yorelyoninternal control.

e ” lmluﬂry dtnlopmnhsuchaschanges inindustry regulations.
cant changes in the FRF.
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s and, where applicable,

cCtn mszﬁlg!Qn? Hﬂ_ﬂaﬂgggm? partner
: Considering results of preliminary engagement activities and knowledge gained from similar
engagements goes @ long way in establishing sound audit strategy.
Examples are listed as under: -
1) Results of previous audits that involved evaluating the operating effectiveness of internal
control.
2) The manner in \which the auditor emphasizes to engagement team members the need to maintain
a questioning mind and to exercise professional skepticism in gathering and evaluating audit
evidence.
— __ ! 5 - Ascertain the nature, timing and extent of resources necessary to perform the
0 e engagement.
| 1) Selection of engagement team and assignment of audit work to team members is a significant
< r | factorinestablishing overall audit strategy.
| 2) Experienced team members may be assigned in areas where there is higher risk of material

i misstatement.

BENEFITS OF OVERALL AUDIT STRATEGY

i i P

The process of establishing the overall audit strategy assists the auditor to determine, subject to

| thecompletion of the auditor's risk assessment procedures, suchmattersas:

Employment of Qualitative Resources

The resources to deploy for specific audit areas, such as the use of appropriately experienced team
members for high risk areas or the involvement of experts on complex matters.

I[ocuﬂon of Quantity of Resources

Number of team members assigned to observe the inver;ror'y count, the extent of review of other
auditors' work or the audit budget in hours to allocate to high risk areas.

e

iming of Deployment of Res’buﬁ#c“s;i; .’l

I these resources are to be deployed, such as whether at an interim audit stage or at key cut-

when team briefing and debriefing

sources are managed, directed and supervised, ;
d manager reviews are expected to

expected to be held, how engagement parfner an
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udit strtegy has been established, an audit plan can be developed to address

1) Oncetheoverall a S0
rious matters identified in the overall audit strategy, taking into account the need tq

the va el
achieve the audit objectives through the efficient use of the auditor’s resources.

2) Description of Audit F Plan
The auditor shall develop an audit plan that shall include a description of:

(@) Thenature, timing and extent of planned risk assessment procedures, as determined
under SA 315

(b) The nature, timing and extent of planned further audit procedures at the assertion
level, as determined under SA 330

(c) Other planned audit procedures that are required to be carried out so that the
engagement complies with SAs.

3) The auditor plans what type of audit procedures are to be performed, their timing and how much

work should be done taking into account sample size etc.

TE D] N
1) Audit strategy sets the broad overall approach to the audit whereas a;d it pfan_ -addrésse_s the
| various matters identified in the overall audit strategy.

2) Audit strategy determines scope, timing and direction of audit. Audit plan describes how
strategy is going to be implemented.
| 3) Theaudit planis more detailed than the overall audit strategy that includes the nature, timing
| andextent of audit procedures to be performed by engagement team members.
~4) Planning for these audit procedures takes place over the course of the audit
__ fortheengagement develops.

as the audit plan

5) The establishment of the overall audit strategy and audit plan are not necessarily discrete or
~_ Sequential processes, but are closely inter-related since cha
| consequential changes to the other.

nges in one may result in

o) .. . " . a8 : . - B .
o) audi It strategy and the audit plan remain the auditor's responsibility. It is the auditor

' responsible for establishing overall audit strategy and developing audit plan.

CA Rishabh Jain



An audit programme consists of
a series of verification
procedures to be applied to the
FS's and accounts of a given
company for the purpose of
obtaining sufficient evidence to
enable the auditor to express an

An audit programme is a detailed
plan of applying the audit
procedures in the given
circumstances with instructions
for the appropriate techniques
to be adopted for accomplishing
the audit objectives.

ed

on

1€

informed opinion on such

' statements. _J

| A ING AN AUDLT PROGRAMME

For the purpose of programme construction, the following points should be kept in mind:

) Staywithin the scope and limitation of the assignment.

b) Prepare a written audit programme.

¢) Determine the evidence reasonably available and identify the best evidence for deriving the
necessary satisfaction.

d)_ Apply only those steps and procedures which are useful in accomplishing the verification purpose
inthe specific situation.

| e) Include the audit objectives for each area and sufficient details which serve as a set of

instructions for the assistants involved in audit and help in controlling the proper execution of

the work.

f) Considerall possibilities of error.
g) Co-ordinate the procedures to be applied torelated items.

1) Evidence is 'fhe very basis for formulaﬂon of opmlon and an audit progrumme is designed to

provide for that by prescribing procedures and techniques.
2) /An auditor picks up evidence from a variety of fields and it is generally of the following broad

d tions of third pcrﬂu.

) cdwlaﬂons by the auditor,

internal controls and internal checks,
relationship of the various accounting data,
iary and memorandum records,

2.9



i) Minutes,
j)  Subsequent action by the client and by others.

Advantages

The advantages of an audit programme are:
a) Itprovides the assistant carrying out the audit with total and clear set of instructions of the

work generally to be done.
b) Toprovide a total perspective of the work to be performed.
c) Selection of assistants for the jobs will becomes easier when the work is rationally planned,

defined and_segr-ega‘re_d i

d) Without a written and pre-determined programe, work is necessarily to be carried out on the

basis of some 'mental’ plan.

~e) The assistants, by putting their signature on programe, accept the responsibility for the work

_ carried out by Théﬁ;ﬁdiyidgally.
f) The principal can control the progress of ’r;uz var*i0|._|s audif_s.
| 9) Lt serves as a guide for audits fo be carried out in the succeeding year.

h) A properly drawn up audit programe serves as evidence in Thé: P.\i(-é-n; of_apy c;ar‘ge of -negligence
_ being brought against the auditor.

~ Disadvantages

. Some disadvantages are also there in the use of audi

CA Rishabh Jain




P
FUQPQN

. Audit Strategy, Audit Planni :
Chapter & ° e N9 & Audit Programme

\*\’: - _é;;s_inesses vary in nature, size and com
~ maynot besuitable to others;

position; work which is suitable to one business

“_ Onaccount of such variations, evolving one audit

~

" underall circumstances is not practicable,

Programme applicable to all business

However, it becomes a necessity to specify in detail in the audit programme the nature

Fihe of work to be done so that no time will be wasted on matters not pertinent to the
_ engagement.

ned, | To start with, an auditor should frame a programme which should aim at providing for a minimum
= essential work which may be termed as a standard programme.
?h?‘ F 2) As experience is gained by actually carrying out the work, the programme may be altered to take
= . ~ careof situations which were left out originally.
‘_’f'f___hq { F _3)_ If any work originally provided for proves beyond doubt o be unnecessary or irrelevant, it may
o j: bedropped. -
= ol L 4) He should be;ljnsfr'ucfed to note and _r'epor'f significant matters coming to his notice, o his
seniors or to the partners or propriefor of the firm engaged for doing the audit.

ce

P 1) There should be periodic review of the audit programme fo assess whether the same continues
| tobe adequate for ob‘l‘aining:ac_;uisiTP:_Iawledge.c.md evidence about the transactions.

' 2)  Unless this is done, any change in the business policy of the client may not be adequately known,
and consequently, audit work may be carried on, on the basis of an obsolete programme and, for
| thisnegligence, the whole audit may be held as negligently conducted and the auditor may have

| tofacelegal consequences.

| 3)  The utility of the audit programme can be refained and enhanced by periodic review so that
———__i_"_“ﬂe&lc_cigs s or redundancies of the programme may be removed.

L9 However, as a basic feature, audit programme not only lists the tasks fo be
_contains a few relevant instructions, like the extent of checking, the sampling plan, etc.

carried out but also

s

" - | el

) The overall audit strategy
The audit plan; and
’W*“s&iﬁcam changes made during the audit engagement to the overall audit strategy or
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audit strategy and the audit plan as necessary

1) The auditor shall update and change the overall
during the course of the audit.
2) Asaresultof
a) Unexpectedevents
b) Changes inconditions
¢) Theaudit evidence obtained from the results of audit procedures.

3) The auditor may need to modify the overall audit strategy and audit plan and thereby the

resulting planned nature, timing and extent of further audit procedures, based on the revised

consideration of assessed risks.

| The nature, timing and extent of 'rhe: dir-e.cﬁon—an;i supervision of engagement team members and
review of their work vary depending on many factors, including:

~a) Thesize and complexity of the entity.

| b) Thearea of the audit.

' ¢) Theassessed risks of material misstatement

EVIEW OF WORK OF ENGAGEMENT TEAM MEMBERS

i
|

d) The capabilities and competence of the individual team members performing the audit work.

Planning is not a discrete phase of an audit, but rather a continual and iterative process that

en begins shortly after (or in connection with) the completion of the previous audit and

to be completed prior to the performance of further audit procedures.

ple, planniig incE:les ‘I:he ne_ed 1o consider, prior to the auditor's identification and
t of the risks of material misstatement, such matters as:

_ a) The analytical procedures to be applied as risk assessment procedures

mework applicable to the entity and how the entity is complying

aining a general understanding of the legal and regulatory
ith that framework,

determination of materiality. J

Ivement of experts. J
J

e of other risk assessment procedures.

CA Rishabh Jain
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CHAPTER OVERVIEW:

l _o SA 315 - Identifying and Assessing the Risk of Materiq| p;

Through Understanding the Entity and its Enyirop

ment |

|
| J |
‘@ Audit Risk |

. . |
#‘@ SA 320 - Materiality in Planning and Performing an Audit

SA 330 - The Auditor's Responses to Assessed Risks

Unit 1 - Internal Control

Unit 2 - Automated Environment
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ROUGH UNDERSTANDING THE ENTITY AND ITS ENVIRONMENT

INTRODUCTION
The objective of the nudi'rtwli@nli_fy__qnd assess the rwl misstatement

whether
due 1o fraud or error, at the FS's’s and assertion levels, *l[l_m_r:gggh understanding the en‘ritym

environment, including the entity's internal control, thereby providing a basis for designing and
e e e

implemen’ring responses fo the assessed risks of material misstatement.

RISK ASSESSMENT PROCEDURES AND RELATED
ACTIVITIES [REFER NOTE 1]

M Therisk assessment procedures shall include the following:
a) Inquiries of management, and of others within the entity
b) Analytical procedures.
¢) Observation and Inspection.

20 The auditor shall consider whether information obtained from the auditor's client acceptance or
continuance process is relevant.

Where engagement partner has performed other engagements for the entity, consider whether
information obtained is relevant.

If auditor uses his previous experience, consider if changes have occurred since the previous

audit.

The engagement partner and other key engagement feam members shall discuss the susceptibility

of the entity's FS's to material misstatement.

9N Risk assessment procedures by themselves, however, do not provide sufficient appropriate audit

evidence on which to base the audit opinion.

ING OF THE ENTITY & ITS ENVIRONMENT,

THE REQUIRED UNDERSTAND
INCLUDING THE ENTITY'S INTERNAL CONTROL [REFER NOTE 2]

W The auditor shall obtain an understanding of the following:
1) Relevant industry, regulatory, and other external factorsinclu

2) Thenature of the entity, including:

ding AFRF

a) Its operations:
~ b) Its ownership and governance structures:
~ ©) The types of investments; and

- d) The way that the entity is structured and how it is financed:
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Assessment and Internal Control

3) The entity's se

thereto.

a) 1_'he FS's level; and

Identify risks
throughout the
process of obtaining

an understanding of
the entity and its
environment.

4) Theentity's objectives and strategies, and those rel

of material misstatement.
5) Themeasurement and review of the entity's financial performance.

OBJECTIVE OF THE AUDITOR

Assess the

identified risks, andfl-

evaluate whether
they relate more
pervasively to the
FS's as a whole .

.%?)'___\yl_-ne:rher- therisk is related to recent
2) The mlzxi?y of transactions:

Relate the
identified

go wrong at the

assertion level, and |

ENVIRONMENT IS SIGNIFICANT?

risks to what can

lection and application of accounting policies, including the rea

sons for changes

ated business risks that may result in risks

The auditor shall identify and assess the risks of rl'lu‘re_r'ial misstatement at:

b) Theassertion level for classes of transactions, account balances, and disclosures;

i Consider the ;

likelihood of
misstatement,
including the
possibility of multiple

! misstatements. 4

INFORMATION OBTAINED BY PERFORMING RISK
ASSESSMENT PROCEDURES - USED AS AUDIT EVIDENCE
Information obtained by performing risk assessment procedures a_nd related activities may be used

_ by the auditor as audit evidence to support assessments of the risks of material misstatement.
WHY UNDERSTANDING THE ENTITY AND ITS

1) _Understanding the entity and the environment in which it operates is very significant.
2) It helps theauditorin planning the audit and inidentifying areas r‘_équiring special attention.
3) Infact,without adequate knowledge of client's business, a proper ﬁudit is not possible.

i — RISKS THAT REQUIRE SPECIAL AUDIT CONSIDERATION
Nexercising judgment as to which risks are

significant risks, the audit : o
@) Whether the pisk is q risk of fraud; itor shall consider the following

significant economic, accounting, or other developments:




ONtpg .
. Risk Assessment and In
apte’ 3 - fernal Control

. Ch . . . .
Ngeg The degree of subjectivity in the measuremen of financial inf
'alinformation; an,
’ d

Wwhether the risk involves significant unusual transqcti
: ctions.

Fin Fiskg J
RISKS FOR WHICH SUBSTA

NTIVE pr

T PROVI OCEDU

. DO NOT PROVIDE SUFFICIENT APPROPRT ATE A:gs AELONE

[ guchrisks may relate to the inaccurate or incomplete recordin IT EVIDENCE

g of routine and significant classes of

Ppocessiﬂ 9 ‘!iﬂ‘ Mr no manual intervention

L MATERIAL WEAKNESS IN INTERNAL CONTROL
. | _The auditor shall communicate ma_fer‘iGI_Weaknesses ininternal control identified during the audit on

_ : : — : ona
- Mop anage_me.n_tqfin ?PF&OPCIOW level of responsibility, and a_s required by SA 260 &

265. B

S . -

——

NOTE 1 - WHAT IS INCLUDED IN RISK ASSESSMENT PROCEDURES

Much of the information obtained by the  auditor's inquiries is obtained from management, However

the auditor may also obtain information, through inquiries of others within the entity and other
employees with dif ferent levels of authority. ! -

| ForExample :
L SN Inquiries directed foward internal audit personnel may provide information |

e about internal audit procedures performed during the year.

Inquiries of employees involved in initiating, processing or recording
complex or unusual transactions.

Inquiries directed toward in-house legal counsel may provide information |
about such matters as litigation, compliance with laws and regulations,
knowledge of fraud or suspected fraud affecting the entity.

Inquiries directed towards marketing or sales personnel.

v "/ﬂquir'ies directed to the risk management function may provide
" information about operational and regulatory risks

L Inquiries directed fo information systems personnel may provide
|~ information about system changes, system or control failures.

3 B) Analytical Procedures:

It Performed as risk assessment procedures may identify aspects of the entity of which the

il uditor was unaware and may assist in assessing the risks of material misstatement in order to

. ‘;dv'l'de_'_a_ba;i__s__fpf- designing and implementing responses to the assessed risks.
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Chapter 3 ° Risk As

ay include both financial and no""ﬁ"‘lncim

s m
risk assessment procedure

Tt performed a5

information.

i " Clmoun s‘ rua.h ;
p |den | Y

It may hel

g -

fre

C) Observation and Inspection:

information about the entity and its environment. | T
Examples of such audit procedures include observation or inspection o

a)
b)
c)

Theentity's operations
i i | manuals
Documents (such as business plans and strategies), records, and internal contro

Reports prepared by management & TCW6G

Theentity's premises and plant facilities.

NOTE 2 - UNDERSTANDING THE ENTITY & ITS ENVIRONMENT

A) Relevant industry, regulatory and other external factors including the applicable financial
reporting framework.

Relevant industry factors include industry conditions such as th

D

e competitive environment,

supplier and customer relationships, and technological dey
_ auditor may consider include

elopments. Examples of matters the

. Whether Accounﬁng

in seasonal| s _Principles and
3 activities, ¥ '"d:ifr'); specific
i 7 4 A N actices,
Market and & Product Regulatory
competition, 'I'ec_l;'_l__r['ql'

framework for a
regulated industry,

Legislation
and regulation that
significantly affect
he entity's
Operations.
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"Nanciq

IOS,qnd

"OVide

the _-

: ment a
_aiREC e "d Internal Congp,,

The general economic conditions,

el
/ ,) Interestrates and availability of financing, ang inflation

B) Th i
“tsoperations; e-nature of the entity,_incluging:
o) Htsoperations:

b)‘ j’[’lﬂwﬁiﬁﬂp and governance s_Trut:_Tures_;

- J The types of investments that the entity is making and plans to maké: and
E 5 _Tl‘ e way that The_erEi‘h/ is structured and how it is financed:

! 'Me; Examples of matters that the aud itor may consider while obtaini

E ng understanding of nature

of entity include:

Business operations such as nature of revenue sources, products or services, conduct of

u "_'Pe"f’ﬁ""s» location of production facilities, key customers and suppliers of goods and
_services

~ Investment and investment activities such as capital investment activities and planned or

| _recently executed acquisitions

S | V_@ndncing activities such as major subsidiaries, debt structure etc.

( Financial reporting such as accounting principles and revenue recognition practices

'Mﬂﬁh{'s selection and application of accounting policies, including the reasons for

changes thereto

The auditor shall evaluate whether the entity's accounting policies are appropriate for its business

| andconsistent with the applica—ble FRF and accounting policies used in the relevant industry.
h_'_'_"—-—-—-_\_____\— S A e ~ —

D) The entity's objectives and s 3 : 0 i i It in
' D) The e ity's obj s gi s risks that may resu
‘h‘““-?a_j_h__ entity's objective and_sTraTe ies. and those related busines

) Bl L toaies may change over time.
g@flmio@esand.sfmfegfﬁs may- i ntity increases the likelihood of id
H.‘)-_ﬂ_fﬂ_l_lp_dfr:s’randing of the business risks facing the entity

— = : i i tually have
risks of material misstatement, since most business il dilanils

entifying
financial
¢ ences and, theref the FS's.
‘fﬂ_ﬂueﬂces i pefore cnoffest ™ ' btaining an understanding of the
“E! Exa'“P';:O?f matters that the auditor may consider when o

: in a risk of material
: entity's ;bje tives, strategies and related business risks that may result inar
| 'Y Sobjectives,

- "“‘\nisfjftef_n_e_m of the FS's include: -

ﬁa _ Iﬂdustry: developments

—~— ) _New products and services

ishaki = .
I Jain
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Expansion of the business ' .
c) Exp The measurement and review of the entity's financial performance.
E) The measureme

1) Management and others will measure and review those things they regard as important.

2) An understanding of the entity's performance measures assists the auditor in Considepj,
whether pressures to achieve performance targets may result in management actions thas

2)
increase the risks of material misstatement, including those due to fraud. z

: 3)
3) Examples for measuring and reviewing financial performance which may be used by an auditop .

may include: -

Budgets,

_forecasts, variance
analyses, and

~ departmental or

__ other level perfor-

| mance reports.

. Key performance
- indicators and keyfl - financial
_ rafios, trendsand § |  performance

~ Operating analyses.
— statistics. —

~ Period-on-period

Credit rating
agency reports

o) _ Assessing  risks of " material Tissfa’r;an;e;*r_o; T_h_e F.'; 's;_ -
b)) Defe_r'rﬂiﬂir_ag_m_atefigfi'ry inaccordan hSA 32

- e — i
<) Considering the appropriateness of the selectionand application of accounting policies

t cons T — '
—————Parly fransactions; | an

d A = :
9 Identifying dreaswhere special audi ideration may be necessary, for example, related ] -




_/ﬁ_,, : INTRODUCTIQN
j zaﬂs fhe, rlsk Thﬂ"' the auditor gives an inappropriate qudit opinion wh
ring fmally rmssTuted IR ES's are
— J ﬁm cans that an auditor expresses an unmodified opinion WhenFs's are materially misstated
] I'r isaf afunCT'O“ of the risks of material misstatement and deTechon risk, ‘
top {f
_LanEe RISKS OF MATERIAL MISSTATEMENT
g B ~ What is meant by Mfss'rotemen’r
g ITM‘F;;:" a dlffﬂm between the amount, classification, presen‘rahon or disclosure of a
= ’rgﬁﬁedié 's n_em_and Thiﬂﬂ'loum cla55|ﬁcg’r|on, presentation, or disclosure that is required for the
. : M@ with the applicable FRF. Misstatements canarise from error or fraud.
E S %w___f—ﬂ#mt,smm may exist at two levels:
____; iy a) Theoverall FS's level - . . -
al N b) Theassertion level for classes of transactions, account balances, and disclosures.
on — = y - B i
it [‘ i 8 COMPONENTS OF RISK OF M; MATERIAL MISSTATEMENT

3
ﬁ

1
|.=.§ any related

The risks of material mlss'ra‘re.men‘r aT +he asserhon Ievel cons:s‘r of two componen‘rs

Inher'en'r r'|sk i, 3 1 __ o -

 —S— - S—

It is the . Thereisalwaysa - Tnherent riskis Inherent risk
susceptibility of " risk that before | | higher for some facrorsdari'l
an assertion about considering any assertions and | considere wt [ :f
a class of : existence of ~  pelated classes of = | designing !:e:n;
fransaction, internal controlin _ . transactions, - C“’g::an ool
account balance or | ﬁ an entity, @ account balances, su G
disclosure to a Par--ﬁcu]ur' " and disclosures pro i
misstatement that _1 transaction, . than for ofhers.
Could be material, = = balance of an For example, it
either indwidually | accountora = maybe higher for
~ or when 1 d‘ sclosure required = complex
aggregated with L o be made in the = calculations.
other " FS's of an enfity
misstatements have a chance of
before 1 being misstated

consideration of J and such _
. misstatement can

-, Sontrols as | e material. This i
Gescribed in 64 || oo o known as R
o200 ~\inherent risk _




Control risk

h SA-200 control risk is the risk tha |
unt balance or disclosure and thqt o=

t a misstatement that Coug

= it
| risk in accordance wi '
i t a class of transaction, acco |
d with other misstatements, wil| not i

be material, eithe

ted and corrected, on a timely basis by the entity's internal control.
detec ting in an entity would not be efficient enoyg

r individually or when aggregate

prevented, or

f occur in an assertion abou
’ It is arisk that internal control existing and opera

2) from happening, or find and then rectify in an appropriate time, any matepy
to stop from / : : |
isstatement relating to a transaction, balance of an account or disclosure required to be madej,
mi A
the FS's of thatentity. { . g
3) Therefore,in a way, it can be said that there exists an inverse relation between control risk ang

efficiency of internal control of anentity.

DETECTION RISK
| 1) TItistherisk that the procedures performed by the auditor to reduce audit risk to an acceptably
low level will not detect a misstatement that exists and that could {)e __mat_erial, either

__individually or when aggregated with other misstatements.
2) Detection risk comprises sampling and non-sampling risk.
__0) Sampling risk is  the risk that the auditor's conclusion based on a sample may be different
__ fromthe conclusion if the entire population were subjected to the same audit procedure.
b)  Non-sampling risk is the risk that the auditor reaches an e.r'r'one;)us conclusion for any

3) Detection risk may be_r'edugzd_by_incr'gasing_ur'eq of checking, testing Iarge_r' samples and by
__including competent and experienced persons in the engagement team. _

T e AU RESK S WHAT 1S NOT TNCLUBEDD
- ——B ~Audit risk is a technical term related to the R e

Process of auditing; i‘r- does not refer to the
~|auditor'sbusiness risks such as .y i

~ {9 Lossfromlitigation, -
| b) Adverse publicity, or

~ € Other events arising in connectionwith the qudit of FS's

~—-2)_ For the purpose of the SA's audit nisk

does not inclyde the ri i . . :
- | "oPinionthat the FS's qre materially oh o= The risk that the auditor might express

misstated when they gre not.

- CA Rishabh Jain
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;;,'hﬂpfer — =S
f risks is a matter of .

The aggg_ssmer]’r A OT professional judgment

2 Pr'eéise measurement. gment, rather than a matter capable of

__
EOMBINED ASSESSMENT OF THE RISK OF MATERZAL MESSTATENGNT
- i Audit Risk = Risk of Material Misstatement x Detection Risk...(1)
i | Risk of Material Misstatement= Inherent Risk x Control Risk ------ )
‘ From (1) and (2)

_—o—'—'_'_._'_'_'_ a -

___‘__ 5 _Au_dﬂ' Risk = Inherent Risk x Control Risk x Detection Risk
= N | Audit Risk
o Inherent Risk x Control Risk x Detection Risk -
Risk of Material i B I Detection
Misstatement e - Risk o
v | u
~ Inherent ‘; | Control — = L
o | Risk | RlE =
l_:f_:___ —_— : 3 B -
| S 5 .
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NG AND PERFORMING AN AUDTT

WHAT IS5 MEANT BY MATERIALITY?

5 iality i lways a matter
, Materiality is not alway

that misstatements, : ize. For example, q
'SAIL?;(: s;c::iissions, are considered | of Tr'ggzinilzlos‘r by fr’auc';ulenf
:::cbe magferial if they, individuallayb‘:; ::'nac::‘rices of certain employees can
. son : .
in the ag?::i%afibcoi:lgu:ﬁ: the | indicate a scr"lo:s ﬂalw in T‘rhei

. [} n

be e;l.;: Jecisions of users taken | enterprise s internal contro
e system.

onthe basis of the FS's.
| AL

MATERIALITY IN PLANNING AND PERFORMING AN
AUDIT-AUDITOR'S RESPONSIBILITY

| 1) The concept of materiality is applied by the auditor both in planning and performing the audit
and in evaluating the effect of identified misstatements on the audit and of uncorrected
misstatements, if any,on the FS's and in forming the opinion in the auditor's report. |

2) FRF often discuss the concept of materiality in the context of the preparation and
presentation of FS's. Although FRF may discuss materiality in different terms, they generally
explain that:

a) _ Misstatements, including omissions, are considered to be material if they, individually or in

~ | theaggregate, could reasonably be expected to influence the economic decisions of users
__ takenonthebasis of the FS's;

L d) _me_M§ib[eLff5dgf_miS§tgfgmg.an on specific individual
—1 widely, isnot considered,

~——considerationof the common financial informati lonneeds of users as a group.

users, whose needs may vary

3 ; . : e s e
13) In gl}:mﬂmg the audit, the auditor makes J_udgnjgnfs_a_bguf_fhe size of misstatements that will be
- Considered material, These Judgments provide a basis for:

- a "
i b)) :efer-rnining the nature, timing and extent of risk assessment procedures:
& I ._c)_ Dd""ﬂfying and assessing the risks of material misstatement: and
-~/ Determining the naty
4 The aug 9 re. timing and extent of further audit procedures

If there is any <q..
————— = any statut i ,
|| thevalue of amoypy Y requirement of disclosure,

: it is to be considered material irrespective of
— - EXamples qre given below: .
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a) Asper Division I of schedule III of Companies Act, 2013, any item of income or expenditure
which exceeds one percent of the revenue from operations or X 1,00,000, whichever is higher
needs to be disclosed separately. ’

b) A company should disclose in notes o accounts, shares in the company held by each shareholder

holding more than 5 percent shares specifying the number of shares held as per requirements of
Division I of Schedule III of Companies Act, 2013,

DETERMINATION OF MATERIALITY- A MATTER OF PROFESSIONAL JUDGMENT
The auditor's determination of materiality is a matter of professional judgment, and is affected by
the auditor's perception of the financial information needs of users of the FS's. In this context, it is
reasonable for the auditor o assume that users:
| a) Havea riasa_nagle_knogled_g_e of busin_e.ss aﬁ:i economic activities and accounting ;
b) Understand that FS'sareprepared, presented and audited to levels of mater iality;

‘) Recognize the | uncertainties inherent in the measurement of amounts based on the use of

~ estimates, judgment and the consideration of future events; and

PERFORMANCE MATERIALITY

It means the amount or amounts set by the
auditor at less than materiality for the FS'sas Tt is set at a value lower than overall
: a whole to reduce to an appropriately low level materiality. It lowers the risk that auditor
" the probability that the aggregate of will not be able to identify misstatements

* uncorrected and undetected missfa'remen'rsg that are material when added together.

exceeds materiality for the FS's asawhole.

USE OF BENCHMARKS IN DETERMINING MATERIALITY
FOR THE FS's AS A WHOLE

1 Factors that may affect identification of an appropriate benchmark
3 “ ‘@) Theelementsof the FS's like assefs, liabilities, equity, revenue, expenses

| B) Whether there are items on which the attention of the users of the entity's FS's tends to be

focused
The nature of the entity, where the entity is at in its life cycle, and the industry and economic

‘environment inwhich the entity operates;
The entity's ownership structure and the way it is financed
The relative volatility of the benchmark.

(¥ ]
[
ad
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EXAMPLES OF BENCHMARKS

— : ' Total
)9"’5‘ Profit _ Equity or

and Total Net Asset
Expenses, Value.

CHOSEN BENCHMARK - RELEVANT FINANCI.A!.: DATA
In relation to the chosen benchmark, relevant financial data ordinarily includes -
a) Prior pg:riods' financial results and financial positions,
b) i;he period fo-date financial results and financial position, and
c) Budgets or forecasts for the current period,

d) Adjusted for significant changes in the circumstances of the entity

DETERMINING A PERCENTAGE TO BE APPLIED TO A CHOSEN BENCHMARK INVOLVES
THE EXERCISE OF PROFESSIONAL JUDGMENT
There is a relationship between the percentage and the chosen benchmark, such that a percentage

| applied o profit before tax from continuing operations will normally be higher than a percentage
| applied to total revenue.

MATERTALITY LEVEL OR LEVELS FOR PARTICULAR CLASSES
b OF TRANSACTIONS, ACCOUNT BALANCES OR DISCLOSURES

—— ity —IEETICE The economic decisions of users taken on the basis
| of theFS'sinclude the following: '

: ; -~ — —

| 1) Whether law, regulations or the applicable FRF affect users' expectations regarding the
B gxgugur_e_rpgnjgrc_ﬁgc@sur_egfcerfain items. |

| 2) Thekey disclosures inrelqt |

- 3) foct

ionto the industry in which the e_n'r'. o
— — - - L - - [ O
Whether attention is focused on o -

articul By i :
- disclosedintheFs's, Brficular aspect of the entity's business that is separaelf
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2) If during the audit it appears as though actual financial results are likely to be substantially
different from the anticipated period end financial results that were used initially to determine
materiality for the FS's asawhole, the auditor revises that materiality.

3) If the auditor concludes that a lower materiality for the FS's as a whole than that initially
determined is appropriate, the auditor shall determine whether it is necessary to revise

performance materiality, and whether the nu‘rure timing and extent of the further audit
procedures remain appropriate,

DOCUMENTING THE MATERIALITY

The audit docurnen’rahon shall include the following amounts and the factors considered in their

determination:

Materiality for the FS's as a whole;

If ap[_;liazble the moter-iuli’rf level or levels for parﬁcﬂlar classes of transactions,

account balances or dlsclosures

uPerformance materiality; and

MATERIALITY AND AUDIT RISK

\_____u;ny revision of (a)-(c) as the audit progressed |
' |
__ (i.

 and in evaluahng the effecT of identified rﬂls_s’rg’rgmenfi on the audit and of uncorrected
misstatements, if any, on the FS's and in forming the opinionin the auditor's report.
_Q The auditor obtains reasonable assurance by obtaining sufficient appropriate audit evidence to

| reduce audit risk to an acceptably low level.

_ Ml‘r risk is the risk that the auditor expresses an inappropriate audit opinion when the FS'sare

| materially misstated.

| 4)  Auditriskisa funcflon of the risks of material m;ssfa?emerﬁ and detection risk.

_ :--5) Materiality and audit risk are considered throughout the audit, in particular, when:

a) Identifying and assessing the risks of material misstatement:

b)  Determining the nature, timing and extent of further audit procedures; and

) Evaluating the effect of uncorrected misstatements, if any, on the FS's and in forming
_ theopinion in the auditor's report.
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SCOPE
o assessed risks deals with the auditor's responsibility to design
+ identified and assessed by the

SA 330- The auditor's responses ¥
and implement responses fo the risks of material misstatemen

auditor inaccordance with SA 315, inaFS'saudit.

OBJECTIVE
SA 330states that: -

a) The auditor shall design and implement overall responses to address the assessed risks of

material misstatement at the FS level.

| b) Theauditor shall design and perform further audit procedures whose nature, timing and extent

are based on and are responsive to the assessed risks of material misstatement at the
assertion level.

Auditor’s responses
to assessed risks

/\

Tests of Controls ?’ubsf:nﬂve
rocedures
il - Tests of Details Substantive
./‘\ analytical procedures
Vouching
_ Veri i
(Tests of transactions) Ry

(Tests of balances)
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}y’ ' .' WHEN TO USE TEST OF CONTROLS
0 ; ;

teq f The auditor shall design and perform tests of controls to obtain sufficient appropriate audit
by t [ evidence as to the operating effectiveness of relevant controls when:

The auditor's assessment of risks of material misstatement at the assertion level includes an
expectation that the controls are operating effectively ; or

" Substantive procedures alone cannot provide sufficient appropriate audit evidence at the
'l\ assertion level.

r f‘isks | Indesigning and performing tests of controls, the auditor shall obtain more persuasive audit
& evidence the greater the reliance the auditor places on the effectiveness of a control.
d A higher level of assurance may be sought about the operating effectiveness of controls
Xty ) oeSug 1
_ . whenthe approach adopted consists primarily of tests of controls.
at th, : =
NATURE AND EXTENT OF TEST OF CONTROLS
1) Indesigningand performing test of controls, the auditor shall:
a) Perform other audit procedures in combination with inquiry to obtain audit evidence about
B e operating effectiveness of the confrols, including:
i (i) How the controls were applied at relevant times during the period under audit.
- | (i) Theconsistencywithwhich theywereapplied.
4 (iii) By whom or by what means they were applied.
|  b) Determine whether the controls to be tested depend upon other controls (indirect
ey controls), and if so, whether it is necessary to obfain audit evidence supporting the
N effective operation of those indirect controls. Y
f#_ | 2) Inquiry alone is not sufficient to test the operating effectiveness of controls. Accordingly,
.-—’..—r"l T e I

other audit procedures are performed in combination with inquiry.

3) The nature of the particular control influences the type of procedure required fo obtain audit

evidence about whether the control was operating effectively.

4) Whenmore persuasive audit evidence is needed regarding the effectiveness of a control, it may

be appropriate fo increase the extent of testing of the control as well as the degree of reliance

~onconftrols.

Matters the auditor may consider in determining the extent of test of controls include the

| following: o .
-@efmmﬂcy of the performance of the control by the entity during the period.

The length of time during the audit period that the auditor is relying on the operating ¥
effectiveness of the control.

- ,.'jhe. expected rate of deviation fromacontrol. _ E

Rishabh Jain il
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, relevance and reliability of the audit evidence fo be obtained regarding the operating
relevance a . ! i
' Ir:ecﬁveness of the control at the assertion level.

1.
The extent to which audit evidence is obtained from tests of other controls related to the
ee
' assertion.

TIMING OF TEST OF CONTROLS
1) The auditor shall test com':ols_ for the particular fime, or throughout the period, for"whlch the
nﬁditor in';ends to rely on those controls in order to provide an appropriate basis for the

auditor's intended reliance.

2) If, on the other hand, the auditor intends to rely on a control over a period, tests that are

capable of providing audit evidence that the control operated effectively at relevant fimes

during that period are appropriate. Such tests may include tests of the entity’s monitoring of
controls.

USING AUDIT EVIDENCE OBTAINED IN PREVIOUS AUDITS i
| Indetermining whether it is appropriate to use audit evidence about the operating effectiveness of

| controls obtained in previous audits, and, if so, the length of the time period that may elapse before
retestingacontrol, the auditor shall consider the following

a) The effectiveness of other elements of internal control, including the control environment, the
~ entity'sr monitoring of controls, and the entity's risk assessment process b

b) The risks arising from the characteristics i the 2 control, including w?et_he.r_h‘ .is manual or
automated T TR -

€ Theeffectiveness of general IT-controls B

d) The i ! —
—ﬁf?%ﬁﬂmuyﬁ—u@@ETﬁ’i@ jﬁe_erlti_‘fy, including the nature and
.Wheth:- “eviations in the application of the control noted in previous audits
e 1’he Iack of a cha in g Tt —— —— = .

a -
—:__. and Nge ina particular control poses a risk due to changing circumstances
| ) Therisks of materic
| terial misstatement and the extent of reliance onthe control, I
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ip% |
q 1_0_&\- EVALUATING THE OPERATING EFFECTIVENESS OF CONTROLS
When evaluating the The absence of A material misstatement
operating effectiveness misstatements detected detected by the auditor's
of relevant controls, the by substantive procedures is a strong
= auditor shall evaluate procedures, however, indicator of the existence
which whether misstatements does not provide audit of a significant
- f. ““ that have been detected evidence that controls deficiency in internal
"‘“--‘?ffh. by substantive related to the assertion control.
- - procedures indicate that being tested are
. g 1 controls are not effective.
h_haf_% . operating effectively.
At i
toring o¢ |
—a0f SPECIFIC INQUIRIES BY AUDITOR WHEN
F— DEVIATIONS FROM CONTROLS ARE DETECTED
~ 1) Whendeviations from controls upon which the auditor intends to rely are detected, the auditor

shall make specific inquiries to understand these matters and their potential consequences, and
2ness of o il ; ]
— shall determine whether:
L—-.____lu a) The test of controls that have been performed provide an appropriate basis for reliance
|  onthecontrols _
?’tfﬂ! |  b) Additional test of controls are necessary or

¢) Thepotential risks of misstatement need to be addressed using substantive procedures.

— E __I_ —

| 2) Irrespective of the assessed risks of material misstatement, the auditor shall design and

perform substantive procedures for each material class of fransactions, account balance, and

_disclosure.
3) Substantive procedures are audit procedures designed fo detect material misstatements at the

. a) Tests of details,and
. b) Substantive analytical procedures.

b NATURE AND EXTENT OF SUBSTANTIVE PROCEDURES

1) ?epending on the circumstances, the auditor may determine that:

a) Performing only substantive analytical procedures will be sufficient to reduce audit risk to
an acceptably low level, For example, where the auditor's assessment of risk is supported
by audit evidence from tests of controls.

b)  Only tests of details are appropriate.

55) A combination of substantive analytical procedures and tests of details are most
__ responsive to the assessed risks.

bh Tair
on Jain 319




xtent of substantive procedures may need to be increased when the results from test ¢
the extent o d \ | Te n

controls are unsatisfactory. . .. |
3_) In de_signing tests of detai s, the extent of testing is ordinarily thought of interms of the sample

size.

TESTS OF DETAILS

1) Tests of details are further classified into tests _of transactions i.e., vouching and tests of

balances i.e., verification.

2) Such tests of ’rran_Scxc'rion_sE:h; in eé’rablishing the authenticity of transactions recorded
' in books of accounts.

_3) Tests of balances consi&’r_of v;r'iﬁgctﬁon of as;e‘;s as well as liabilities.

~ SUBSTANTIVE ANALYTICAL PROCEDURES

1) TItreferto analytical procedures used as substantive procedures by auditor.

2) The term “analytical procedures”

means evaluations of financial information through analysis
of plagib;le_ninionshig among both financial and non-financial data,

Meduresﬁg encompass such investigation as s necessar)-/ of identified
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UNIT 1- INTERNAL CONTROL

MEANING OF INTERNAL CONTROL
As per SA-315, “Identifying and Assessing the Risk of Material Misstatement Through
Understanding the Entity and its Environment”, the internal control may be defined as the process
d_esigned. implemented and maintained by those charged with governance, management and other

personnel to provide reasonable assurance about the achievement of an entity's objectives with
regard to:

. Compliance

. with applicable
laws and |
\ regulations. /

Reliability
of financial
reporting,

Safeguarding

Effectiveness [
of assets,

and efficiency
of operations,

PURPOSE OF INTERNAL CONTROL

Internal control is designed, implemented and maintained to address identified business risks that

threaten the achievement of any of the entity's objectives that concern:

w 2) The eﬁ‘;ﬂveness and efficiency of its operations;

i

E S
'(ﬂ'ﬂ Internal control, no matter howeffective, can provide an entity with only reasonable assurance

1) Thereliability of the entity's financial reporting;

3) Itscompliance with applicable laws and regulations; and

4) Safeguarding of assets.

Benefits of Understanding of Internal Control

An under-s'randing_ of internal control assists the auditor in:

Wnﬁfying types of potential misstatements.
b) Identifying factorsthataffect the risks of material misstatement, and

¢) Designing the nature, timing, and extent of further audit procedures.

LIMITATIONS OF INTERNAL CONTROL

(‘r\. IC
bl

| | about achieving the entity's financial reporting objectives.

n an jud g
3 IRUC'_ﬂiﬁes that human judgment in decision-making can be faulty and that breakdowns in internal
- control can occur because of human error.




Lack of understanding the purpose _ : -
LTﬁ::mduolre.spo:gible for reviewing the information does not understand its purpose or failg

to take appropriate action.

Additionally, controls can be cﬁuﬁveﬁed_by‘r_healltaon of two or more people or inappropriate

' management override of internal control. R -

I; managémen‘r may make judgments on the nature

e s e A e ting contro :
Further, in designing and implementing lement, and the nature and extent of the risks it

and extent of the controls it chooses to imp

chooses foassume. o= =
 Limitations in case of Small Entities N ‘ —

Smal I_er' entities often have fewer employees due to which segregationof duties is not practicable.

COMPONENTS OF INTERNAL CONTROL

The division of internal control into the following five components provides a useful framework for

~ (A) CONTROL ENVIRONME[\II
The auditor shall obfain an understanding of the control environment. As part of obtaining this

understanding, the auditor shall evaluate whether:

1) Management has created and maintained a culture of honesfy_ ;id ethical behavior; und-

2) The strengths in the control environment elements collectively provide an appropriate

foundation for the o'rl'!er- components of internal control.

What is included in Control Environment?
a) Thegovernance and management functions and .

| b) The attitudes, awareness, and actions of those charged with goveﬁnance and management.
¢) Thecontrol environment sefs the tone of an organization, influenci _ \
of its people. -, g

ng the control consciousness

Elements of the Cnn'rr_ol _Emﬁr'onm_em _

s Ih_a effectiveness of controls ¢

of annot rise above the integrity and ethical values of the pé;P"e
who create, administer, and monitor them,

e e:

Matt : i i ic
 Matters such as management's consideration of the competence levels for particular jobs and
. how ﬂr_tialev_els translate into requisite skills and knowledge.
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Op
fqﬂ! E’L'I,iﬂ by those ch ith gove e: ]

It includes_ aTTr‘ibl_J‘res of those charged with governance such as their independence from

°Pr~m - _- i management, their experience and stature, the extent of their involvement and the
. information they receive and the scrutiny of activities,

d) Mgngggme_m"s philosophy and operating style:

Mﬂ"z Management's philosophy and operating style encompass a broad range of characteristics.
Isks it ~ |le) Organisational structure:

< The framework within whlch an entity's activities for achieving its ob JECTW?.S are planned,

ey execu‘l'ed conTroIIed and rewewed

| 'F) Assignment of ouﬂ_’qor'lng und responsibility:
““‘“x;\ I ~ Matters such as how authority and responsibility for operating activities are assigned and how
B R reporting relationships and authorisation hierarchies are established.
%—-__;H_ ~||g) Human resource policies and practitgés: |
ork for Policies and pr‘a{rices that relate to, for example, recruitment, orientation, training, evaluation,
:_____h_ counselling, promotion, compensation, and remedial actions.

Note - Existence of a Satisfactory Control Environment-not an Absolute Deterrent to Fraud

1) The existence of a satisfactory control environment can be a positive factor when the auditor

assesses the risks of material misstatement.

2) Conversely, deficiencies in the control envnr'onrnem- may undermine the effectiveness of

controls, in particular in relation to fraud.

| 3) The control environment in itself does ncn‘ prevent, or detect and car'r'ecf a material

misstatement. It may, however, influence the auditor's evaluation of the effectiveness of other

controls.

L (B) THE ENTITY'S RISK ASSESSMENT PROCESS
| 1) The auditor shall obtainan understanding of whether the entity has aprocess for:

| a) Identifying business risks relevant to financial reporting objectives:

b) Estimating the significance of the risks:

| ©) Assessing the likelihood of their occurrence;
| d) Deciding about actions to address those risks.
2) The e.n'ri‘ry' srisk assessment process forms the basis for the risks to be managed.

4
| 3) Risks can arise or change due fo factor such as new technology, new business models, products

oractivities, changes in operating environment efc.
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SySTEM, INCLUDING THE RELATED BUSINESS

TION
(€) THE INFORMA EPORTING AND COMMUNICATION

PROCESSES, RELEVANT TO FINANCIAL R
all obtain an understanding of the information system, including the following

The auditor sh

The related accounting
records, supporting informa-
tion and specific accounts in
the FS's that are used to
initiate, record, process

& report Transac‘rionsl'

Controls surrounding
Journal entries.

The procedures by which |
those transactions are L
initiated, recorded,

The classes of A
transactions in the entity s
operations that are

significant to the FS's; processed, corrected as

1| necessary, transferred ;

, The financial reporting
process used to prepare
the entity's FS's;

| How the information
system captures events
and conditions that are
| significant to the FS's;

_ (D) CONTROL ACTIVITIES

1)  Theauditor shall obtain an unders?andmg of control activities relevant to ‘rhe audit, which the
auditor considers necessar-y to assess the risks of material misstatement.

2) Control activities are the policies and procedures that hel

P ensure that management
directives are carried out-

~3) Controlactivities relevant to audit gener-allyr_ﬁclud:z

a) Pohcuas and procedures relating to performance reviews
__b) Informahon processing

. C) Ph_)Ercal controls v ] = —
4 Segregationof duties T, S .

_inle_r:n__cﬂ control over financial T‘GPOI;fI it entity uses to monitor

1) W

CA Rishabh Jain
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4)

1)

2)

Fﬂl

wi

1)

2)




 Management accomplishes monitoring of controls through ongoing activities, separate
evaluations, or a combination of the two.

' 4) agement's itoring activities include:

It may include using information from communications from external parties such as customer

_ complaints and regulator comments that may indicate problems or highlight areas in need of
improvement.

ARE ALL CONTROLS RELEVANT TO THE AUDIT?

1) Thereisadirect relationship between an entity's objectives and the controls it implements to

provide reasonable assurance about their achievement.

| 2) The entity's objectives, and therefore controls, relate to financial reporting, operations and

corg_pliance: however__,_ not all of these objectives and controls are relevant to the auditor's risk

assessment.

Factors relevant to 1'he nudl'ror' s judgment about whether a control, individually or in combination

with others, is relevant to the audit may include such matters as the following:

/~ Thesize 'VBF'S'TY & circumstances

of the entity. complexity of and the applicable
the entity's component of
operations. internal control,

of the entity's Applicable

e ludin

The significance business, including legal and
tion &

of the related its ‘;"g;;;zi,g" regulatory

equirements

| 2) Controls relating to operations . and compliance o

CONTROLS OVER THE COMPLETENESS & ACCURACY OF INFORMATION

1} It produced by the entity may be relevant fo the audit if the auditor intends to make use of

The he information in demgnmg g and perfor'mlng further pr'ocedur'es
bJecTwes may also be relevant to an audit if

they relate to data The audﬁ'or' evalua‘l‘es or uses in applymg audit procedures.

~ INTERNAL CONTROL OVER 'OVER SAFEGUARDING OF ASSETS

==
r'dlng of assets agalnsf unauthorized acquisition, use, or disposition

Internal control over safegua
‘may include contro rols r‘ela‘rmg to both ﬁnanclal reporfmg and oper-aﬂons objectives.

‘The auditor's consideration of such con’rrols is gznarally limited fo those relevant t

r‘ehabili‘ryaf ﬁncmcral reporting. ] i

o the
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HAT ARE NOT RELEVANT TO AN AUDIT

LS RELATING TO OBJECTIVES Tl

CONTRO

Further, although internal
control applies to fthe entire
entity or to any of its operating
units or business processes, an
understanding of internal
control relating to each of the
entity's operating unifs and
business processes may not be
relevant to the audit.

An entity generally has controls relating to
objectives that are not relevant to an audit and

therefore need not be considered.

For example, an entity may rely on a
sophisticated system of automated cgn‘rrols to
provide efficient and effective operations (such
as an airline's system of automated controls to
maintain flight schedules), but these controls
ordinarily would not be relevant to the audit.

NATURE AND EXTENT OF THE UNDERSTANDING OF RELEVANT CONTROLS

1) Evaluating the design of a control involves considering whether the cr._m_’rr'ol, individually or in

combination with other controls, is capable of effectively preventing, or detfecting and

correcting, material misstatements

2) Implementationof acontrol means that the control exists and that the entity is using it.

3) Thereis little point in assessing the implementation of a control that is not effective, and so the

design of a control is considered first.

4) Animproperly designed control may represent asignificant deficiency ininternal control.

| 5) Risk assessment procedures fo obtain audit evidence about the design and implementation of
relevant controls may include- :

a) Inquiring of entity personnel.

b) Observing the application of specific controls.
¢€) Inspecting documents and reports.

d) Tracing transactions through the information system relevant to financial reporting
| 6) Inquiryalone, however, is not sufficient for such purposes. _

=

e RISKS THAT REQUIRE SPECTIAL AUDIT CONSIDERATION

In exercising judgment as to which ri T
— T isks : :
following: . o Isks are significant risks, the auditor shall consider at least the

a) - Whether the riskisa risk of fraud

b) Whether the risk i
= e Ry
il risk is related to recent significant economic, accounting, or other developments

n r'egula'rot'y environment aite
,etc.,and Ther‘efore requires speci i
. . A : e )
" C_)_ ”_-!8 Cm'nplaxiiy of transact ions; - S

| 4 Whetherthe risk involves significant trans
| e Th_e degree of subjectivity in the measy
| ©especidlly those measurements involvinga

actions with related parties;

rement of financial information related to the risk,

wide range of measurement uncertainty; and
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f) Whether the risk involves significant transactions that are outside the normal course of
business for the entity, or that otherwise appear to be unusual.

Identifying Significant Risks
a) Significant risks oftenrelate to significant non- routine transactions or judgmental matters.
b) Non-routine transactions are transactions that are unusual, due to either size or nature, and
that therefore occur infrequently.
Q) Judgmental matters may include the development of accounting estimates for which there is
significant measurement uncertainty.

.%SEE N _d) : Significant risks are inherent risks with both a higher likelihood of occurrence and a higher
ot | n'f_agnlfusjie of .pofen'l'lal lmtsstatemen’r. The auditor assess assertions affected by a significant
—l risk as higher inherent risk.
S-Ei_ K t: e) Thefollowing arealways significant risks:
=1y __ i (i) Risks of material misstatement due to fraud
O (i) 5ignif_‘icam transactions with reim‘e:l parties that are outside the normal course of
e | business for the entity

Risks of Material Misstatement - Greater for Significant Non-Routine Transactions
% | Arising from matters such as the following:

The nature
of non-routine
transactions, which
may make it difficult
for the entity to
implement effective
controls over

Greater
manual
intervention for
data collection
and processing.

Greater
management

intervention :
the risks.
to specify the Complex
accounting calculations or
accounting

treatment.
principles.

W
™
~J
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BLs_Iss_of_mtgr:.igl ‘misstatement =
Grsgte.n;foLSigni.ﬁggnLludgmgmgLMgﬁ_em

Required judgment
may be subjective or
complex, or require

assumptions about the
effects of future
events, for example,
judgment about
fair value.

Accounting principles for
accounting estimates or

revenue recognition
may be subject to differing
interpretation.

* EVALUATION OF INTERNAL CONTROL BY THE AUDITOR
_Be_neﬁfs of Evaluation of ;ntgmal Control to the flud_itg‘

The review of internal c_o_rnro_!s will enable the auditor to know:

a) Whether errors and frauds are likely to be located in the ordinary course of operations of the
business;

| b) Whether an adequate - internal control system is in use and operating as planned by the
management; EST—

©) Whetheraneffective internal auditing department is operatin

9.

- d) Whether the controls adequately safeguard the assets;

_e) How far and how adequately the management is discharging _i1's f
- recording of transactions is concerned; . Ny
f) How reliable the reports, records and th

he certificates to the mana
——— -al€s To The management can be;
9) The extent and the depth of the examination that he needs to .

unction in so far as correct

accounting; carry out in the di erent areas of

" CA Rishabh Jai"




¢) This will g!\te htTn e.nough time to assimilate the controls and implications and will enable him to
be more objective in the framing of the audit programme

f) He will also be in a position to bring to the notice of the management the weaknesses of the
system and to suggest measures for improvement.

_gl {41‘ a further m*fr'irn date or'_in the course of the audit, he may ascertain how far the weaknesses
have been removed. 1 ' - .

_h) It can be concluded that the extent and the nature of the audit programme is substantially

influenced by the internal control system in operation.

i) Iri deciding upona p!ﬂ of test checking, the existence and operation of internal control system
is of great significance. poss 4
i) Aproper understanding of the internal control sys'rer_n inits content and working also enables an

auditor to decide upon ’rhe—cq:pr-op;ime audit procedure to be applied in different areas to be

covered in the audit programme. '

EVALUATION OF INTERNAL CONTROL - METHODS

|_| A review of the internal control can be | il
done by a process of study, examination u

fo_ reading co%;an; manuals, .study_in-g‘-

organisation charts and flow charts and

. | and evaluation of the control system

by making suitable enquiries from the :

by he management: officers and employees, the auditor may |

ascertain the character, scope and

@ﬁcacy of the control _sysTe_m. =

SPECIFIC TOOLS TO REVIEW INTERNAL CONTROL SYSTEM
The Narrative Re_qu'd

Thisis ; complete a;d e:;ha_usﬁve description of the systemas found in operation by the auditor.

It may be recommended in cases where no formal control system is in operation and would be

more suited to small business.

The basic disadvantages of narrative records are:

(i) To ;:otnprchend the system in operation is quite difficult.
(i) To identify weaknesses or gaps in the system.

- (iii) To incorporate changes arising on account of reshuffling of manpower, etc.

bh Jain



- 3 : Risk Assessment and Internal Contrg

Chapte

tions which a member of the auditing sTof_f_r_n_u_g? ]

This is a series of instructions and/or ques
follow and/or answer. _ . = - i o

When he completes instruction, he initials the space against the instructio

e
Answers to the check list instructions are usuallyv_es, No or Not Applicable _

This is again an on the job requirement and instructions are framed having regard to the
_desirable elements of control.

The complete check list is studied by the P;incipj/Manager /Senior to ascertain existence of
internal control and evaluate its implementation and effciency.

Internal Control Questionnaire

a) Thisisacomprehensive series of questions concerning internal gon“rrol.

b) This is the most widely used form for collecting information about the existence, operation

and efficiency of internal control in an organisation.

¢) With a proper questionnaire, all internal control evaluation can be completed at one time orin

sections,

d) Inthequestionnaire,generally questions are so framed that a 'Yes' answer denotes satisfactory

positionanda 'No' answer suggests weakness.

e) Inrespectof questions not relevant to the busﬁ'less_, ‘Not Applical:;le' reply is given.

f) The questionnaire is_usglly issued to the client and the client is requested to get it filled by

the concerned executives and employees.

9) If on a perusal of the answers, inconsistencies or apparent incon;]r'[liﬁes are noticed, the
matter is further discussed by auditor's staff th the W

aff with the client's employees_for a clear
picture. = —~ . <

h) The concerned auditor ﬂ';n_pr'e_par-es_n

report _of_d_eiic_iencies and recommendations for

improvement.

CA Rishabh Jain
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oter 3 ¢ Risk Assessment and Internal Control

2 _T¢51- of Controls: Test of controls are performed fo obtain audit evidence about the effectiveness
- of the

Ta a) De5|gn of the accounting and internal com‘r'ol sysfems

on by the concern;

_f_) This will help him to understand and evaluate the internal controls in the correct perspective

TESTING OF INTERNAL CONTROL (TEST OF CONTROLS)

b) Operation of the internal controls throughout the period.

Tes1' of com‘r'ols may include
ﬂ) Inspec‘rmn of documents supporting transactions a and other evzn'rs togain audit evidence.
 b)  Inquiries about, and observation of ,internal controls which leave no audit trail.

c) Re- -performance involves 1 the auditor's independent execution of procedures or controls that

“were originally performed.

d) Testing of internal control operating on specific compuTzr'lsed apphcuhons or over The_ overall

information technology function.




Chapter 3 : Risk Assessment and Infernal Control

UNIT 2
AUTOMATED ENVIRONMENT

?
WHAT IS AN AUTOMATED ENVIRONMENT?

nvironment where the processes, operation
also known as Information Systems (IS) or

s, accounting and evep
It basically refers to a business e

decisions are carried out by using computer systems -

Information Technology (IT)systems.
KEY FEATURES OF AN AUTOMATED ENVIRONMENT

= Enables faster business (" Better security and controls
operation g :

___ Accuracy in data processing ¢ ? 4
and computation iﬁf
l!

Less prone to human errors

| Ability to process large volume | Provides latest information
~ of transactions LR

~ Integration amongst business - T:___-«r/ Connecﬁvi‘ry and networking

- operations s = capability

~ UNDERSTANDING AND DOCUMENTING AUTOMATED ENVIRONMENT

a) Understanding the entity and its automated environment involves understanding how IT

department is organised, IT activities, the IT dependencies, relevant risks and controls.

b) Given below are some of the points that an auditor should consider to obtain an understanding of

the company's automated environment:

| () Information systems being used (one or more application systems and what they are)

(ii) Their purpose (financial and non-financial)
(iii) Location of IT systems - local vs global

(iv) Architecture
(v) Version

(vi) Interfaceswithinsystems

| (vii) In-housevsPackaged.

| (viii) Outsourced activities (IT maintenance and support).
- (x) Keypersons(CIO,CIS0).

c nderstandi T -
~{-€) Theunde standing of a company s IT environment that is obtained should be documented.

LT : RISKS ARISING FROM USE OF IT SYSTEMS
_ ﬁi\ven_ b_elow_ are some such risks that should be considered:

S CA Rishabh Jair




apter 3

L |

a) Inaccurate processing of data, Processing inaccurate data, or both
b) Unauthorized access to data. :
1¢) Direct data changes
| g) Excessive access
e) Lackof adequate segregation of duties.
f)_- Unauthorized changes to systems or programs.
| g) Failureto make necessary changes to systems or programs.
h) Lossof data.

. Risk Assessment and Internal Control

. ) IMPACT OF IT RELATED RISKS
The above risks have to be mitigated. If not mitigated, such risks, could have an impact on audit in

Eiifiren’r ways discussed as under: -

| TInability to address above discussed risks may lead to non-reliance of data obtained from
systems. In such a case, all information, data, and reports would have fo be tested thoroughly

~ for their completeness and accuracy.

It can lead to non-reliance on automated conirols, system calculations and accounting |
procedures built into applications. It may result inadditional audit work.

Due to regulatory requirements in respect of internal financial controls in case of companies, it

—

R T ———

—

. ——

_r_'-‘_ t“!

may lead to modification of auditor's report insomeinstances. 4

TYPES OF CONTROLS IN AN AUTOMATED ENVIRONMENT

(A) GENERAL IT CONTRO

1) General IT cc;w;oE a_r'e. p;licies and procedures that relate to many applications and support the
___EC'HVB f_uncﬂo;ing of C}PFﬂiEGIiO_" Eonffols. g
2) Generdl IT——con_Tr';Is _Th__af nlctinf_ain the infegr
~ include conEolé ov;r'_fh_e following:

 a) Datacentreand network operations

ity of information and security of data commonly

 b) Program change
c) Accesssecurity
d) Applicationsystemacquisition, develop

' 3) These are IT controls generally impleme
ms, applications an

ment, and maintenance (Business Applications)
nted to mitigate the IT specific risks and applied

commonly across multiple IT syste d business processes. Hence, General IT
sive” confrolsor “indirect” controls.

~ controls are known as "perva

(]
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sessment and Internal C°"Tr‘u|

oo  ICATION CONTROLS
ted or manual controls that operate qat ¢ busiy
= ;2 h gutomaied ©* 7= = - 5
1) Application controls include. e ._ ”
———— e . . a
processlevel. - ombedded into LT applications viz., ERPsand helprnensunng 1)
. T el : L re
2) A“*omamd_'q‘pp“caﬂ?n Sl fs._ar o of-dcn‘a in those systems. -
" the completeness, accuracy and infegrity O SETEEE T o
- — b)
e  (¢) IT DEPENDENT CONTROLS )
.i_——— _".2_____ 3 d)
Y — | . 2) M
. \ . e to the inherent
 IT dependent controls are  In this case, even though 1he“ D;zpendency on IT, the cal
 basically manual controls  control is performed manually, fectiveness and reliabil
make use of Somefor'm of ' the design and effzc-hv_eness effectiven : l"T. a I ITY . enr
or information or report of such controls depends on  of automated application : 3) M
ced from IT systemsand ~ the reliability of source controls an-d IT dependent 3
s, . A data controls require the General a)
. V4 IT controls to be effective. .
TESTING METHODS IN AN AUTOMATED ENVIRONMENT b)
1) Therearebasically four types of " audit tests that should be used. Theseare =
a) Inquiry, | o . 4 T
b) Observation, . ch
c) Inspection and g = —_
| ) Reperformance. -
_Q___!I:_qu_iry_is the most efficient audit test but it also gives the least audit evidence. Hence, inquiry Risk A
should always b i ination wi , : e
_—____OLM"_CEU‘_I"““J ion with any one of ‘r_he_otbe.r audit testing methods. Inquiry —
- dloneisnot sufficient, | @) Ider
ey acco
3)  Reperformance is most effectiy T disc|
et b_r;_e_f ————"=ClIVe as an audit test qnd_Q_W?-S_The best audit evidence. Howeve': b) Qual
-_______LLMH‘EECEE{'-L'@E_VEWﬁmeconsumin and | ; ; Qua
4) Generall OPEIM""‘Y e rnb- ——— —TINg an _?EST_efﬁqenT most of the time. e
2P Juiry in_combination with i s s . ,
efficient audit evidence, = With NSpection gives the most effective and : 2:;
5) The auditor should d“"m'!:fﬂ_neﬁq{u,.; Py : -
T . or m
Jﬂi"w“n\w file When test Sxkion c°mbinut_|_9n Of_ tests) Clppfled along with fre - e) Cons
- in
I mon methods are as fofloys, '9 In an Automated environment, some of the more ‘ :;:;.:
a) Obtain .
““—‘**Ei"—l‘!‘_"i'ifﬂ#'_ﬂg_qfﬁhow AN automated trame. gi ing ¢
—H‘Mﬂgh-ofoheend-to-end?;;_““?"-——=—g—- _"FE'_"_SE'_CI@n is processed by doi"
b)  Observe howauser proeac. . Soction. .
)_——_ B —— ___LP_TLEC?ss_e_s 1rﬂn5€lc1'ions u‘a_____.___“‘ —
& I"’.P_“*_Thf- configuration definedina — - nder different Scenarios.
B --——-I-nfr'_qp_P!fC_Cl‘l‘ion, = :

>
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. MANUAL ELEMENTS VS AUTOMATED ELEMENTS
IN ENTITY'S INTERNAL CONTROL

“ manual elements in int
f) Man - ernal control may be more suitable where judgment and discretion are
required such as for the following circumstances:

| a) Large, unusual or non-recurring transactions
1, . p) Circumstances where errorsare difficult to define, anticipate or predict.
| ¢) Inchanging circumstances that require a control response outside the scope of an existing

\ automated control.

,,1 =

1
i

\ 3) Manual confrol elements may be less suitable for the following circumstances:

d) Inmonitoring the effectiveness of automated controls.

2) Manual elements in internal control may be less reliable than automated elements because they
can be more easily bypassed, ignored, or overridden and they are also more prone to simple

errors and mistakes.

a) High volume or recurring transactions, or in situations where errors that can be

_an‘r_icipa‘l'eg_ or pred_ic‘red can be prevented, or defected and corrected, by control

_ parameters that are automated.

b) Control activities where the specific ways to perform the control can be adequately

designed and automated.
4) The extent and nature of the risks to internal control vary depending on the nature and

characteristics of the entity's information system.

- !

 AUDIT APPROACH IN AN AUTOMATED ENVIRONMENT

: | = Test for Operatig =
) 2 y Effectiveness R‘Pof"m‘g
'a) Identi | . Evaluate Control
a) Identify signi | Document a) Assess Nature, a) ate ¢
. - ucoo:l:'?ss:ﬁ:ﬁt:MT | ! & understanding of Timing and Extent Deficiencies
| disclosures | business processess (NTE) of controls ' b) Slgnl'-fiCdl'"lf .
'b) Qualitative and | using Flowcharts / testing deficiencies, Materia
. Quantitati - Narratives b) Assess reliability of Weaknesses
i i \ Risk and source data: | ¢) Remediation of
e considerations 'b) Prepare Ris ke
B ¢) Relevant FS' " Control Matrices completeness of control wea
I Asserﬁonzs(;s,g) || (REM) | population d) Internal Controls
d) Identify likely sources || I| c) Understand design o_f I c) 1;2:::95 0:":¢Y ::!::ggnf::z E:ﬂer
of mistat " controls by performing | _—
S ide: :ir;:n:r feing | I| o throughts of end- | sp.-galdshz::.s | e) Auditor's report
from [ __ cess d) Sample testing
e of LV { | ¥ endsp‘:?de - ) Consider compefence
E | | dyj hros= and independence of

considerations for
Entity Level Controls,
egation of Duties
1T General Controls,
[ Application Controls

| ——

|
=I
g

staff/team
pzr-far'rning controls
testing.




DATA ANALYTICS FOR AUDIT
s and techniques that are us

formation s called data analytics.
les of data analytics are knoyy,

' d to ta
1) The combination of processes. tool e p vast amounts of

electronic data to obtain meaningful in
uditors use in applying the princip

2) Thetools and techniques that a
CAATs inshort.

ting Techniques or
f electronic records
lsviz.,IDEA and ACL to perform the following:

sed in either test of controls op

‘ as Computer Assisted {\udi

3) Data analytics can be used in testing o
s and specialised audif Too

and data residing in IT systems

using spreadsheef
a) Check completeness of data and population that is U
substantive audit tesfs.

b) Selection of audit samples - random sampling, systematic sampling.

ance from transaction data.

c) Re-computation of balances - reconstruction of trial bal

d) Reperformance of mathematical calculations - deprecia-tion, bank interest calculation

Analysis of journal entries

e) Fraud investigation.

f) Evaluatingimpact of control deficiencies.

T DIGITAL AUDIT
ntities are embracing digitization as part of their operations to keep pace with changing times

2) Automation is key to dig_itiza'rion.

g ‘

help understand business processes ina better way

4) By usin ;
sing such tool
il s, auditors can conduct audit in a better w
areas requiring greater focus, B - ay and devote more attention to

5) Digital audit is helping audito Yor identis
2) Digital audit is | hinTg Eludn'o[-s tobetter identify risks m_aking T
use of technology.

Elnce by c_ornpa;i_z_s?ir e;sur-i ng:
O oo efficency of operations
= saﬁ;u_n:‘_i___ﬂfglgzgl:glg laws and r'egu_lc_tﬁc-_ns

! guarding of assets B
| @ Preventionanddetection of fraugs :

|
ol —
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nTternal COnTr'Ol

nternal financial controls”

The ferm i

n is used at
ibilities as under: - : some places in Companies Act, 2013 casting

-

Nature of .RGSPOHSibiIi-ry

" ction 134 (B)(e) | Incaseof li :
; = | & stafe Thi:f‘rljl‘s;edbcompames' the Directors' responsibility statement sh |I-
e Di ; ent sha
followed by the lz:;;i;sy haddlc'lrl: down Internal financial controls to be
and that such Int inanci
adequate and were operating effectively gl

| Fection 143G3) ©
i
| The itor'
auditor's report shall state whether the company has adequate

| of the Act T i
nternal financial contr '
: ols system in place and al i
effectiveness of such controls. i che SRS

= (Refer Chapter 8 for details)

. ffzc:;\oni?;f Eve.r'Y audf‘r Cotfntnih“ee shall act in accordance with the terms of reference
8 e Ac spgcnﬁed in writing by the Board which shall, inter alia, include - evaluation
of internal financial controls and risk management systems.

_ ~ || As per Section The company and independent directors shall abide by the provisions
.. —1{149(8) of the Act specified in Schedule IV which lays down the Code for independent
— Directors.

| ~ ASSESS AND REPORT AUDIT FINDINGS

1) Some points to consider are as follows:
eaknesses inIT controls?

Are there any w

) An
| b) Whatistheimpact of these weaknesses on overall audit? N
nal controls memo or M_anag_;em_en‘r letter.

- | ©) Report qeﬁciencies +o management - Inter
to those Charged with governance.

| d) Communicateinwritingany significant deficiencies
nding or exception o determine impact on the audit and

~ | 2) The auditor needs to assess each fi
eficiency in internal c_om'rol.

: evaluate if the exception resultsind d .
| _?u_)___ Adeficiency in internal control exists if a control is _desi_gned, implemented or operated insucha
o == e +atements in the FS's's onatimely

r detect and correct, miss

_ Way that it is unable to prevent, 0
-.i___f_b"f_'i or the control is missing.

) Evaluation and assessment of
professional judgement that include consid

deficiencies involves applying

_audif findings and control
tive and quali'fative measures.

erations for quantita










DEFINITION

Audit evidence may be defined as the information used by the auditor in arriving at the conclusions
onwhich the auditor's opinion is based.

It includes both information contained in the accounting records underlying the FS's and other

information.
_ ~ Audit Evidence Includes
."_______——————__-_ Tl R o e — e — _— — —
' Information contained in the accounting Other information that authenticates the
records: accounting records and also supports the
| a) The records of initial accounting entries auditor's rationale behind the true and fair
t and supporting records, such as checks presentation of the FS's. For example
 and records of electronic fund transfers;  q) Minutes of the meetings
| [ib)ieinvaices: b) Weritten confirmations from trade
) Contracts; receivables and trade payables,
i i c) Manuals containing details of internal

' control efc.

OBJECTIVE OF THE AUDITOR
Theob Jechve of the OUdITOI’" isto des:gn and per'form audit procedures in such away as fo enable the

auditor to obtain sufﬁcuenf approprlaTe audit evidence to be able to draw reasonable conclusions on

which to base the he auditor's opinion.

TYPES OF AUDIT EVIDENCE

| | Depending upon nature | (De‘.pending upon Sour'ce]
= Visual Internal
|| For example- Observing physical ———|| Evidence which originates within the
— verification of inventory conducted — organisation being audited is internal
1 by the client's staff. __ evidence.
] -\ e : . .
For example- Sales invoice, goods receipt
et Documentary —— | note, employee's wage sheefts etc.
For example- Fixed deposit L e
certificate, Loan agreement, External
1 Sales bill etc. ' The evidence that originates outside the
— — client's organization is external evidence.
] Oral L_ 9| o !
. For example- Discussion with the - = For example=Furchase Involce,
L ? Quotations, Confirmations, Bank
management and various officers .
< statement efc.
of the client.
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1 The.r'ehublll‘ry of mfo
is mﬂuenced by it
mcludmg the contr

Whlle rec

ou'rﬂd_elig_ entity.

RELEVANCE AND RELIA

r'rncmon To be used as au
its source and
n'rr'o!s over I its preparahon a

ogmzmg that excephons may exls

audit evidence may be useful:
a) The reliability of a of audit evidence IS | is i

_ Ch.

S = ———— reased when the related

4 : Audit Evidence el S

BILITY OF AUDIT EVIDENCE

- wdence

Rellablll
dl’r ewdence and Ther‘efo
s under' whlch it is °bfﬂlned

re of the audit evidence itself

|Ts na'rur'e and The cwcums‘rance

nd mumTenance whe.r'e r'el

t, the following gener'ahs

evant.
ations about the reliability of

— -
increased when it is obtained from independent sources

e that is genera‘red m're.r'nally is incre

| b) The reliability of audit evidence.
tion and mainfenance, If impos

controls, including those over ifs preparatiol sed by the entity are

¢) Audit evidence obtained directly by the auditor is more reliable than audit evidence obfained

effective. Lol el T T R TR R

her medium, is more

indirectly or by inference.
d) Audit evidence in documentary form, w whether paper, electronic, or of!

reliable than evidence obtained orally. Nl = = .. ]

transformed into electronic form.

Relevance

e

Relevance deals with the A given set of audit

| logical connection with, or

: Slmllur'ly ob‘l’ammg audit evidenceg-

bearing upon, the purpose
of the audit procedure and,
where appropriate, the
assertion under
consideration.

P T ]

procedures may provide
| audit evidence that is

relevant to certain
assertions, but not
others.

o

--------

regarding a particular assertion,

For example, the existence of

| inventory, is not a substitufe for
obtaining audit evidence regardin
another assertion, For example.
the vulucmon of that inventory.

[T LT

ams GQNCEPT OF MANAGE
SEMENT'
When information to o be used as  audit evidence s Seen S EXPERT

expert, the auditor shall, o the ex extent necessary, h havin
work for the auditor's purposes:

P“E’—Pﬂr‘t?-d US|ng The work of a managemenT 5

\g regard to the e significance of that expert's

a) Eva
1) Evaluate the competence, capabilities and objectivi

ity of that expert

CA Rishabh Jai" _

¢) Audit evidence provided by original documents is more reliable than audit evidence providedby

photocopies or facsimiles, or documents that have been filmed, digitised or otherwise

CA



ré: Audn‘ Evidence

e

’a fe

p) Obtain an understanding of the work of that expert

"y Evaluate the appropriaten ' -t
F) E‘ia_ S CPRTopriaieness °f_ expert's work as audit evidence for the relevant assertion

ience hs&lf
® btainey~ | SUFFICIENCY OF AUDIT EVIDENCE
i 1) 5ufﬁclency is the measure of ’rhe quan‘r:‘ry of audit evidence.

2) The quantity of audit evidence needed is affected by the auditor's assessment of the risks of

5 misstatement and also by the quality of such audit evidence.

AL " fL ) Fclc:‘rors affecfmg ‘md'hr 3 J“dgemenf as fo sufﬁccency of audit evidence:
so”"’ssg — “&Ef_y- =
ha Coa . Materiality may be defined as the significance of classes of transactions, account
_"_e_l_g-!-sq N balances and presentation and disclosures to the users of the FS's. Less evidence would be
entity are ———1 Equmed in case assertions are less material to users of the FS.

'_".ml mlsstafemenf = i . =

. I1' may be defined as the risk that the FS's are materially misstated prior to audit. Less
-  evidence would be required in case assertions that have a lower risk of material
= ——*% | misstatement.

N, iS more

.e_"_b_fgjnedH

c) Size & characteristics of a population -

— It refers to the number of items mcluded in the population. Less evidence ‘would be | |
rovided by required in case of smaller, more homogeneous population but on the other hand in case of |

larger, more heterogeneous populations, more evidence would be required. :

otherwise

- —

APPROPRIATENESS OF AUDIT EVIDENCE
1) Appropriateness is the measure of the quality of audit evidence; that is, its relevance and its

reliability in providing support for the conclusions on which the auditor's opinion is based.

2) Thereliability of evidence is influenced by ifs source and by its nature and is dependent on the

1

individual circumstances undeL wﬂch_i'r is_ob‘rai_ned; :

o of S et et S
;::”fm' = 1 AUDIT PROCEDURES TO OBTAIN AUDIT EVIDENCE
reg | Audit evidence to draw reasonable conclusions on ph@ To_base_’rhe uu_di'ror-‘_s opinion is obtained by
1 mp* | perfqrmmg . -
" -~ | 1) Riskassessment procedur'es, and [Refer N Nofe 11

— | 2) Further audit procedures, which comprise: [Refer Note 2]

e |9 Testof controls: and
_ | b) Substantive procedures,
B () Vestsofdetails - = . .

s i) Subs-ran’rweanalyhcal pr-ocedur'es i
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. include:
: it evidence can in
: to obtain audi
Audit procedures —

AR
£

S opiti A D

y G External _ Inquiry

ce
Inspection et Reperforman

N e Analytical
Procedures

Inspection p D

elec
a) It examining records or documen’rs whether internal or ex’rer'nal in paper form, Tronic

form, or other media, or a physical examination of an assef.

b) Inspectionof recordsand documents provides audit evidence of varying d degr'ees of reliability. -

Observation

a) Itconsistsof Iookmg at a process or procedure being perfor'rned by others.

b) Itprovidesaudit evidence about the performance of a process or procedure.

Extemal Conﬁrmaho

An external confirmation represents audit evidence obtained by the audrror- as a direct wriﬂen 3

response to the auditor from a third party (the conﬁr'mmg party), in paper form, or by electronic or

other medium. (Refer SA 505 for details)

Recalculahon
Recalculation consists of checklng the mathematlcal a curacy cu

ccumcy of documents or records.
Recalculation may be performed mnnuully or elech-omcnlly

Re-perfor nnce i

Re—per'for'mance involves the audltor- s mdependen‘r execuhon of procedures or controls that weré

originally performed as part of the entity's internal control.

4 A ﬂl | Pr'ocedures

ical procedures consist of evaium‘lons of f financi
ips among both financial «and non-

al informuhon made by a study of plausiblé
- financial data. (Refer 54 520 for details)

a)

b)
c)

d)

I

el

T e .A-\



tor 4 ¢ Audit Evidence

Inquiry
a) Inquiry consists of seeking information of knowledgeable persons, both financial and non-
financial, within the entity or outside the entity.
b) Inquiriesmayrange from formal written inquiries to informal oral inquiries,
c) Evaluatingresponses to inquiries is an integral part of the inquiry process. Responses to inquiries
may provide the auditor with information not previously possessed or with corroborative audit
evidence.
d) A”"’LOUQI" inquiry may provide important audit evidence, and may even produce evidence of a
misstatement, inquiry alone ordinarily does not provide sufficient audit evidence of the
absence of a material misstatement at the assertion level, nor of the operating effectiveness of

controls.

elech
- NOTE 1 - RISK ASSESSMENT PROCEDURES
"'al?iﬁm_ Tt refer to the audit procedures performed fo obfain an understanding of the entity and its

environment, including the entity's internal control, to identify and assess the risks of material

misstatement, whether due to fraud or error, at the FS and assertion levels. (Refer SA 315 for

details)
o I " NOTE 2 - FURTHER AUDLT PROCEDURES
+ ittt |
:Cﬂ'f@ot" T A) Tests of controls ' (B) Substantive Procedures
= | It may be defined as an audit Substantive procedures are designed
ol .~ procedure designed to evaluate the to detect material misstatements at
/ | operating effectiveness of controls in the assertion level. They comprise tests
' preventing, or detecting and of details and substantive analytical
rg_c:ard". correcting, material misstatements at procedures.
: ~ | theassertion level.
S . |
|

\ Rishabh Jain




i i dures:
The following chart illustrates different audit proce

Risk _R;s:ssmenf

’ | Procedur'e.s
|

_ Procedures
: TSUbsTanTive
Controls | | _Proce:iure_s
e - |
- - WT . Analytical
Details : | Procedures
— =—ve » " = = —] =
Vouching 1 Verification

5 (Test of b _ (Test of i
_ | Transactions) | _L Balances) l

NOTE 3 - AUDIT TRAIL

1)  An audit trail is a documented flow of a transaction. It is used to investigate how a source

document was translated into an account entry and from Ther‘e it was inserted into FS of an
en‘h‘ry

2), Itis use.d as audit evidence to establish authen'rlcahon and integrity of a transaction. Audit

trails help inmaintaining record of system and user activity.
3)

Audit trails are used fo verif_y gd Eack many types of transactions including accounting and
financial fransactions.

4)  Audit trails (or audit logs) ac1' as record- keeper‘s that dor:_urnenT evidence of certain events

. procedur-es or operations, because their purpose is to reduce fraud, material errors, and

unauthorized use. Audit trails shelp to to enhance internal | controls and data security.

3)_ Audit trails can help in fixing responsibility, , rebuilding events and in thorough analysis of
problem areas.

c) The
d) The
e) Wt

) Th
g) W
w) T
) .

wi

infor

b) E

Whei
selec

mear

a)

b)
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¢) Theavailability of alternative sources of ugit evidence.

d) Thenature, scope and objectives of the management's expert's work
¢) Whether the management's expert is employed b

Y the entity, or is a party engaged by it to
provide relevant services.

f) The extent to which management can exercise control or influence over the work of the
management's expert.

g) Whether the management's expert is subject to technical performance standards or other
professional or industry requirements.
~h) Thenature and extent of any controls within the entity over the management's expert's work.

i) Theauditor's knowledge and experience of the management's expert's field of expertise.
~j) _ Theauditor's previous experience of the work of that expert.

—~— L _hen_ usin l_ formati duced by the entity, the auditor shall evaluate whether the

— in_for'rna'l'ion is sufficiently reliable for the auditor's purposes, including as necessary in the

| L i circumstances:
— : a) Obtaining jaudit evidence about the accuracy and completeness of the information: and
| b) Evaluating whether the information is sufficiently precise and detailed for the auditor's
i pur'poses._ i
ysowce. |
Sofm NOTE 5 - SELECTING ITEMS FOR TESTING

TO OBTAIN AUDIT EVIDENCE
s [

When designing tests of controls and tests of details, the auditor shall determine means of

| selecting items for testing that are effective in meeting the purpose of the audit procedure. The
| meansavailable to the auditor for selecting items for testing are:

Selecting All ITtems

@) The auditor may decide that it will be most appropriate to examine the entire population of
| items that make up aclass of transactions or account balance. :
— i—;'!’l__'lo_o%_eximiqalbn is unlikely in the case of tests of controls; however, it is more common for
\.\1’8_81‘3 of details. 100% examination may be appropriate when, ,

For example:

(i)  The population constitutes asmall number of large value items:
. (i) There is a significant risk and other means do not provide sufficient appropriate audit

- _ evidence; or . ~
(i) The repetitive nature of a calculation or other process performed automatically by an
information system makes a 100% examination cost effective.
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lecti ecific It

a) Theauditor may decide to select specific items from a population.
b) Inmaking this decision, factors that may be relevant include the auditor's understanding of

the entity, the assessed risks of material misstatement, and the characteristics of the

population being tested. _
c) Specific items selected may include:

(i) High value or'_kg)f items.

The auditor may decide to select specific items within a population because they are of

high_value, or ﬁhibif some gther' cl:uar'ac‘rer'isﬂc.

(i) Al items over a certain amount.

The @difor may dec@e to exa_rni ne items whose recorded values exceed a certain amount

~ soastoverifyalarge proportion of the total amount of a class of transactions or account
balance.

(i) Ttems to obtain information.

~_ Theauditor may ¢ examine items to obtain information about matters such as the nature of
_theentity or the nature of transactions.

NOTE - 6 INCONSISTENCY IN OR po
UBTS O
~ OF AUDIT EVIDENCE i = aarry

]_:t'f‘!dﬂ'_‘*‘fiﬂepcg obtained fr .. o



%i'h e . CONSI DER ATIONS FOR SELECTED Pl
s o » of ¢ objective of the auditor is to obtaqin sufficient i :
"h. - appropriate audit evidence regarding the:
(a) Existence and condition of Invemopy. i
(b) Completeness of Litigation and Claims involving the entity; &
Presentation and Disclosure of Se. Ty
(c) gment Information in accordance with the applicable FRF.
€Y a
re
3 INVENTORY
1) Attendanceat physicalinventory counting, unless impracticable, to:
5 “mt}um. : a) Evaluate management's instructions and procedures for recording and controlling the
e results of the entity's physical inventory counting;
—=Loy
= : L b) Observe the performance of management's count procedures;
T | ¢) Inspecttheinventory:and
- d) Perform test counts.
tureor | . : _
ot __ei | 2) Performing audit procedures over the entity's final inventory records to determine whether
— | theyaccurately reflect actual inventory count results.
Attendance at Physical Inventory Counting Involves
sting a 1)  Inspecting the inventory to ascertain its existence and evaluate its condition, and performing
e _Test counts; . SLE Fite
| 2) Observing compliance with management's instructions and the performance of procedures for
| recordingand controlling the results of the physical inventory count; and
~ | 3) Obtaining audit evidence as to the reliability of management's count procedures.
_____ﬁ_ b Matters Relevant in Planning Attendance at Physical Inventory Counting
in - The risks The nature Whether
. Stages of :
Nature gle'rion of material of the internal adequate
: of comp ; | misstatement control related procedures are
—— nveniory. of work in . related to | fo inventory. expected to
progress. | inventory. be established
F and proper
instructions
= issued
for physical
¥ Whether T Whefhgr‘ The timing invenf_or-y
assistance [ The iccd II: theentity 10 of physical counting.
of an 'a‘l‘ whic maintains . inventory
auditor's inventory a perpetudl counting.
4 expert is is held. inventory {'-.‘
b needed. N syffem. ! "

" 3':?-v5".f_'l.f':r]"l Jain
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4
h '
Counti Condu ed her_tha at the Date of the FS's
Physical Invento (2] than the date of the Fs'g
ical i ounting is conducted af @ date other ' the
1) If physical invenfory ¢ ve, perform audit procedures to o e

. ok oce
auditor shall, in addition to the zr in inve en the count date and the date of the
c angBS

_ Ch.

W

dures r-equir‘ed abo

ntory betwe
audit evidence about whether Y

Fs's are properly recorded.

2) Relevant matters for consid
about whether changes in inventory amounts
perly recorded include:

eration when designing audit procedures to obtain audit evidenc,

between the count date, or dates, and the fing

inventory records are pro
a) Whether the perpetual inventory records are proper
b) Reliability of theentity's perpetual invenfory records.

_ ns for significant differences between the information obtained during the physical

ly_adjl._l_sfed >

~¢) Reaso
count and the perpetual inventory records.

If the Auditor is unable to Attend Physical Inventory Counting due to Unforeseen

Circumstances

If the auditor is unable to attend physical inventory counting due to unforeseen circumstances, the

auditor shall make or observe some physical counts on an alternative date and perform audit

procedures onintervening transactions.

> Attendance at Physical Invenfro_c_x___ Counting Is_ Impracticable

| 1) If attendance at physical inventory counting is impracticable, the auditor shall perform

alternative audit procedures to obtain sufﬁcierﬂ_apm:pr'iate audit evidence. If it is not possibia

todoso, the auditor *shall | modify the opinion in the auditor's report inaccordance with SA 705
2) e OV Reperiin accor :

I A
Nl some cases, attendance at physical inventory counting may be impracticable. This may be

due to factors such as the nature and location of the inventory
3. . : _._ = = et ) N
3) :e matter of general inconvenience to the auditor, however, is not sufficient to support @
- cision by th i is impracticable. Further ac oot
e ecision _.y__ e auditor that attendance is 'mpracticable. Further, as explained in SA 200, the
matter of difficulty, 4 time, or cost invo if it n ‘

Ived is ini : : :
an audit —ecsnetinitself a valid basis for the auditor o omit

edure for which  there is no alternative

2)

™~y
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YSi Cal

of that inventory by performing one or both of the followin
| 9:

Request confirmation fr :
a) om the third party as to the quantities and ii
inventory held on behalf of the entity s and condition of

p) Perform inspection or other audit procedures appropriate in the circumstance
2) Other audit procedure may include - S.

-1' Inspecting documentation regarding inventory held by third parties

Requesting confirmation from other i :
b iaterdl. parties when inventory has been pledged as

:_ Aﬂenfiing, lor arranging for another auditor to attend, the third party's physical
\ counting of inventory, if practicable.

'. Ob‘rairlling another audifor's report, or a service auditor's report, on the adequacy of
" the third party's internal control.

LITIGATION AND CLAIMS
1) The auditor shall design and perform audit procedures in order to identify litigation and claims

invﬂing the entity which may giverise toa risk of material misstatement, including:

a) Inquiry of management and, where applicable, others within the entity, including in-house

legal counsel:

| 2 Lifigationan

- | counsel fo communicate directly with the auditor.
| 3) If law, regulationor the respective legal prof

b) Reviewing minutes of meetings of those charged with governance and correspondence

between the entity and its external legal counsel; and

c) Reviewing legal expense accounts.
d claims involving the entity may havea material effect on the FS's and thus may be

r'e_quir'e.d to be c_!isclosed or accounted for inthe FS's.

M If the Auditor Assesses @ Risk of Material Misstatement regarding Litigation or Claims -
. Communication with the Entity's External Legal Counsel

1) _The_ _audifor' _shall, in addition to the procedures required by other SAs, seek direct

| communication with the entity's external legal counsel.
| 2) The auditor shall do so through a letter of inquiry requesting the entity's external legal

essional body prohibits the entity's external legal
| counsel from communicating directly with the auditor, the auditor shall perform alternative
| audit procedures.

él_;!! certain circumstances, the auditor

| external legal counsel to discuss the li

also may judge i necessary to meet with the entity's

kely outcome of the litigation or claims. This may be the

_ case, for example, where:

Q)  Theauditor determines that the matfer is a significant risk.
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Evidence

b) Thematter iscomplex.
¢) Thereisdisagreement be

tity's external legal counse|
ent and the en
tween managem

Note 1: Further i .
nicate or meet with the entity

s
spond appropri
| counsel, or the entity's external legal counsel refuses fo resp PPropriately
external legal counsel, or 7! e
the letter of inquiry, or is prohibited from responding; an

he auditor is unable to obtain sufficient appropriate audit evidence by performing alternatiy,
The auditor is

i ission To commu
) Management refuses to give the auditor permission
a -

b)
audit procedures, 4 A e = =

3 i ._ ] H i 5
¢) The auditor shall modify the opinion in the auditor's report in accordance with SA 705,

SEGMENT INFORMATION

Definition of segment- Information Segment refers to information about different types of

| _products and services of an enterprise and its operations in dif ferent geographical areas.

- ~ AUDIT PROCEDURE

The auditor shall obtain sufficient appropriate audit evidence regarding the presentation and

| disclosure of segment information inaccordance with the applicable FRF by:

1) Obtaining an understanding of the methods used b

Y _Mmanagement in determining segment
__information. Further,

a) Echm@g_qu‘rﬁeEuc_h_m_elh@s_ are likely to result in disclosure in accordance with the
- cpplicableFRRand _

b) _ Where appropriate, testing the application of Sl_.lc;l r_r1&a_Tﬁo<_is: t;n;i

Mﬁ“_‘"‘_gE"E'lﬁ_‘:‘ﬂl’f’ﬁ‘fm_"is_or_°ihff‘_ﬂ_UC_ﬁT_pr‘ocedures appropriate in fhc:. circumstances.

fl‘cnsfer'sandchur- es bet cenle i ; —
s and elimination o?f wee» et e budgets and other expected

results, for example, operating profits as a
Percentage of sqles.

N @

———

*Conﬁsf""c?' with priop Periods, and the

: FdeqU‘_’cy of the disclosures with respect to
- INconsistencies.
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!

_ XTERNAL CONFIRMATION
INTRODUCTION
) The objective of the auditor, when ysin .
mws rform such procedures to obtain re| = E‘-XTerrqu confirmation procedures, is to design and
“’el)"fa = evant and reliable audit evidence.
— DEFINITI
an'fl'vg . o . ON OF OTHER IMPORTANT TERMS
| 1) pieme = _;ma*“’“ - It may be defined as audit evidence obtained as a direct written
nse fo t di i R
pespor : © The auditor from a third party (the confirming party), in paper form, or by
electronic or other medium.
2) Positive confirmation request - A request that the confirming party respond directly to the
L _mEi‘ror indicating whether the confirming party agrees or disagrees with the information in
— ol __thﬂequgsf_or' providing thg requested information.
es of B 3) Negative confirmation request - A request that the confirming party respond directly to the
ol 8 auditoronly if the confirming party disagrees with the information provided in the request.
SR 4) Non-response - A failure of the confirming party fo respond, or fully respond, to a positive

confirmation request, or a confirmation request returned undelivered.

and 5) Exception - A response that indicates a difference between information 1 requested fo be

confirmed, or contained in the entity's records, and information provided by the confirming

ment party. The exception needs to be assessed fo the entire population after analyzing the reason

fordifference. : o n _ sl

ithe | ]
— | EXTERNAL CONFIRMATION PROCEDURES
= __H_WE\ using exfe:nﬁl_coﬁﬁ;mation procedures, the _audiTor' shall_mnin‘rq_i_n con‘rro_l over external
be—oonfirmationrequests, including:t __———————
f/h__ﬁ, (@) Determining the informationtobe confirmed or requested; -
— i _ _
| (b) Selecting the appropriate confirming party:

g‘/ ) (-C)_ _DESi i _the---- c_or;ﬁrn;aﬂorl requests, mc_|qdi_n_g _dg:_‘rermining that requests are properly
?ﬁn’/ . L tionfor responsestobesent directly to the auditor: &
' — addressed and contain return information TOFTESEEEEEE = :

f o < L e requests when applicable, to the confirming party.

| [@) Sending the requests, including follow-up

j ~ (A) DETERMINING THE INFORMATION TO BE CONFI

rformed fo con
Bt ' i cedures frequently are pe
< _ﬂ}q'_ e may also be used to confirm

RMED OR REQUESTED
firm or request information

~ | regardingaccount balances and their elements. They
—

| 9 Termsofagreements, .
-_-_1i- b) Contracts,or esior
|-~ : arties,
) Transactions betweenan entity and otherp mea—
- 415

1 Jain
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: o “side agreement”.
d) Toconfirm the absence of certain conditions, suchasa sidedg

(B) SELECTING THE APPROPRIATE CONFIRMING PARTY

R es to confirmation requests provide more relevant and reliable audit evidence Whep
espons

firmation requests are sent to aconfirming party the auditor believes is knowledgeable about
con

information to be confirmed.

(C) DESIGNING CONFIRMATION REQUESTS
Factors to consider when designing confirmation requests include:

@eciﬁc identified risks of material misstatement, including frau_d :’sks._

(The layout and presentation of the confirmation request

( Prior experience on the audit or similar engagements.

. The assertions being addressed.

i._.. The method of communication

anagement'’s authorization or encouragement to the confirming parties to respond to the

auditor. Confirming parties may only be willing to respond to a confirmation request .
\containing management's authorization

: (The ability of the intended confirming party to confirm or |;r'_ovide the reéuesfed information

- - (D) FOLLOW-UP ON CONFIRMATION REQUESTS

The auditor may send an additional confirmation request when a reply to a previous request has not
been received withinareasonable time.

_— POSITIVE CONFIRMATION REQUEST
) A _p_os_i‘ri\fe_ex'rer'_nal confirmation request asks the confirming party to reply to the auditor in all

| cases, either by indicating the confirming party's agreement with the given information, or by
- asking the confirming party to provide information.

| b) A response to a positive confirmation reques

= Stthall ) quest ordir_mr'ily is expected to provide reliable audit

{ CA Rishabh Jaif
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[ 1) Negative confirmations pr 26?“:\"5 CONFIRMATIONS
il ovide less per.SUGS.
— —— ive audit evid
Accordingly, the auditor sh ence than positive -
: p e 1o i all not use negative confirmation request Soin i
audi ure to address an _ ests as the sole substanti
: _ . assessed risk of material misst i e
unles_.s all of the following are present: atement at the assertion level
a) The auditor has asses ;
sed the risk of material misstatement as low and has obtained
obtaine

sufficient appropriate audit evi
P audit evidence regarding the operating effecti
relevant fo the assertion; g effectiveness of controls

b) The population of it '
¢ .
D) namb - . ms subject to negative confirmation procedures comprises a large
er of sma
nall, homogeneous, account balances, transactions or conditions:

c) Avery low exception rateis expected; and

d) The audi‘ror is ;
not aware of circumstances or conditions that would cause recipients of

negative ¢ confirmation requests to disregard such requests.

s Ac d
b recor pdingly, o failure ~of a confirming party fo respond to a negative confirmation request

provides sngmﬁcanﬂy less persuasive audit evidence than does a response to a positive

e —

| ‘7 - gnﬁ[‘nﬁhon request.

EVALU ATING THE EVIDENCE OBTAINED
- When evalucl‘rlpg the results of individual exTernaI confirmation requests, the auditor may categorise

such r'esul'rs as foHows

a) A response by the uppropr:a‘re confirming party indicating agreemen‘f with the information

ﬂr I . provided in \ the confirmation r‘eques1 or pr'owdmg reques’red mforma’rlon wrrhouT excephon
e b)!\ﬁonse deemed unreliable:

' \[ Msponse s or . T

~ | dAresponse md1cahng an excepﬂon gm0

il — MANAGEMENT 5 REFUSAL TO ALLOW THE AUDITOR TO SEND A

STEPS TAKEN BY AUDITOR
st, the auditor shall:

idence as to their validity

CONFIRMATION REQUEST -
ortosenda confirmation reque

for' the refusal, and seek audit evi

3 If mﬂnugement refuses to allow ‘rhe audit

_— (0) Inquire as to management s reasons

and r'easonableness

fusal on the auditor's assessment of the

s of management's re
+he risk of fraud, and on the nature, fiming

i (b) Evaluate the mplucuhon
levnm' rlsks of material misstatement, including
and extent of other audit procedures: and

- (o) Perform alternative audit procedures de5|gned o obtainrelev

ant and reliable audit evidence.
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itor to send q ¢
o nagement's refusal to allow the audito Onﬁrmm'%
- that ma - v
ditor concludes That T :
If the audi —— he auditor is unab : charged with gover
o+ di+or shall communicate with those 9 Jovernance
ditor she =

unreasonab le to obtain relevant and reliable audit evidenc, i
e . o |

request is ne le, ort ¢
‘e auc u
alternative audit progedures,_'r_he_ au
— = * A260- — - The dl.ldifor"s o g b
accordance with S hall ;ie'rer'rnine the implications for the audit and pinion

The auditor also shall determint

rdance with SA 705. [Refer Note-1 for Detailed Procedure]
accordanc "

NOTE 1 - DETAILED PROCEDURE WHEN MANAGEMENT REFUSES
Reasonableness of Management's Refusal

a) Theauditorisrequired to inquire as to the reasons for the limitation.
b) The auditor is required to seek audit evidence as to the validity and reasonableness of the
reasons because of the risk that management may be attempting to deny the auditor access to

audit evidence that may reveal fraud or error.

) Im_plicuﬁons for the Assessment of Risks of Material Misstatement

The auditor may conclude that it would be appropriate to revise the assessment of the risks of
material misstatement at the assertion level and modi

fy planned audit procedures.

Alternative Audit Procedures

| _EJ_(amples_of alternative audit procedures the auditor may perform include:

a) For accounts receivable ba

lances - examinin
~ documentation, and sales near the period-end.

~ For accounts payable balances - exqmi ni

- _f_r_gln f_hlrg Par‘fie;s, and other records, sy

9 specific subsequent cash receipts, shipping

_ 5
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| b) Performedinthe current period

SA 510 -INITIAL AUDIT ENGAGEMENTS

- DEFINITION
g Initial Audit Engagement - Anengagement in which either:

a) TheFS's for the prior period were not audited: or
p) TheFS's forthe prior period were audited by apredecessor auditor
2 Opening balances - means those account balances that exist at the beginr.ﬂng of the period
3) Predecessor auditor - The auditor from a different audit firm, who audited the FS's .of an

entity in the prior period and who has been replaced by the current auditor.

OBJECTIVE OF AUDITOR WITH RESPECT TO OPENING
BALANCES - INITIAL AUDIT ENGAGEMENT

| In conducting an initial audit engagement, the objective of the auditor with respect to opening

balances is to obtain sufficient appropriate audit evidence about whether:

| @) Opening balances contain misstatements that materially affect the current period's FS's; and

b) Appropriate accounting policies reflected in the opening balances have been consistently
applied in the current period's FS's, or changes thereto are properly accounted for and

adequately presented and disclosed in accordance with the applicable FRF.

OBTAINING SUFFICIENT APPROPRIATE AUDIT EVIDENCE
ABOUT OPENING BALANCES BY THE AUDITOR

__The auditor shall obtain sufficient appropriate audit evidence about whether the ope

contain misstatements that materially af fect the current period's FS's by:

ning balances

1) Determining whether the prior period's closing balances have been correctly brought forward

_ tothecurrent period.

2) Determining whether the opening balances reflect the application of appropriate accounting

—] policies; and

| 3) Performing one or more of the following: - .
o . using the copies of the audited FS's including

a) Where the prior year FS's were audited, per

the other relevant documents relating o the prior period FS's; .
r provide evidence relevant fo the opening balances; or

btain evidence regarding the opening balances.

S

_¢)  Performing specific audit procedures too
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IN

Nature and extent of Audit Procedures
a

t of audit procedures necessary to obtain sufficient appropriate audi+
The nature and extent of a

atters as:
evidence regarding opening balances depend on such m

The accounting policies followed by the entity.

of transactions and
the account balances, classes : e
dT:zI::::er: ::d the risks of material misstatement in the current period's Fg's
l » e —

L

Whether the prior period's FS's were audited and, if so, whether the
predecessor auditor's opinion was modified.

If the prior period's FS's were audited by a predecessor auditor

a) If the prior period's FS's were audited by a predecessor auditor, the auditor may be able to

- obfa;n sufficient appropriate audit evidence regarding the opening balances by perusing the
e copie_s of Th;audité; F.S's including the other relevant documents relating to the prior period

~ FS'ssuchas supporting schedules to the audited FS.

_ !::)___Ordiﬁlr'_ily,_‘[he current auditor can place reliance on the closing balances contained in the F5's

for the preceding period, except when during the performance of audit procedures for the
current period the possibility of misstatements in opening balances is indicated.

~| a) For current assets and liabilities, some audit evidence abo
part of the current period's audit procedures.
| B)_ Additional audit procedures m

ut opening balances may be obtained as

ay be neces
- | sufficient appropriate audit evidence:

)

Sary, and one or more of the following may provide

L For mn;cystenmsss@ and ligbilities,

8] -suc-h-g-smmtyplantqnd_ ._ L

" CA Rishabh Jain
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CON:EISTENCV OF ACCOUNTING POLICIES
LATING TO OPENING BALANCES

i hall obtai i 7
diy The ‘?Ud'jror Eredicbiain sufticient Appropriate audit evidence about whether th
i i e accounting polici
reﬂecte,d in the opening balances have been consistently applied in the cu t period I s —
rrent period's FS'

. . s : d
whether changes in the accounting policies have been properly accounted f d ad =
or and adeq

Presgm-gd and disclosed inaccordance with the applicable FRF ==
| R.ELEVﬂfN'II' INFORMATION IN THE PREDECESSOR AUDITOR'S REPORT

If the prior period’s FS's were audited by a predecessor auditor and there was a modification to
the opinion, the auditor shall evaluate the effect of the matter giving rise to the modification in

_ assessing the risks of material misstatement in the current period's FS's inaccordance with SA 315.

REPORTING BY THE AUDITOR
Regarding Opening Balances

ble to ___ ) If the audifor is unable to obtain sufficient appropriate audit evidence regarding the opening
19 the _____ ~ balances, the auditor shall express aqualified opinion or adisclaimer of opinion, as appropriate, in
eriod | accordance with SA 705.

| 2) If the audifor concludes that the opening balances contain a misstatement that materially
g F5's _ affects the current period's FS's, and the effect of the misstatement is not properly
r the ] accounted for or not aaequately presented or disclosed, the auditor shall express a qualified

opinion or an adverse opinion, as appropriatfe, in accordance with SA 705.

—_—

Consistency of Accounting Policies

ed as — T . .

| If the auditor concludes that:
.vidg | @) the current period's accounting policies are not consistently applied in relation to opening
0 T =
™ - | balancesinaccordance with the applicable FRF; or
—_— . ki i s I ted or
story | b) achange in accounting policies is not properly accounted for or not adequately presented o

. disclosed inaccordance with the applicable FRF,
- ““*m-q__thﬁ auditor shall express a qual_iﬁed opinion or an adverse opinion a

| SAT705(Revised).

s appropriate in accordance with

| to the current period's FS's, the auditor shall

relevant and materia |
s in accordance with SA 705(Revised) and

| Quditor's opinion that remains '
| Modify the auditor's opinion on the current period's i
§-1-SAT710,

4.21




MEANING
The term "analytical procedures” means evaluations of financial information throy -

gh lelale"s of 2
plausible relationships among both financial and non-financial data. -

Analyﬁc_al Procedures may be segre;afeg into follgwin_g major types: 1.
a) Comparison of client and indu_s'rry_data_, .

b) Comparison of client data with simi Igr* E"E"_ pir-icEi dga,_

¢) Comparisonof client datq with client-determined expgcfgd rjesuh's,

~d) Comparison of (i!ienT_dE’rq with auditor-determined expected results ¥
) Comparison 10f client data with expected results, using non financial data. ==

'SCOPE AND OBJECTIVE

a) To obtain relevant and reliable audit evidence when using_
substantive analytical Procedures; and '

b) design and perform analyti




. Audit Evidence

theentity's business of which he wqs Previous|
1 3 N usly u
This information will assist th e
. € auditor in determini
otheraudit procedures. "9 the nature, timing and
. j - extent of his

Naware .

2)

_-33_--"_“"7.““' procedures in planning the audit

i ) : us

J information, such as number of employees, s = oth
i produced and similar information. LT Tee

~ ANALYTICAL PROCEDURES USED A<
URES Us %
ED As SUBSTANTIVE TESTS
~ | The auditor shall: B -
“-'_F'_._ = S == == == ) - —
© | | Determine the . \ ‘
< ey Evaluate th w4
— suitability of 2o il Devel -
pa I"ﬁCLTIZr reliability of data = expe::icfﬁoﬁnof . | Determine the
T substantive | aufgi?rr:rthkh Thf ~| recorded amounts | gﬂ?l’itl:jea:‘g
= analytical 1 B expecta- | | orratiosand |
ardytical (1 onotrecoed || evaerewnemmer | | o cpenn
" 1| given assertions, [ — _amounts or rafios | | the expectationis | | values tphzc'r is
g 4 0king account o f | is developed, taking | | sufficiently precise | | acceptable without
e acodl risks 3 account of source, toidentifya - Cilier B
. o material 1 comparability, and | | misstatement that investigation
o N nature & relevance - may cause the FS = " B
BB o s H of information | tobematerially [
— 14 ifany, for ’rhe;é s.| | available, & controls| | misstated;and | :
Ly Receptions: & over preparafion;  - - :

FACTORS TO BE CONSIDERED FOR SUBSTANTIVE
: o ANALYTICAL AUDIT PROCEDURES

The auditor should conside; 1;3_ f;u_o\;;;g_fc_lc;ﬁrs_ fou: _Efub_sfanﬁve Audit Procedures:
W Adicbiity of pata:
_ The availability of ilia_b;}rid}_e

_ Disaggregation : _
Thedegre;. (;f c_lisaggr'egaﬂon in available data can directly affect the degree of its usefulness

procedures.

I_e\_fa_r;t_d_a;a.will facilitate effective

™ i-':"de*ecting misstatements

ACmm- Type : B

) Substantive ;ma_lY'ricuI Pr'ocedur'es are mor
others.

e useful for certain Types of accounts than for

e because they reflect accumulated

dictabl
be more Pre + effect of

to
+ accoun

eas ba

sta_‘l‘em_en‘t accounts tend o hek ts represent the ne

actions over a Pfriad, wher
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me or are subject To greater management judgment

transactions at a point in ti
4) Source:
a) Some class
numerous, similar transactions, |
b) Whereas the transactions recorded by non-routine and estimation SCOTs (SigniﬁCQm

Classes of Transactions) are often subj_ecf to management qufgmenf and therefop, More

difficult to predict. o

-

es of transactions tend to be more predictable because they congigy

5) Predictability : |

relationships between items of ‘dataare predictable. s =
J 6) Nature of Asser'ﬁo_n :

Substantive analytical procedures are more appropriate when an account balance i

_SU_beEnﬁ_v_e EF‘GMC_"' mdﬂ-es_ma_y b_e more _e_f_ficf_if in providing evidence for Some 1l
__ assertions (eg., completeness or valuation) than for others (e.g,.,—r-i_cm—fs;nd_obl_ig;]’rions).
v Inherent Risk or "What Can Go Wrong" : When we - are designing alEi:r_pr;cc;i-u_r‘es 'ro_a_ddr?ess
| an iﬂhge_nf_r'iik_or_ “what can go wrong", we consider ’rhe_n;u;a ;fﬂ fHe r-ﬂis_k of mm‘érial
| misstatement in Mw grga_gfa;;):ed_ur_e;; be _L_rsed_’ro obtan
| auditevidence. N
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fel' -

3) Reasonableness tests :
> o a) Unl_ike.“fr-end analysis, this analytical

- _— uponnon-financial data for the qudit Period under considepqti
i - . e ration
ﬁc“’lt .. b) These tests are generally more applicable to income stat
e mOr,e » T T ——— arement accounts and certain
4 _'f__,...-—FEj’E}hﬁle: - i
) _]:n_ter?st expenseagainsti_n‘rere.sTbeuringobligaﬂons
Nce i) Wastage & Scrap % aaqi i
or : e _)|7d? Sk P___?Q,_O'"S_T Pr'_OdUC_’rlon&r'uT material consumption (quantity)
—17%) _SITTLM _lhg_- f mpc_iellng tool constructs a statistical model from financial and/or non-
— cial data of pri ing peri ' '
ﬁ"f" lidata p IEI" accounting p_errods to predict current account balances (e.g., linear
. Some = r'egr'eSSlon). '
. _'_d_________——_'r s N = S e - .
idr'e:_;s | R ' _ THE RELIABILITY OF DATA
lTe.r'_ig_l___ 1) The reliability of da1'<_1_ _isjﬂqgnce_c_l by its source and nature and is dependent on the
ib_Tﬂ"“ circumstances under which it is obtained. : n _

2) Accor‘dinglz, the follo_wﬂg ar‘gelevcmt when de‘rermﬁngﬁé’rher data is ré!iabE‘or' pur:pc;ses

of designing substantive analytical procedures:

a) Source of the information available.

b) Comparability of the information available. /)

— IS,

eriod c) Nature and relevance of the information available . and )

g | d) Controls over the preparation of_‘i‘he_informr;‘;i;n that ar‘é\,
ST 1 [l g — —
designed t its completeness, accuracy and validity.
rent | | esigned to ensure its comp y ty _/_
— Z R
| EVALUATION OF WHETHER THE EXPECTATION IS SUFFICIENTLY PRECISE

and /MM relevant to the auditor’s evaluation of whether the expectation can be developed

Jgfﬁcigntiy precisely to identify a misstatement ‘rha’r_f_ when q_ggrega’red with °ﬂ’1‘-"" misstatements,

_——'"-—'-’-‘-F__ -‘-\-‘\‘ : :

"l'h__f//“\ May cause the FS to be materially ﬂis_s_‘ra_heci_aﬁlgde-_ == — S :

- A The accuracy with which the expected results of substantive analytical procedures can be
-9 The accurc the expected results of sut

P Predicted. - :

-5 The degree to which information can be disaggregated. | -
9)_The availability of the information, both financial and non-financia. = -
‘, CE OF RECORDED AMOUNT

mOI_J.fl'l' of difference from the expectation that can be

ea e X . |

tion is influenced by materiality and the consistency with
ion ! - s Dhenulbipe) |

UNT OF DIFFEREN

Thz-uudi?or's de.‘rer-rhljnaﬁ_on of th
| 9¢cepted without further investiga

)

.m'.f /1

4.25
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the desired level of assurance ’raking account of the possublhty that a mlSSTGTemen |
i or a ‘ : |
Vv | r‘lwh r'egafed Wi”’l olher‘ meSTGIBPIIefIIS, may cause he S STO be muferloll
indi idUO“Y (o] en agg Y f F ¥

' d. = | |
misstate : the assessed risk increases, the achieve the amount of difference CONsidere,
2) Accordingly, as the | | s
) table without investigation decreases in order to achieve the desi ¢
accepta _

persLI(lSive
i evidence.

INVESTIGATING RESULTS OF ANALYTICAL PROCEDURE"S i
If analytical pr'ocedur'e_s perfo;'med inaccordance with SA 5_20 identify fluctuations or reia’rtonshms

that are inco_nsa'em‘ with o_i'_her_ reﬁa\)c;’r information or that differj'_ fr'om_ ex

]:;e.cfed values by q
significant amount, the cE:d_r"ro;shﬁH_i_nvesﬁga're gcidiffertinces by:

EJ_ I_nqt_JirEng,_ of_n{ar;gemenf and obfﬂnﬂg_uﬂampr
b | H__r:sponses

iate audit evidence relevant to Mmanagement's =

B)- Perfo;n;in;; other c;l;cﬁf_pr_';);d_u;; as ;;ezessar'y in the circum_sift_rjc_es:_

L  ANALYTICAL PROCEDURES THAT AssIsT 3
WHEN FORMING AN OVERALL coNeLUSTON

—

—_—

—_—

" s —_—

- ! The conclusions drawn from ’ —— o e

the results of analytical This assists the

Procedures designed qng | auditor to draw
performed in accordance with, | - i reasonable
- are intended to corroborate — f'

conclusions on which
~ || conclusions formed during the | to base the
audit of individual Components £ o, duditor's Opinion.
e i or elements of the FS e Nw#
T C—— | . |
oy
e ————. - — - - - : :“JF-E, : .

T 1T \
The results of suéh.' .

. In such
Qnalyticq) Procedyp

_ _ es cir'cumsfance.s, SA 315
ldgrmfy a requires the auditor to revise

Pl‘e?lously the auditor's assessment of

cognized pigk of ]

_Mmateriq)

the risks of material
mlssm?emem.

misstatement and medify the
further planneq audit i
Procedures accordingly.

[=

-



: POPULATION
M, tionrefers to the enti : ”
la‘ho g 1) Populafi : ire set of data from which q sample is selected and about which the
n‘,“u- 3 auditor wishes to draw conclusions.
eshy, , =
— N 2) The auditor should select sample items in such o way that the sample can be expected to be
@. il representative of the population.
D
\ l
=08 CHARACTERISTICS OF POPULATION
— ! . () Appropriateness
_— 1) The auditor will heed to determine that the population from which the sample is drawn is
o appropriate for the specific audit objective.
i 2) Appropriate means population from which the samples are drawn shall be relevant for the
specific ob jective under audit.
_ | - _ = (b)—Corru-:ileTeness
o = The population also needs to be compl_e’re,_which means that if the auditor ifﬂends Tc" use the samEIe
e . to draw conclusions about whether a control activity is operated effectively during the financial
r‘eporfirg Eod the po;;_ula'rion needs to include all relevant items i.e., all the activities that form
/\—w——____ =l et S . T
A _Partof that relevant internal control, throughout the entire period.
- ¥ P—— b L = )
/\7 — Tom c) Reliable
' L“"" S ) ' ditor performs audit procedures to ensure that the
- ) When performing the audit sampling, the auditor p
e o formed is sufficiently complete and accurate.
sk information upon which the audit sampling is per ;
O meeebdesliaadd - d source, the sample drawn will

~. : n
i) 2) y__POPUIaﬂon is not reliable with respect fo accuracy d

; = _d_‘_"ﬁj\ije_ly not be relevant for the specific audit objective.

- SAMPLING UNIT |
' | lation can

H ' e known as sampling units. The popu

The individual items that make up the populationar

- bedivided into sampling units inavariety of ways.

lusion of the population
le becomes the conc
wn on the samp

mple words, conclusions dra
where it is drawn.
427
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Sampling Process
is perfor'med on

est of gqn:tmls/ Test of details
: | identify misstatements of
To identify deviations from To identify

lances and class of
ntrols account ba !
expected internal cc_n 5 e

APPROACHES TO SAMPLING

1) Audit sampling can be applied using either
a)  Non-statistical or |

b)  Statistical sampling

2) Statistical samplingis

@)  Anapproach to sampling that has the random selection of the sample items; and

~ | b) The use of probability theory to evaluate sample results, including measurement of
. sampling risk characteristics.

- | 3 Sampleis chosen by applying certain mathematical and statistical methods. A sampling approach
e ‘@Ldge;_@b@@@@gcwa_c’r_erisﬁcs_is_ considered non-statistical sampling.

statistical and non- -statistical approaches

L STATISTICAL SAMPLING - MORE scr
1 94@1&@@%@%@ is a

—_— 3
auditor jn case of statisticq| sampling 3
e transactiong Statisticql sampling is always recommended 3
elected gre not Prejudged, 3
~

~=



NON-STATISTICAL sampLING

Under this
approach, the
sample size and
its composition
are determined on
the basis of the

This approach has
been in common
application for

many years
because of its

simplicity
in operation.

An attempt would
be made to avoid
establishing
a pattern of selection
year after year to

maintain an element
personal exp;e;ience of surprise as to what
and knowledge

the auditor is
of the auditor. \ going to check.

The non-statistical sampling is criticized on the gr'ognd

‘that it is rLeﬁ'her' ob jective nor scientific:
a) The expected degree of objectivity ‘cannot be assured in non-statistical sampling because

| the risk of personal bias in selection of sample items cannot be eliminated.

b) The closeness of the qualities prarected by the sample results ‘with that of the whole
population cannot be measured.

“VANTAGES OF STATISTICAL SAMPLING

@) Theamount of testing (sample size) does no not increase in proportion fo thei mcrease in the size of

The area (universe) tested.
The sample selectionis more objecﬂve and The.r'e.by mor'e defensubie

The method provides a means of estimafing the the mmlmum sample size assocmted with a

‘_ pecified risk and precision. : L =

It provides a means for deriving a "¢ calculafed msk‘ and cor'raspon ing pre —

’151' provid better descripflon of a a large mass of data thana complete examination o
MY ovide a

tific, with ' It
i ithout personal bias and the resu
wide itis mor‘e smenﬂﬁc wi
lely accepted way of Samphng as |

l”e canbe evaluated and prOJected inmore r‘elmble way.




The objective of
stratification is to reduce
the variability of items
within each stratum and

therefore allow sample |
size to be reduced withouf

Audit efficiency may be
improved if the auditor
stratifies a population by
dividing it into discrete
sub-populations which have'§
an identifying

When performing tests of
details, the population i
stratified by monetary vol
This allows greater audituue'
effort to be directeq 1, h
larger value items :

increasing sampling risk.

\ 4

i Projected misstatements
of each stratum will be
combined together to
consider the possible

effect of misstatement in

the account balances and

characteristic.

. The results of audit
procedures applied fo a
sample of items within a
stratum can only be
rojected to the items
that make up that stratum.

A population may be
stratified according to a
particular characteristic
that indicates a higher
~—\ risk of misstatement,

class of transactions. '

Note: Dividing a population into discrete sub population which have identifying characteristics is

called as Stratification. Each Sub population is called as Stratum and units under those sb

|_populationare referred to as Strata.

Value-Weighted Selecti
etails, it may be efficient to identify the sampling unit as the

= s = e s a = u

1) When 1 performing Tg’.s‘!'—s of_d

f this approach to deﬁnin. h -1' T effort ecre
+his approa + ; = ; d
e 9 The sampling unit is that audit effort is directed to the

items because they h \ reater n smalle
. '€MS Decause Y have a greater chan f i
| i agre ce of selection and can result in smaller

| 3) Thisapproach ma oy : =

oSt efficient when selecting tems using oo, e e TTOd Of sample selectionand
ndom_selection .

SAMPLE SECTION METHODS

- Under thig mg.Tj;! mciru;;?

Fh;an'cg_' of being selecteqy

d)

a)

b)

c)
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ter or picking up anumber ina random way
This mgthd _iS CCES'_di"-d appropriate provided the population to be sampled i
e Hoe. i .
. ',.gasoﬂabIY similar units and fall within a reasonable r b

sonl . = ange i.e it is suitable for a h
population having asimilar range. e

: - ii) Stratified Sampling:
L 3 = . I + e g 3

o) Thismethod m.vo ves dividing the whole population to be tested in a few separate groups called
_S?Em_ C_I{ICLTakmg a sample from each of them. Each stratum is treated as if it was a separate
& pg;_.gl_aﬁorl a:jd if proportionate of items are selected from each of these stratum.
| b) The number of groups into which the whole population has to be divided is determined on the
basis of auditor judgment.

¢) The r'e_asoning behind the stratified sampling is that for a highly diversified population, weights

should be allocated to reflect these differences. It canbe seen that the stratified sampling is

[ simply an extension of sirnl_Jle random sampling.

ISTiE_s_|5

0se sub . INTERVAL SAMPLING OR SYSTEMATIC SAMPLING

S Systematic selection is a selection method in which the number of sampling units in the
population is divided by the sample size to give a sampling interval, for example 50, and having

as the determined a starting point within the first 50, each 50" sampling unit thereafter is selected.

ry units | Although the starting point may be determined haphazardly, the sample is more likely to be
truly random if it is determined by use of a computerized random number generator or random
"

number tables.

within the population are not structured in such a way that the sampling interval corresponds
with a particular pattern in the population.

i When using systematic selection, the auditor would need to determine that sampling units
_ i To minimize the effect of the possible known buyers through a patternin the population, more

than one starting point may be taken. The multiple random starting Poin‘r i.s taken because it
minimize the risnkgo?f interval sampling patternwith that of the population being sampled.

S
' ':"'.:. C.Onclus[omn monetary amounts.

~ MONETARY UNIT SAMPLING
ze, selection and evaluation resultsina

It is a type of value-weighted selection in which sample si

. _—T-lkbﬁhz}hb__émpmqa
Haph o

le wi‘rhou_T following a structured

e is used, the auditor would nonetheless avoid any

le. avoiding difficult To locate items, or always

azard selection, in which T_I'l_ri_gl{djﬁj_f‘_“i‘_cfs_*h?'_sa."fp
echnique. Although no structured techniqu
ious bias or predictability (for examp

431




hoosi avoiding the first or last entries on a page) and thus attempt to engype that
choosing or

items in the population have a chance of selection. '
Haphazur'd ~d selection is not appropriate when using statistical sampling.
Haphazard sampling has no structured approach, does not involve judgement and does pgs

even use the random ﬁn}ber_ !abl_es_.

BLOCK SAMPLING

1) _This method involves selection of a block(s) of contiguous items from within the Population

Block selection cannot ordinarily be used in audit sampling because most populations are

structured such that items ina sequence can be expected to have similar characteristics to each
_ .O_ﬂ‘ﬂ,bTI‘ dﬁerenf characteristics from items elsewhere in the population.
2) Thereisaclose similarity between this method and non-statistical sampling.
3) Ithassimilar characteristics, .namely, simplicity and economy. On the other hand, there is q risk
___ of bias & of establishing a pattern of selectionwhich may be noted by the he auditees.

(EXAMPLES OF FACTORS AFFECTING SAMPLE SIZE

_— or Test o Cor Trols

1)  When n there is an increase in the e xtent to whlch the audﬁ'or s r-rsk assessment takes info

~ account r-elevanf corrrr-ols

a)_The more assurance the auditor mTends to obtcun from the opemhng effectiveness of

°°'“"'°|5 the |°W8f‘ the c audlfor s assessmenf of the rrsk of mofemal mlssfafemen'r will

be ~and the lurger the sample size w1|l nee.d 'to be. I

" CA Rishabh Jain
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&
0
Sng
Une
y 4} An increase in the auditor's desireq level of assurance that
not exceeded by the actual rate of deviation in 1}, a. *he folerable rate of deviation s
ens - 4 € Population wil| increase the sample size
g, .
X "
Wy In case of large populations, the qctyq si .
5) - : : : 1Ze of the Population has little, if any, effect on
sample size. For sma Populations however audit i '
ative means of obtaini ' : =CF 19 ooy et be as S
. altern ng Sufﬁaenfoppr‘opr‘imeaudi‘r evidence,
1+ g
h'e P_QPquﬁ
popuh1h~mﬂ g For Test of Details
. ef‘fsh'c- s & 1) The higher the auditor's assessment of the risk of material misstatement, the larger the
Stogyy sample size needs to be .
& e g_) In order To reduce audit risk to an acceptably low level, the auditor needs a low detection
~ h — riskand will rely more on substantive procedures.
+ there; il A ill be '
. "€ IS apig, n b) Thus we can say that there will be an increase in sample size in case of an increase in
A | theauditor's assessment of the risk of material misstatement.
pae 0l |

= o=

Ee_ness of

e

emerfilll =
emartd

_,——‘—"_’_/

R TR
| e.\ \\? 33

2) -The_ more 1'_he al.;ji'ror is rel

K ying on other substantive procedures (tests of details or

substantive analytical procedures) to reduce to an acceptable level the detection risk
1t takes into

regarding a particular population, the less assurance the auditor will require from sampling
__and, therefore, the smaller the sample size can be.

3) v_ﬂn En;:;e:se in the du_di’ror"s desired level of assurance that tolerable misstatement is not

exceeded b_y_acfuul misstatement in the -populm”ion will increase the sample size.

4)  An increase in tolerable misstatement will decrease the sample size as lower the tolerable

mis:si'aﬁm;'r, the Erger' the sa_mple size needs to be.

- 5) The greater the amount of misstatement the auditor expects to find in the population, the

|ﬂP—gef' T_he_ _sample size needs to be in order to make a reasonable estimate of the actual

amount of misstatement in the population.

5_63._- W_herl s_‘rr-u'r'f‘:l';: tion of the populaﬁbn is appropriate then sample size will decrease as when
T ize of items in the population, it may be
there is a wide range (variability) in the monefary size

useful to stratify the population.

- - - h
L7 The e will b liaible effect on sample size due o number of sampling units in the
©  'here will be neglig

~ Population.




SAMPLING AND NON-SAMPLING RISK

Sampling Risk —
- <ion based on a sampl ' om the conclusion i
ditor's conclusion based on a sample may be dif ferent fr . ion if the
The risk that the auditor the same_ audit procedure. This risk will always be in existenc,
O - — -

i i bjected t
entire population were su - e
whenauditor uses sampling technique in conducting his audif.

Sampling risk can lead to two types 0

trols, tha
a) Inthecaseofatest of controls, Tha . . |
the case of a test of details, that a material misstatement does not exist when in fact it does.

f erroneous conclusions:
hat controls are more effective than they actually are, or iy

The auditor is primarily concerned with this type of_er_r_on@us cor}clusion because it affects
_oud-i‘r ef;ec*;;zness and is more likely fo lead toan inappropriate audit opinion.
b) In_’rhe case of a test of controls, that controls are less effective than they actually are, orin

the case of atest of details, that amaterial misstatement exists when in fact it does not. This

type of erroneous conclusion affects audit efficiency as it would usually lead to additional work

to establish that initial conclusions were incorrect.

IF THE ACCEPTABLE SAMPLING RISK IS LOW. LARGER SAMPLE SIZE IS NEEDED

on-Sampling Risk

| Therisk that the auditor reaches an erroneous conclusion for any reason not related to sampling risk.

| Non-sampling risk cannever be mathematically measured.

___ Sources of Non-Sampling r'i_sk_ar-;:

Applying audit
procedures not
appropriate to the

Misinterpreﬁng
the sample
results

Relying on erroneous
information e.g.,
erroneous

confirmation
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e =3 a i i i
e Ther‘_efo"?- the auditor shall investigate the nature and causes of any deviati
iations or

~ RIS nts identifie i i
‘smn\-\\ { mlsS_'f‘lI?T‘_"‘_ ts fied _and evEqua'l'e their possible effect on the purpose of the audit

. 'f_’ﬁt = --'*’P;;;gdura and onother areas of the audit,

|2 = considers a misstatement or deviation
\" gjseaverec I asample to be an anomaly, the auditor shall obtain a high degree of certainty that

ey *”,15 Inthe extre_mely ‘rare circumstances when the auditor

e—— . . . .
— sugrl@s:sﬂiemem or deviation is not representative of the population
-.;;; AL i The auditor shall obtain this degree of certainty by performing additional audit procedures to
I' Qf:"!a | _____Eb_@" sufficient appropriate audit evidence that the misstatement or deviation does not
\%—"’” affect the remainder of the population.

——" —

e S

Note -Anomaly may be defined as a misstatement or deviation that is demonstrably not

@I__'[h_fi\ representative of misstatements or deviaTioEs in E_Egpu!aﬁon.

PROJECTING MISSTATEMENTS
1) The auditor is required to project misstatements for the population to obtain a broad view of

the scale of misstatement but this projection may not be sufficient to determine an amount to

be recorded. =l

2) Whenamisstatement has been established as an anomaly, it may be excluded when projecting
y such misstatement, if

misstatements fo the population. However, the effect of an
o the projection of the non-anomalous

uncorrected, still needs to be Emsid_ered in addition t

misstatements. S ~ — —

;E;J iA;POI-'_%TAI;IT TERMS TO MAKE THE
UNDERSTANDING BETTER

ect of which the auditor seeks to obtain an
e auditor is not exceeded by

A monetary amount set by the auditor in resp
ppropriate level of assurance that +he monetary amount set by th

' ﬂ‘ﬁﬁmui misstatement in the population.

P ——

rnal control procedures set by the auditor in respect of
ate level of assurance that the rate of deviation

| rate of deviationin the population.

eviation from prescribed infe '
auditor seeks to obfain an approPr
ditor is not exceeded by theactud
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SCOPE
&;aals_ w_ith ;rhe auditor's responsibilities regarding relateq Party

| SA _;350 ‘-‘Relu'red Parties”, ‘ :
relationships and transactions when performingan audit of FS.

-—

= DEFINITION r

A party that is either: -

1) Arelated party asdefined in the applicable FRF;or _ ) I

. 2) Where theapplicable FRF_es?ablishes minimal or no related party requirements: S

_ a) | f@n or other entity that has control or significant influence, directly or indirectly T o |
. ] ~ through one or n_m;l-e_ intermediaries, over the reporting entity; | &=

) _An_o@ e_m‘i_‘ry over which the reporting entity has control or significant influence, f,j

directly or indirectly through one or more intermediaries; or

| € Another entity that is under common control with the reporting entity through having:
1 (@ Commoncontrolling ownership;

I Dy _Own_er-s_whgargclqsei::tm_ilymembers; or
~| (i) Commonkeymanagement.

__| However, entities thciuﬂ"_““dj"_c‘ﬂ‘"‘_o“_t:ﬂ?@l_tgy_ a state (i.e., a nuf;‘ona| regional o local
| government) are not considered related unless th L mm— =

ey engage in significant transactions or share
| resodrces to a significant extent with one another, |

| MEANING OF CONTROL AND SIGNIFICANT INFLUENCE
: N ] _IN REFERENCE TO RELATED PARTY
| @) Control is the power to govern;l'_ne_ﬁ;a;;_—_ operating policies of ar ore
= “CroLIs the power to govern- al and o ti ici i '
| benefitsfromitsactivitiessang O POlICies of an entity so as to obtain

| Ppower to participate in The_ﬁnonci
control over those policies, e

| The existence of the following relafionch T

CA Rishabh Jain
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e —————
e [

____.-—'—'_-_'-----.-"J‘--"—‘_-_q IR — i - — —— — L = ._ _I — _ &
| @ To obtain information that is relevant to the external auditor's asses
—--.-'-‘_._'_'—.-,— b — e — e ~ — = - — -
. material misstatement due to erroror fraud. o ol g
— - - e — L o e - - X :
| b) Unless prohibited, or restricted fo some extent, by law or regulation, the > external auditor,
E ~ after approprim; g_v(;L;:d:ion, may decide to use work T_huT_hos_bee_n pe_r'for'rpeq by the internal
= e il el A el -~ = = L
._..-"// ‘ _ ! —
| oudit function. L : _ ' : T
9 Unless thib;ed or restricted to some extent, by lawor fqg_ul_a‘pgn_.‘r_hg external audito :
et ] st et o ——— . . = :
| useinternal auditors to perform audit procedures under the direction, supervisionand review o
..--"—"-———.______—_____________————-—'_ =2l e
- ] y

g

—-;cﬂviﬂe_s_ _designed to evaluate and improve the effectivene

) Riskmanagementand

. Internal control

—F

'_ The external auditor may make us

~ | SA610deals with the extern

DEFINITI
| ‘ON OF INTERNAL AUDIT Fu
, objectives and scope of infternal audit functions ty s

TTl

pically include assurance and consulting
ssof the

Entity's governance processes,

it kit il
The internal audit function may
assist the entity be identifying
| and evaluating significant
exposures to risk.

jm&l"aud_i*r function may
s the governance process in
ccomplishment of objectives.

a) Evaluation of internal
control

b) Examination of financial and
operating information.

c) Review of operating
activities.

d) Review of compliance with
laws and regulations.

WAYS IN WHICH THE EXTERNAL AUDITOR MAY MAKE
USE OF THE FUNCTION FOR PURPOSES OF THE AUDIT

e of the function for purposes of the audit in one or more of the

following ways: e
sments of the risks of

— theexternal auditor. _

SCOPE OF SA 610
ibilities if using the wo

rk of internal auditors. This

al auditor's respons

h"‘“‘“*-——— dit evidence and

ng au :
onand review

I udit function in ob'h_:lini

t+ assistance under the direction, supervis!
cta

-9 Using the work of _'thgi_nj'_e.fnal_a
Using internal auditors 10 provide dire
. : 'ﬁe-.u'l'ernal auditor.
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5 RESPONSIBILITY FOR THE AUDIT =
bility for the audit opinion expressed, and ty,,
of the work of the internal quq;

EXTERNAL AUDITOR
has sole responsi

The external auditor sl
: by the external auditor s use

responsibility is not reduced

to provi e engagement.

de direct assistance on th

i internal auditors :
finctionor e rs are independent of the entity o

dit function nor the internal audito

! the internal au :
2) Neither the i £ FS's inaccordance with SA 200.

is required of the external auditorinan audit o
OBJECTIVES OF THE EXTERNAL AUDITOR, WHERE THE
ENTITY HAS AN INTERNAL AUDIT FUNCTION

_ The obj_ecﬁves o_f the external auditor, where the entity hasan internal audit function j
_ _ - . ;

—{ To determine whether the @ If using the work of the . If usinginternal auditorsto -

—4 work of the internal audit [l infernal audit function, to 8 provide direct assistance, .
. function or direct . determine whether that ' to appropriately direct, N

I gisis ance fron ntecol ~ work is adequate for [ | supervise and review their i

| audifors can be used, and @ Y |
| if so, in which areas and to purposes of the audit; and work.
what extent; and having |l L |

1
I
| madethat determination: J/

_ _ EVALUATING THE INTERNAL AUDIT FUNCTION
The g:_d'ﬂﬂa[ auditor shall determine whether the w f
ﬁurposu of the audﬁ; évaluu_‘ring the foﬁing:
R ~ The extent to which the internal audit function's o?gar_\izrzﬂc;nal status and relevant policies
|  and _proc_edqr-es s support f_he objectivity of the internal auditors: (Note-1)
|2 Eekve_i of ¢ competence a_f the internal -ClLl(;“T function; and _(Note_z
o _Meihei the internal audit function a;pl ies a sys ic anc )
quality control. (Note-3) ] il .

9rk of 'rhe: internal audit function can be used for

Y_Sfen_\aﬁc_c!nd d_ist_:iplined approach, including

= . -JJI
~ NOTE 1 - oBJECTIVITY AND 1*1_'5 EVALUATION .

ity to pe i
perform those tasks without allowing bias, conflict of interest

override professionq| Judgments

Richabh Jain
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ﬂudifoﬂCﬂOﬂ.

hether there are any constraints
3) W or restriction
s placed on

gemen‘l‘ or those charged with governanc
e.

the internal audit function by

‘mana
whether the internal audit functionis free of any conflicti
icting responsibiliti
es.

NOTE 2 -
tence of the int COMPETENCE AND ITS EVALUATION
e i
Compled o : ernal audit function refers to the attainment and
wledge and skills of t nt and maint
knowledge and sKIfis © he function as awhole at the level required to enabl - :"“"‘:"‘ -
e assigned tasks to

bzggr_fp['n]eii diligently and inaccordance with applicable professional standard
al standards.

i Fo fors that m g
2) Fact may affect the external auditor's determination in relation to compete
nce

mclude the following:

Whether the mternal audit functio
n is adequately and
to the size of the entity and the nature of 1’?5 oper'z::nsappmpnamy S

Whe‘ther‘ There are es’rabllshed polucne.s for hiring, fraining and._aﬁsigrﬁng internal

Vhether the . internal auditors have ade_quute technical training and proficiency in

I auditors possess the required knowledge relating fo the entity's |
|

Whether the inferna
financial reporting and the ap licable FRF.

ev(;;ni'- p;licies

ach, ,nzludrng .

| Objectivity and co! cornpefence may

 duditor may make use of the!

& “b) meﬂ'fofwhlch|scomrnensura’rewﬁh
i -!’hﬁ*h.effhe:m?ernal audit function

etence a be vie ed as a continuu

be wewed as a con’rmuum The more the mTer'na’I audit function's

°"90mza1'|onul sfa‘rus and r'elevnn’r pohcne.s and pr'ocedures udequately support the objectivity of the
internal auditors and the hlghe.r' the level of competence of the function, the more likely the external

wor‘k of The funchon and inmore areas.

ATIC AND DISCIPLINED APPROACH
ether the internal audit

 NOTE 3 - APPLICATION OF A SYSTEM
Fectors that may affect the externa cud™o

fm“"’“  applies a sys‘remahc and dlsaplmed ap

s determinafion of wh
wing:

dures or guidance co
e nature and

roach include the follo
proce
d repor‘Ting, th

mented internal audif vering
ation an

mstances of an entity.
esand proce.dures

Q9 The eexistence, adequacy and use of docum
r'ogr'ams,
and circy
uality control polici

‘R»i"ch areas as risk assessments, work p
the size

oprm‘l‘zq

has appr
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_ ch.

WORK OF THE INTERNAL

A NCES WHEN
CIRCU%L';TfSNmoN CANNOT BE USED

The external auditor shall not use the work of the internal audit function if the externq| o dite

determines that:

a) The function's oigani_za'ri_o

- -su_ppor-:r the objectivity of in’rernql gudﬂ'or's: M

_ b) The func:riqn lacks sufficient competence: or | — :
c)_ The function does not applya systematic and discilalme_d approach, including quality control,

nal status and relevant policies and procedures do not adequat,

DETERMINING THE NATURE AND EXTENT OF WORK OF
THE INTERNAL AUDIT FUNCTION T_HA'[ CAE\I BE USED

Examples of work of the in’rer'nal_audi'r fu_ncﬁon that can be_uied bz the external auditor include

the following:
!
: T?FSI}i‘ng L : Testing of
‘ °|:e'"°1'§19 | , ~ Tracing 1 ComP_l;ﬂnce-
effectiveness [ . of inventory | B transactions | wi
of controls. 1 procedures counts. | through the regulatory
' ' involving | information . A requirements
limited | system
~ relevant to =
financial
_reporting. |

gpe f the work directly if:
— ~il W‘"“"‘ﬂiudgrge_n’r isiovolvedine. .~ ——
L @D P T e
R E::n .!ng.uﬂgﬁrfgr-"l":"t“_e_'e_‘“_"l* auditprocedures;ang
v .lna#mg theauditevidence gathoreq: .
higher the assessed isk of iy o |

sk of material misstatemen
= = arerial misstatement
"g'm“ﬂ“"’_‘.‘s identified as significant;
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USING THE WORK o

THE 1IN

- | _, e external auditor plans to us FERDIAL AYD

al QUgjy /I“ i _uss the planned use of it e work of the internal audit f T

fsc ] i S
,, SN _ 1) Dl'f'v'jﬁe,s OT ITSwork with the functionqs q busis:dm‘ e ool ar
q | = 1 or coordinati i i
dequn? ; R ad P ating their respective
t | Readthereportsof theinternal audit function relating o
K AL I ework of the function

= 3)' _;e;.fo_r'm_s_l.lf_ﬁcit’.l‘lt audit procedures on th '
£l TS jon;; &_’-bt_)dy of_wor'k of the ir;‘rer-nui audit function as a

;;};;le that the external audi
= > ttor'plans to use to determine its adequacy fo
. I purposes of the audit.

ith Tl'_ie Internal Au;ﬁf unctiol

1. ’Hin d_is_cfsii"_g thg_ plann_ed u_se.o_f ﬂ_teir'_ wo;k

T With the internal audit fureti
tor inel. . ,ff’f’f‘ﬂn_aﬂngfhe respective activities, it may be useful o addr e"""-: = funcmn e
‘Mcluge | 1) The timing of suchwork. T iherclowi
— B — - -

2) Thenature of the wor_&per?or;\ed_

3) Theextentof audit coverage.

4) Materiality for the FS'sasa wh%__and performance materiality

5) Proposed methods of item 1selection and sample sizes.

6) Documentationof the work performed.

| 7) Review and reporting procedures.

| Coordination between the external_ auditor and the internal audit function is effective when,
for example:
1) Discussions take place at appropriate infervals throughout the period.
_E)__Mal auditor informs ‘rh_e in’r;’uﬂ audit a'lcﬂon of signiﬁc?maﬁer-s that may affect

S e furction.

ss fo relevant reports of the internal audit

- errlauditon s advised of and hos acce
functionand is informed of any significant matters that come to the attention of the function.

AREAS, AND TO WHAT EXTENT
PROVIDE DIRECT ASSISTANCE
dit procedures under the

WINING WHETHER, IN WHICH
i INAL AUDITORS CAN BE USED TO
' ) Direct assistance refers to the use of infer nal auditors 10 parfontia

rnal auditor.

direction, supervision and review of the exte
aliield bl il ulation from obtaining direct assistance

The external auditor may be prohibited by law or rég

frominternal auditors.

If using internal auditors to provide direct assistance is not
P BTG ignificance ©
rnal auditor shall evaluate the exisTence and signi :
rshall e owill be providing such assistance.

el of competence of the internal qudi'ror's wh

prohibited by law or regulation, the
¢ threats to objectivity and the
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) The external auditor shall not use an internal auditor to provide direct assistance j¢.
4 e exte i . — . -
a) Therearesignificant threats to the objectivity of the internal auditor; or

b) Theinternal auditor lacks sufficient competence to perform the proposed wor

5) The external auditor shall not use internal auditors to provide direct assistance 10 pe o 1
procedures that: A ~
a) Involve makingsignificant judgmentsintheaudit;
b) Relate fo higher assessed risks of material misstatement where the Judgment Pequireg,
performing the relevant audit procedures or eva_lqaﬁng_ the audit evidence gathen,

ed i
njorﬂha_n_ Iimitgd;

i ¢) Relate to work with which the internal auditors have been involved and which has already !
| been,orwillbe,reported to management or those charged with governance: or
) R_elo_'re_'rciiec_isi_ons_thi exjfarnal auditor makes in accordance with this SA.

- e_xf_ertno_l auditor shall:

@ Obtain wri T [ —

| 6) Prior to using internal auditors To provide direct assistance for purposes of the audit, the
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ASSERTIONS

= s
Iff'gfe. : explici
1’h¢ £5's: auditor will use these assertions to ¢ onsider diffP tor otherwise, that are embodied in
: - erent types
S —— types of potential misstatements

o=

| 4sSERTIONS MAY BE BROADLY CLASSIFIED INTO THE FoLLowIn Typee,

-11,'5_5_53"_"1055_{ or Income Statement gupﬁms_c_"mpf"'ﬁihg Revenue and Expense Balances

| 9) Assertions for Balance Sheet Captions Comprising Assets, Liabilities and Equity Balances

f—

INCOME STATEMENT CAPTIONS COMPRISING REVENUE & EXPENSE BALANCES

— 1) Occurrence
Transactions recoghized inthe FS's have occurred and relate to the en‘l‘i;y.

2) Completeness =

a) Alltransactions that were supposed to be recorded have been recognized in the FS's.

b) Transactions have not be_en omitted.

~ 3) Cut-off = _ e B

| ) Whether all income and expenses are reported in the correct accounting period. )

| b) Cut-off is a separate assertion because the substantive procedures fo verify it are fypically

different from those applied o the other components of completeness.

- _ . . = e 1'_
4) Measureme iz ow ol of?
i~ = )_AA____:___I‘E_D_ ——— J————
Kk ‘ The * The figures and
explanations are
not misstated.

isclosure

C .d
. 5) Presentafllo al |
b Trﬂﬂsacﬂons have been classified and presem‘ed fa;r‘l: ; r i
” andeventsa egate

o :er'ed during the coursé of theau

. T"Ghsu Sl ancleventsare appr‘OPf‘iﬂTEI dit to determine

: : nsi

“€Sentation and disclosure assertions aré - hat ire

o> ate. hose that requir
isclosures are complete and accul +o material misstatement are ¥

. 0

disclosures that are most susceptible




s - Audit of Items of Financiq| STQTe’hem
: > 1y

——— ossessments.
— mentan itative assessmen B
signiﬁcanfjudgement_andQ_Uall Eteness and accuracy of disclosures by de‘rerm;mng

- : e s - : : _
e) Audit teams assess _1_"’18 _c_o:_" in a manner that does not materially omit, distops 2 r:? t I i
e information IS e n o

disclosures provide information i & 7 N
Stheuser I-civie of Transactions levant and easy to underst d ' T

; nsarereleva and. .

f) The description and disclosure of transactio _ ‘ E
s e - ~ = E ! L _._I
. BALANCE SHEET CAPTIONS COMPRISING ASSETS, -
LIABILITIES AND EQUITY BALANCES S B
_ 1) Existence i) . -
Assets, qufﬂi‘riisangi_eq_i’ry_bglarfgs exist as at the period end § __ g
B _2) Complefegesi_ = 1 4

| Allassets, lablities and equity balances that were suppos

ed to be recorded have been recognizedn — | (€
__ﬂla_ﬁn_ancial_st_m}menfs.

I - - 3) Cut-o s |

. V'Vhe‘rhtarclll_r.m_s§e\‘sa:mc:ll|c:bi_liﬁgsgr'_e_r-_sz_;:_ofr_eg!in—'r;ea;:upr*op:_i—r;m;a_pc;';mT & b I 1) A

w il B L ___— _a)
= 4 Valuation B

[ Assets, liablities and equity balances have been V“Ee;f_;p;_r'_o;r_ic;f;al; .e. the amounts af whi b)

. lh"'_Y_"_"EEEE"_"_d_EQEEEEEEr‘gggigje_._ o B I B

L s




B- BALANCE SHEET CAPTIONS [LTART
LITIES)

SHARE CAPITAL
I. Audit Proceqype

.. re i hange, verify wh .

| [qncase there s any change, verify whether the pqid - —

| L jmits of authorised capital, which can be vepiﬁes by :‘:‘;;F:::lg G:A aof ;he period-end is within the _|

obfaln the cer‘l'iﬁgc.l c_opies of relevant resoluti : ee—
1 ¥ _@r_-gh_ql_d_e_,rs authorising increase / decrease in authtr!ios,:;l /p::isde:p ;:J::apr?;el*'"gs of BOD,

| | Noshares have beenissued at Discount (Sec.53 of Companies Act)
Checkif Shares are issued for cash or for Consideration other than cash -

[

II. Shares Issued 1 at Premium

-~ | 1) Application of securities premium account can be made for the following purposes:
a) Towards the issue of unissued shares of the company to the members of the company as fully

paid bonus shares;

s at which | b) Inwriting off the preliminary exr;enses of the Company; _

¢) Inwriting of f the expenses of , or commission paid or discount allowed on, any issue of shares

|
[

s - 3 or debentures of the company: RN ¥ - o

d) In providing for the premium payae on the redemption of any redeemable preference

shares or of any debentures of the company: or
¢) Forthe purchase of its ov; shares or other securities u
%‘Ms to verify_[A:d i Procedurelin: or i 4 10 oS0 |
A) Whether premium ,—-eceaggor; ;hflr‘es, if any, has been transferred to a “securities premium

nder section 68. 5

(T

e S A e =
| account" and g il o2 |
= B - “is only for the
%f\ b) Whether application of any amount out of the said securities premium (0l i
i~ _Mﬂﬁoned above.

l N i:ii ghurés Issued ot discou .
:'%"di"g to 'Ssection 53 of Th_e C_ompanies Act, 2013, pt in the case of an issue of sweat equity

e — - exce
..Cﬁmpgny shall not issue shares at a discount,

= : 2013.
S Qi = Com lees ACT' ’
givenunder Section 54 of the COMP™ - Ly pe void.

My Share iSS_l.i_ed bya com;an)} ata discountedP
ditor needs to check

" Jai

"
n
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pital during the year and wherever there isany issue,
eca _

has not issued any 0
ders authorizing issue of share capitq o

a) The movement in shar
b) He should verify that Company
minutes of meeting of its direc

f its shares at a discount by reading y,

tors and sharehol

the issue price.

¢) Further, auditor should also verify that whethe .
: = ed into shares in pursuance of any Statuton

r the company has issued shares at a disy, ¢

to its creditors when its debt is convert
resolution plan or debt restructuring scheme

: IV. ;ssue of Sweat _Eg_gitx _§hares

The_audi‘r;r' needs 1: verify that the Sweat Equity Shares issued by the company are of a class ¢f

shares already issued and following conditions have been complied with:

'b) The resolution specifies the number of shares, the current market price, consideration, if any,

and the class or classes of directors or employees to whom such equity shares are to be issued;

¢) Where the equity shares of the company are listed the sweat equity _shares are issued in
accordance with the regulations made by the SEBI in this behalf and if they are not so listed, the

sweat equity shares are issued in accordance with such rules as may be prescribed.

‘- V. Reduction of Capital

- | The auditor shall undertake the following audit procedures:

1) Verify that the meeting of the shareholder held to pass 1'he_ S

pecial resolution was properly

~ | convenedand that the proposal was circularized inadvance to all the shareholders:

‘g)'!grifﬂhﬂﬂﬁ"—mc—"’? of Association authorises reducti Wit
3 i rnorises reducti

ﬁ?ﬁ%?gﬁ@é@ no default w.r.t repayment of deposits accepted by company or

ent of interest on such deposits. Reducti ‘ ~=SPOSITS acce

—exisis EPOstEs. Reduction of capital shall not be affected if such default

| 4) Examine the order of the Tribunal conﬁ_r-mir;q_ﬂ;e _d_ e

. 4 . cedclonand verify that a copy of the order

reshave been registered and filed with The Registrar of Companies:

onof capital;

) i i 2 i
" / 0 o e

Lo/

_

CA Rishabh Jai"
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me"\‘\ents

lasS of share capital:
Fby e~ -
: g f = umb"'a"d amount of shares authopige.
: e e o -
Qre copimt h e qumber of shares issued, subscribed anqg fully paid, qng subseri
g LD 'valiléhefshare: scribed but not fully paig:
~ = r y
es g B of The number of o
Qg; al nciliation o Shares outstandj ——
P it lscﬂum 1 Hfﬁco—-'-"‘i_ o : g at the beginning and at the end of th
Y st ~_gportingperiod: -
S T ———

| _,J,;] AcomP“m"_s_ aiar g PO"HOTEFS as below:

| | g N

I e ——— Shares helW“““‘—*——

q % C i
- : | at the end of the year ::nge during
€ofq clﬂss L1 [ = gayear
. § | sn. Promoter No. of % of total

= | No. Name shares shares
— == k""—" S
>ration, 'f;‘y il 3

"= 9 = —_—

2 tobe _issue&;x'“" r
S are issueq iy CL" s RESERVE AND SURPLUS
e | |
ot s0 listed, the _ _ Meaning
B 1) Reserves are amounts appropriated out of profits that are not intended
=

a) Tomeetany liability, _ [ =
—8 i

b) Contingency, -

¢) Commitment or

i ;s_p_—r_q;er d) Diminution in value of assets known to exist as at the dafe of Balance Sheet. >
[I_W /T e

erl

. . . ]
%) Revenue reserves represent profits that are available for distribution to shareholders or below

' | B s
e ' :
;ﬁt\jﬂ,ﬂlﬁ“ - _9) Tosupplement divisible profitsinleanyears,
I .
A i siness
if such defadf | ®) Tofinance anextension of business
. | essor

|9 Toaugment the working capital of the busin

. i ition.
~ 9 Togenerally strengthen the company's financia! P°5'7|0| de any amount regarded as free for
3 hich does not Inciud :
reserve which doe

%ital Reserve represents  a

5 the year
' L t and loss for
—ANd Loss balance STOTGme”* of Pmﬁ

‘_ f)r Trace Hhe novement fo sur'Plus_/ deficit as per
. :éme.nzaudi"r.



Ch. 5 : Audit of Items of Financial Statement.

2) The movement should be traced in the Statement of Changes in Eq.uity.
3) Verify the resolution passed by the board of dir'ecTor'S‘m.zgar‘dmg the recommendatig, of
dividend, resolution passed by shareholders declaring the dividend.

4) As per AS-4 (revised) or IND AS 10, if dividends to holders of equity instrumenss e
proposed or declared after the balance sheet date, an entity should not recognize those
dividends as a liability as at the balance sheet date.

5) Itshould, however,disclose the amount of dividends that were proposed or declared afte, the
balance sheet date, but before the financial statements were approved for issue.

B) Securities Premium
1) It needs to be confirmed that company has issued shares in excess of the nominal value of the

shares and for the same, the auditor should obtain and verify the resolution passed by the
board of directors.

2) Utilisation of securities premium account could be done only for limited purposes; auditor
needs to ensure that same.

. 2)—Pr-esenj:a1'a1_& Disclosur'e_
Ensure whether the following disclosure requirements of Schedule III (Part 1) to Companies Act,
2013 have been complied with:

Reserves a_n_d Sx.l_r-_plus shall_be classified &s:

i . Capital . Capital . Securities _ Debenture
Reserves: l Redemption | Premium Redemption
- j —j Reserve: " [Omitted); ' Reserve;
i . ‘! i
~— Revaluation - Share Optiondl Other © Surplu
| Reserve; . Outstanding ' Reserves; s
- Account; '
BORROWINGS

[

.

\




of 1tems o

qudit inancial
1AV Statemenss

e

r‘eco

Mm 1)
en Existe
dnt,oﬂ : peview board minutes for approval of ney, e nce

Uity ingy o ingreview, ensure that new loan agreer 99greement
: no f"{.lme b] pu anifi YRk : ents op bond iSSUQn

+ . g | gnsure that significant debt commitments Wereq CeSwere authorized

09"'22 ® ¢ o details of loans recorded iferass Pproved by the BOb.
d) rate, natyp
| : Ve € and
or deciqr-e ; reement. Verify that bor-rowmg limits, if any, imposed o repayment terms) 1o the loan
rissye Qfte,, % - ) Roll out and obtain independent balance R s greementsare not exceeded
' § Inrespect
Isndef'. p of all the bOFr‘Oww;s fr"Jm the
3 tisretired, ensure i :
NoMming B | p when deb thata discharge is received on assets Securing the deb
e debt

uti Of the 4 :

on pasSe d by _

the | 2) Completeness

; PUPpos-es_. ~ _._a) Obtain a scfhedule of short fe.r-m an‘d long-term borrowing showing beginning and ending balances
itor and borrowings taken and repaid during the year.
> i | b) Consider any evidence of additional debt obtained through examination of minutes of the BOD
_t _; Eo_ﬂ_‘;m__ | & s_i'glmﬁcgn'r contracts, confirmations from banks/ lenders, support for subsequent cash
es Act disbursements etc.

¢) Trace the closing_ balances as per the schedules to the general ledger.

T 1
: _ i 3) Direct confirmation procedures
re 5 3 .| Roll out and obtain independent balance confirmations in respect of all the borrowings from the
ion || lender(banks / financial institutions etc.) and perform the following:

Q)_ﬁscgl‘fain that the confirmation asks for all information likely o be relevant to the tests of debt
| fﬁﬂ{e_iate;nferesf balances (Example applicable interest rafes, due dates, the date to which
- l"_*ftﬁsjfl_qs been paid, collateral and security inferests).

i ﬂ 2 Send reminders for non-replies.

) c°'||Pﬂr‘l_: the balances are per the confirmations obtained to the books o
b | "*MIE“_*"MS} there are any dif ferences and fest the supporting documents for the

- ™msonatest check basis.

reconci

i Valuation |
= rding debt are appropriate and

. s and methods of reco

-..-J‘ . 1 ok
“*-D-””“"m’- that the accounting policie
3 “Pplied consistently.

' Agree logn balance and loan payables to the loan agreeme

R
» : redem
\L “Pute the interest, and discount or premium on

; t.if any
“d"kq‘dt S 'umordISCOU" :
L. ®Mputation of the amortization grposl e rate(s) used

_ huigﬂ Currency loans, check the closing exchang

nt.
pflon

tions

and verify the computa



Ch. 5 : Audit of Items of Financial STaTemems

_ | ’ ing at year end.
f the restatements of foreign currency balances outstanding at ye
O — —

5) Other Procedures

a) Examine the due dates on loans for Prope;- classification between long-termand short- term,

| b) Where instalments of long-term loans falling due within the next twelve months hay, begy
disclosed in the FS's, verify the correctness of the amount of such instalments.

¢) Examine the debt agr'ee_men‘rs forany restrictive covenants.

or IND AS 24,

company as laid down by the Articles of Associationand Memorandum of Association,

f) Examine the purpose for which the amount is borrowed and ensure that the amount is not used

against the interest of the company.

6) Presentation and Disclosure

~ A)Llong- Term Borrowings

1) Long-term borrowings shall be classified as:

a) Bonds/debentures:

1 3) Wher'e Iocms have been guaranteed b

- ©) Deferredpayment liabilities;

| _2) Borrowings shall all further be sub- ~classifiedas

p—

(o}

b) Term loans:

0 Frombanks.

ii) Fromother parties.

_d) Deposits;

f) Long ’rerm mafurmes of ﬁnance Iease obh

gations;
_9) Otherloansand d advances (specify nature).

__a) Securedand E
. b) Unse.cured

all be specrﬁ ed sgpam?eiy in each | case.

LdH‘ECLO_FS_OE_Q[hE_P& ‘r_h_g aggregate amount of such lodns
_Under each  head shall bedisclosed.

B) G‘I‘her- Long-?erm Liabilh-ies
.'rher- Lonlterm Liablhﬂe_ s shall be classified qs:

d) He should carefully review the borrowings from related parties and ensure compliance with gg 15 b

e) The auditor should also verify that the amount borrowed is within the borrowing powers of 1, £

CA Rishabh Jai"
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: 0s

rT Ter‘m bor'r-owmgs shall be clasmﬁed as:

E shor
a) - b
) Fr‘om bunks

;,) Frorn m‘her' par‘ﬁes

Loans af and advances from rela’red parties:

}
c} Dgposrrs.
d) Other s loans and advances (specify nature).

) Bcrrowmgs shall further be sub-classified as secured and unsecured. Nature of security shall b
== a
spemﬁed separately in each case. -

} Where loans have been guaranteed by directors or others, the aggregate amount of such loans

e)evnere.
under each head shall be disclosed.
L eac oG DE Ol

e

IMPORTANT NOTES
* Note 1: Where the Company Has Borrowings from Banks or Financial Institutions on The
Basis of Security of Current Assets, It Shall Disclose The Following:
a) Whether quarterly returns or statements of current assefs filed by the Company with banks or

financial institutions are in agreement with the books of accounts.

b) If not, summary of reconciliation and reasons of material discrepancies, if an

y to be adequately

| disclosed.
B Note 2: Wilful aulter™
e 0000 - 3 i £ . .
Whef'e a company is a declared wilful defaulter by any bank or financial institution or other lender,

LM___‘:WIISSHGII be given:

%) Date of declaration as wilful defaulter,
EPEH'_S _Of_t‘fe_fauﬂumounfr and nature of defaults),
- R satisfaction

of C or Satistac
‘\--\______‘_____ —_01._8 _3 I"ﬂtlo = T
L’_g_ﬂmlr,w’ :
\W?\‘\ ith Regi +ored with Registrar of Companies beyond the
e"e any Char'ge.s or su'nsfachon yet fo be regis -

ﬂhﬂerypenod details ﬂnd reasons 1'he.r'20f5hafl dlsclose
\\_\_\_\__
P T e Note 4 titutions for the

anks and Financial Ins

Date, the Company shall disclose the

orrowings from 8
Sheef

il C°"‘P°W has no*r used the B
= e
mm for which |T was taken af the Balanc
2 wh?fe'_ﬂ"e-y have been used.




| @) Theaudiforneeds to perform the fo

of Items of Financial Statemen,

Ch. 5 : Audit

BILITIES
TRADE PAYABLES AND OTHER CURRENT LEA

—— S —
=

Fliabilify is considered to be current if it .-:'
due to be paid within twelve months and helq
primarily for the purpose of being traded in i
the entity's normal operating cycle. Example Ig

N I Short-term debt, dividends etc.

Liabilities in addition fo
borrowings, include trade
payables and other current
liabilities, deferred payment
credits and provisions.

1) Existence
a) Check whether there are controls in place fo ensure that any purchase / expense invoice does not
get recorded more than once and payable balances are automatically recorded in the generql
ié.qg_ef at the time of recording of expense.

b) Obtainthe accounts payable ageing report and trace its balances to the general ledger.

2) Direct confirmation procedures (Refer Procedure as per SA 505)
a) Animportant audit activity is to contact vendors directly/ independently and ask them to confirm
the amounts of accounts payable as of the end of the reporting period under audit.

b) The auditor employsdirect confirmation procedure with the consent of the entity under audit.

| ©) There may be situations where the management of the entity requests the auditor not to seek

__confirmation from certain trade payables. In such cases, the auditor should consider whether
there are valid grounds for such a request.

e __pmomg _ 3) Completeness & Cut-O

‘ llowing cut-off procedures:
) _Forj ' the last 5 invoices received / recorded at the end of reporting date (cutoff date)and
_which have been included in the trade payables; the goods should have been received / risk

~__and rewards of ownership in goods should have bee

e e e e T ntransferred in tity;
L i) _All goods received prior to the period / 1in favour of the entity.

year- end should have been booked in the form of
- Purchases and included in trade creditors. = Lo

- thecorrect amounts and correct dates

i_~_‘I _f.m_tm_!_lﬂ'jwos !l'lﬂ.nagemf

if there has been any dispute with the customer and if

CA Rishabh Jain




05)

k them to confirm

/ under audit.

litor not to seek

onsider whether

T

\“‘._ V*

e days old, 60-180 days old, 180- 365 days old and more than 365 days old.

.. f Items of Financi
it of ncial S?atgmems

Al

s any additional liability to be recorded.

ﬂ quditor should obtain and verify the challans for
md‘fo" all sfafu"""'Y liabilities as at the balance sheet d
~ shal prepare G complete list of qll statutory dyes

under cARO,_ZO?O

deposits
— made subsequent 1o the period-
andalso analyse the reasons,

and co
nsider his reporting requirements

4) Valuation

Review the process followed by the Compan
) pany fo identify if any old creditor balance / liabili
needs 10 be written back. ey

) Obtain the ageing of payable balances, split between current, less than 30 days old, 30-60

| c) Chetk that write backs in the liability balances assessed as no longer payable have been approved
by an appropriate and authorised member of senior management, for example CEO / MD.

d} Check that the restatement of foreign currency trade payables has been done properly in

accor'dance withAS 11.

5) Presentation & Disclosure Trade Payables due for payment

The followmg ageing schedule shall be given for Trade Payables due for payment:

A

Outstanding for following periods from due date of payment
1-2 2-3 More than
Years Years 3 Years

e

Less than Tofal

1 Year

I

Others
Disputed
| Dues- MSME

Disputed

e

C iliti
es are classified as below:

\tﬂ" amount disclosed under other current llab'"'f'

3¢
\_&T:N‘E&Murm“ of ﬁncmce. lease obligations

"‘T"-f‘est accr'ued buT not . dueon b::n-row"‘lgs




| 2) A contingent liability is:

—— iti fund and int
- t of securities and due for re erest g,
ot ceived for allofment of S€ = Plieg
f) Application money received for

PROVISIONS AND CONTINGENT LIABILITIES

thereon. L i

Meaning
1) A provision is a_liubilﬁy which can be measured only by using a substantial degree of Estimation 4

provision is recognised when: R )
a) _An;ﬁih; has apresent obligation (legal or constructive)asa result of a past event;

b) It isprobable that an outflow of resources embodying economic benefits will be required+,

settle the obligation; and

A reliable estimate can be made of the amount of the obligation. If the above conditions are

c)

not met, no provision is recognised.

a) A possible obligation that arises from past events and whose existence will be confirmed only

by the occurrence or non-occurrence of one or more uncertain future events not wholly within

the control of the entity; or

b) Apresent obligation that arises from past events but is not recognized because:
(i) It is not pmbable 'rha'r an ou'rﬁtiv_of resources embodying economic benefits will be
required fo settle the obligation; or

(i) Theamount of the obligation cannot be measured with sufficient reliability.

- Xistence, Completeness aluatio

‘a) Obtainalist of all provisions and compare them with balances in the ledger-.

| ) Inspect the underlying arrangements like agreement with customers fo assess warrany

| commitments, any legal and other claims on the entity i.e. litigations.

) Wherever required, obtain experts report, calculation and underlying working for the provis®"

—__amouny

| d) Asper SA 500- Audit gvigeﬂcg_,__is_sued by ICAT .when using_fhe work of a management's Expel’
audit evidence that the auditor should obtain include: )
i) Evaluate the competence, capabilities and 1 objectivity of 'rhaf_exper-f:

* Whether the expert is employed by the entity or is an outside party.
|+ Whether theex 8

Wi >Xpert is independent in respect of the entity
- Auditor S Previous experience of the work of the expert

ification, _membership of a professional body or industry

| Knowledge of the expert's qual

-\

CA Rishabh 9" |




811".ntr"t'l'l. A

Fequirey ?? ~JE

"_d'.ﬁ"ns- t_‘.;r'

- gssociation d
. n anunderstanding of the work of 1
s "o ha

il . gxpem,: -
e whether':f }_‘e_agdi' Tor'_has expertise to evclﬁét_e_fﬁ -
— g — e

. Evaluating the assumptions and methods used by 1,
o aﬁng_fbg nature of internal or.exTer-nal data

|~

work of the expp_m-
€ Management.

—— uate th i _ used by th
i) Evaluate the appropriateness of his work as audit ¢ s

- _ vidence for t
. Relevance and reasonableness of the Expert's fi r the relevant assertion

ndings or conclusions

.. _Elqug-h_ng the relevance, completeness and accuracy of the source data used by the E
i Y The Expert

2) Presentation & Disclosure

' nterms of AS 29, “Provisi Shoert Lickil . ,
qu_‘“s 9, "Provisions, Contingent Liabilities and Contingent Assets”, ensure whether
following disclosures have been made:

o) For each class of provision, an enterprise shall disclose:
(i) Thecarrying amount at the beginning and end of the period

firmedony =

(ii) Additional provisions made in the period, including increases to existing provisions;

ho!ly witﬂn '

(i) Amounts used during the period;

— =
fits will be  ©

(iv) Unused amounts reversed during the period.

b) An erl‘l'zrp;ise shall disclose the following for each class of provi
(i) A brief -descr'ipﬁon of the nature of the obligation and the expected timing of any

resulting outflows of economic benefits:
_____(_ii)__ﬁj indication of the uncertainties about the amoun

i - : +ing the amount 0
(i) The amount of any expected reimbursement. stating :

_ “_“)H——ricqgn_iz_ed for that expe-cfed reimbursemen’r; o
| ¢) Unless th iLoets utflow in settlement is —
e . he balance sheet date a brief descriptio

: %‘“s"f contingent liability at t
“‘*‘-*hffg"l"_ggﬂ'f l_iabiliTy and, where prac

! wﬁ of its financial effect i aknourif
| N 0 Anindication of the uncer‘rainf_ies relating T0

(i) The possibil iﬁ ;ny_r'e_imbu rsement.

sion:

+ or timing of those outflows.
: f any assef that has been

ote, an enferprise should disclose for

n of the nature of

ticable:

w; and

or timing of any outflo




C- BALANCE SHEET CAPTIONS (ASSETS)

TRADE RECEIVABLES

Trade receivable are an essential part of any organization's balance sheet. often referred 1, ag
ra

debtors.

Following points need to be considered in respect of trade receivables:
i a) Only bﬁna fide sales lead to trade receivables.
b) Allsuch sales are made to approved customers.

¢) Allsuchsalesare properly recorded inthe books of accounts.

e) Debtsare collected on time.
f) Incasedebtorsarenot collectedintime, s;anding r'emindgr*s cm_d taking legal actions if required.

g) Balancesare regularly reviewed.

h) A proper system of follow up exists and if necessary, adequate provision for bad debt should be

made by preparing adequate ageing schedule of the debtors.

1) Existence

a) Check whether there are controls in place to ensure that invoices cannot be recorded more than
once.

b) Askfora period-end accounts receivable aging report.

c) Check whether realization is recorded invoice - wise or not.

d) If realization is made on account, ver-if_y _whe'rher' the Company has _ob“rc:ined confirmations from [—=
_ de_btor-s in respect of the same. =

| ) If any large balance is due for along time, auditor should ask for reasons and justification for the .
same. - ' =

: REIiCEY duEin acTiviTy is Yo/ic nTact customers directly and ask them to ‘- 3
co:_ rm the amounts of unpaid accounts | eceivable as of the end of the reporting period under 1
audit. I —— _ '

T = N —
e ; i _

) Th ._s.hcfuld necessﬂ"_"ﬁe_dgng_f_or_all significant account balances as at the period- end while ~

certain m"dm_“_‘iﬁt‘ﬁnﬁr's_hﬂl’iﬂgf"_‘alIe£°ﬂ1’_5_’f_ﬁﬂd_"n9 invoices should also be selected. b

-

B}

2 may be situati
il uations where the management of the entity requests the auditor not to seek
ation from certain trade receivables.

ch cases, the audi .
gacos 5 he auditor s should consider whether there are valid grounds for such arequest.
2receivables may be requested to confirm the balances e
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| 5 As — > which is Feasonably ¢os
e

P B fhl_ qafe of the balance sheet or
e any other selected date

¢ equesting confi :
form of req g o 1o the date of the bq|

Mpany, or

-
o
-~

nfrom the trad

ﬂ B . ; erecej
s 0 The form with balance ouTstandmg amount ge vab|

ein. The

ance sheet.

u) | .T-he_fo_r_mfi‘rh?m any balance mentiq ned thep

Bl 7 — e
P,.gfemble - of the form Without any balance j
: is

,H)tﬁ'sﬁould be ensured that confirmations as wel| as any undeli
B E .
- uditorand not o the client. ivered |

) W_dlﬁrfpanaes revealed by the confirmations received or by the additional test
ests carried out

by the auditor may have abearing on other accounts not included in the original sampl
e,

o

) pihiere 10 reply is received, the auditor should perform alternate procedures regarding the
balances;‘l'hi_s could include:

i) Agreeing the balance to cash received subsequently;

i) Preparing a detailed analysis of the balance, ensuring it consists of identifiable

T T T

transactions and confirming that these revenue fransactions actually occurred;

k) If there are any related party receivables, review them for collectability, as well as whether

]
- S
.

 they were properly authorized and the value of such transactions were reasonable and at

|| arm’s length.

. 3) M@M

ect and proper cut-offs. Without a
d to perform the following cut of f fests:

< of the reporting year) i.e. cut-
ve been

correct cut-off,

-EU."_‘EGUd_ifor' needs to satisfy himself of corr

- Sdles could be understated or overstated, hence, thenee

& e : days (last 5 day
m  invoices issued during the last fe:' da:,mrg check that the goods should ha
ded in the de :

- off date and which have been inclu
Wghe_,d and not lying with the Com |
~')_Ensure that all goods dispatched prior

pany: d have been invoiced and
iod/ year‘-eﬂ
to the pert

en invoiced and included in

g T\md”ie(_i in qebfo_r's_ona'resf check bas!s: sar- end have be
i) Ensyre that no goods dispatched after the Y ST
~ debtop f—— i d der audif. . e from the accounts receivable ag
: s for the period under: + few invoices 3 lled with the correct

por“T. Selec o if they were bi

tinvoices listed in receivable e o
ik .+ docume
"t and compare them fo supporfifd shecorrect dates:

S, to the comdﬁuggmers__,_and on

ation 10 5€
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4) Valuation
to derive an allowa
lowed by the Company
o e - :rof accounts receivable (both Dr/Cr balance), split betweep, e
b) Obtain the ageing ;el:’o days old, 60- 180 days old, 180- 365 days old and more than3
due, 30 days old, 30-

old. .
) Obtain the list of debtors under I|1'|gaﬂon and comp
c

r doubtful.
d) Scrutinize the analysis and identify those debts which appea

nce for doubtfyl accoungy

Frgnn‘

By,

wifh previous year.

disputes exist.

m further testing where any

:; z:rfokr'rhaf write- of fs of the recewable balances have. been approvzd by an appropriate,
ec

authority i.e. the Board of Directors in case of a company.

5) Presentation & D_is_c[oit_lre

AS11.

b) Proper disclosur; of Related Party Transactions regarding receivables have been made as per A4S
18o0r IND AS 24,

¢) Ensure e whether The 2 following dlsc!osures as required under Scheduie TTE (Par‘r 1) to Companies
| _ Act, 2013 are made for each amount disclosed under the heading "Trade Receivables":
i) Trade Receivable age _&schedule(Refer' table 1)
_ii) Trade receivable shall be sub-classified as:
. SEE'JLEQEOEEIQ_"@M_._____ -

" Unsecured, considered good -
. Doub'rful )

i) Allowances for bad and doubeul dest slla_ll_lggc_ii_sclos;i l-m_de_r' Th; r'eh_avanf heads SEparafeh:
iv) Deb‘tsdueby sy ——=="derthereleva

a) Check that the restatement of foreign currency trade receivables has been done properly s e

-
/]




STCITemen.I_S

pudit of Items of Financigq|
[ i J . MOF'C Thuﬂ
© [}y undisputed TR - Yeors | 3 Veors
Considered Good.
| [ undisputed R —
la ( : é 1R - Considered CES
ppr’opl"iqfe T Doubtful. — |
; = ii) Disputed TR — Considered = 0 ==
’__,,-F-" Good.
" [ [i) Disputed TR - Considered g
I N Doubtful.
Nne propeplyusﬂp;r:‘xl P
: f”i‘ CASH AND CASH EQUIVALENTS

N made aspepgs |

F1) to _Cgrrlpgni;s_ﬁ

lesu.

~ —

1)_ Existence & Completeness

a) ﬂ;ecial care is necessary inregard to verification of cash balances for unless they are checked b; .

surprise.

b) Cash should be checked not only on the last day of the year, but also _checked_again sometime

after the close of the year without giving notice of the auditor's visit either fo the entity or to

——

 or Jointly W

LY

1ds separafelf: —

i M—]

—

.""--_____

_F_,/\""‘-_

- | t "
B ey

| . "“.iﬂds"ifliﬁggnt_aﬂimmpmm audit

his staff. L

¢) Itisdesirable for cashi;r' to be present while cash is counted and sign should be ‘taken of cashier

| onstatement prepared for suchcounting. : — =
c_!) If he is absent at the time the cash is being vgr'iﬁeq, he may hold the auditor responsible for the

shortage, if any, in cash. = = =
[t soc (hany, (NCOSA. ysis by compiling a summary of total cash

| &) The auditor should also perform a cash sensitivity anal
etren
tements for all bank accounts maint

i iations.
__ receipts and payments each month and analyzing th ds to see if there have been mmained .
Mm obtain bank _r'e_copcilia‘rfon_s?q
RS is sigr J the i wson | so that he is able fo
. is si by the authorized personne
%uy.q_'lor_shoulq ensure that BRS is signed by

- _ssign responsibility in case of any errors:

\_\_\_“_‘—____ pl _ - = d =
e rocedu 5
— 2) W’mw”’ﬁﬂ ancial institutions directly and

. nks /
activity is 10 contact ba ounts, EEFC accoun + cash

b 1 de osit ac

rren accoun g, dep

| 'dend escrow accounts as of the end of th
like divi / e

s held in cu

. .
'cm@T_QECE!-_‘ﬂTS_. restrictive Useé account




ydit of Items of Financial Sfafemen,rs

reporting period under audit.
b) This should necessarily be done for a

d to investigat —
¢) The Company should be aske ons from the banks / financial institutions on

Il account balances as at the period-end.

e and reconcile the discrepancies, if any inclyg;

seeking written explanations / clarificati

unresolved queries. . _ |
d) Theauditor should emphasize for confirmation of 100% of bank account balances.

) In remote situations where no reply is received, the auditor should perform additiongl festing
e) lnre

regarding the balances. - -
f) This testing could include: = 4 : ‘ |
. i Agreei;g:rhe balance to bank statement received by the Company or internet/ online login 1,
account inauditor's personal presence; >
ii. S_ending the audit team member to the bank br'gnfh along with the entity's personal to obtain

balance confirmation from the bank directly.

BL/aluaﬁon

In addition to the procedures performed above, the auditor should ensure that all bank account

4) Presentation & Disclosure

_Ensure whether the following disclosures as required under Schedule IIT (Part I) to Companies Act,
2013 have been complied:

| a) Cash and cash equivalents shall be classified as:
| 1) Balanceswithbanks; .
| i) Cheques, drafts onhand

i) Cashonhand; R
- IV) Others(specifynature) | _ .
| b) Earmarked balances with barnks, ot i,

- | guarantees, other commitments,

| | Repatriation resfrictions, if any, shullbgsapqrc??eiy_rs-'rafed
~ | &) Bankdep ositswithmore than 12 months' maturity shall be

all be disclosed separately.
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? borggqingg,,_
-~y -

4 *'d) .1._?'5 ' cql-l"f’s gf inventory by auditor should inclyde:

udit of Items of Financijq| Statem
o ents

1) Existence

- R'“igwenﬁfy-s plan for performing inventory count
a .

+ p) Ensure that consigned goods have been Segregated

o) Auditor should participate in the inventory coupg i them
= anagement,

i) Observing employees are adhering to the agreed plan
jj) Assuring that there is appro |

i Priate supervision on the
i) Assuringthatallitems are properly taggeq,
i) Stayingalert at all times and specifically being cautious about em
items. '

e i
Mﬂmﬂcu*'_mcf_*esling_ by documenting last 5-10 receivin
documents as ﬁ the  period end. ;
H_Msur'ing exclusion of third party stockand dar_n;ge_d orobsolete stock.
vii) Ensuring the accounting of all stock sheets,

count procedure.

Pty boxes, etc. and obsolete

g reports and shipping

viii) Investigating any significant differences between the physfcql_s;ck take and the stock
records as per books.

e) Confirm or investigate public warehouse inventory of clients and also inventory lying with third

|

parties.

[ ]

LT

T T

¥

Z)Qmm&?aﬂ;_oﬁ

a) Perform analy'ricai procedures: 3y =
1) Compute inventory turnover ratio (COGS/ average inventory)

i) Perform vertical analysis (inventory/ total assets)
-_"‘—‘-——-—-______—_7 A =

i tuals
Mare buc.gffﬂ 'ﬂ"’-_‘?’fﬂf'_""_s - 1ch as weights and other measurement.
%) Examine non-financial information related to inventory, such as weig s
¢) mﬂ:;ur_chase r._m::l s_ales _cuf-off tests. Trace shipping documents to ac
"“T-_'_________________________ Bl
Mmediately before and af ter year-end. R
R T finvento :
"S)\?—Mﬁ clerical and aﬁifhrpetical accuracy o
‘\\ . : - : :
Q 3) Rights bli QIMLS._E e consigned goods. Review
i u
3 e : umentation. EV@
““)‘!aufb.IEE@“ded purchases to underlying doc

chase documents.

i . fs.
@‘ﬂw’_"!ﬁhﬂje commitment agreemen ables records. PUr

: i
ool rece
% client correspondence, salesand

ermi; nts.
. 'mine existence of collateral agreemeé

~““Wconsignment agreements.




f ﬁr‘ T f r igni nt it (0] inven OI'YCIS pe.f" SA 501
I'l "Ob ain confirma ionfto SlgnlﬁCﬂ ITems " T
B) AUd“OI"S a

held by third party, the auditor should insist on obtaining dec| Pt

i e - -

f) For Intanes o2 '"Ve"'“’"V_Ts business letterhead and signed by authorized Personne| o o
from the third party on i

firming that the items of inventory belong to the entity and are being he|q by sug
third party confirming . =
third Ear‘ty on behalf of and for the benefit of the entity under
ir i n

4) Valuation

i bles
a) For Raw materials an_(_i consuma — | | : |
i) Ascertain what elements of cost are included exa_r_npls_: carriage inward, non-refundab|e duties

etc. - :
ii) If standard costs are used, enquire into basis of standards, how_fht_z_se are compared yith

actual costs and how variances are analyzed and accounted for { freated in accounting

records.

iii) Test check cos; prices us_ed with purchase invoices received inthe month(s) prior to counting,
b) For Work in progress -

i) Ascertain how the various sfa_ges_oﬂ)rgdl.gio_n /_vah_Je _gddiﬁogs are measured and in case
_ estimatesare Made, understand the basis for such estimates,
~ 1) Ascertain what elements of cost are included,

ii) e

- relationto the information disclosed in the Fs'g.
) _E_"i“f e thfi*_fﬂ\’fl]fgr'_ie_s_ar'e valued at net
lower than their cost. -

V) Examine vendor price |i

Ststodete
v) calf"_“ﬂ_*_e_il‘lfsﬂ?o!y turnover ratio.

Irify the correct application of Iow_ehr---_o.fl c_osf-;r'—

net realizable valye principles.

CA Rishabh Jaif




4501,

' obtdining el

zed Personp, | Wray;

are being oty F Hhes
Sugh

'on-refundab|e durt
leg

E dre compaped With

reated in accounﬁng

(S) pr‘iOI" to COUﬂTing

‘easured and in case

ed and compare such
by the entity.

and ensure that the

ippear reasonable in

ely fg_ fetch a value
he purpose reques

,30-60 days old, 60-
g

nt prices.

of Items of Financial Staten
€nts

|UL'“

yahave peen made:

G other inventory has been classified ag:
: L) Ra wmater‘lals

) progress
! li

work-in-P
i Finished 900ds
W stock-m-tr'ade (goods acquired for tpq ding)
stores and spares

vl) Loose'mgls___ iy
r yil) bthers (specify nature).

ther goods-i -in-transit have been disclosed
b) ¥ W'he Separately under each
sub-head of inventorie
$

o) Modec Mode of ¥ valuationshalll shall be stated.

UILDING, PLANT & EQUIPMENT, FURNITURE & FIXTURES, VEHICLES
:QUIPMENT, COMPUTERS ETC. REFERRED TO AS "PROPERTY. PLANT AND
EQUIPMENT‘ ("PPE")

unly if:
L
) It is probable that future economic benefits associated with the ifem will flow o the

enterprise,and
b] The cost of the item can be measured rel mbly

-

| |9 Tts purchase price, including

7

!.

el

N\\whi—q—“f_shgqfqd, r'g.f_er_r'ed to

) Measurement at Recognition: An item of property, plant and equipment that qualifies for
recognition as an asset sho should be measured at its cost.

i)_____— Elements of Cost: The cost of anitem of property, p1ant and zqulpmen‘r comprises:
import duties and non -refundable purchase taxes, after

deducting trade discounts and rebates.
ivectly o nd condition necessary

~ deductin | l
*H—-Uﬂﬂsﬁdlrecﬂy aﬂrlbu‘mble to bringing +he asset to the location @
M‘f Operatmg inthe manner m?ended by management. e e

“ the item and re
“‘-Q-Lhe_'ﬂ'lﬂl es'rlma're of The cosTs of dismanﬂmg removing ety

1or'ahonand similar lia

as decomm|55|omng res

erformed Dy own

1) Existence

i ther
| verification of PPE 1€ whether P

e

| nl'll
] '\Ci[ﬂﬁ' s plan fOI" per-for-mmg phySICCl - o —
L Stof .

Mwb”"ﬂ‘h‘d party and the policy regarding P ot rhe working sheets from the entity

backcd by

“higd PE_Y_’ICCI_| verification peport e
%‘3’-‘? following procedures:

HJ‘_" items of PPE are p

p




E as physically ver ified with the fixed asset register Maintqjp,

theme of PP
#) Recooctiation of 7= d of undertaking physical verification.

d te/ perio ' e
the entityasat thedate/ p 3. based on phySlC‘]' verification undertaken and the e ‘O/ , us
iii) Verify the discrepancies note ey | ﬁ_ me :
= dealt with in the entity's books. I for ear
hich such discrepancies have been .
w . e
= b_)___, . i
2) Completeness N ver
: H + e = - :
a) Verify movement in PPE schedule compiled by management i.e. Opening Additions - Deletip, : pee
<0 ~ .
= Closing and tally closing balance to entity s books of account. J) As
b) Check the arithmetical accuracy of the movement in PPE schedule, tally the opening balances o ' g ber
: ) Au
the previous year audited FS's. . f-")f Au
¢) For additions during the period under audit Obtain a listing of all additions from t, j = def
management and perform the following procedures: . .

i) For all material additions, verify if such expenditure meets the criteria of PPE as per AS 10
(Revised).
ii) Verify that the cost of anitem of property, plant and equipment is as per AS 10 Revised.

i) Ensure that the entity is not recognizing costs of the day-to-day servicing in the carrying
amount of anitem of property, plant and equipment.
iv) Test the purchase invoice, installation certificate or report or other similar documentation

maintained by the entity to verify the date of addition, for all additions samples of PPE during
the per'iod under audit.

Y_') V"-f"fY whether pr'oper internal processes and procedures like inviting competitive

1 quotations/ floating tenders etc. were followed prior to finalizing the vendor for procuring

. | items of PPE/ awarding of work contract for capital projects by checking the supporting
| documentsof the samples selected.
d) Irl r‘elnhon to delehons to PPE

i) Understund from the management the reason and r,

aﬁonnle for deletion and the manner of
disposal

ii) Obtain 1he managemen? appr'oval cmd dtscar-d note

acti

horing di its
B lse. aum""'“g disposal of the asset from!

ar'de.d PPE, for example inviting competitive

"_., tenders and ‘rhe bams of calculahon of sales proceeds

y that the management has accurately
-gd-deprecmhon Up fo the date of di
intheentity's books of account.

recorded the deletion of PPE (original cost and

Isposal) and the resultant gain/ loss on disposal of

Jain

CA Rishabh



., of Items of Financial S*Q*Gmems
A1

AU d

i m‘liﬂtqfh A . 3) Valuation
Rq *| :;a common understanding that the value of fixed e
e escence. The diminuti S / PPE depre
| the Marng. ldﬁms 4se and obsol 'minution of the yq)ye represents Preciates due o gf iy, of
— ing agiven peri anite
. for.;arningr'eve"ue Suriig agiven peniod. M f Cost 1o the engip,
~__ quditor should:
L5 V;I';fY that entity has charged depreciation on all item
. et ———— ® eeholdland: s of PPE unlessanynemof PPE |
ONS ~ Dejey; B heciatinglike freenoldand; s non-
long i =<1"p B
L that depreciation method used re —
: ' i mﬁigss____; . 0 flects pattern in which asset's futyre economic
ing ba| ances 1 " penefits are expected o be consumed by entity.
0 j_ﬂ_,d_-—--'_' e r
— also verify whet .
: i) ﬂ‘!‘?gr—fho_:ld H_ it ; f PPE be.r‘ mfnagemem has done an impairment assessment to
ons from th | determinew etheranitemo IS impaired as per AS 28 - Impairment of As
e : bl sefs.
-~ /‘fﬂﬂ_ﬁ_
- ,’-"-'-’_._._ﬂ_—— = e . _
E as per As 19 H iy 4) Rights & Obligations
u ""’-r._'_._—._.__ e
D Revise [ | ’ E \ \ . l
: d. | erify that ——{ The auditor | Incase the entity has given = Inaddition, the
in the carrying _tA all PPE - should insist ~ such immoveable property as = - auditor ih°:i:d ;
| puchese | and verify | security for any borrowings and | nl:: M;::;ryofe .
. | invoices are . the original the original title deeds are not g
documentation inth | ds | available with the entity, the |~ charges,
S —— I3 Bmﬂ':e ’—‘J title deeds : hould request +he available with
s of PPE dur‘ing °f1'he el'lﬂfy for all ' | auditor shou q Bl the entity to
| thatentitles bl entity's management for |
nat enti immoveable it tion from | @ssess that any
| lglfitleof == properties | obfaining c.c'"ﬁrm; L charge has
| ownership to held as at the | *:‘3 "esPic’]:;ge:h: original | | beencreated
T p 1 ey are ho L1 inst th
g compe‘l’[‘l‘lve J 'Mi:xfivz | balarcllceT sheet bl Tti‘r};z doede of immovgﬁbie agm;;; the _
: . es e. i - :
 for procuring 4. ' a property as sectrily Vo=

entity,

the supporting 4

"R-______—— — = . H .
5) M ey T Companies Act.
— - : Schedule
fhe monne” : he following disclosures as required under
g om TS ‘ e
asset L _i’ﬁCtﬂlon shall be given as:
e etitive .
ng f:_o_m‘ : 3
_ and Equipment;

Ure and Fixtures:
icles;

Ce equipment;
'(?;Pec_ify- nature).



Ch. 5 : Audit of Items of Financial Statemen;

IMPORTANT NOTES

b) Assetsunder lease shall be separately specified under each class of asset.

¢) A reconciliation of the gross and net carrying amounts of each class of assets at the beginning o

combinations, amount of change due to revaluation and other adjustments and the rejqt,,

depreciation and impairment losses / reversals shall be disclosed separately.

The company shall provide :rge details of all the imn;ovable property whose title deeds are not held iy
the name of the company in format given below and where such immovable property is jointly held

with others, details are required to be given to the extent of the company's share.

end of the reporting period showing additions, disposals, acquisitions through busines A

TR

~| {Relevant line | Description | Gross Title | Whether title deed | Property | Reason for
item in the of item of | carrying | deeds |holder is a promoter, held not being |
balance sheet | property value held in | director or relative | since held in the |
' the of promoter / which name of the
1 name |director or employee| date company ‘ 3
of promoter/ director '
PPE Land - - - - also
THEAS Building indicate if |
in dispuﬂ

| Investment Land
| property Building

PPE retired Land

from active Building
use and held
| for disposal

Planf And Equipment
all | disclose as To whe'rher the revaluation is based on the valuation by a regus'rered

3 Years

Total

reSeYsessssaNan
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ital-work=in progress, whose compe.:
0" . inal plan, following cwtp SHON S ovenyy,e
“mmg il cOMpletion Schedyle =

purposes. o
2) As per AS 26 - Infan@le_‘ﬂsj‘?ﬁ i”_Ter_na!ly g_ene_rc:‘gd g?oodwiil shouid not be recognized as an
asset. ? 9oodwill should not be

3) Some intangible assets may be contained in or on a physical substance SL;h as a compact disk (in

the case of computer software), legal documentation (in the case of alicence or patent) or film (in
the case of motion pictures).

4) The cost of the physical substance containing the intangible assets is usually not significant.

-| Accordingly, the physical substance containing an intangible asset, though tangible in nature, is
commonly treated as a part of the intangible asset containedinoronit.

=
e Mjm"”*-—-—ﬂf_ﬁﬂies. an asset may incorporate both intangible and tangible elements that are, in
[l

MI P - I I mCﬂCG‘ inse arab'e. Tl .
w/sw/ - or example computer software for a computer controlled machine tool that cannot operare
.’ 1 i ‘ b iearalna e it dasa
| Yithout that specific software is an integral part of the related hardware and : is ;::ate :

| g R the.o: ' ter. Where the software |
. ~ | | ™edasset. Th s +o the operating system of a compu .
q—’/// = hﬁampphcs : E ftware is treated as an intangible

1%’_&” of the related hardware, computer $0

_Qsge
],
.

S .
1) Existence thout physical substance. auditor should
w

y assets

Intangible assets are non-monetar
ether such intangible assets are in
-any intangible asset is not in active us

e or not.

active us

' i kS
8, e e ’

5.27




.5 it of Ttems of Financial Statemen;,

Ch.

ment and amortization charge should haye Ceqgeg

. 1 a e
account post approvals by the entity 's manag

letion.
d beyond the date of de
{ike ehargec Doy 2) Completeness

ets schedule (asset class wise like software, designs ,

i ible ass
Verify movement in the Intangi . : et = Cesi
= drawi:gs goodwill etc.) compiled by the management i.e. Opening + Additions - Deletions = Closing

] 1.
and tally the closing balance to the entity s books of accoun . hedule, taily 1h :
b) Check the arithmetical accuracy of the movement in intangible assef schedule, tally the OPening
ec

balances to the previous year audited FS 5, - .

c) Foradditions during the period under audit - Obtainalisting of all additions from the managemens
and undertake the following procedures: L
i) For all material additions, verify whether such expendi‘r_ur'e_ !1’_\861’5 the criterion fop

recognition of anintangible asset as per AS 26.
i) Ensure Thamngible asset arisingﬁftorn research should be recognised.
iii) V;rEy whether the addi‘rions_(acquféiii ons) have been approved by appropriate entity's
Cpersomnel.

iv) Verify whe1;er' proper iElférngl processes and procedures like inviting competitive
= quotations/ proper @der:s etc. were followed prior to finalizing the vendor for procuring
| itemofintangible assets by testing those documents ona sample basis.

 d) Inrelation Todelgfions‘ro_in‘rang@;séé IS eis e -

nd rationale for deletion and the manner of

| 1) Understand from the management the reason q
disposal.

i) Obtain the management approval and discard note authoring di-s_car'd of the asset from its

__activeuse. )
| i) Verifythat the management has accurately recorded the deletion of intangible asset.
~ 3) Valuation )

+o1 Thevalle represents cost o the e
-auditor should verify that:

Entity has charged amortiza

tion onallintangible ;ss;fs: -

T Y

ization method used reflects the

emeSasNan

CA Rishabh Jai"



Deleﬂon's ‘_esighs, y Mu‘ship 10 the respective entity.

- Cl > f
os.ng | ] . ‘ 5) Eﬂ%%isclos
= Tally 1 . that the following disclosures os required unger s e
= ¢ beenmade chedule I1T (pqry 1) to Co
Mpanies Act,

opening e hav
[ ftionshallbegivencs:
' Goodwill
the critepi, y .;) Brands/trademarks
nfo || i) Computersoftware
) Mastheadsand publishing titles

j) Miningrights

« A h )

vi) Copyrig ts, and patents and other intellectual property rights, services and ti
== - 1ask=d) operating

mt
he rnanagemem

| —

"OPf‘iq're emn,y,s . 3

=1
— e rights
ting compeﬁ‘rive_-“'"r"/gf n of
P Ll i) _Recipes, formulae, models, designs and prototypes
procuring viit) Licenses and franchise |
B = ix) Others

b) Areconciliation of the gross and net carrying amounts of each class of assets at the beginning and
end of the reporting period showing additions, disposals, acquisitions through business

nd the manner of __-

|

| combinations,amount of change due to revaluation. ny

e asset fromifs |
— »‘1  NOTE 1: INTANGIBLE ASSETS UNDER DEVELOPMENT

hedule shall be given:

bleassef. “‘“weﬁ under development, following ageing sc
e L\‘-______________

ysolesce c_e_._Th.e . — Es . i hedule

bt |\--_H,_ﬁ__ Intangible Assets u der development ageing sChecuie

e ehicd. . — B : — — e = : '

e in Pr‘ogr!ess _-_._______________._.—-—-_._-—-—-—'—'_—'___F ]
1 [
e

I
tion is overdue or has exceeded ifs

der develo

whose comple
assets un

pment completion

X “under development. .
_ : .

Pared to its original plan. following Intangi

@ shall be given:



ch. 5 : Audif of Items O

Project 1

Project 2
5 = -
: - ENT ASSETS s
LOANS & ADVANCES AND OTHER CURR =
; t

| 1) Loans and advances include loans and advances to ﬁ
o a) Related parties, . n — - A
b) Security deposits, .
| ¢ Copitaladvances, - ﬂ

d) Amountsrecoverableincash or inkind or for value to be received.
2) Other current assets primarily include balances with statutory / government authorities etc. =
i =1 1) Existence - a
For establishing existence of loans and at_:iv_ances,_ dizecf confirmation procedures, similar to those @) T
 performed for ' Accounts receivable'" balances are should be performed with the only difference _"Ey
| that while undertaking circularization of direct confirmations, in addition to the principal amount, el

| interest received / receivable, if any, as per the agreed terms between the parties, may also be

| includedas part of the balance to be confirmed.

. 9pprovedby the BOD.
¢) Verify that the

MN—E‘EE@M&_——MM@S@ by the i ition, inspect if any secur'™
| hasbeen deposited against due repaymentof theloan,

d) If ’I‘he're_q_rE_ ar

el

in
CA Rishabh J¢'



inancia

- IT@mS o TQTQmenTS

sroogeing eport of loonsandadvances, spiy gy,
onil s I 3. o — urp

| ginth Id, 180 - 365 ¢ =
j! beﬁfﬂ 60 - 180 days o s _Q_Y_S old and
Pv]mdﬂ"old'

o in fheliﬂ' of loans and advance undep |i‘ﬁg
a TN —

: ently 4
more th Y de, 30 days old, 30 .
atio " 365 days g
l = .

. 0T S ondidentify th - Mand compare witp, Previoue

0 Al80, e the analysis and identify those loans gng advances that app OUsyeqp.
B e ST = €ar doubtfy).

oy i tement of foreign curren ul;
ﬂ/’{ﬁa‘]’ the resta = TS s} | !‘E“'_“_m_ld fl?\funccs / othen CUrrent
A0 epl“’PngY inaccordance with AS 11 T E assets has

: dofear = ——— —

/

/

s S
- i) P_eS_elETa_Tion isclost—lre -
- uhether the following disclosures as required under Scheqyle 177 1 Comparies Act, 2013
Apare M S T
o
(/’/— Long Term I_c_mlls__& Advances
| g termloansand advances shall be classified os: e
B (P . T T e
Wthoritieser, || . Lomstorelated parties S

| . Copitaladvances B

. Otherloans and advances (specify nature).

res, similar to those ”mall also be separately sub- classified as:
e e S —

the only differgﬁc_e__" Il Secured, considered good .
\e principal amou_n; "+ Unsecured, considered good . 5
parties, may also be + Doubtful. 8 S N

| ¢) Allowance for bad and doubtful loans and advances shall be disclosed. s e

{9 bamsandadvancesdueby . | - _Ve;”Y__o,q—_jpiﬂ_ﬂy o

Y ither se
4 * Directors or other officers of the company or any of them eith
;-i-'l'h balances in the e
;’ms@ﬂqm&'@@: | Amounts due by firms or private compa
and ady_an_cjc_?ﬁ%@,,

-  dir ’ tner or a
ies respectively in which any director is a partner ol
nl - — —_— KRS

! whﬂdge_separafaly stated.

¥ - :

[. Short Term loans & Advances
|t termoans and advances shall be classifiedas’

hey were P

'T,Eﬂﬁﬁf_ﬂ'_‘ﬁgfﬂ'i’ft-

_ mfﬂ*i""s// =
intang®

Ured, considered good

' : d.
Ia L = d|5£|053
= hall be
2 for bad and doubtful loans and advances £

dadvances due b



ch. 5 : Audit of Items of Financial S*G‘femems

. Directors or other of ficers of the company or any of them either severally or jointly i the,
other persons or
+  Amounts due by firms or private companies respectively in which any director is 4 Partne,
org

director or amember should be separately stated.

Directors e ———— = L S

IMPORTANT NOTE -
Followmg disclosures shall be made where Loans or Advances in the nature of loans are granteq s P
ers, Directors, KMPs cnd the related parties either severally or jointly with any other pergy, | |

Btive: + e 15
a) Repayable on demand or = 4
B) Without specifying any terms or " period of rep_a-ym;n-r_ X R ““"'E
Percen'l'age to the total Loans and i_-ﬁ
: A _ Advances in the nature of loans X
Promoters s ' ' =




.QPQW." - SALE .
%%q _ o OF PRODUCTS AND SERVICES
o needs to obtain a clear undersfonding about the o
mndthcsame- he should consider the fOIIowing- ganization gn "8 revenue cens T
. . - C& ers o

a0 quditor needs to obtain an understanding of the man
| agement
' control in respect of sales
2) Anauditor tests the controls the entity has sot up for the sal
ale

~ ondreliable they are. If yes, then auditor can reduce the amoy

do.

| ) Wing_sulgstanﬁve audit procedures is must. It will consist of sales trend '
___31"!?9"‘_“1" with previous accounting period, category wise sales etc. P
4) The auditor selects a random sample of transactions and examines the related customer
Jwihasg orders, invoices and customer statements to ensure that the control being tested is a
numbered sales invoice. This will enable the auditor to determine the nature, timing and extent of

S cycle to determine how strong

nt of transaction testing he must

~ hissubstantive procedures to be applied.

1) Occurrence

- Specific question - Overstatement of revenue

d) Ensure revenue is not overstated by performing following audit procedures:
m Wﬁe?her a single sales invoice is recorded twice or a cancelled sales invoice could also
_ berecorded.

) T_'33“'_‘3'!2-!-'-1& few invoices with their relevant entries in sales journal.

| iii) Obtain confirmation from few customers fo ensure genuineness of sales
g—— e S otonbsite it na
: an, d.
- Y) Whether any fictitious customer and sale has been recorde

transaction.

" d
- - ¥) Whether unearned revenue recorded as earned.

——" P vi) Hwh" eth l_, i rtainty exists about collectability.
5..-,/" M“_‘kﬁe_ and review ratio of sales refurn to overall §

' ~ || ™tedown the reason for increase/ decrease s

_ Y ; : it note, '

g m sales returnwith sales invoice, challan, credi

1_ I -
' m -Off
'~ ~ 2) Completeness & Cut-Of - ons are recognized

NSac
| ff edure 10 evaluate whether pevenue 1o
~— 1orm appropriate cut-of f proc
9ppropriate accounting period:
Tf errors will arise when compd

are generated rather than!

he date on which the

pased on T .
ﬂ“l’“ ds are rmnsf(l"f‘fd

d rewar



fo i buyer o e Tar‘ge'r sales employee Ca" make ﬁcﬂhous / 9h°s"' Suies |
(o et

) Some‘nmes ‘ro uchneve performan

e ———— 5@% ____..— -

from mcep'hon to comple‘hon
les, then compllance wrrh A
d mlatad GAAP issues example point of g,

a) Trace afe few tr‘ansacﬂo ns fr
' b) 1 If the client is engaged in expor"r sal
©) Auditor must under-stcmd client's oper‘ahons an
revenue ue recognition vs. . percentage 0 of compiehon wherever ap

d) Compare the rate ¢ of sales affec'red with re r'elated parties ar
h transactions were reasonable ang

S 1 1 shall be enswed

phcable

nd review them for coHecTab:h‘ry

whether they were 2 properly a uu'rhor'lzed and the value o of such

_ifarmslcng'rh i peiiein Wil seto

4) resen‘taﬂon & leclosur'
Ensure whether the following disclosures as required under Schedule IIT (Part II) to Companies
Act, 2013 have been made:

A. In respect of a company other than a finance company revenue from operations shall disclose

separately in the notes revenue from:

a) Sale of products;

b) Saleof services:

c¢) Otheroperatingrevenues;
Less:

d) Exciseduty.

u) In‘rer-es'r and

b) Other financial services.

| &e ISING INTEREST INCOME, DIVIDEND INCOME,
| - _'..GAIN i .L.SS ON SALE OF INVESTMENTS ETC
"Im'erzsf income on FD' S are reco ol
. gnized on a time proportion b i unt
utstanding and the applicable interest rate. R

S are recognised in the statement of “profit ar and loss only when D
ti

it :l right to receive payment of the dividend is estnblushed-
Dable th
at the ' the economic benefits s associated with the dividend will flow to the entify:

canbe mensured mliabl; =T

i 3 _
nvestment in  mutual funds is recorded as other income on transfer of title

CA Rishabh Jail




/9&031- - o the S -
3:_1.1%‘ } "f/of heinvestments.

[ o

I/,/"__ﬁ 1) Audit proced re for :

B | B ) .
: ( - inginterestincome onFD's:
i e SPONT D S

A : T —
Fﬁf/f:’l;’lgh;g of FD's opened during the perioq undep

ple o~ BBl obte : audit along i :
Point of Sﬁi : /-fr'ﬂ’;nd the number of days for which the deposit was outstandin d9 With the applicable interest
- e Vi > g durin .
F | bJ’V ify the arithmetical accuracy of the interest calculation made b lrhg the period.
a el — STES feal Edn
; Collectapi for deposits still outstanding, trace the same to the direct : o "1y By recomputing
reasonap) < B4 il inedidu: confirmation obtained from the
ONable q, e ctive bank/ financial institution.

= i i | - d
Jtanac onfirmation of interest income  from the bank and verify that the interest income as
———————_y TNat The inferest inc pEl

r"
— | pankreconciles to the calculation.
il

— Mp}f of Form 26 AS and reconcile the in‘rer-es‘r_ _r_:zﬂ_ecteg T_]'\e_r'ein

%____M:'  sharedby client. e e

to the calculation
i Ga)

5 = e -
L —

|

'S shall disclose

2) Audit procedure for Dividend Income .
| \Verifythat the dividends are recognised in the statement of profit and loss only when the entity's

| |righttoreceive payment of the dividend is established.

s

—

3) £ (loss) ' L
t !) Verify that Gain / (loss) on sale of investment in mutual funds is recorded as other income only

on-

—

 dl Thansfer of fitle from theentityand  and carnyi i
L T T—— the difference between the redemption price - and carrying value of the
. “‘-—-______________— S LT = . 5§

Ui -.‘_‘_‘E\ESMS L= — = i AT 7 co_r'dEd fr; the
12 Fﬂ:"‘rhe purpose, obtain the mutual fund sf_a'rem_ent gnd frace the gain / loss as re _

I l_"uu-"‘.--k"-°"Fclccoun’n‘o‘rhegclin/lossctﬁ"_”‘i_‘q‘3‘“‘_‘3_‘_i inthestotement

) Presentation and Disclosure es Act, 2013

der Schedule IIT _‘l'o_Compani
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of Items of Financia

Ch. 5 : Audif

PURCHASES

| 1) Anauditor tests +he controls the enfity has set up for the purchase cycle to determine Whethe,

they are effective or not.

2) If the controls are effective,
over the purchase cycleinclude -

quotations for shortlisting the vendor,

the auditor can reduce the extent of substantive testing.

3) Common m‘rer'nci_i cot_’t‘rr'ols
a) -Invi_'ring of competitive
b) Numbered purchase orders,
¢) Purchase order authorizationovera certain limit,
d) 2way/3-way match,
e) Authorizationof purchase invoices.
4) Performing substantive audit procedures is must. Substantive analytical procedure will consist
of __purchuse tr'ind analysis, comparison with previous accounting period, category wise

purchases

5) The auditor selects a random sample of transactions and examines the related purchase orders,

~ GRN, purchase invoices, inward gate entry register and vendor reconciliation/ statements.

| 1) Occurrence
Ensure purchases are not understated/ overstated by performing following audit procedures:

w
a) Whether any fictitious vendor and purchuse has been recorded by reviewing the vendor selection
| b) l::f%ci:ls fET%OWEd by the entity and also performing procedures to ensure existence of the vendor.
ether i
: £ goodsiwere received at the factory gate and whether there exists an entry in the

__ security gate inward register

¢) Whether quality inspection of goods was done

d) Whether the purchase invoice w
|l M > Invol as approved as per de i
uTc——_on 5 P legation of autho

e) Whether'q 'agoods recelp'r no?e was
f) Whether stock record has been upc

rity and whether a 3 or 2-

re
p par-ed and signed by an appropriate client personnel.
dated by the stores personnel.
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N

edur : -

me.g_‘?_"{y_fise || thereareany material change.

g as i 5 = —
- sition Analysis: Audit — -
M A Y or to collect the reports from management for composition of

Purchase ordeps

T -
stocki.e.raw materials as a percentage of total stock and . :
tements. et 9 nd compare the same with previousyearand

T i 4) Measurement
S— - -
) /m mﬁ,fgl_gm_cedur‘es to obtain audit evidence as to overal|
e = - = - r
ﬁand pricewhich may include: [SQ] —Teasonadleness of purchase
consumption Analysis: Auditor should scrutinize RM ¢ co :
g Consum onsumed during the year as per

mmfﬂduring accgun‘r and compare the same with previous years with closing stock to identify if
= ! Identify i

askfor reasons from management in case of significant variations.

i) Auditor should compare the creditors turnover ratios and stock turnover ratios of the current

it pro;:edu;s:

year with previous years.

vendor selection

: of the vendor.
‘anentry inthe

-

/

i) Auditor should review quantitative reconciliation of closing stocks with opening stock,

____ purchases and consumption. ==

[E——

. e 5) Presentation & Disclosure -
rom = or?#; :—;?f}fl?l@ghi following disclosures as required under Schedule ITT (Part IT) fo Companies Act,
. - “=Shave been made: . = A
- — ~“é’%&lﬂ:hmes of—stoc_:k-in-fmde has been specifically disclosed — : J
- N ) Wheter Chﬂ;s in inventories of finished goods: stock-in-trade and work- in-progress Iexe
' \hwc@bf e s aré Cler'opr'iuteI';-f disclosed innotesto accounts..

hether the transactions with related parfie

=XPENSE ;
E BENEFIT 5 EX on and it hiring, .appl‘a'sal t_md

EMPLOYE e
il .- . ni
T Meeds o obtain a clear underS*f’r'di’_‘g_G??HT theao =

~— Process in the following manner: = 4 employ

. nclosed emPt - .

Qud _ltor tests the controls the e_nm'y has enct lelffecﬂv"" the auditor can re
s are € — :

mine. how effzg\r_;_ﬂ‘fz_fr_‘g'—;f’ they

l:ontrols—oger' the emplo




a) Maintaining of attendance records

b) Employee master, =
¢) Authorisation and approval of monthly pay'

d) Disbursement,

¢) Computation of employee d

f) Accrual of other benefits like gratui
3) Performing substantive audit procedures is must.

monthly expense r-ea_songbili'rj, comparison !vith_ p

procesﬁng and

eductions like payr_'o_ll taxes,
att ty, leave encashmqnt, bonus etc.

substantive analytical procedure will consist o¢

revious accounfin_g period ¥

transactions and examines the related appointmens

1+ -th’a-_cqs
{’W{mther‘ |
1ty whether

4) The auditor selects a random sample of
letters, appraisal letters, attendance records, HR policies, employee master efc.

1) Occurrence & Completeness

a) Obtain a_n:nde;ﬂ';din;:f en‘ri‘ry'_s process of capturing e_mp[oye.e attendance.
b) There is always a risk that an entity could record expense for fictitious employees. The auditor

may choose fo meet the employees in person, onasample basis.

¢) Obtainallist of employees as at the period- end along with a monthly movement split between new 3

hires, leavers and continuing employees.

d) Forasample (selected randomly) of new hires, obtain the appointment letter.

e) Forasample (selected randomly) of resigned employees, obtain their full and final computation

2) Measurement

a) Obtain the monthly salary registers for all 12 months. Compilea rno_n‘rhly payroll peasmab;my_by 1

caleulating the average salary per employee per month and compare with the previous year and
precedingmonthand analyses the reasons for variance.

b) Verify if accrual/ provision has be
gratuity, leave encashment etc.

=) _en_l'ncﬁe f(ﬂ‘u_” emploY"—‘f’-_ bEneﬁTs and_obligclﬂons like bonus,

¢) Perform analytical procedures to obtain audit evidence

AT e \ce as to overall reasonableness of employee
bﬁ-neﬁ; may include production per employee analy;is_ _

e 31_Pr-_esgmg_'t_ ion_g _Qiscl_osug_e :

1er the following disclosur*_es_— required under Schedule IT
= - ;
ebeenmade. o Juiredunder Schedule ITT (Part IT) to Companies
....{{_.I. .e_\_‘_—______\- L ] - Rt
E!f 2 i —
d) ontribution to Provident and other funds
) Staff welfareexpenses '

-\.___‘-‘*;.—-—--_-p_-_

| 4 Ensure T

deprecid

; ther

has been

il

——

a) Obtainc
b) Ob_‘rain_ 1
¢) There i
profitol

P

T ——

%J)hglg;am

erson

| 2) Select

Wity
~2) Ensur,
- thepe

C | Enser

1 6) Perg,

Depr
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=i will Cong;
mf°f=.

ated ... g S
%Ppoin,
e ‘_rl.fme.nr ~

\., NN

A
ve rnfy, Daa
pohcy ralﬁTad T

should keep in mind certain uﬁr,bmes %
While

§ f ""J/M/ erstandi
Ob tain’ {heunderstanding of entity's accounting

ex
qsure the Company policy for charging b & 4 Penses [sq;
ISa

oD& A,

) E
l}cablz accourﬁ'lng sfandurds S Per the reje
oppice vant Provisions of C
) Whg'[‘hzr‘ the depreciation has been cal CUla‘red OMpanies Act,
the cosT of the assets. after making adjustme .
nt of residua| v,
alue from

d} Whei’hzr‘ D&Acharges are val|d

P Wrether D A charges are accurately caleulated ang

i f} whe'rher allD & A charges are recorded in the — f‘icorded
riate period.

~ ﬁ%ﬂhe parts (components) of each item of
_ N proper ;
. H-;\ O ecrutelyhasbeer T perty, plant and equipment that qre to b
| 1) Whether the most - | ]
€S, The uudr; e /+ maeer 1. appropriate depreciation method for each '
The augiry se :
o [ | tasbeenused. i ey deprechbie componen
it bgfw:m\ — = — )
—T%y | i 1) Completeness & Occurrence 1 _
— = nJ Obfafn anunderstanding of entity's process of charging D& A,
' C_QW b) Obtain the fixed asset register maintained by the entity
omy ion ¢) There i isk 1 i e
utat ) There is always a risk that an entity could capitalize expense of revenue nature to increase its

ro i i ' ini
profit or charge capital expenditure directly inincome and expense statement toreduce its profit

:_as_onabilifyby

jious year and

_-_____'_'__,_._.-—"

e ———

P—
e A
.

i

e 2) Measurement
) Obtain ain a list of all addmons / deletions along with their proper appr'ovnl from the authorised

psn

2
-M sample of assets fr'orn the Fixed Assets RegISTEF on

“ETEMS of depreciation, depreciation calculation.
WSQTS like patents, goodwill, copy g

materiality considerations and

hts have been properly amortized over

. of employe? |
e — I
L~

T

i
L

| 0) Pe
erfo,.m “ﬂﬂ|y1'lcai procedures to ob’ram audi

e,

4
?E\%recrahon is charged 0

o Ensure dﬁpr’ecmﬂon on revalued amoum‘ has been prop
t evi

nit is ready touse.

ted from revaluationr
reasonableness of

n The asszts fr‘om the date whe
erly accoun

idence as To overall

eserve.

PPreciation & Amortisation expense- e and

—

q:h._”‘s :

_-/

b

on has been charged as per the useful lives of PP

"mu Thm the Depreciation &. Amortisati
ified as that impacts the computation of

2 that residual ;:Eés_ ha_vé been properly Mt
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ch. 5 : Audit of IT€

i ' ts.
any change inuseful lives of PPE and intangible asse

3) Presentation & Disclosure

While the auditor may choose to analyse the monthly trends for expenses like rent, power and fuel, an

_auditor generally pref rers fovouch for other expenses toverify following attributes:

: i Schedule ITT to Companies A 1

Ensure whether the following disclosures as required under t. 2053 /"1

have been made: . - k ,-—""i

"”-’

] Accounting Useful lives Residual value Depreciation =

' policy for of assets as o assels method 1!

. D&A per schedule IT - ,,.5-

| &
|

| B N — = | o
I

{ e a =B = s e

OTHER EXPENSES LIKE POWER AND FUEL, RENT, REPAIR TO BUILDING, PLANT Vo

AND MACHINERY, INSURANCE, TRAVELLING, LEGAL AND PROFESSIONAL, 1)
MISCELLANEOUS EXPENSES. —;)'

3)
| @) Whether the expenditure pertained to current Period under audit; 4)
| b) Whether the expenditure qualified as a revenue and not capital expenditure;

<) }Vh_eﬂ_'ter‘_Th_e gxpenflh‘ure_ had a valid supporting documents like traye| tickets, insurance policy, =
! _Thir;_l party invoice etc T I
d) Whether the expenditure has: been classified l]rlde;- the correct expense head -Er:
e) Whether the expenc!if_urf was authorised as per the delegation of authority matrix : -H%
expenditure was in re| ] 7 7 R

i N relation to the entity's business and not a personal :
"‘-—.,___h“-‘
“\.‘__“-‘-
) Audi Procedures for Re t expense =
expense schedule along with the rent agreements - .

miMian i :

= / s‘houId be given to escalation clayse in the agreement to verify if the rent

e adjusted during the period under audit

1\€ agreement s i ‘

ised for runmin s the name of the entity and Whether the expense pertains 1
4 Tor runn _[l_gbu_sinc.ssoper'aﬁonsof the entity,

CA Rishabh Jaif



2) Em;r_qncuuq; eXpense

////;mh wise expense schedule along with the bills,

has beenrecorded for all 12 months

,e;’ and ¢ \
fy = f:cﬂ' accumcy of the bill raised on monthly basis. he applicaple rate and chegy,
the

r //--;1'1 ” the uni'rS_ coEsurned, anulyse the monthly howe
?' o — g

,})/”’/’,M L”CEP°“C“35’f°k€ﬂﬂlongwi‘rﬂrﬁeirvandiwper d.
10

/”!ﬂ nse has been
{iw if the expe correctly clussrﬁed between Prepaid and expense for the
sedonnumber of days. period

4) Legal and professionqi expenses

:;};@f’gﬁuamonth wise and consultant wise summary.

M of monthly retainer ship agreements, verify if the expenditure for all 12 months has been

ecorded correctly.
3 Fornon- recurring expenses, select a sample and vouch for the attributes discussed above.

4) The auditor should be cautious while vouching for legal expenses as the same may highlight a

 dispute forwhich the entity may not have made any provision

— -

—_— 5) res en‘tahon and Dlsclosur-e

= m"ﬂw‘ expense have been classnﬁed under:




—

Where the company covered under sec
with regard to CSR activities:

a) Amount required to be spent by the company during the year,
b) Amount of expenditure incurred,

¢) Shortfallat theendof theyear,

d) Totalof previous years shortfall, - e
_e) Reason for shortfall, = L0
“ f) Natureof CSRactivities, sl

'g) Details of related party transactions, e.g., contribution o a trust controlled by the company i,

relation to CSR expenditure as per relevant Accounting Standard,

h) Where a provision is made with respect to a liability incurred by entering into a contractyg

obligation, the movements in the provision during the year should be shown separately.

Where the Company hqs traded or invested in Crypto currency or Virtual Currenéy during the financial
year, the following shall be disclosed:

@) Profitorlosson transactions involving Crypto curre

= e S epitin ©lving Crypto currency or Virtual Currency a)
| B) Amount of currency held asat there ortingdate, o 1 T

c . _-____————_________. — |
_)__[E;El‘rs il adv_unies_fgnuny person for the purpose of trading or investing in Crypfo T
~ Currency/ virtual currency. S = = § —

- ?f'. the ‘:_OTP_E!I_Y_SILQEET;S_E@S_Q_T}; 3_ fol_li;w_ing;___ DT
etals of such property, including year of qc e
peneof, B iton,

i
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panY has any Truns::c'rlons WlTh com S

com Pcmles Struck -

2013 or section 560 of Companies Act

und
1956 'fhe 0 pany er

248 0
(1” IScIo fﬂ]

) Investments in securiTi -

| Receivables
A h?'..c"_’“_l?qny n Payables i\
— . Shares held by stuck off T Te——
to a commcm , ’ cornpany
itely. S l. Q’rjhe’:’.*.ou’rs.'tanding balances T
— l' --(’t}o be specified)
|
"‘;J ?he ﬁnancml ' .
- I

) Grent Ratio,
l@ mmrfquynufm

p'g anY benaﬂll_ T Sahaa . B =
e rules 1 made I
-—-'—'_'__-_._._'_F.__.—F'__—‘-- == —
-__________.——-—’F‘——. i —

- ; i the above
e ’ n investment. denominator for computing -
1 e - umer,a.ror and de more than 25%

Ny shall explam the items included inn n the ratio bY

hange i
eX[.'llt'.lna‘l'lon shall be pr'owded for any ¢

h"'Pr'ecedmg year.






cord of audit procedures performey !
W

h‘ re " Y
- refers to! erms such as “worki p o Wi
. ducum‘“mﬂon re sditor rcachcd. (r N9 papery ope 0y .
Audi jusions the @ ory _
| obtained, and o >
JI “u“d'J

| also sometim
[

is to prepare documentation that provides: .
the auditor
| The objective of

Evidence that

J -~

: dit was planned
A sufficient and L the au was p and
AT qf the bas;s performed in accordance with k
for the auditor's conclusion o applicable SAs and regulatory 1
~ peport: and requirements ' ‘; -

' The following are the purpose of Audit -documentation: ;

a) Assisting the engagement team o plan and perform the audit.

b) Assisting members of the engagement feam fo direct and supervise the aygis Work
LHL) s = N

discharge their review responsibilities. . -
¢) Enabling the engagement team to be accountable for its work. 3

d) Retaining a record of matters of continuing significance to future audits.

e) Enabling the conduct of quality control reviews and inspections in accordance with SQC1

f) Enabling the conduct of external inspections in accordance with applicable legal, regqulatyy ,

other requirements.

1) The audifor_shﬂ prepare audit @cgg’ra_ﬁgn that is suﬁicfen’r _to enable an experien
auditor, having no previous connection with the audit, to understand:

a) Thenature, timing and extent of the audit pr'oced_ur'e.s performed.

L b : |
7 e fe—su'—fioiEe_aﬂ@tﬁrgﬁ'ﬁ'is_@”f“med. and details of audit evidences obfe™

B ad B — | __
B ©) Significant matters e < e
s o -~ arising during the audit and the conclusions reached ther" ™ .

o of the specific items.
"Med the work gnc ' —
orkand the date such work was completed: and




Uiy e
— ,r‘,jcwqd the work performed qnq =
edate

pq'::':f\ § fﬁ/";u_dﬂoridgr_lﬂﬂed information thqy :
Sy " 1M || document h atis inco
& gf/audﬂor—s_hﬂ" oc ow Theﬂuc’ifopnddm
= s5ed the inconsigg,
ncy.

nsist fsuch reyiey,

of the audi
audit procedures to be perf
ormed,

ed risks of material misstatement

o T
ance of the audit evidence obtained

| e) The nature and extent of exceptions identified
ified. A

udit methodology and tools used.

T\\ §

dto | |y Audifdocu i N .
— g . mentation may be recorded on paper or on electronic or other media
— & 2) Audit Documentation include: ' A

a) Audit programmes.

b) Analyses.

c) Issues memoranda.

d) Summaries of significant
and representafion.

ncluding e-mail) concerning

g) Correspondence (i
" significant matfers.

s to enhance the

n ona timely basis help
f the audit evidence

and evaluation ©
port is finalized.

dﬁ documen’ra’rio
ve review

ditor'sre

ent and appropriafe & :
and facilitates the effect!
1sions reached before theau
kely to be less accurate

ed after the aud
e such work is performe )

it work had been performed is li




+ Documentation

ch. 6 Audi

¢ or other storage media, in Ph‘rSicq]

der
more fol . :
ne or dit documentation for a specifi. engq

e the au

defined as ©

" Audit file may be
| Audit file may » records that compris

fm_ confd!'ﬂ"ng th

e

i+ documentation in an audit fijle tl‘nd N
' ble the audit . | .
1) The auditor shall assem bling the final audit file on a fimely basis ofter 45 Pley, ¢
' administrative process of assembling e R
auditor's report.
I 2) AsperSQC-1, audit firm shoul ‘
of the assembly of audit files. ; i N
: imit withi i lete the assembly of th
' 3) An appropriate time limit Eufhm_wb:c_h to complete 1 e y e final
. ordinarily not more than 60 days after the date of the auditor's report.
| 4) The completion of the assembly of the final audit file after the date of the auditoy' o
| Lo =% : . ,
] administrative process that does not involve the performance of new audit proced. |

] = es op 4 k 2 ﬁ
drgwin_g of new conclu§ions. :

d esmijnsh pbiicies and procedures for the timely .
d est Aetin 0

Udh‘ ﬁ1t

5) Changes may, however, be made to the audit documentation d_urini the _ﬁm_:ll a§sémbiy Proces, ¢
| theyareadministrative in nature. d
6) Examples of such changes include: i
= ~_a) Deletingor discarding superseded documentation. E =
__ b) Sorting, collatingand cross-referencing working papers.

. c) Signing off on completion checklists relatin

: _ g to the file assembly process.
@) Documenting audit evidence that the augide !T_u_s"oi:_ofaiﬂéd, discussed, and agreed yith
_ the relevant members of the engagement team before the date ' .
— | /) AspersQc-1, the retention period for audit eﬁ :

. of the auditor's report,
- Yearsfrom the date of the qud tor's report

or.f later, date of the group auditor's repor,

Matters that _gil;g_r_'{se To signific




angﬂer-Par; S
=— ___flgrfqp_h_m the aud;
- factor in determining 4. f Ifor‘s"“‘i‘m
tters is the extent of . " Co :
matt ==2ent of Profession. ent
-‘r'- .M. . . flql judg.-ne e"ﬂ'elﬂ' Qf
Mt exep:

jon of the professiong| Judgm
- %9mentg

clusions and to rej 'S Mma

conc ':e_lpf_o_r_'c_gﬁ,} - qUGIiT; f e, wh ere g
VO the : Sl

= Judgm

" ditor may consider it helpful 1o Preve _ _
e . o e =AM QHdr ‘

/ (sometimes known 'as acompletion em-o-m-. ‘.*“_"_’lf!-"_ Part of the qyq

. ] e e I udi

The significant matters identifie during ;l;_.-!‘fjl?ﬁ}zthqf escilbe. ....‘T_q‘_’f‘-!ﬂ}:ptgnono <

'How they were addressed. — ——— Caditeng

g anmary May facilitate _e_f_fg_c_ﬁ\_;; i D —

ation, particularly for large and c—o—ép_l. —TTclent reviey

" large and complex é

s0 help the auditor To consider whethep

N9 ipection of e s

audits, — 1€ audit

there is e
auditor cannot achi v Individual relevant 54 gbjecr
e . £ve that would prevent the auditor f—__th!'En léﬂfy&cﬂ!e“
v -_of the auditor. L ——______r'_OMCl'lI_eVing the overall b
___-—_—‘_———_

Standard on Quality Control (SQC) 1 provides that, |
unless otherwise specified by law or regulation, audit
~ documentationis the property of the auditor. /

tion, make portions of, or \

2) He may at his discre
documentation available fo

extracts from, audit |
clients, provided such disclosure does n!o‘r undermine
the validity of the work performed, or, in the case :lf
assurance engagements, the independence of the
auditor or of his personnel:
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54 260 - (REVISED) copm

V)
CHARGED WITH GOVERNA::EEATIO
il B ND M4

. OBJECTIVES OF AUDITOR 1\
i ves of the auditorare: -

nicate clearly with Tcwg the re

Sponsibilitie

S of th ;

sc . e :

Ope and 1‘|min9 of the :t:‘;:ﬂr' 'n relation o the

. 14_ 1o gbtain from TCWG information releyvant 1, the audit
g T it;

.“‘ I"T"""ru. de TCWG with timely observations
[ gfevant o their responsibility to oversee +

arising from ¢
he financial re

| |/~ 7o promote effective two-way communication between

!

he audit th
at are sign;
Porting process ur-.s:is Eh BT

dit
the auditor and Tewg,

WHO ARE “THOSE CHARGED WITH GOVERNANCE"?

R .
1) 14 perfon(_s ) or organization(s) (eg., a corporate trustee) with res

—

 the strategic direction of the entity financial reporting process

0 ponsibility for overseeing

g e .
{F' 2) e entities, TCW6 may include management personnel. P »

3) Insome entities, asupervisory board exists that is separate from executive board

e—

o 4) Insome entities, TCWG hold positions that are an integral part of the entity's legal structure
For example, company directors. N
5 In some_srnaller entities, however, one person may be charged with governance.

ATED BY AUDITOR
o th i

The auditor shall communicate with TCWG the responsibilities of the auditor in relatio

MATTERS TO BE CO

itor' ibilities i

MMUNIC

n to the FS

- audit, including that:
'a) The auditor is responsible for forming an
:ﬂ ~ prepared by management with the oversight

jb-) It does not relieve management or TCWGof t

I
|
; P nd timing of the audit,
Il{li:n Suditor shﬁ ;m;nunicafe with TCWG an overview of the Planned l:c:opec| ‘: ;
e dudi Lo R - : . : . db"'eﬂuio-

which includes communicating about the significant pisks identified BY

d expressing an opinion on the FS's that have been

of TCW6 and
heir responsibilities.

] i imi

i
with TCWG: -
significan® qualita

or shall communicate tity's accounting practices,

i Sens about




cgunﬁn_c-;.e;ﬁnjla;es and FS diSClOSures.
ies, ac ————
: ) i dit;

fFhiculties, if any. encoui‘f_efid—dﬂrﬂg-mﬂu R . of"

ignificant difficulties, 1 =0 ————— tity: - c
b) '.slg-mﬁcaﬂ (‘Wéare involvedin ["f""_qgmgihe—en L : e
¢) Unlessallof TCWS A= "—— during the audit that were discys

inificant matters arising X075 Seq.
(i) Sign’ :

op
nce,withmanagement; |

including accounting polic

S| nde > E —
(i) :;or"r:;?r;;;r‘esenfaﬁons the auditor isrequesting
(i) Wri gravions e

tances that affect the formand content of the aid”of 'S report,
d) Circumstan S e

if any ang
) Any other significant matters arising during the audit.
e e e e ————

SIGNIFICANCE OF COMMUNICATION
WITH THOSE CHARGED WITH GOVERNANCE

e Py

"-_‘!, \r}.,_; -
—_— The auditor — : | -
—  Wedicwein | f?;::f::’" o e
i N understanding : e m':" A Y _— a
| ] ~/ mattersrelated to ~ T¢W& information e
the audit in contex . s f'clevanf To the audit : _ I B e
— ———— Mandin deVe-Ioping a _ and T "'fzf)ﬂfif it
| constructive worki | ' & il
relationship. 2 Sl —
> TeWG in — -__.H——*——_
fulﬁ”ing their Ay F

responsibil;

} . : W to oversee the "\[‘, - —=E
"\ financial reporting Process, ﬂ'ler'eby f‘\s B =
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x4 2) Ifit has not, the auditor shall evaluate the effect.
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ADEQUACY OF THE COMMUNICATION PROCESS

-Cll-ldifOT‘ Shﬂ_“ e;alua'l'e whether the Two—wdy communication between the auditor and
TCWG has been adequate.




FICIENCIES IN INTERN,4
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OR IN ACCORDANCE WITH SA 265

IT :
OF AUE:‘ s appropna‘tely to TCWG and mc‘mge"\emd
haeleP == has identified during the audit and the, |
ditor

N the .
to merit their respective atten Tiora uw%

| e
re of sufficient importanc

professional judgment.

"DEFICIENCY IN INTERNAL CONTROL" 4

MEANING OF ENCY IN INTERNAL CONTROL" '
| DEFICI

is exi hen: -
y ininternal control - This exists w

[ : . G <
| 1) Deficienc o oo implemented or operated insuch away that it is unable 1, Prever, | 2) /
| a) Acontrolis designed, PT +sinthe FS's ona timely basis or ! —
isstatemen 7).
tect and correct, miss : . ;
- trol necessary to prevent, or detect and correct, misstatements in the Fs'q ON  tip,,
b) Acontro . W D
basis is missing. N ' = 5)
2) Significant deficiency in internal control - The significance of a deficiency or a Combinatiop ) N

deficiencies in internal control depends not only on whether a misstatement has achyly,
occurred, but also on the likelihood that a misstatement could occur and the potentiq| magnityg,
of the misstatement. -~

| EXAMPLES OF MATTERS THAT THE AUDITOR MAY CONSIDER IN DETERMINING .
WHETHER A DEFICIENCY OR COMBINATION OF DEFICIENCIES IN INTERNAL
! CONTROL CONSTITUTES A SIGNIFICANT DEFICIENCY
1) Likelihood of the dc;ﬁci_enc_ies y i
| 2) Su;ccpﬁ'bilify to loss or frau
3) _gub?jla_éfivi{y ;nd c;mplé;i'_ry_
4) f_S—CIl_T_io_I._IH_T:S;XPOSCd tothed

5) Volwng__Of_ z_:c_ﬁ_vify that has _occurr-_e.d dr
transactions, e ¥

leading to material misstatements i ntheFs's.
dof the related asset or liabi Ii_‘ry. |
of_cle_fér-rhiriing es‘ri;na‘réd ar_ﬁour_ﬁs.
eficiencies,

could occur in the account balance or class of

-
T

| 6) WMz of the controls to the financial repbr’ri;ig process

o
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Sdetecte
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the deficiency wi
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Ncieg |
"ternal contpg) 51N the contrgq

S OF INDI
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» of ineffectiveaspects of the control eny;
i srdications that significant t P
| . . ' as.
TR rdentification of manage c;"s“c'“ohs arénot being appr
. ntific ment fraud, wh .
Vet N Y scrutinised
T materiq| i

Plement appropriate remediql acti
on on

y ?,."_P';vaus'y communicated. significant deficiencies
V__er”_. 5 ‘ 33;; yngg ofa risk assessment process within the entity
S | iﬂw _o_f_ an ineffective entity risk assessment pr:ocess
[ﬁ.’nely e ’ de.rlTl fY_ ar risk ff mm_ BRiamisetatemerit: , such as management's failure to
= I' ﬂ_gwjencg_gf an ineffective response to identified significant risks
'on of i "wd‘ti_mfrgs_dffec_hi by the auditor’s procedures that were t-'\o'r prevented, or d
[uaj,y ] r ;o_r‘{‘?f‘i' Eg,_bx ‘I‘he_en‘ritl's inTe.r'an ool ,or detected and
M . ' ﬂsﬂgs_usg (if a rna_'rerial misstatement due to erroror fraud.
x\; | 'Mﬂhﬁigﬂ;ﬂeﬁf‘ s i_nobili‘r_y to oversee the preparationof the FS's.
ERNAL CONTROL

JATION OF SIGNIFICANT DEFICIENCIES IN INT

1f the auditor has identified one or

' The audifor shall
~ determine whether, on more deficiencies in internal
" the basis of the audif control, the auditor shall determine,
B wnrk ='pe,r-f-=orme,d, the on the basis of the audit work
~ quditor hos identified one performed, whether,individusly o
_L!.' "~ or more deficiencies in in combination, they constitute
L significant deficiencies.

Ab‘" ':{gij*e.rnql ;contr'oi.
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mmu"icmeu
intends to communicate to TCWG, and | | X

Other deficiencies in internal control identified during the audit thqt
b) er

hQVe Not X
communicated to management by other parties.

3) The auditor shall include in the written communication of significant d

eficiencieg :
control: -

n
| n‘te PHU!

a) A description of the deficiencies and an explanation of their potentiq| effects; ang

b) Sufficient information to enable TCW6G and management to understand the Context o e
:_ A communication,

4 In particular, the auditor shall explain that:

The purpose of the audit was for the auditor to
(€Xpress an opinion on the b5

A Themmmbemg Feported are Jimiteq to those
‘deﬁcrenues that the auditor hqg identifieq during
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make appropriate adjustments 10 the FS's.
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.- 1) Prior to evaluating the effect of uncorrec’red miss

2) Theauditor shall determine whethert uncorrected musstafements are mcrre,mal individually or i

\ND CORRECTION OF MISSTATEMENTS

_WMGA-""/ — i : _

all m,ssmfgments accumuloted du X -

ate on a ﬂmG'Y bas-:»sunlzss prohib“’ed bY law or r‘ggulc:nq F- .
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unic
<hall comm level of mamgemen
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nables management 10 il essary. i
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ncludmg those communicated by ihe 4

The audlfOl" Shﬂ“
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o ment of all misstaf
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The correction by manage
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{

-

e manogeit _1- fuses to correct so
j:dmugeh":zu:tor :hall obtain an understanding of management’s reasons fqp e
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EVALUATING THE EFFECT OF UNCORRECTED MISSTATEMENTS 1
isstatements, the auditor shall reassess |

materiality determined inaccordance withSA 3 320.

aggregate. Inmaking this determination, the auditor shall consider:

a) The size and nature of the misstatements, both in relation to particular classes of

transactions, account balances or disclosures and the FS's as a whole, and the particular

circumstances of their occurrence and

The effect of uncorrected misstatements related to prior periods.

[CATION WITH THOSE CHARGED WITH GOVERNANCE
Mﬂ‘ey I "mllcnn with - Tewe regarding 1 uncorrected misstatements and the
, indivi
lly or in aggregate, may have on the opinion in the auditor's report,

vited by law or ‘regulation.
shull
request that uncorrected mtssfntements be corrected.

PEN HJ'GEIQN FR.M MANAGEMENT
= UN _:-.ECTED STATEMENTS

ri wpresenfnﬂon
f:'orn manngemen‘f and Where appropriate, TCWG

misst
atements are mvnatemul individually and i
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0 - SUBSEQUENT EVENTS
6 -

ENT EVENTS AND ITs B(AMPLES
MEANING OF SUBSEQU
B P f events:
T e —
e e o g
_ ;:I.h_;.; fmw’de evidence of C:" Jl | that arose after the date fihe F;i%
J f the FS's; an _ L —_— , s
|existedat the date o ) — l
i l—’i ts providi :
= : f Examples of evenm .
' dingfevidence ¢ ditions that arose qft, i | B
les of events provi the condi r the dat
fo,::i?;:ns that existed at the date of the Fs's b I| _
Fs's . T ———
= o oo g : share capit
a) Declaration of insolvency of a major a) Tssue of new share capitq)
debtor of the entity between the date of b) Planned merger of the Company,
' itor' rt.
& debecaiectadior'sreps ¢) Destruction of substan-tig
T e - inventories due to fire.
_ E) _.Se-ﬁ_lirigaegal claim outside the court at

a reduced amount between the date of
FS's and the date of auditor's report for

~ | which provision has already been made in
FS's.

I - §ul_:_ ul .;gqg_em _eveni as per SA 560 -
,F | the ;t_:d_:‘for‘s_r-eporf, and facts that become known to the auditor after the date of the auditor's
-I = report,

| Events occuring between
| | thedate of the financial
| § statements and the date of

|
Facts which become known

Facts wh ich become known to

the auditop aftep

_ the date of o the auditor after the
the auditor's report the auditors report byt financial statements have |
before the date the financiq been issued -
Statements are issyeq .

aud,

'Tewdencg abou_fﬂw_hg‘r_fie_r- events occurring between the date
Quditop'g report that p,

'INthose Fs's: qng

| o

€quire adjustment of, or disclosure in,
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any ‘ Qo on understanding of an
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.' , ) as to : ol
g which might affect the FS's. Whether any subsequent events hay ah
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,"{' ?a = s, if any, of the meetings, of the entity’ ™™ o
[ ve : S e N
' nave been held after the date of the FS'sandinqui .°“’"2r'5. management and TCWG, that
.' = ) , iri 3 5 -
.' : meetings for which minutes are not yet available ng about matters discussed at any such
_ R iy | -
. b _3 A)f__ ead the entity's latest subsequent interim FS's, if an -
) After evaluating hi it evi o
te of fter evaluating his audit evidences, auditor should conclud
ik A clude whether management h i
ey pplicable FRF for all subs i e
b equent envents ie. whether appropriate adjustments or

disclosures h: '
res have been made, accordingly, auditor should consider its effect on his opinon as per

[ SA 700, SA 705 and SA 706

FACTS WHICH BECOME KNOWN TO THE AUDITOR AFTER
 THE DATE OF THE AUDITOR'S REPORT BUT BEFORE THE
_ . DATE THE FINANCIAL STATEMENTS ARE ISSUED
5 ”I 1) The auditor has no obligation to perform any qudit procedures regarding the FS's af

| of theauditor'sreport.

However, when, af ter the date of the
- becomes known to the aquditor th
tor's report, rn_a;r Have caused thead
- Discuss The_m;lﬁzf with managem= :
! ine_w_hef_her' ‘-t.he FS'snee mentand, if s0,

ter the dafe

the date the FS'sare issued,a
he auditor at the date of the
rt,the auditor shall:

r's report but before
n known to t
nd the auditor's repo

audito
GT, had H’ bee
ditor to ame
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WwN TO THE AUDITOR
> gﬁsms HAVE BEEN ISSUED

s i
AFTER THE FINAd the auditor hasno obligation

Up,
been issued, a fact becomes known to the qug; Yo the, &y
have

he FS's = e B hvecs .

2) However, when, affer Td"r - at the date of the auditor s report, may used the B :
itol ave Ol

it been known to the au arine

i hall:
amend the auditor’s report, the auditor shall

to performany audi+ —

f

1) AftertheFS's have been issué

Inquire how
management intends
to address the

matter in the FS's,

Determine whether
the FS's need
amendment and,
if so,

Discuss the matter
with management
and, where
appropriate, TCWG.

Bikainhale o _[R;f;' Note 3 for ;nor'_e ﬂ:i‘_ailsi |

WRITTEN REPRESENTATIONS WITH RESPECT TO SUBSEQUENT EVENTS

The auditor shall request management and, where appropriate, TCWG6, to provide q witte
I representation in accordance with SA 580, that all events occurring subsequent to the date of the

I FS's and for which the applicable FRF requires adjustment or disclosure have _bee,t] ad justed o

|

‘/' NOTE 1 - MEANING OF "DATE THE FINANCIAL STATEMENTS ARE ISSUEy:

_ It reflects \
// the date that the
auditor's report

- and audited FS's are
made available to

\ third parties, / \

In some
circumstances,
the date the FS's are
{ issued may be the date
that they are filed
with a regulatory
authority.

|
|
|

Bicclosed

UDIT PROCEDURE FOR FacTS g
5 . - , . 1 ks ECOM ;

BEFORE FS ISSUED DATE
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S fhaf amgndmenT Insuchcases, the auditor sh
'T°r-1. a) Amend the auditor's report 1o i all eithep: -
e — ot 2 eanadditi
h . _?"'_0‘[' E‘E a new or amended auq additiong| date restric
¥ g itor's report that ted to that ameng
B il Matter paragraph or Other Mq ﬂ'er(;) - at includes q st T ment op
BT subswuen’r events. Paragraph that conveys that audit N an Emphasis of
i Y s ITor s pr
/ 3) Wherl management d does nOT amend The FS's procedures on
S in
N\ nezd to be amended, The.n = Clrcumstqnces where the auditor believes th
a) If ThM report has no‘r 'yet been provided to th
H‘ ~_| of een’n :
p g inionas th i
e ‘ opi required by SA 705 and Then provide the audi ty. the auditor shall modify the
- > b) If the auditor's report has cdr'e q or' sreport or
s B e— Scy been Pf'OV!ded to The, BHTIT\/ the audit
. \ ‘ management and, TCWG, not to issue the FS's to ) third parties b :“ itor shall notify
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of fh\\ S2pareds ou _‘rhe necessary amendments, the
OT the | auditor shall take approprmfe action, t k
& = RHUI R osee To prevent reliance on the uudn’ror sreport.
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h\‘-—_\_“
S I J - :
-y | NOTE 3 - AUDIT PROCEDURE FOR FACTS AFTER FS ISSUED DATE

1) If the management ar amends the FS's, the Auditor shall

a) Carryoutthea audit procedures necessary in theci cmcumsTcmcas onthe urnendment
receipt of the pr'evmusly

b) Review the steps 1 taken by management o ensure Thnf anyone in

5ued FS's Toge.Ther' with the audl’ror sreport 1! thereon is informed of the situation.
ed, o the date of the new auditor's report,

c) (l) ExTend 1'he. aud|1' procedur-es alre.ady referr
earher' than the date of approval of the

and the da’re the new audl‘ror' s report no

amended FS S cmd

(ii) P Provude anew audltor s repor"r onthe amended FS's.

s to ensur ceipt of the

e that anyone in re

2) If management does n not take the necessary step eSS
B . o does not amend The
' ormed of The. situation and
previously issued FS'sis inf 1 aucitor shll otify mares ES—

nccd to be amende

where the auditor: be.lleves They auditor will seek o

unless all of TCWG are inve mvolved in managl

prewnf future r'elumce ontl the audrror' sreport.
ement or TCWG do no‘l‘ 'rake. these necessary

rf.
a‘nc;tiolﬂo seek to prevent re rellance onthe quditor'srep°

ng the en ntity, TCWG, that the

steps, the quditor shall take appropriate

7.1
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4 enterprise
- operation for the

is normally vie

foreseeable future.

basis of accounting is app,.o;i‘;xﬂ.;
ate

concern

hen the use of the going : ; :
‘:ssa-fs & liabilities are recorded on the basis that entity will be qpj,
realize its assets and discharge its liabilities In the normal coyrge 1"
business. f

is not viewed as @ going concern, the FS's are prepar 1

For example, inventories may need to be written dolEcI

for a lower price. Assefs may have to be r-ecor-dedw: |
a

When an enterprise
on liquidation basis.
as these may be sold
the likely prices they will fetch.

R CsTECTIVES OF "HE AUDITOR REGARDING GOING CONCERN
| %i:objec'rwes_ of the auditor are: - T

{fo obtain sufficient appropriate audit evidence regarding and conclude —

| e lude on, the

sropriateness of management's use of i
5 the going concern basi . :
- sis of accounting in the
To conclude, based on th udit evi . : —
e audit evidence obtained, whether a material uncertai ty R
- aluncertainty exists

' to events or conditi i
o ions that may cast significant doubt on th ity k
agoing concern; and Tt

/ FOR ASSESSMENT OF

[TY FOR ASSESSMENT OF TH

TO CONTT - E ENTITY!
" "0 CONTINUE 4s 4 60OING CONCERN N

FS'srequires
' manageme == ==
—deMent 1o assess the entity's ability to continue asa

of the gnﬁh'r_y'_s_ abi ITfy
oin .:;i_n-ﬁme_. _The fol_low

to co_n_‘r: -
inue '
as agoing concern involves making @

ing fa
= th ctorsare relevant to that Judgment:
e '€ outcome of an event or condition
e of anevy on.

> entity, the
Y. The naty - '
Xternal fact.. e and condition of its busi d the
Xfernal factor iness an




P In $0 domg, The audrror shall deTer-mme whe.-rh [
€r man y
preliminary assessi assessment of the entity’ ‘sability to cont ‘ig_em_e_“‘r _"_‘I_S_a_lr_-egdl performed q

jidividually or collectively, ma; cast stén;ﬁcq;'r

doub’r on ’rhe e_n'rlty a »
's ability to con'r
agoing concernand, if so, management's plans to address them;or finveas

u
b) If such an assessment has not yet been performed, the auditor s shull chscuss wnth

management the basis for the intended use of - the going concern basis of accounting, and

may cast significant doubt on the entity's ability fo continue as agoing concern.

'3) SA 315 requires the auditor to revise the auditor's risk assessment and modify the further

planned audit procedures. . ir - e

_ g .' inquire of management whether events or conditions exist that, individually or *collectively,

EVALUATING MANAGEMENT'S ASSESSMENT N

The nudrl'or shail evaluafe. managemen‘r s assessmen‘r of ’rhe en‘rl'ry S abm'ry to con‘rmue as ¢ a

in concern. It
ik rn isakey part of_ _

Management's assessmen'r 0
 the auditor- s consnderaflon of
A8 management s assz.ssmenf 0

f the enh‘ry s ablll‘ry o conTmue as a gcmg conce
managcmen‘r suse of The gomg concer'n basus of uccountmg

f the en‘rl'ry s ab|h1'y o contlnue as a gomg concern covers less

te of 1‘he FS's, the nudltor shall request management to ex#end

 than twelve mon‘rhs fr'om fhe dat

assessment perlod to at Ieast twelve months from Tha‘r du‘re = I



a)

c)
d)
e)
f)
9)

a)
b)
o
d)

e)

f

b) Fixed-term borrowi

s THAT MAY CAST SIENIF1c
) &ameaN?oNnNue AS A GOING CONQQJN

tion.
i "‘I‘hOl.l'f r‘ealisﬂc prOSPEC‘I‘s ofs
hin maturity Wi ! -
ngS :‘PeFl’i:'l‘::i ongshar'r—'rer'rn borrowings to finance long-tepp, GSSQ_TS .
sive : |
wal of financial support by creditors. - |
ed by historical or prospective FS's.

P

si
Net liability or net current liability P
es.

repayment; or exc
Indications of withdra

Negative operating cash flows indicat
Adverse key financial ratios.

Tnability to pay creditorson due dates ]

Inability to comply with he terms of loan cEre_eTe_n_ _sﬁ o r

ty or to cease operations.

Manage:;en_t in_ren_ﬁo_ns_'r; liquidate the enti

Loss of key management without replacement.
Loss of a major market, key customer(s), franchise, license, or principal supplier(s).

Labor difficulties.
Shortages of important supplies.
Emergence of a highly successful competitor.

ncy or liquidity requirements for financial in

stitutions.

g legal or regulatory proceedi i ;
i s ngs against the enti : _
hrrr the entity is unlikely to be able to satisfy. Ty that may, if successful result
law :
aw or regulation or government policy expected to adversely affect the —

- #g‘rin‘s‘ured catastrophes when they occur,

DURES WHEN EVENTS OR

'.I:p‘-e""formed an
e : essment of the entity's ability to continueasd
0make its asse.ssment&__ =
T e actions i . . =
'to imp AL relation o its going concern assessmen’
e _:.._"_.. ! < aﬁﬂd = ——
—— —ANdanalysis of the forecact i< a sianificant
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o F‘_____‘\ ! A - - —ml = S T———— — —_—
as _ g) Determining the adequacy of support for any planned disposals of assets.
at ) i, IMPLICATIONS FOR THE AUDITOR'S REPORT
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N Advantage of rnu?ual Consultation,
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tities _a'denﬁﬁgd_ in any ma_pner_whatsoeyep by or on behas B
company ("Ultimate _Bgngﬁcigrie

s”) or provide any guarantee, security or the like . 8
0 of the Ulﬁmafe_Bene_ﬁciar‘_ies: o N

1 By

= = | c

ii) W;zf_her:rhe_ m;m;erﬁ:nf has represented, that, to the besT_of it's knowledge and, t
. 5 ~Tmae e |
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= upplementary Audit

nduct asupplementary audit under section143(6)(a) 61‘ theFS of the
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Supplementary Comment

Comment upon or Supplement such audit report under section 143(6)(b).
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- de sub-s;c'rion (5) or sub-section (7) of section
ounts of
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e-}.(P_eEted Tﬁ ="

|



rr

=
¥

raud involving amount of
less than X 1 crore

2 days of
edge of fraud
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- d) Remedial actions
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- description
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¢) Parties involved, if
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kﬂOMedgi of fraud,

Report to Board /
| Audit Committee

Seek reply

l

Reply/observations Reply/ observations
received within 7 not received within
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g any benami Pr'o_per"fv -fg_ ave beeninitiated or are pending against th '
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e Shg
et

they

amount during the yea
+ to such loans or advanc

ntures and associates
rantees pr'ovided, security given and the -
S an
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AUD
IT OF LOCAL BODIES

A)M
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e

i)
5] | self-gover'nmem or-dm QOVer-nme
Jocd > arily Mmeans the “dm|n|s1» Nt in an urban areq.
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Pends its inco

Jocal and therefore, disti m :
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e = =

1 icipal governme
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1
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B
b) Public health,

¢) Public safety,
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) Public works, « and
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in Control:
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accounts. Sometimes s bigger
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capital l‘tcel'p;:n;:l_sl;own as liabilities in ‘rh'e Bu!ancedst::d:ing fum:l.
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