Before We Begin

At the Intermediate level, Auditing and Ethics subject aims to deepen your knowledge and understanding of auditing
practices and ethical considerations, which are essential for auditing. The objective of this subject is to gain a
comprehensive understanding of auditing concepts and the generally accepted procedures, techniques, and skills,
and to acquire the ability to apply the same in audit and attestation engagements. This subject also helps in grasping
and implementing the ethical principles while conducting audits. The entire syllabus of this subject has been divided
into 11 chapters:
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Chapter 1: Nature, Objective and Scope of Audit

Understand the purpose, objectives, and importance of auditing. Gain insights into different types of audits (like
external audits), the qualities needed in an auditor, and the limitations of auditing. Explore the relationship between
auditing and other disciplines

Chapter 2: Audit Strategy, Audit Planning and Audit Programme

Learn the significance of audit planning, development of audit strategy, and the structure of audit plans and programs.
Understand how planning is an ongoing process involving key engagement members and ethical considerations.

Chapter 3: Risk Assessment and Internal Control

This chapter covers the meaning of audit risks and its assessment, the significance of internal controls, and the role
of IT systems and data analytics in auditing. Focus on significance of internal controls and the need to test them to
ensure reliable financial reporting.
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Before We Begin

Chapter 4: Audit Evidence

Audit evidence is vital for forming conclusions and opinions on a company’s financial statements. The sufficiency
and appropriateness of this evidence are crucial, determined by its quantity, quality, source, nature, and obtaining
circumstances. Also, learn the procedures for obtaining evidence, testing controls, and substantive analytical methods.

Chapter 5: Audit of Items of Financial Statements

This chapter covers the audit of financial statement items, emphasizing key concepts like audit assertions (occurrence,
completeness, valuation, etc) and their verification. It outlines specific audit procedures for balance sheets, income
statements, and disclosures, using practical examples to demonstrate real-world application.

Chapter 6: Audit Documentation

Understand the purpose, nature, and extent of audit documentation, including how to prepare and maintain audit
records. Learn about the completion memorandum and the ownership and custody of audit documentation in
accordance with SA 230.

Chapter 7: Completion and Review

Focus on the auditor's obligations regarding subsequent events, evaluating the going concern assumption,
and assessing misstatements. Learn about written representations, how they serve as audit evidence, and the
communication process with those charged with governance.

Chapter 8: Audit Report

This chapter focuses on the audit report, its objectives as per SA 700, and its key sections, such as the auditor’s
opinion, basis for opinion, and key audit matters. It covers the different types of audit opinions—unmodified, modified,
qualified, adverse, and disclaimer—and explains when to use key audit matters, emphasis of matter, and other matter
paragraphs.

Chapter 9: Special Features of Audit of Different Type of Entities

This chapter provides detailed insights into the tailored audit approaches required for diverse organizations based
on their nature and legal framework. Explore the unique audit needs for entities like government bodies, NGOs, and
educational institutions, and understand relevant legal frameworks. Focus on the role of the Comptroller and Auditor
General (C&AG) in government audits and the specific legal frameworks guiding audits for different sectors.

Chapter 10: Audit of Banks

The chapter on Bank Audit discusses the legal framework and procedures involved in auditing banks. Study the
regulatory framework for bank audits, focusing on areas like advances, NPAs, and income recognition, as well as the
role of IT and internal controls.

Chapter 11: Ethics and Terms of Audit Engagements

This Chapter emphasise on the ethical principles and independence essential for auditors. You must focus on ethical
principles, auditor independence, threats to independence, and quality control standards for audit firms.

©ICAI BOS



Stay Organized

Create a study schedule and stick to it.
Being organized helps you cover all
the necessary topics andreduces last-
minute stress

Avoid Selective Study

Students should refrain from selective
study during preparation. Comprehensive
study across all topics strengthens
confidence and ensures you arewell-
prepared in the exam

Study Tips
for Exams
Preparation

Written
Practice

Prepare Challenging Questions

Compile a list of tough questions you
encounter while studying, and revisit
them for focused review and clarity

Handwritten Notes

Make short, crisp notes on key points of
each chapter and summarize them
in tables, charts, or mind maps for
better retention
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TIPS FOR EXAMINATION

Auditing and Ethics related examination tips which you should keep in mind at
the time of appearing for the examination:

Time Make optimum use of the 15 minutes given for reading the paper. Plan your
Management answers and allocate time to each section efficiently to avoid rushing.

When in the exam hall, begin with the questions you are most confident about.
This sets a positive tone and builds momentum.

Organize answers clearly with headings and subheadings. For case study-based
questions, present the facts of the case clearly, applicable provisions and then
conclude your answer with the support of relevant provisions.

Standards on Write name and number of standards/clauses, wherever applicable. Base your
Auditing/ Clauses answers on relevant provisions of SAs to demonstrate in-depth understanding.

Some students overlook portions of a question, leading to incomplete answers.
Ensure you answer each part according to the marks allotted.

Strategies for Managing Exam Stress and Boosting Confidence

Take time to practice relaxation techniques like deep breathing,
meditation, or mindfulness to help manage stress. Make sure to
eat healthy, exercise regularly, and get enough sleep, as staying
physically healthy can have a big impact on how well you focus and
perform in exams. Positive self-talk can boost your confidence and
help you believe in your ability to do well.

®
"The best preparation for tomorrow is doing your best today.”

— H. Jackson Brown Jr.
@
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International Auditing and Assurance Standards Board (IAASB):

« The IFAC Board has established the IAASB to develop and issue, in the public
interest and under its own authority, high quality auditing standards for use
around the world.

« The IAASB functions as an independent standard setting body under the

Engagement auspices of IFAC.

& Quality
Control

Standards

Auditing and Assurance Standards Board (AASB):

+ ICAl is a member of the IFAC and is committed to work towards the
implementation of the guidelines issued by the IFAC.

ICAI constituted the AASB to review the existing auditing practices in India and

to develop Engagement and Quality Control Standards so that these may be
issued by the Council of the Institute.

Diagrammatic Representation of the Structure of Standards Under the New Preface

Auditing Standards an Overview

Auditing and Assurance
Standard Board - (AASB)- —>

Scope [ Objective

FRAMEWORK FOR AUDIT & ASSURANCE &
OTHER SERVICES ENGAGEMENTS -

Scope/ Objective/ Definitions/ Requirements
s | I

Standards Standards on Auditing (SA 100 - 999) standards on
For Quality SA100 - 199 Introductory Matters Assurance
Control SA 200 - 299 General Principles and Engagements
(sQc 01 - 99) Responsibilities SAE (3000 - 3699)

SA 300 - 499 Risk Assessment and

H Response to Assessed

Risk
SA 500 - 599 AuditEvidence
SA 600 - 699 Using Work of Others
SA 700 - 799 Audit Conclusions and
Standards

Reporting on Review Standards on

SA 800 - 899 Specialised Areas Engagements Related Services
\ —— ga9 (SRS 4000 - 4699)

(SRE 2000 - 2699)

HH
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Chapter 1: Nature, Objective and Scope of Audit

“An audit is an independent examination of financial information of any entity, whether profit oriented or not, and
irrespective of its size or legal form, when such an examination is conducted with a view to expressing an opinion
thereon”.

Objectives of Audit
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_ Nature, Objective and Scope of Audit

Benefits of Audit

Audited accounts provide high quality information

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

Audited financial statements are helpful to government authorities for determining tax liabilities

Audited financial statements can be relied upon by lenders, bankers for making their credit decisions

An audit may also detect fraud or error or both

It reviews existence and operations of various controls operating in any entity and point out deficiencies, if any
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Nature, Objective and Scope of Audit _

. Coverage of all aspects of entity relevant to the
financial statements being audited

== Reliability and Sufficiency of financial information

What it
includes
== Proper disclosure of financial information

== Expression of an opinion on financial statements

Scope of Audit

Responsibility of preparation and presentation of
financial statements

== Duties outside scope of competence of auditor

What it does
notinclude:

== Expertise in authentication of documents

== Investigation

©ICAI BOS 3



Nature, Objective and Scope of Audit

Inherent
Limitations of
Audit

Nature of
financial
reporting

Preparation
of financial
statements
involves
judgment by
management

Nature of Audit
procedures

Auditor
obtains audit
evidence that
management
or others may

not provide,
the complete
information
relevant for
preparation and
presentation
of FS

Management may
be enqaged in
concealing fraud
by designing
sophisticated

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

Not in nature of
investigation

An auditis
not an official

investigation
into alleged
wrongdoing

Timeliness
of financial
reporting and
decreasein
relevance of
information
over time

Relevance of
information,
and thereby
its value,
tends to
diminish
over time,
and thereis
a balance
to be struck
between the
reliability of
information
and its cost

Future events
or conditions
may affect
an entity
adversely.
Adverse events
may seriously
affect ability
of an entity to
continue its
Business

©ICAI BOS



Nature, Objective and Scope of Audit _

Interdisciplinary Nature of Auditing-Relationship with diverse Subjects

Auditing reviews the
financial statements which
are result of the overall

accounting process

An auditor should have
a good knowledge of
business laws affecting
the entity

Good auditor is one who
understands the client and
his business functions such
as production, cost system,
marketing etc

Auditing and
Accounting

o ! Auditing and
Auditor is Auditing and Law

expected to Production
have knowledge
about various

Auditor is

financial e}(peq’ged to be
techniques Auditing and (;Irr]zllcl)?/;\:\gflh
suchas Economics :
working capital economic
management, environment of

funds flow, ratio the client

analysis, capital Auditing

budgeting etc Auditing and
and Pata Behavioural
Processing Science
Auditing and
EDP auditing in itself Statistics &

is developing as a Mathematics Knowledge of human

discipline in itself behaviour is essential
for an auditor to
effectively discharge

Auditor is expected to his duties

have the knowledge of

statistical sampling for
meaningful conclusions

and mathematics for
verification of inventories

—g Mandatory Audit:
Required by Igyv for entities like companies and some non-
Audit: Mandotory corporate entities under tax laws
or Voluntary?

=@ Voluntary Audit:

Entities may choose audit for its benefits, even when not legally
required

©ICAI BOS 9



_ Nature, Objective and Scope of Audit

Who
Appoints an

Auditor?

|
( Owners or Authorities ) ( Companies

Based on laws and Appointed by
( regulations ) ( members in AGM Appointed by C & AG

Government COmpanles
(Indla)

Report are
submitted to

the appointing
authority

(( companies ) ( Firms )

( shareholders ) (Partners who .engaged the)
auditor
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Nature, Objective and Scope of Audit

Elements
of an
Assurance
Engagement

Responsible Party
Intended Users

Three Party
relationship

Appropriate
Subject Matter

Information to be examined by the practitioner

Benchmarks used to evaluate the subject matter like

Suitable Criteria " .
standards, guidance, laws, rules and regulations

“Sufficiency” refers to quantity of evidence
obtained by auditor

Sufficient
Appropriate Audit
Evidence (SAAE)

“Appropriateness” relates to quality of evidence
obtained by auditor

Written assurance
reportin
appropriate form

It contains conclusion that conveys the assurance
about the subject matter
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Nature, Objective and Scope of Audit

l Provides high level of assurance l Provides lower level of assurance
l Performs elaborate and l Performs fewer procedures
extensive procedures to as compared to reasonable
obtain SAAE assurance engagement
© Draws reasonable © Involves obtaining SAAE to
conclusions on the basis of draw limited conclusions
SAAE
© Example: Audit Engagement © Example: Review
Engagement

Qualities of
Auditor
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Nature, Objective and Scope of Audit _

Engagement and Quality Control
Standards are needed

To improve quality of financial reporting thereby helping users to make diligent
decisions

g
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Nature, Objective and Scope of Audit

Engagement
and Quality
Control
Standards
| | | |
Standards on Standards on Review s:’sns?::;:i:n Rslt;';zcg:riﬁ;s
Auditing (SAs) Engagements (SREs) Engagements (SAEs) (SRSs)
. . 4 . N I . )
Applicable on Applicable Applicable Applicable on
audit of historical on review of on assurance agreed upon
financial historical financial engagements || proceduresto
information information other than audits information,
and review of compilation
historical financial engagements
information and other
\ V .
related service
| engagements
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Chapter 2: Audit Strategy, Audit Planning and

Audit Programme

SA 300, “Planning an
Audit of Financial
Statements” deals
with the auditor’s

responsibility to plan

an audit of financial

statements. It states

that

©ICAI BOS
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Audit Strategy, Audit Planning and Audit Programme

Selection
of Team
Members

Efficient and
Effective Audit

Identify and Direction and
Resolve Potential Supervision of Team
Problems & Review of work
Benefits of
Planning an
Audit
Appropriate Coordination with

attention to
important areas

other Auditors and
Experts

12
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Audit Strategy, Audit Planning and Audit Programme _

Analytical procedures to be applied as risk
assessment procedures

Matters that
planning includes
the need to consider,
prior to the auditor’'s
identification and
assessment of the
risks of material
misstatement

Obtaining a general understanding of the legal and
regulatory framework applicable to the entity and
how the entity is complying with that framework

Determination of materiality

Involvement of experts

Performance of other risk assessment procedures

AL T
A A A U

Elements of
Planning

222 — " — — [

Q... pad 1y — Es
A 0 o
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Preliminary
engagement
activities
includes:

Performing procedures
regarding the
continuance of the client
relationship

Evaluating compliance
with ethical requirements,
including independence

Establishing an
understanding of terms of
engagement

Audit Strategy, Audit Planning and Audit Programme

( . . D
Evaluate information on
identified breaches of

the firm’'s independence

policies and procedures
to determine whether
they create a threat to

\ independence y

(. . .
Take appropriate action
to eliminate such threats
= orreduce themtoan
acceptable level by

\ applying safeguards y

4 Firm should obtain [ For forming a ( Itis in the interests of )
information considered conclusion on compliance both the entity and
necessary in the with independence the auditor that the
circumstances requirements that apply to auditor sends an audit
before accepting an the audit engagement, the engagement letter before
engagement with a new engagement partner shall: y the commencement of
=1 client, when deciding the audit to help avoid
whether to continue an misunderstandings with
existing engagement, respect to the audit
and when considering é Obtain relevant \. /
acceptance of a new information from the firm
engagement with an 1 toidentify and evaluate
\ existing client y circumstances and
relationships that create
\ threats to independence

14
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Audit Strategy, Audit Planning and Audit Programme

Planning an audit

® =

Factors to be taken into
consideration by auditor
for establishing audit
strategy [Overall audit
strategy sets the scope,
timing and direction of
the audit, and guides the
development of the more
detailed audit plan]

Ascertain the
nature, timing
and extent
of resources
required for the
engagement

©ICAI BOS 15



_ Audit Strategy, Audit Planning and Audit Programme

Development
of Audit plan
include

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

Nature, timing and extent
of planned further audit
procedures at assertion

level

Nature, timing and
extent of planned risk
assessment procedures

16 ©ICAI BOS



Audit Strategy, Audit Planning and Audit Programme _

Audit « It sets the broad overall approach to the audit

Strategy - It determines scope, timing and direction of audit

~
- It addresses the various matters identified in the overall audit strategy
A:I:i: < « It describes how audit strategy is going to be implemented
« Itis more detailed that includes the nature, timing and extent of audit procedures
to be performed by engagement team members
-

Changes to Planning decisions during the course of audit

As a result of unexpected events, changes in conditions, or the audit evidence obtained from the results
of audit procedures, 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

Nature, timing and extent of Planning supervision and review of
work of engagement team members depend on

© ( size and complexity of the entity

© | Area of the audit

© | Assessed risks of material misstatement

© | capabilities and competence of the individual team members performing the audit work

L L
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_ Audit Strategy, Audit Planning and Audit Programme

Overall audit strategy

Reasons
for such
changes

Auditor shall
document

Any significant changes
made during the audit
engagement to the overall
audit strategy or the
audit plan

Audit Programme

An audit programme consists of a series of verification procedures to be applied to the financial
statements and accounts of a given entity for the purpose of obtaining sufficient evidence to enable
the auditor to express an informed opinion on financial statements

18 ©ICAI BOS



Audit Strategy, Audit Planning and Audit Programme

Constructing an audit programme

Apply only
those steps

whichare Considerall
usefulin possibilities
accomplishing of error
the verification
purpose

Prepare a
written
audit
programme

Types of fields auditor picks up evidence from

® ( Documentary examination

[ (Physical examination

o (statements and explanation of management, officials and employees

[ (statements and explanations of third parties

[ (Arithmeticul calculations by the auditor

o (State of internal controls and internal checks

o (Inter-relutionship of the various accounting data

o CSUbsidiury and memorandum records

o (Minutes

v U U U U U U U U U

o (Subsequent action by the client and by others

©ICAI BOS 19



_ Audit Strategy, Audit Planning and Audit Programme

Assist in carrying out the audit with total and clear

p— . g
set of instructions of the work generally to be done
Essential for major audits to provide a total
perspective of the work to be performed
— - Accountability of assistants for the work carried out
Advantages by them individually
. Facilitate as a guide for audits to be carried out in the
succeeding year
= Serves as evidence in the event of any charge of

negligence being brought against the auditor

Audit
Programme

Work may become mechanical

Programme often tends to become rigid and
inflexible following set grooves

Business may change in its operation of conduct, but
the old programme may still be carried on

Disadvantages

Inefficient assistants may take shelter behind the
programme

A hard and fast audit programme may kill the
initiative of efficient and enterprising assistants

fRED
R )

20
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Chapter 3: Risk Assessment and Internal Control

Auditing and Ethics

ROMM may exist at two levels

Assertion level

for classes of transactions,
account balances, and

disclosures

A A

Assessed in order to determine
the nature, timing and extent
of further audit procedures
necessary to obtain sufficient
appropriate audit evidence

Overall Financial
Statement level

ROMM that relate pervasively to
the financial statements as a
whole and potentially affect many
assertions

©ICAI BOS 21



SARANSH

Risk Assessment and Internal Control

-

22

\
Audit Risk
|
| | | |
( ROMM at assertion level ) ( Detection Risk )
| é SA 200 defines it as the risk )
| 1 that the procedures performed
by the auditor to reduce audit
Inherent risk Control risk risk to an acceptably low level
== will not detect a misstatement
that exists and that could be
material, either individually or
(" Itisthe fitis the risk that when aggregated with other
susceptibility a misstatement \ misstatements Yy
of an assertion that could occur
about a class in an assertion
of transaction, about a class @ Y
account balance of transaction, How risk can be reduced?
ordisclosure toa account balance By increasing area of
misstatement or disclosure and - checking, testing larger
that could be that could be samples and by including
material, either | Material, either competent and experienced
individually or individually or persons in the engagement
when aggregatedi jwhen aggregate team
with other with other \ Wy,
misstatements misstatements,
before will not be
consideration prevented, or Examp|e: The auditor of a
of any related detected and company has audited revenue
controls as corrected, of a company by taking a
\__SA200 by the entity’s risk that sample of revenue is
\internal control J not representative of overall
pr— revenue
Example: An . J
AS provides
guidance on Example: A
some complex company has
issue which devised control
might not be that cash and
understood by cheque books
he management should be keptin
Therefore, I: Iockefl safe and
recording of this ccess Is grante
issue in financial to authorized
statements personnel only.
carries inherent There s risk that
risk of being cqntrol is not
misstated being followed
J
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Risk Assessment and Internal Control _

Auditing and Ethics
g -

Assessment of
risks- A matter
of professional
Judgment

72
\ \1‘/

— \ —
PROTECTION

/

\/u-:i/\

\
L \
BEHAVI/OR / \ PROFITA;LITY
&/
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Risk Assessment and Internal Control

Identifying and
Assessing the
Risks of Material
Misstatement through
Understanding
the Entity and its
Environment as per
SA 315

~

A . Risk Assessment
( Objectives of the Auditor ) ( e s T )

(1o identify and )
assess the risks
of material
misstatement,
whether due to
fraud or error,
at the financial
statement and
assertion levels,
through
understanding
the entity and
its environment,
including the
entity’s internal
control, thereby

providing a basis
or designing and
implementing
responses to
the assessed
risks of material
misstatement

é Inquiries of )
management
and of others

within the
entity who in
the auditor’s
judgment
may have
information
that is likely
to assistin
identifying
ROMM due to
\ fraud or error 4

Analytical
procedures
Observation
and inspection

- —
ll.IIIII

For understanding the
entity and its environment
the auditor shall obtain an

understanding of

Relevant industry,
regulatory, and other
external factors including
the applicable FRF

—/

Nature of the entity

Accounting policies,
including the reasons for
changes thereto

The entity’s objectives
and strategies, and those
related business risks
that may result in risks of
material misstatement

The measurement and
review of the entity’'s
financial performance

T T T T

J

24
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Risk Assessment and Internal Control

4 )
Risks that
Require
Special Audit
Consideration
| | | |
" Inexercisin )
ud t gt ROMM - Greater for ROMM - Greater
juh.gr:e.nkas ° Significant risks Significant Non- for Significant
WhICh risks are Routine Transactions| | Judgmental Matters
significant risks,
the auditor shall
consider y s
Greater Accounting
-(ROMM dueto fraud) management principles for
intervention accounting
Whether theriskis a to specify the estimates or
risk of fraud 4 Cem N\ accounting revenue recognition
slgnlf:lcant - treatment may be subject
ansdctions with
Whether therisk is - that are gutside \ L
related to recent the normal course Greater manual
significant economic, of business for the intervention for
et ) ety [| cotsootectionans ) |(~ pesues )
judgment may
be subjective or
. complex, or require
Complexity of Complex assumptions
transactions calculations about the effects of
or accounting future events.
principles for example,
judgment about fair
Whether the risk \_ value Yy
involves significant 7 N\
transactions with The nature of non-
related parties routine transactions,
which may make
" it difficult for the
... entity to implement
'(Degree of s“ble"t“"t)) effective controls
\. overtherisks J
Whether the risk
involves significant
transactions
\ /
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Risk Assessment and Internal Control

The process designed, implemented and maintained by TCWG, management and other personnel to
provide reasonable assurance about the achievement of an entity’s objectives with regard to reliability of
financial reporting, effectiveness and efficiency of operations, safeguarding of assets, and compliance with

L Internal Control )

applicable laws and regulations

~

Understanding of
Internal Control assist
the aduitor in

\_—_/

Identifying types
of potential
misstatements.

J ./

Identifying factors
that affect the ROMM.

\.

~

Factors relevant to the
auditor’s judgment
about a control:

-( Materiality. )

can provide
only reasonable
assurance

Human judgment i

decision-making

n

—/

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

26

Lack of

understanding the

purpose

Collusion among
People

Judgments by
Management

/ \J

L

YaYaYoaYe

imitations in case
Small Entities

of

\—/

{

environment

Limitations of Internal Components of Internal
Control Control
Internal control The control

)

Significance of the
related risk.

{ )

'

The entity’s risk
ssessment proces

)

-( Size of entity. )

The information
system, including

the related business

processes, relevant
to financial reporting,

and communication

Control activities

{
{

Monitoring of
controls

)
)

Nature of entity’s
business, including
its organisation
and ownership
characteristics.

Diversity and
complexity of the
entity’s operations

Applicable legal
and regulatory
requirements.

Circumstances
and applicable
component of
internal control.

YaunYanYen
NI I

Nature and
complexity of the
systems that are

part of the entity’s
internal control.

@ Whether and Y
how a specific
control prevents,
or detects and
corrects, material
\ misstatement. y

J
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Risk Assessment and Internal Control

SARANSH

-

kComponents of Internal control J

Entity’s risk
assessment
process

Information system
and communication
including:

The uudltor
shall obtain an
understanding
of whether the

entity has a

| process for

Identifying
business
risks relevant
to financial
reporting
objectives.

Estimating
the
significance
of the risks.

Assessing
the likelihood
of their

Deciding
about actions

to address
those risks.

( Control environment )
|

The classes of
transactions
in the entity’s
™ operations that
are significant
to the financial
statements (FS).

The procedures
by which those
transactions
are initiated,
recorded,
processed,
corrected,
transferred to
the general
ledger and
reported in FS.

The related
accounting
records,
supporting
information and
specific accounts
in the FS.

Control activities )

relating to

reviews,
information
processing,

duties.

Ensure that

carried out.

How the
information
system captures
events and
conditions that
are significant to
the FS.

Include policies
and procedures

performance

physical controls
and segregation of

management
directives are

Monitoring of
Controls

The financial

reporting

process used
to prepare the
entity’s FS.

\
The auditor
shall obtain an
understanding of
the major activities
that the entity uses
to monitor internal
control over
financial reporting.

Itis a process
to assess the
effectiveness of
internal control
performance over
time.

Controls
surrounding
journal entries

|
Itincludes:

The governance and
management functions.

The attitudes, awareness,
and actions of those
charged with governance
and management.

The control environment
sets the tone of an
organization, influencing
the control consciousness
of its people.

.

Elements of_the Control Environment

(

Communication and enforcement of
integrity and ethical values.

)

1

Commitment to competence.

)

2 ¢

Participation by TCWG.

)

style.

_Cllanagement’s philosophy and operating)

1

Organisational structure

)

'Gssignment of authority and responsibility)

-( Human resource policies and practices )

©ICAI BOS
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Risk Assessment and Internal Control

~

(

Evaluation of Internal Control System )

Benefits of Evaluation of
Internal Control to the Auditor
Enable the auditor to know:

Methods Of Evaluation
Of Internal Control

4 )
Whether errors and frauds
are likely to be located in the N ti 4 F
ordinary course of operations of arrative recor
L business ) y
4 N [ )
Whether an adequate internal .
control system is in use and Checklist |~
operating.
\. J

Whether an effective internal
auditing department is
operating.

Internal Control questionnaire

Whether the controls
adequately safeguard the
assets.

Flow Chart

How reliable the reports,
records and certificates to the
management can be

|
|
|

ﬁ*u

J

28
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Risk Assessment and Internal Control _

4 )

Design of the accounting and internal
control system.

Test of controls
are performed
to obtain audit

evidence about
the effectiveness Operation of the internal control
of the throughout the period.

Inspection of documents supporting )
transactions and other events to gain
audit evidence that internal controls
have operated properly. -/

Testing of
Internal Control

Inquiries about and observation of Y
internal controls which leave no audit

trail )

Test of controls
may include

rRe-performunce involves the c:uditor's1
independent execution of procedures

== or controls that were originally
performed as part of the entity’s

\ internal control Yy

ﬁresting of internal control operating Y
on specific computerised applications

== orover the overall information

Ltechnology function. y

.
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SARANSH

Risk Assessment and Internal Control

-

~

(

SA 320 "Materiality in Planning and Performing an Audit”

)

| | | | | |
rDetermining1 é Revision in ) rI:)os:umenting é Materiality
Scope & Materialit UG Materialit the and Audit Risk
Objectives y Benchmarks Y Y
and level as Materiality Considered
Performance the Audit onsidere
.\ | Materialit N\ | Progr -
Scope: SA w Determining Lm Materiality for
deals v.wth. - ‘materiality ﬁ the financial Identifying
the qud!t(.“: s Auditor s.hall |nvolv9s the Materiality statements and assessing
= responsibility dete.rnTme exercise of for financial as a whole
to apply the materlallty.for professional statements
conce.pt.of =1 the financial judgment J || asawhole quteriqﬁty’ -
materiality statem:nlts ——— may need to level or levels n'ﬁ::?:‘:';:?r?
N — EBENLEE A percentage be revised for particular and extent o?
4 Objective: N — is often as aresult of classes of further audit
To obtain If there is applied to «achangein transactions, procedures
reasonable one or more achosen ircumstance account
assurance particular benchmark that occurred balances or -
about whether classes of as a starting during the \ disclosures / Evaluating
= the financial transactions, pointin audit nif;ec;;:fed
s uncorr
statements as account deter.ml.nlng Performance misstatements,
awhole are balances or materiality for| If auditor materialit i
free from A ] i y itany, on
b disclosures the financial concludes financial
. for which statements that a lower o statements
misstatement,§ § L,icstatements as awhole materiality for Any revision andin
I RO of lesser the fi ial as the audit formi
fraud or error e inancia rogressed orming t_he
\ ) amounts € N\ | Istatementsas] \P"°9 opinionin
xamples of il
than the benchmarks a whole than the auditor’s
materiality for are profit that initially L e
:hi fman::lal ) before tax, determin.ed is
-l :vﬁ rrI\en S fdsl total revenue, appropriate,
a whole cou gross profit the auditor
reasonably and total shall
be expected determine
toinfluence expenses, iti
o enee total equity whether itis
e economic T necessary
decisions of torevise
value
users taken w performance
fon the basis o materiality,
the financial and whether
statements, the nature,
the auditor timing and
shall also extent of the
determine the further audit
materiality procedures
level or levels remain
to be applied \ appropriate /
to those
particular
classes of
transactions,
account
balances or
\ disclosures /

J
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Risk Assessment and Internal Control

Automated Environment

® Enables faster business
operation

® Accuracy in data
processing and
computation

® Ability to process large
volume of transactions

® Integration amongst
business operations

® Better security and
controls

® Less prone to human
errors

® Provides latest
information

® Connectivity and
networking capability

® Impact on substantive
checking

® Impact on controls

Impact on reporting

7

Information systems
being used

Their purpose

Location of IT systems -
local vs global

Architecture
Version

Interfaces within
systems

In-house vs Packaged.

Outsourced activities

\

General IT controls
includes control over:

- Data centre and
network operations

« Program change
« Access security

+ Application
system acquisition,
development, and
maintenance

Application controls

+ Automated
Application controls
are embedded into IT
applications

IT-dependent controls

- controls that make
use of some form
of data or information
or report produced
from IT systems and
applications

Inaccurate processing
of data, processing
inaccurate datg, or both

Unauthorized access to
data

Direct data changes
Excessive access

Lack of adequate
segregation of duties

Unauthorized changes
to systems or programs

Failure to make
necessary changes to
systems or programs

Loss of data

There are 4 types of
audit tests that should
be used.

* Inquiry

+ Observation

« Inspection

+ Reperformance

©ICAI BOS
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Risk Assessment and Internal Control

Audit Approach in an Automated Environment

Identify significant
accounts and
disclosures

Qualitative and
Quantitative
considerations

Relevant Financial
Statement Assertions
(FsA)

Identify likely sources of
misstatement

Consider risk arising
from use of IT systems

Document
understanding of
business processes
using Flowcharts/
Narratives

Prepare Risk and
Control Matrices (RCM)

Understand design of
controls by performing
walkthroughs of end-
to-end process

Process wide
considerations for
Entity Level Controls,
Segregation of duties

IT General Controls,
Application Controls

. J

Assess Nature, Timing
and Extent of controls
testing

Assess reliability
of source datq;
completeness of
population

Testing of key reports
and spreadsheets

Sample testing

Consider competence
and independence of
staff/team performing
controls testing

.

Evaluate Control
Deficiencies

Significant deficiencies,
Material Weaknesses

Remediation of control
weaknesses

Internal Controls Memo
(ICM) or Management
Letter

Auditor’s report
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Risk Assessment and Internal Control _
@ln be used in testing om

electronic records and

data residing in IT systems

using specialised audit

tools to perform:

+ Check completeness
of data used in Test of
Controls or substantive

audit tests
Data analytics for audit - Selection of audit
samples
« Re-computation of
[ \ balances
Combination of processes, Tools and techniques that . Reperformcng:e
tools and techniques auditors use in applying of mathematicall
that are used to tap vast the principles of data calculations
amounts of electronic analytics are known - Analysis of journal
data to obtain meaningful as Computer Assisted entries
information is called data Auditing Techniques or - Fraud investigation
analytics CAATs o
« Evaluating impact of

‘ ' ‘ ' ‘ control deficiencies '

Auditing and Ethics

Reliability
of financial
reporting

Prevention Effectiveness

and and efficiency

detection of of operations
frauds

Internal Financial
Controls

Compliance

Safeguarding with applicable
of assets laws and
regulations
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_ Risk Assessment and Internal Control

( Documentation of the Risks includes )

—(Discussion among the engagement team and the significant decisions reached )

—(Key elements of understanding obtained regarding each of the aspects of the entity and its environmenD

—Cdentiﬁed and assessed ROMM )
—(The risks identified, and related controls )
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Risk Assessment and Internal Control

\_ SA330"The Auditor’s Responses to Assessed Risks" )

@ Scope of SA & )
Objective of
\. J

Auditor
é Scope: This )

accordance with

appropriate audit
evidence about

the ROMM, through
designing and

Requirements
of SA

(Test of COntroIs) ( Tests of Details )

4 )

The auditor
shall design
and implement

SA deals with overall responses when: vouching and
the auditor's ™ toaddressthe (i)The Auditor tests of balances
responsibility assessed ROMM expects that i.e., verification
to design and at the financial the controls are \, J
implement \ Statement level operating effectively .
responses to the i (")SUbS;““t'Ve [ For example, h
i ifi rocedures
ROMM identified rThe auditor shqln Fi’ apurchase
and assessed design and petform a ?:e Caf""‘i“?t ‘ transaction may
itor i rovide sufficien ifi
by the auditor in further audit p be verified by

rocedures whose i
SA 315 r’:a ture, timing and Z"s'::r':i‘;en‘::"‘-’:f related purchase
\, J extent are based on —— :':‘(’:Zli‘\:l:dg::tde S
and are responsive . d aat !
4 Objective: To N " totheassessed { The Auditor shall ) 1 elrr\‘t‘:'va:e %:teer
obtain sufficient ROMM at the perform other Suc¥| tegts of

assertion level

f In designing the \

the assertion level
for each class

é Classified )
into tests of
transactionsi.e.,

rThe auditor shaln
design and perform
tests of controls

appropriate audit examining the

audit procedures in
combination with
inquiry & determine
whether the controls

transactions help
in establishing
the authenticity
of transactions

Substantive
analytical
procedures

implementing further audit to be tested depend "
appropriate procedures to be \Upon other controls/ rec:;gi:;:::’:ks
responses to those performed, the \ p
risks auditor shall: 7 X N\
/ " Consider the Yost controls for
reasons for the the particular time Tests of balances
assessment P '
given or throughout the consist of
to the ROMM at 1 9

verification of

period, for which
assets as well as

the auditor intends

= by substantive

procedures indicate

that controls are
not operating

\ effectively J

é When deviations from
controls are detected,
the auditor shall make

specific inquiries to
understand these matters
and their potential

\_ consequences

liabilities
. of transactions, to rilg'nc::lotllgose
account balance, \ Y.
and disclosure. 7 I N il
* Obtain more " : :
persuasive audit fnuditor plans to use) anulytlculn Depending on the
h i Ay procedures circumstances,
evidence the audit evidence from N
A . - . means the auditor may
higher the auditor’s aprevious audit ; ; .
s bout the operatin evaluations determine that:
assessment of risk a 1€ op! ) of financial
= effectiveness of information
specific controls . & . N\
by establishing the throfuglh ar!g:ysm Perfc::nt'un%only
ontinuing relevanc orplausible substantive
(of that evidence j relationships analytical
among both procedures will
g . "\ financial and non- be sufficient to
The auditor shall financial data reduce audit risk
evaluate whether to an acceptably
misstatements that \ Y low level
have been detected k J

Only tests of
details are
appropriate

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

©ICAI BOS
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Chapter 4: Audit Evidence

Depending
upon nature

q * * Internal Evidence ] [ External eVIdence]
~\ ~\

) e 2
Example- Example- Example-
observing discussion !Exqmple—Sc!es Purchgse

physical with the } Example- ; invoice, Copies ST
vertiesiien management flxgq deposit of sales chal]cn supplier:S
of inventory and various certificate, loan and forwarding e
conducted by officers of the SR, . forwarding
e client sales bill etc recel\gig note note, debit
notes etc
\,
J
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Audit Evidence SARANSH

Relevance and Reliability of Audit Evidence

Relevance Deals with the logical connection with, or bearing
. upon, the purpose of the audit procedure and, where
of audit ; ; : \
. appropriate, the assertion under consideration.
evidence

Reliability of Audit Evidence

|
Sufficient Appropriate Audit Evidence (SAAE)

C
[\
L

)
k -
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Audit Evidence

Factors Affecting Auditor’'s Judgement As To
Sufficiency of Audit Evidence

J

Materiality

Size & characteristics of
the population

| | s N
) ( Consisté of two components refers to the
'S d.eﬁrjne‘:d as . described as follows at the ] r}l;n?bgrgfi,;tf;ns
the significance less evidence assertion level: clugedin the
of classes of is required i population
transactions, for assertions
account which are less
balances and material, while | | s N\
presentation more evidence Inh t Control risk— Less evidence is
and disclosures is required for nneren ONIIoLris required in case
to the users of more material LU U e ) of smaller, more
e e rEal T, susceptibility misstatement homogeneous
statements osse?'zigrr: toa mofeor;éll?vs?iﬁ not eIy il
h misstatement be preventedor | | | movl;/%a/édbe: e
that could be detected and required in case
material before corrected on of larger, more
consideration a timely basis heterogeneous
of any related by the entity’s populations
controls internal control py
J
Inquiry Inspection

Analytical
Procedures

Reperformance

Audit

include

procedures to
obtain audit
evidence can

Recalculation

External
Confirmation

> - Observation
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Audit Evidence

— (i) Tests of Controls
- 4

— (i) Substantive of procedures

operating effectiveness of
controls in preventing or
detecting and correcting
material misstatement at

!emgnea !0 !e!ec! ma!erlal

misstatement at the
assertion level

Representations by
that are embodied
statements to consider different types

management
in the financial

Assertions about
classes of transactions
and events

Occurence

Completeness

Accuracy

Cut - Off

Classification

Assertions about
Account balances
Existence

Rights and

——  Completeness

Valuation and
allocation

Assertions about
Presentation and
Disclosure

Completeness
Classification and
understandability

Accuracy and

valuation

©ICAI BOS
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 SARANSH. Audit Evidence

Audit Trail

is a Documented flow of a transaction

Used to investigate how a source document was
translated into an account entry and from there it
was inserted into financial statement of an entity

is a step-by-step record by which accounting, trade
details, or other financial data can be traced to
their source

Information to be used as Audit Evidence

- B -

oduced bythe |

entity

Nature, timing and extent of audit procedures Auditor shall evaluate whether the information is

may be affected by matters: sufficiently reliable for the auditor’s purposes:

+ Nature and complexity of matter to which the + Obtaining audit evidence about the accuracy
management’s expert relates and completeness of information; and

*  ROMM in the matter » Evaluating whether the information s

« Availability of alternative sources of audit sufficiently precise and detailed for the

evidence auditor’s purposes

+ Nature, scope and objectives of management’s
expert’s work

+ Whether the management’s expert is

employed by entity

g
)
)
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Audit Evidence

The application of
one or a combination
of these means
depends on the
auditor’s judgment to
obtain SAAE

Selecting All Items
Involves examining
the entire population
of items in a class of
transactions, account
balance, or a specific

s 4
Selecting Specific
Items
Factors include
understanding the
entity, assessed
risks, and population

N « N

Audit Sampling
Designed to draw
conclusions about
an entire population
based on a sample

stratum characteristics

Subject to non-sampling
risk

Specific Item Types- )
High-value or key items:
Items of high value,
suspicious, unusual, or
risk-prone

Items over a certain
amount: ltems whose
values exceed a set
threshold to verify a large
portion of a transaction
class or account balance

Items for information:
Iltems selected to gain
insight into the entity or
transactions

Evaluate the competence, capabilities and objectivity

of that expert;
Relying on

the work of a
management’s

Obtain an understanding of the work of that
expert

expert; and
The Auditor shall

Evaluate the appropriateness of that expert’s work as
audit evidence for the relevant assertion

©ICAI BOS
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Audit Evidence

Using the work of Internal Auditors

|

Using the work
of the internal
audit function in
obtaining audit
evidence and

Using internal
auditors to
provide direct
assistance under
the direction,
supervision and
review of the
external auditor

{ Governance ]

‘(Risk Management ]
{ Internal control ]

42
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Audit Evidence

Evaluating the Internal Audit Function

©ICAI BOS
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 SARANSH. Audit Evidence

4 1
Circumstances The function’s organizational status qnd' relg\{qnt pplicies and procgdures do not
When Work of adequately support the objectivity of internal auditors;
the Internal Audit
Function Cannot The function lacks sufficient competence; or
Be Used by
external auditor The function does not apply a systematic and disciplined approach,
including quality control

Circumstances in which the external auditor shall plan to use less of the work of the Internal audit function and

perform more of the work directly if:

The more judgment is involved in:
—@ . Planning and performing relevant audit procedures; and
+  Evaluating the audit evidence gathered;

The higher the assessed ROMM at the assertion level, with special consideration given to risks identified
as significant;

@ The less the internal audit function’s organizational status and relevant policies and procedures
adequately support the objectivity of the internal auditors; and

—@ The lower the level of competence of the internal audit function

- discuss the planned use of its work with the function as a basis for coordinating

Using the their respective activities
Work of the - read the reports of the internal audit function relating to the work of the function
Internal Audit - perform sufficient audit procedures on the body of work of the internal audit
Function function as a whole that the external auditor plans to use to determine its

adequacy for purposes of the audit
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Audit Evidence SARANSH

The external auditor shall not use an internal auditor to
provide direct assistance if:

« There are significant threats to the objectivity of the internal auditor; or
« The internal auditor lacks sufficient competence to perform the proposed

work

The external auditor shall not use internal auditors to provide
direct assistance to perform procedures that:

Involve making significant judgments in the audit

Relate to higher assessed ROMM where the judgment required in performing
the relevant audit procedures or evaluating the audit evidence gathered is
more than limited

Relate to work with which the internal auditors have been involved and which
has already been, or will be, reported to management or TCWG by the internal
audit function; or

Relate to decisions the external auditor makes in accordance with this SA
regarding the internal audit function and the use of its work or direct assistance

Prior to using internal auditors to provide direct assistance for
purposes of the audit, the external auditor shall:

+ Obtain written agreement from an authorized representative of the entity that
the internal auditors will be allowed to follow the external auditor’s instructions
Obtain written agreement from the internal auditors that they will keep
confidential specific matters as instructed by the external auditor and inform
the external auditor of any threat to their objectivity

Audit Sampling (SA 530)

Scope of SA-530

Population

+ SA 530 becomes applicable when the auditor has « Population refers to the entire set of data from
decided to use audit sampling in performing audit which a sample is selected and about which the
procedures. This standard deals with the auditor’s auditor wishes to draw conclusions.
use of - + Characteristics:

» Statistical and » Appropriateness
» Non-statistical sampling » Completeness
+ when designing and selecting the- » Reliable

» audit sample,

» performing tests of controls and tests of details,
and

» evaluating the results from the sample.

©ICAI BOS
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Audit Evidence

to identify deviations from to identify misstatements of account
expected internal controls balances and class of transactions
- N
Sample is chosen sample size and its e e
by applying certain _ composition are gt
mathematical ~ and Characteristics determined on  the okgi;;txieﬁgor
statistical methods basis of the personal
experience and
knowledge of the auditor
46 ©ICAI BOS



Audit Evidence

Size of the

organisation under

audit

Degree of the desired
confidence

State of the internal

Factors to be
considered for
deciding upon the
extent of checking on
a sampling plan

Tolerable error range

control

Adequacy and
reliability of books
and records

Amount  of  testing Provides a means May provide a better
(sample size) does not of estimating the description of a large
increase in proportion minimum sample mass of data than a
to the increase in size associated with complete examination
the size of the area a specified risk and of all the data
(universe) tested precision
Sample selection is more Provides a means fc_)r deriving widely accepted way of
objective a ‘calculated  risk”  and sampling as itis more scientific,
corresponding precision without personal bias
(sampling error)
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Audit Evidence

\/

Evaluating

Results of Audit SGmpIe

Sampling Size

Sampling

o Process Sample

Projecting Selection
Mistatements Method
Nature And X
Audit
Cause of
Procedures

Deviation and
Misstatement

Sample Design

When designing an audit sample:

Auditor’s consideration includes
the specific purpose to be
achieved and the combination
of audit procedures that is likely
to best achieve that purpose
Consideration of nature of

the audit evidence sought

and possible deviation or
misstatement conditions

Stratification and Value-
Weighted Selection

Stratification: Dividing a
population into discrete

sub population which have
identifying characteristics

The results of audit procedures
applied to a sample of items
within a stratum can only be
projected to the items that make
up that stratum

To draw a conclusion on entire
population, the auditor will need
to consider ROMM in relation to
whatever other strata make up
the entire population

Value-Weighted Selection

When performing tests of details,
it may be efficient to identify
sampling unit as the individual
monetary units that make up the
population

In value weighted selection,

the sample size, its selection

and evaluation will result in a
conclusion in monetary
amounts

48
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Audit Evidence

( Sample Size

Introduction

The auditor shall determine a
sample size sufficient to reduce
sampling risk to an acceptably
low level

The level of sampling risk that
the auditor is willing to accept
affects the sample size required

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

Factors Influencing Sample Size
for Tests of Controls

the greater the reliance the
auditor places on the operating
effectiveness of controls in the
risk assessment, the greater is
the extent of the auditor’s tests
of controls. Thus, sample size
will increase

4 . K N\
Other things being equal,

p

Higher the expected rate of
deviation, larger the sample
size

e
If there is an increase in the

tolerable rate of deviation, then

sample size will decrease

~

An increase in the auditor's
desired level of assurance that
the tolerable rate of deviation is
not exceeded by the actual rate
of deviation in the population
will increase the sample size

——

The higher the auditor's
assessment of the risk of
material misstatement, the
larger the sample size needs
to be

The more the auditor is
relying on other substantive
procedures, the smaller the
sample size can be

An increase in the auditor's
desired level of assurance
that tolerable misstatement
is not exceeded by actual
misstatement in the population
will increase the sample size

An increase in tolerable
misstatement will decrease the
sample size

The greater the amount of

misstatement  the  auditor
expectsto findin the population,
the larger the sample size

When stratification of the
population is appropriate then
sample size will decrease

©ICAI BOS
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 SARANSH. Audit Evidence

( Sample Selection Method )

4 N N
Random Sampling Sg::;:;l;c M‘;’;ﬁ;iynl;n“ Haphazard Sampling Block Sampling
4 N\ / N\ 4 N\ / N\
Random It is a selection It is a type of Haphazard This method
selection ensures method in which value-weighted selection, in involves
that all items in the number of selection in which the selection of
the population sampling units which sample auditor selects a block(s) of
have a known in the population size, selection the sample contiguous items
chance of is divided by the and evaluation without following from within the
selection sample size to results in a a structured population
give a sampling conclusion technique
interval in monetary
amounts

N—

Stratified
Sampling

Simple Random
Sampling

Each item in a population is
selected by use of random
number table either with a help
of computer or picking up a
number in a random way (may
be randomly from a drum)

This method involves dividing the
whole population to be tested
in a few separate groups called
strata and taking a sample from
each of them

« Auditor shall perform audit procedures,
appropriate to purpose, on each item selected
« If the audit procedure is not applicable to
. selected item, auditor shall perform procedure
Perforn:\mg on a replacement item
Audit - If the auditor is unable to apply designed audit
Procedures procedures, auditor shall treat that item as a
deviation from prescribed control
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Audit Evidence

When misstatement
or deviation is
considered as

anomaly, auditor
shall obtain a high

Auditor shall investigate
the nature and causes
Nature and Cause of any deviations or

of Deviations and misstatements identified,

Misstatements and evaluate their eI o eerE Y
possible that it is not

representative of the
population

/

tails, the auditor shall project
nd in the sample to the population

s, No explicit projection of deviations
sample deviation rate is also the
rate for the population as a whole

Evaluating Results of Audit Sampling

» The auditor shall evaluate-

+ Theresults of the sample; and
«  Whether the use of audit sampling has provided a reasonable basis
for conclusions about the population that has been tested

Audit Evidence-Specific Considerations For Selected Items (SA 501)

SA 501 deals with specific
considerations by auditor in

To obtain SAAE regarding:
- Existence and condition of

obtaining SAAE with respect to inventory; o
certain aspects of inventory, litigation + Completeness of litigation and
and claims involving the entity, and claims involving the entity; and

+ Presentation and  disclosure
of segment information in
accordance with the applicable

\_ RN FRF

segment information in an audit of
financial statements
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Audit Evidence

Invento

shall obtain SAAE

regarding the existence and

condition of inventory by:

+ Attendance at physical
inventory counting.

Auditor

+ Performing audit
procedures  over the
entity’s final inventory
records to determine

whether they accurately
reflect actual inventory
count results

~

It involves:

Inspecting inventory to
ascertain its existence and
evaluate its condition, and
performing test counts;
Observing compliance
with management’s
instructions and
performance of
procedures for recording
and controlling the results
of physical inventory
count; and

Obtaining audit evidence

as to reliability  of
management’s count
procedures.

Attendance at Physical

Nature of inventory )

Stages of completion of work in
progress

ROMM related to inventory

Nature of internal control related to
inventory

are expected to be established
and proper instructions issued for
physical inventory counting

Timing of physical inventory
counting

[
c
[
|
E
[

Whether the entity maintains a
perpetual inventory system

Whether adequate procedures }

e

&

™
Locations at which inventory is
held, including the materiality

of inventory and ROMM at

diXerent locations, in deciding at

which locations attendance is
appropriate
)

-~

&

N
Whether the assistance of an
auditor’s expert is needed to obtain
SAAE

)

52
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Audit Evidence SARANSH

Physical Inventory Counting Conducted other than at the Date of the
Financial Statements

Perform audit procedures to obtain audit evidence about whether
changes in inventory between the count date and the date of the
financial statements are properly recorded

Auditor unable to Attend Physical Inventory Counting due to Unforeseen
Circumstances

Auditor shall make or observe some physical counts on an alternative
date, and perform audit procedures on intervening transactions

Attendance at Physical Inventory Counting becomes impractical

Auditor shall perform alternative audit procedures to obtain SAAE
regarding the existence and condition of inventory

- If it is not possible to do so, the auditor shall modify the opinion in the
auditor’s report in accordance with SA 705

When inventory under the custody and control of a third party- What will
the auditor do?

Request confirmation from the third party as to the quantities and
condition of inventory held on behalf of the entity

«  Perform inspection or other audit procedures appropriate in the

circumstances
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Litigation and Claims

— -
T tha

Inquiry of
management

Cases where auditor
also may judge it
necessary to meet with
the entity’s external
legal counsel

Reviewing
minutes of
meetings of
TCWG

Audit Evidence

Reviewing If the Auditor Auditor shall
legal expense Assesses a modify the
accounts Risk of Material opinion if:

Misstatement
regarding
Litigation
or Claims,
Communicate
with the Entity’s
External Legal
Counsel

management refuses to give permission
to communicate with entity’s external legal
counsel

auditor is unable to obtain SAAE

54
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Audit Evidence SARANSH

Ve
Segment Information '

Bl Obtair_wing SAAE evidenc;e Audi_tor’s responsibility
regarding the presentation regarding the presentation
and disclosure of segment and disclosure of segment

information by information
C | C
-
Information  about Obtainin an
different types understc?‘ndin of
of products and methods us?ed b Performing analytical
services of an management iz procedures or other
enterprise and ger audit procedures
its operations determining segment
. pe! information by
in different

geographical areas

Evaluating whether such methods
are likely to result in disclosure in
accordance with the applicable FRF;

Testing the application of such
methods, where appropriate

Auditor’s responsibility is in relation to
financial statements taken as a whole

Auditor is not required to perform audit
procedures that would be necessary
to express an opinion on the segment
information presented on a stand
alone basis

.
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 SARANSH. Audit Evidence

External Confirmations (SA 505)

Definition of External Confirmation

in paper form, or

Audit evidence as a direct

Definitions of Other Terms

Positive confirmation request

A request that the confirming party
respond directly to the auditor
indicating whether the confirming party
agrees or disagrees

Definitions of Other Terms

Exception

A response that indicates a difference
between information requested to be

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

the confirming party

External Confirmation Procedures adopted by the Auditor to Obtain Audit
Evidence

Determining Selecting the Designing the Sending the
the appropriate confirmation r eqlu::’?ts,
information to confirming requests f'“c uding
be confirmed; party ollow-up

requests

56 ©ICAI BOS



Audit Evidence SARANSH

Management’s refusal to allow the auditor to send a confirmation request-steps
taken by the Auditor

Evaluate the
implications of
management’s refusal
on the auditor’s
assessment of the
relevant risks of
material misstatement

Inquire as to
management’s reasons
for the refusal and
seek audit evidence
as to their validity and
reasonableness

Perform alternative
audit procedures
designed to obtain
relevant and reliable
audit evidence

Provide less persuasive audit evidence than positive confirmations.

« Auditor has assessed the ROMM as low and has obtained SAAE
Neqati regarding the operating effectiveness of controls
gative . . .
. . + Population of items comprises a large number of small,
Confirmations . homogeneous, account balances, transactions or conditions /
«  Averylow exception rate is expected
« Auditor is not aware of circumstances or conditions that would

cause recipients of negative confirmation requests to disregcy

Auditor shall use negative confirmation requests when: /

such requests

Initial Audit Engagements - Opening Balances (SA 510)

Initial audit engagement refers to an engagement in which either:
«  Financial statements for the prior period were not audited; or

«  Financial statements for the prior period were audited by a predecessor auditor
v

.

Opening balances means those accountbalances thatexistatthe beginning
of the period

/

o
Predecessor auditor — The auditor from a different audit firm, who

In— audited the financial statements of an entity in the prior period and
who has been replaced by the current auditor

Definitions
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Audit Evidence

Objective of Auditor with respect to Opening Balances - in conducting an
Initial Audit Engagement

To obtain SAAE about whether:

Opening balances contain misstatements that materially affect the current
period’s financial statements; and

Appropriate accounting policies reflected in the opening balances have
been consistently applied in the current period’s financial statements, or
changes thereto are properly accounted for and adequately presented and
disclosed

Auditor shall obtain
SAAE about opening
balances by:

~
- Determining whether the prior period's closing balances have been correctly
brought forward to the current period
» Determining whether the opening balances reflect the application of
appropriate accounting policies
+ Performing one or more of the following:
+ Where the prior year financial statements were audited, perusing the
copies of the audited financial statements
« Evaluating whether audit procedures performed in the current period
provide evidence relevant to the opening balances; or
« Performing specific audit procedures to obtain evidence regarding the
opening balances
P 9 )
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-

If the prior period’s financial
statements were audited by
a predecessor auditor

Nature and extent
of Audit Procedures

depends on:

/Auditor may be able to obtain
SAAE regarding the opening
balances by perusing the
copies of the audited financial
statements including the other
relevant documents relating to
the prior period financial

Accounting policies

The nature of the account
balances, classes of
transactions and disclosures
and ROMM in the current
period’s financial statements

For current assets and liabilities,

some audit evidence about

opening balances may be Additional audit procedures
obtained as part of the current

period’s audit procedures

Significance of the opening
balances relative to the current
period’s financial statements

p

Observing a current physical inventory count
and reconciling it to the opening inventory
quantities

Whether the prior period’s
financial statements were
audited

p
Performing audit procedures on the valuation of W

the opening inventory items

Performing audit procedures on gross profit and
cut-off

Such as property plant and equipment,
investments and long-term debt, some audit

In certain cases, the auditor may be able to
evidence may be obtained by examining the

obtain some audit evidence regarding opening
balances through confirmation with third parties

accounting records and other information
underlying the opening balances

.

©ICAI BOS

59



Audit Evidence

g policies is not properly accounted for or not
or disclosed,

Reporting by auditor
with regard to opening
balances

Related Parties (SA 550)

This deals with the auditor’s responsibilities regarding related party
relationships and transactions when performing an audit of financial
statements

Control is the power to govern
the financial and operating
policies of an entity so as to

obtain benefits from its activities

Significant influence is the power

to participate in the financial and
operating policy decisions of an entity,
but is not control over those policies

Related parties may be in a position to exert dominant influence over
the entity or its management, by virtue of their ability to exert control
or significant influence

Special-purpose entity may be a related party of the entity because
the entity may in substance control it, even if the entity owns little or
none of the special- purpose entity’s equity
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+ Related party transactions may carry no higher ROMM
of financial statements than similar transactions with
unrelated parties

« Nature of related party relationships and transactions
give rise to higher ROMM of financial statements than
transactions with unrelated parties

« The auditor shall inquire of management and perform
other risk assessment procedures, to obtain an
understanding of controls, if any, that management has
established to -

» Identify, account for, and disclose related party
relationships and transactions in accordance with the
applicable FRF;

« Authorise and approve significant transactions and
arrangements with related parties; and

« Authorise and approve significant transactions and
arrangements outside the normal course of business

Analytical Procedures (SA520)

Meaning

| procedures as substantive procedures
hat assist the auditor when forming an

ar the end of the audit

ce when using substantive analytical

©ICAI BOS
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 SARANSH. Audit Evidence

Timing of
Analytical
Procedures

ANAUAANAN

*;
9.

Analytical Procedures in Planning the Audit

In planning stage, analytical procedures assist the auditor in understanding the client’s
business and in identifying areas of potential risk

This information will assist the auditor in determining the nature, timing and extent of
his other audit procedures

Analytical procedures in planning the audit use both financial data and
non-financial information

Substantive Analytical Procedures

The decision about which audit procedures
to perform, including whether to use
substantive analytical procedures, is
based on the auditor’'s judgment about the

The auditor’s substantive procedures at
the assertion level may be tests of details,
substantive analytical procedures, or a

combination of both

expected effectiveness and efficiency of
audit procedures to reduce audit risk at the
assertion level to an acceptably low level
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Factors to be considered for Substantive Audit Procedures

Availability of Data Availability of reliable and relevant data will facilitate effective analytical procedures

Degree of disaggregation in available data can directly affect the degree of its usefulness
in detecting misstatements

Disaggregation

Substantive analytical procedures are more useful for certain types of accounts than for

Account type
YP others

« Some classes of transactions tend to be more predictable because they consist of
numerous, similar transactions

+  Whereas the transactions recorded by non-routine and estimation SCOTs (Significant
Classes of Transactions) are often subject to management judgment and therefore
more difficult to predict

Substantive analytical procedures are more appropriate when an account balance or

Predictabilit
Y relationships between items of data are predictable

Substantive analytical procedures may be more effective in providing evidence for some

. . ) i Nature of Assertion
assertions (e.g, completeness or valuation) than for others (e.g, rights and obligations)

Inherent Risk or In this factor we consider the nature of the risk of material misstatement in order to

determine if a substantive analytical procedure can be used to obtain audit evidence

"What can go
Wrong"
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 SARANSH. Audit Evidence

Techniques Available as Substantive Analytical Procedures

\

Ratio analysis:

It analysis is useful for
analysing asset and
liability accounts as
well as revenue and
expense accounts

Structural modelling:

A modelling tool
constructs a statistical
model from financial
and/or  non-financial
data of prior accounting

periodsto predictcurrent
account balances

Develop an

Evaluate reliability

of data expectation

Determine suitability R .
e el Analytlcal Determine acceptable

procedure Procedures used as difference
Substantive Tests
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The reliability of DATA is influenced by:

Controls over the
preparation of the
information

Nature & Relevance of
Information

Source of
Information

Comparability of the
information

Amount of difference of recorded amounts from expected
values that is acceptable

As the assessed risk increases, the amount of difference considered acceptable without
investigation decreases in order to achieve the desired level of persuasive evidence.

Investigating
results of
Analytical

Procedures
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Chapter 5: Audit of Items of Financial Statements

millions)

Income Statement Captions Comprising Revenue and Expense Balances

Transactions have been
classified and presented
fairly in the financial
statements

Transactions Whether all

recognized in income and Presentation and
the financial expenses are disclosure assertions
statements have reported in are considered during

the audit to determine
that the disclosures are
complete and accurate

occurred and
relate to the
entity

the correct
accounting period

All transactions Transactions

that were have been
supposed to be recorded
recorded have accurately at
been recognized their appropriate
in the financial amounts in
statements. the financial

Transactions
have not been
omitted

statements
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Audit of Items of Financial Statements

Balance Sheet Captions Comprising Assets, Liabilities and Equity Balances

Assets, liabilities and equity balances exist as at the period end

All assets, liabilities and equity balances that were supposed to be recorded have
been recognized in the financial statements

Whether all assets and liabilities are reported in the appropriate period

Assets, liabilities and equity balances have been valued appropriately i.e. the
amounts at which they are recorded are appropriate

Entity has the right to assets and the liabilities recognized in the financial statement
represent all the entity’s obligations to repayment as at a given date

Whether particular items in the financial statements are properly classified, describe
and disclosed

The disclosures that are most susceptible to material misstatement are those that
require significant judgement and qualitative assessments

©ICAI BOS
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Balance Sheet Captions

Audit of Items of Financial Statements

-

[ Audit of Share Capital )

aut

Tally the period-
capital balance -

and paid-up, with
the previous year
audited financial
statements to
check the changes
during the year

-
end share

horised, issued

In case of Fresh .
issue made in the Compliance
current year ensure
compliance of the
Companies Act 2013.
No shares have
been issued at
Discount

with SEBI
Regulations
and Guidelines

Obtain the
certified copies
of relevant
resolutions
passed at the
meetings of

board of directors,

shareholders

Check if Shares
are issued for
cash or for
Consideration
other than cash

Obtain and
verify copies
of forms filed

with MCA

If there is no
change

the Company Secretary

obtain a written confirmation/ representation from ]

If there was
increase in
share capital,
verify whether
the Company
has accurately
calculated the
required fee
and stamp
duty payable
to MCA

{
{

If there is any
change

verify whether the paid up capital as
at the period-end is within the limits of

authorised capital

Authorized capital should be
verified by examining MOA

( Shares Issued at Premium ]

4[ Auditor needs to Verify ]

Issue of unissued shares to members as fully
paid bonus shares

)

Writing off preliminary expenses

)

Writing off expenses, commission, or discounts
on share or debenture issuance

Providing for premium on redeemable
preference shares or debentures

Purchasing its own shares or securities
(buyback)

Whether the premium received on shares
is transferred to the securities premium

account

Whether any amount from this account is applied
only for the specified purposes

J
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Audit of Items of Financial Statements _

Whether the company has
issued shares at a discount to
its creditors when its debt is
converted into shares in pursuance
of any statutory resolution plan
or debt restructuring scheme in
accordance with any guidelines or
directions or regulations specified
by the RBI

In case shares are Movement in share

issued at discount, capital during the

the auditor should year and wherever
verify there is any issue

The issue is authorized by a special resolution passed by the company
The resolution specifies the number of shares, market price, consideration, and

In case of issue of Sweat .
directors/employees

Equity Shares, the

auditor needs to verify: where the equity shares of the company are listed on a recognised stock
exchange, the sweat equity shares are issued in accordance with the
Regulations made by the SEBI

—— Verify that meeting of shareholders held to pass the special resolution was properly convened and
that the proposal was circularized in advance to all the shareholders

Verify that the Articles of Association authorises reduction of capital

L Examine that there has been no default w.r.t repayment of deposits accepted by company or
payment of interest on such deposits

. Examine order of Tribunal confirming reduction and verify that a copy of order and minutes have
been registered and filed with the ROC

Check the Registrar’s Certificate as regards to reduction of capital

—— Vouch the accounting entries recorded to reduce the capital and to write down the assets by
reference to the resolution of shareholders and other documentary evidence

Confirm whether the revaluation of assets has been properly disclosed in the Balance Sheet

L The company may reduce the capital by reduction in unpaid capital or cancellation of lost capital
or paying off excess paid up capital

. Confirm that the words “and reduced?”, if required by the order of the Tribunal, have been added to
the name of the company in the Balance Sheet

( Audit Procedures for verifying Reduction of Capital }

I Check if the company have complied with all the terms and conditions imposed by the tribunal
while confirming reduction of share capital

Verify that the Memorandum of Association of the company has been suitably altered
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Audit of Items of Financial Statements

If the Company has made
any buyback of securities,
ensure compliance of
specific requirements as
given under section 68 of
the Companies Act 2013

According to Section 66
(6), nothing in this section
shall apply to buy-back
of its own securities by a
company under Section 68

Exemption to
Buy-Back

Disclosure

Ensure whether
disclosure is as per
requirement of Schedule
Il of the Companies Act

Reserves and Surplus

Audit
Procedure for

If dividends to holders of equity instruments are proposed or declared
after the balance sheet date, an entity should not recognize those
dividends as a liability as at the balance sheet date

Utilisation of securities premium account could be done only for
limited purposes, Auditor needs to ensure the same. (Sec 52 of the
Companies Act 2013)
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Audit of Items of Financial Statements

Audit Ensure whether the disclosures as required under

prot:edures for Schedule Il to the Companies Act, 2013 are made
Disclosure

Borrowings

Review board minutes for approval of new lending agreements

Agree details of loans recorded to the loan agreement

Roll out and obtain independent balance confirmations (SA 505) in respect of
Audit all the borrowings from the lender

Procedure
for Agree details of leases and hire purchase creditors recorded to underlying

Existence contracts/agreements

Examine trust deed, borrowing restrictions and compliance with covenants in
case of Debentures

Ensure that a discharge is received on assets securing the debt if debt is retired

Obtain Written Representation that all the liabilities which have been recorded
represent a valid claim by the lenders

Audit Procedure for Completeness
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Audit of Items of Financial Statements

Audit Procedure for Valuation

72
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Audit of Items of Financial Statements

Trade Receivables

Check whether
there are controls
in place to ensure

’Ask for a period

If any large
end accounts

balance is due

Check whether

It Procedurs that invoices r(raec eclllr?zfdat?gtl:r;g Jgaication is fgt:ccllitlgp Sh%rtjgl :O%F;:Xrgggg;
for Existence 2 ecorded invoice-
cannot be the balance as per 3 ask for reasons procedures
wise or not -
recorded more the report to the and justification

than once general ledger for the same

Audit Procedure for Completeness

Examine cut-off
procedure to
be followed for

Match invoices

Review the
invoices issued to shipping/ process of giving
during the last few, dispatch log discounts/

days (last 5 days
of the reporting
year)

incentives

Review credit
memos, ona
sample basis,
issued during
the audit period
to see if they
were properly
authorized

Test invoices
listed in
receivable

report

Assess billand
hold sales
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_ Audit of Items of Financial Statements

Audit Procedure for Valuation

—@ Review the process followed by the Company to derive an allowance for doubtful accounts

—@ Obtain the ageing report of accounts receivable (both Dr/Cr balance)

—@ Obtain the list of debtors under litigation and compare with previous year

—@ Check if provisions are made at appropriate rates considering the recoverability of amounts due

—@ Check that write-offs of the receivable balances have been approved by an appropriate authority

@ Scrutinize the analysis and identify those debtors which appear doubtful; discuss with management

about reasons as to whx these debtors are not included in the Erovision for bad debts

—

Prepare schedule of movements of bad debts — Provision accounts and debts written off and compare
the proportion of bad debt expense to sales for the current year in comparison to prior years

Audit
procedures for
Disclosure

Ensure whether the disclosures as required under Schedule Il to the Companies
Act, 2013 are made

Cash and Cash Equivalents

Audit Procedures for Existence

Surprise Check

If there are more than one cash balances, all of them should be checked
simultaneously, as far as practicable so that the shortage in one balance is
not made good by transfer of amount from the others

Desirable for the cashier to be present while cash is being counted
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Audit of Items of Financial Statements _

Auditor Perform a cash sensiti
should test analysis by compiling ¢
entries from summary of total cash
the rough and payments each m
Cash Book analyzing the trends

with those

in the Cash

Book to

prove that

entries in the

Cash Book Audit

are correct Procedures for

Completeness

Obtain BRS

Apply direct confirmation
procedure

* Auditor should ensure that all bank
accounts holding foreign currency have
been restated at the closing exchange

Audit rates as per applicable Financial

Procedures Reporting Framework

for
Valuation

Audit e disclosures as required under Schedule

procedures for es Act, 2013 are made
Disclosure
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_ Audit of Items of Financial Statements

Inventories

Audit procedures for Existence

Review entity’s plan for performing inventory count

» Ensure that consigned goods have been segregated

« To participate in the inventory count with the management

- Confirm or investigate any inventory of the entity lying with a third party

« Performing cut-off testing by documenting last 5-10 receiving reports
and shipping documents as of the period end

« Ensuring that all stock sheets are accounted for

« Perform analytical procedures

« Examine non-financial information related to inventory, such as weights and other
measurements

» Perform purchase and sales cut-off tests

+ With respect to tagged inventory, perform tests for omitted transactions and tests for
invalid transactions

» Verify the clerical and arithmetical accuracy of inventory listings

» Reconcile physical inventory amounts with perpetual records

« Reconcile physical counts with general ledger control totals

+ Reconcile inventories which belong to client but are held with third parties like
transporters

- Goods received on consignment basis have been properly segregated from other
items of inventory

Audit procedures for Rights & Obligations

Obtain
confirmation for
significant items
of inventory

Review
consignment
agreements

Examine client
correspondence,

sales and receivables
records, purchase
documents

Vouch recorded
purchases to
underlying
documentation

Review material

Evaluate th Determine purchase
va ucde ed existence commitment
consigned gooads of collateral agreements
agreements Examine invoices

for evidence of
ownership

76

©ICAI BOS



Audit of Items of Financial Statements

proc:::rlctes T Management may value inventory using FIFO or weighted /

Valuation average basis

Raw materials & Work in progress Finished goods &
Consumables Goods for Resale

Ascertain what elements of cost
are included

If standard costs are used,
enquire into basis of standards
Test check cost prices used with
purchase invoices received in the
month(s) prior to counting

Follow up valuation of all
damaged or obsolete inventories
noted during observance of
physical counting with a view
to establishing a realistic net
realizable value

Ascertain how the various stages
of production/ value additions
are measured

Ascertain what elements of cost
are included

Ensure that material costs
exclude any abnormal wastage
factors

Enquire as to what costs are
included
Ensure that inventories are valued
at net realizable value if they are
likely to fetch a value lower than
their cost

Audit procedures for Disclosure

Ensure whether the disclosures as required
under Schedule Ill to the Companies Act,
2013 are made
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Audit of Items of Financial Statements

Property, Plant and Equipment (PPE)

It includes Land, Building, Plant & Equipment, Furniture & Fixtures,
Vehicles, Office Equipment, Computers etc

- + Review entity’s plan for performing physical verification of PPE
= « Obtain PPE physical verification report backed by the working sheets from the
entity

+  Examine evidence of appropriate supervision of those performing physical
verification of PPE

- J

Audit procedures for Completeness

L Verify the movement in the PPE schedule compiled by the management i.e. Opening balances +
Additions during the period — Deletions during the period = Closing balances

Check arithmetical accuracy of movement in PPE schedule

——— Verify that the cost of an item of PPE is as per AS 10 (Revised)

Ensure that management has accurately recorded the deletion of PPE and the resultant gain/ loss
on disposal of PPE item in the entity’s books of account

« Verify entity has charged depreciation on all items of PPE

« Assess that depreciation method used reflects the pattern in which the asset’s
future economic benefits are expected to be consumed by the entity

+ Checkwhether management has done animpairment assessment to determine
whether an item of PPE is impaired as per the requirements of AS 28

Audit Procedure for

Valuation
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Audit of Items of Financial Statements _

Verify that all PPE purchase invoices are in the name of the entity
that entitles legal title of ownership

Check the conveyance deed/ sale deed for all additions to land
and building to verify whether the entity is the Legal & Valid owners
or not

Audit Procedure for
Rights and Obligations

Verify the register of charges, available with the entity to assess
that any charge has been created against the PPE

Audit Procedures for Disclosure

Ensure whether the disclosures as required
under Schedule lIl to the Companies Act, 2013
are made

Intangible Assets

Audit procedures
for Existence

Auditor should verify whether

intangible asset is in active use
in the production or supply of
goods or services, for rental
to others or for administrative

purposes
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Audit of Items of Financial Statements

Audit procedures for Completeness

L Verify the movement in the intangible assets schedule compiled by the management i.e. Opening
balances + Additions — Deletions = Closing balances

Check the arithmetical accuracy of the movement in intangible assets schedule

Verify whether such expenditure meets the criterion for recognition of an intangible asset as per AS
26 for all material additions

Verify that the management has accurately recorded the deletion of intangible asset and the
resultant gain/ loss on disposal in the entity’s books of account

Expenditure on research (or on the research phase of an internal project) should be recognised as
an expense when it is incurred

— Verify whether the additions (acquisitions) have been approved by appropriate entity’s personnel

L Verify whether proper internal processes and procedures were followed prior to finalizing the vendor
for procuring item of intangible assets by testing those documents on a sample basis

Audit
Procedure for
Valuation

Audit Procedure for Rights and Obligations
Verify that all expense invoices/ purchase contracts are in the name of the
entity that entitles legal title of ownership to the entity
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Audit of Items of Financial Statements _

Audit Procedures for Disclosure

Ensure whether the disclosures as required
under Schedule Ill to the Companies Act, 2013
are made

Trade Payables and Other Current Liabilities

Audit Procedures
. )
for Existence
Check controls in place to ensure Obtain the accounts payable
invoice does not get recorded more ageing report and trace its
than once balances to the general ledger

J

\
Trade creditors to confirm the
balances either as at the date of
balance sheet, or as at any other
selected date which is reasonably
close to the date of the balance
sheet

Apply Direct confirmation procedure

Test check purchases/ expenses on a sample basis selecting same from
accounts payable ledgers

Match purchase invoice dates to the gate entry (inward) dates

In relation to statutory dues liability, prepare a reasonability
with respect to sales/ purchases/ employee benefit expenses
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_ Audit of Items of Financial Statements

Audit Procedures for Valuation

4
=

Loans and Advances and other Current Assets

Loans and advances include loans and advances to
related parties, security deposits, capital advances,
amounts recoverable in cash or in kind or for value
to be received, e.g, rates, taxes and insurance paid in
advance/ prepaid

Other current assets primarily include balances with
statutory/ government authorities etc l

Direct confirmation procedures similar to those performed for Accounts
Receivable balances are should be performed with the only difference that
while performing circularisation of direct confirmations, in addition to the
principal amount, interest receivable, if any, as per the agreed terms between

the parties, may also be included as part of the balance to be confirmed
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Audit of Items of Financial Statements _

Obtain statutory returns filed with the authorities
like GST returns and verify whether the amount
recorded as per books of account tallies with the
claim made with the authorities

Obtain a list of all advances & other current
assets and compare them with balances in
the ledger

Review whether related party loans and
advances were properly authorized and the
value are at ALP

Verify loan agreements and acknowledgements
of parties in respect of outstanding loans

Prepare a reasonability with respect to
purchases/ expenses by applying the applicable
rate to the purchases}lexpenses for balances
with statutory authorities like GST input credit

Check if loan or an advance are material, is
granted only if authorised by the Memorandum
and Article of Association
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Confirm that the loans advanced were within
the competence of persons who had advanced
the same

Inspect the minutes of board of
directors meeting

Audit Procedures for Valuation

report of loans and

Obtain the agein

Check that write-offs or other reductions

Check that the restatement of foreign

O=@=Q@=0Q0=—0=0
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Audit of Items of Financial Statements

Audit Procedures for
Disclosure

Provisions and Contingent Liabilities

Obtain a list of all provisions and compare them with

Audit Procedures
balances in the ledger

for Existence

Audit Procedure
for Completeness

\/

Inspect the underlying agreements like
agreement with customers to assess
warranty commitments, any legal and
other claims on the entity i.e. litigations

K YUoX
\ Mo te
£k RN

Obtain the underlying working and the basis for each of the provisions
Audit made and verify whether the same is complete and accurate
Procedures for Obtain expert's report, calculation and underlying working for the
Valuation provision amount

Audit Ensure whether the disclosures as required
Procedures under Schedule lll to the Companies Act, 2013
for are made
Disclosure
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Audit of Items of Financial Statements _

Statement of Profit and Loss- Captions

Sales of Products and Services

Revenue Cycle

As part of the year-end audit of an entity’s
financial statements, auditors test sales
transactions and the internal controls over
those transactions to ensure that the entity
is not materially misstating its revenues or
accounts receivable

Auditor needs to obtain a clear understanding about the organisation and
its revenue centres.
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Audit of Items of Financial Statements

Audit Procedures for Occurence

Recorded sales represent goods shipped/ services performed during the period

Ensure revenue is not overstated by :

e Checking whether a single sales invoice is recorded twice or cancelled sales invoice is recorded.
Test check few invoices with their relevant entries in sales journal

Obtain confirmation from few customers to ensure genuineness of sales transaction

Whether any fictitious customers and sales have been recorded

Whether any shipments were done without the consent and agreement of the customer, especially
at the year end to inflate the sales figure

Whether unearned revenue recorded as earned

Whether any substantial uncertainty exists about collectability

Whether customer obligations are contingent on other actions

Review sequence of sales invoices

Review journal entries for unusual transactions

Calculate the ratio of sales return to sales and compare it with previous year and enquire for the
reasons for increase/ decrease

e Check the sales return with sales invoice, challan, credit note, stock register, etc

Audit Procedures
for Completeness
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Audit of Items of Financial Statements _

Audit Procedures for Measurement

All sales are accurately measured as per applicable accounting standards and
correctly journalized, summarized, and posted

Audit Procedures for Disclosure ‘
Required DISCLOSURE for sales have been appropriately made ‘

Ensure whether the disclosures as required under Schedule Il to the Companies Act, 2013 are made

Other Income Comprising Interest Income, Dividend Income, Gain/ Loss on Sale of

Investments Etc.

Any form of income earned by an entity which is not linked to the entity’'s core

business operations is generally classified as other income

Gain/(loss) on sale of investment
in mutual funds is recorded as other
income on transfer of title from the
entity and is determined as the
difference between the redemption
price and carrying value of the
investments

Interest income on fixed deposits
is recognized on a time proportion
basis taking into account the
amount outstanding and the
applicable interest rate

e

Dividends are recognised in the
statement of profit and loss only
when:

e The entity’s right to receive
payment of the dividend is
established;

e |tisprobable thatthe economic
benefits associated with the
dividend will flow to the entity;
and

e The amount of the dividend
can be measured reliably

-
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Audit of Items of Financial Statements

COMPLETENESS

MEASUREMENT

Audit Procedures for Other Income comprising interest income, dividend
income, Gain/ Loss on sale of investments etc.

®

Audit Procedures for Disclosure Assertion

Ensure whether the disclosures as required under
Schedule Il to the Companies Act, 2013 are made

@00 000000000000

Required DISCLOSURE for other income —
have been appropriately made S

88
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Audit of Items of Financial Statements _

Purchases

Purchases and disbursement cycle in a business refers to the set of processes that commence when an order for
buying goods or services is placed based on requirements of the production/ user department and ends when the
entity receives the product and makes complete payment to the vendor.

To ensure that the entity is not materially misstating its purchases or accounts

payables the auditor needs to

perform
substantive seta purth_se
- expectation in
analytical relation to the
Fi):‘zf:;ﬁ;e sales made
identify the purchase 2#33%23%
control points trend analysis, P auEl aing
over purchases comparison SOl s
with previous opare ha’
. with the client’s
accounting h
i) purc que
category wise recoras

purchases, etc

Audit Procedures for Occurence: Recorded purchases represent goods actually

received/ services availed during the period

Ensure purchases are not understated/ overstated by performing following audit procedures:
Whether any fictitious vendors have been booked

Whether goods were received at the factory gate

Whether there exists an entry in the security gate inward register

Whether quality inspection of goods was done

Whether the purchase invoice was approved as per delegation of authority and whether a 3 or 2-way
match was done

e Whether stock record has been updated by the stores personnel
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All purchases made
during the period were
recorded and there in
no understatement or

overstatement.

Audit Procedures for
Completeness

Audit of Items of Financial Statements

examine material

Perform cut-off test to SRR FEE RS

ensure that purchases
are recognised in the
correct accounting
period

to check that all
corresponding invoices
have been duly entered
in the Purchases book
and none have been
omitted

Ensure correct accounting

All purchases have been
measured appropriately

Perform

Audit Procedures for Measurement

Audit Procedures
for Disclosure

Employee Benefits Expenses

to obtain audit evidence as
to overall reasonableness of
purchase quantity and price

treatment of goods - in -

transit

Obtain written representation
from the management that all
the purchases that took place
during the year have been
properly recorded in the books

Consumption Analysis

Stock Composition Analysis
analytical procedures

Ratios

Ensure whether the disclosures
as required under Schedule llI
to the Companies Act, 2013
are made

Employee benefits expenses or
commonly called as payroll expenses
represent the aggregate sum an entity

pays as a consideration to its employees for
their labour/ efforts along with associated

expenses such as perquisites/ benefits,
post-employment benefits like gratuity,
superannuation, leave encashment,
provident fund contribution etc. as well as
towards their hiring, their welfare
and training.

90
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Audit of Items of Financial Statements

Obtaining a clear understanding about the organisation
and its hiring, appraisal and retirement process in the
following manner:

To tests the controls the entity has set around employee
benefit payment process to determine how effective
they are. If they are effective, the auditor can reduce the
substantive testing.

Selection of a random sample of transactions and
examines the related appointment letters, appraisal letters,
attendance records, HR policies, employee master etc.

To perform substantive analytical procedure will consist of
monthly expense reasonability, comparison with previous
accounting period

Setting an expectation in relation to the expense incurred
during the period under audit and compare that with the
client’s business operations and overall trend in the industry.

Audit Procedures for Employee
Benefit Expenses

Occurence Completeness Measurement

Assertion Assertion Assertion DR A3SErIe

Employee benefit
expenses have been
measured appropriately
and no understatement
or overstatement.

Recorded employee Employee benefit
benefit expenses were expenses pertaining to
actually incurred during the period have been
the period recorded appropriately

Required DISCLOSURES
for employee benefit
expenses have been
appropriately made
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Audit Procedures

——  Obtain an understanding of entity’s process of
capturing employee attendance

To address the risk that an entity could record

— expense for fictitious employees, auditor may

choose to meet the employees in person, on a
sample basis

Select a sample of employees and ask the payroll
—— department to share their bank details/ identity
proofs of the employees.

Obtain a list of employees as at the period- end
—— along with a monthly movement split between
new hires, leavers and continuing employees.

For a sample (selected randomly) of new hires,
obtain the appointment letter and verify whether
the salary for first month and subsequent months

was processed as per the agreed terms.

| Obtain full and final computation of resigned —
employees on sample basis, and verify

Audit of Items of Financial Statements

S Obtain the monthly salary registers for all
12 months.

Verify if accrual/ provision has been made for all
I~ employee benefits and obligations like bonus,
gratuity, leave encashment, etc.

—— Compile a reasonability if PF & ESI are applicable

to the entity

Perform analytical procedures to obtain audit
evidence as to overall reasonableness of
—— employee benefit expenses which may include
production per employee analysis.

92
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Audit of Items of Financial Statements

Ensure whether the disclosures are in
compliance with Schedule lll

. Employee Benefits Expense
Audit Procedures Salaries and wages
contribution to provident and other

for Disclosure
funds

ESOP, ESPP

Staff welfare expenses
Depreciation and Amortisation

Depreciation and Amortization are
methods that are used to prorate the cost
of a specific type of asset over its useful
life. Depreciation represents systematic

ue of

allocation of the depreciable val

an item of PPE over its useful life while
amortisation represents systematic
allocation of the depreciable amount of an
intangible asset over its useful life.

Auditor needs to consider the following attributes while veri
for depreciation and amortisation expenses

fying

Whether the

. The accounting Whether Whether all
Obtain the : oo b
. policy has depreciation and depreciation and
understanding b lied — S
of entity’s een applie amortisation amortisation
4 consistently charges are valid. charges are
accounting .
. year on year. recorded in the
policy related A h ] iat
to depreciation ny change in dppropriate
. the accounting period.
amortisation PRl IIES BT
. adequately
disclosed.

Whether
depreciation and
amortisation
charges are
accurately
calculated and
recorded.

Whether the
depreciation has
been calculated

after making

adjustment of
residual value
from the cost of
the assets.

Ensure the
Company policy
for charging
depreciation and
amortisation is as
per the relevant
provisions of

Companies
Act/ applicable
accounting
standards.

most appropriate
depreciation
method for
each separately
depreciable
component has
been used.

Whether each
part of an item

of PPE with a cost
that is significant
in relation to the

total cost of the

item have been
depreciated
separately.
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Assertions for
Amortisation &

Depreciation

Recorded

Amortisation &

Depreciation were
actually incurred
during the period

w

@ o o

Depreciation and
Amorisation have
been measured
appropriately
and there is no
understatement or

~ overstatement. '

Amortisation
& Depreciation
pertaining to
the period have
been recorded
appropriately

Audit Procedures for
Depreciation and Amorisation

Required

DISCLOSURES have
been appropriately
made

w

Select the
sample assets

ungg::tlgn%ri]ng from the Fixed

of entity’s Assets Regjister,

process of on materiality

charging considerations
depreciation and verify
and the rates of

amortization.

depreciation
and

depreciation

calculations.

Ensure

been properly
amortized over
the period.

Ensure
depreciation

i Ensure
?::;glﬁ)iz depreciation
patents, on revalued
goodwill, copy meOUHt hu?
rights have een properly

accounted from
revaluation
reserve.

Obtain the fixed
asset register
maintained by

the entity.

may check the
nature of asset
from fixed asset
register and
verify whether
fake asset has
been capitalized
in the books and
physically verify
the fixed assets,
at least the ones
that are material
in value.

Obtain a list of
all additions/
deletions along
with their proper
approval from
the authorised
person for the
same.

_Obtain the is charged on

list of all the the assets from
~ components the date when
identified by the itis ready to
management. use and not

from the date of
actual usage.

Perform
analytical
procedures to
obtain audit
evidence as

to overall
reasonableness
of depreciation
and
amortisation
expense
Depreciation
computation as
per Income tax
Act, 1961
- Ensure that
additions are
tallying with the - elhealciine
additions as arithmetical
per Companies accuracy
Act gnd the of records
eppEiing WioY and perform
to the Tax audit independent

schedule for the
assessment year
preceding the
previous year
under audit.

calculations.
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Audit of Items of Financial Statements _

Ensure whether the disclosures as required under Schedule llI

to the Companies Act, 2013 are made for

« Accounting policy for depreciation and amortization.

« Useful lives of assets as per Schedule Il to the Companies
Act, 2013.

» Residual value of assets.

+ Depreciation method

Audit Procedures

for Disclosure

Other Expenses

‘ @ Q @ An entity in addition to making purchases
and incurring employee benefit expenses,

also incurs other expenditures like rent,

W power and fuel, repairs and maintenance,

insurance, travelling, miscellaneous
, expenses etc, that are essential and

incidental to running of business operations.
==
S

While the auditor may choose to analyse the monthly trends for expenses like rent, power and
fuel, an auditor generally prefers to vouch for other expenses to verify following attributes:

Whether the
expenditure had
a valid supporting
documents like
travel tickets,
insurance policy,
third party invoice
Elie,

Whether the
expenditure
pertained to
current period
under audit

Whether the
expenditure was
authorised as per
the delegation of
authority matrix
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Audit Procedures for Occurence, Completeness & Measurement

Audit of Items of Financial Statements

Legal and
Rent expense Power and fuel Insurance professional
expense expense expenses

\-------!/ \-------—/ \l-------!/

Obtain a month wise expense
schedule along with the rent
agreements

Obtain a summary of
—— insurance policies taken along
with their validity period

Verify whether the expense
has been correctly classified
L___ between prepaid and expense
for the period based on

number of days

L Verify if expense has been
recorded for all 12 months

Specific consideration should be
given to escalation clause in the
agreement to verify if the rent
was required to be recorded on
a straight-line basis during the
period under audit

Obtain a month-wise and
consultant-wise summary

Verify whether the expenditure for

all 12 months has been recorded

correctly for monthly retainership
agreements

Verify if the agreement is in the
name of the entity and whether the
— expense pertains to premises used
for running business operations of

the entity

Select a sample and vouch non-

. . recurring expenses
Obtain a month wise expense

schedule along with the power bills

Be cautious while vouching for
legal expenses as the same may
highlight a dispute for which the

entity may not have made any

Verify if expense has been recorded
for all 12 months.

Travel, repair and
maintenance,
printing and
stationery,
miscellaneous

expenses

Prepare a
summary of
expenditure on
monthly basis and
[ then analytically
compare the
trends

Perform
analytical
—  procedures to
obtain audit

evidence

Analyse expense
per unit produced
and compare

Compile a month wise summary
of power units consumed and the
applicable rate and Check the

provision and the matter may
also not have been discussed/
highlighted to the auditor for his

L the same with
previous years
and present
industry trends

arithmetical accuracy of the bill

! l specific consideration.
raised on monthly basis

Analyse the monthly power units
consumed by linking it to units
of finished goods produced and
investigate reasons for variance in
monthly trends

Ensure other expense have been classified under:]

+ Legal and professional.

« Printing and stationary.

« Travel expenses.

» Miscellaneous expenses.

Rent.

Insurance.

Power and fuel.

Repairs and maintenance-
Building, Plant and
machinery, others.

Audit Procedures
for Disclosure
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Chapter 6: Audit Documentation

SA 230 on “Audit Documentation”, deals with the auditor’s responsibility to prepare audit documentation for an audit
of financial statements.

Property of the Auditor Sufficient

Audit

. Audit Evidence
Documentation

f

Appropriate
Memorandum
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_ Audit Documentation

A sufficient and appropriate record of
the basis for the auditor’s report

To prepare
documentation
that provides

Objective of the
Auditor

Evidence that the audit was planned
and performed in accordance with SAs

\_/

Evidence of the auditor’s basis for a
conclusion )

Nature of Audit
Documentation Evidence that the audit was planned
and performed in accordance with SAs

and legal and regulatory requirements

3

C g )

Purpose of Audit
Documentation

o_®

'\.
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Audit Documentation

Form, Content
and Extent
of Audit
Documentation

Audit Documentation .
The auditor should prepare To document NTE, the auditor
documentation to understand should record

Identifying
characteristics of the
specific items or matters
tested

The nature, timing, and
extent (NTE) of the audit
procedures performed

The results of the audit
procedures and the audit
evidence obtained

Who performed the audit
work and the date such
work was completed

Who reviewed the audit
work performed and the
date and extent of such
review

Significant matters
arising during the audit
and the conclusions
reached

Discussion and Resolution
Documentation

The auditor should document
discussions of significant
matters with

Management, those charged
with governance (TCWG), and
others

If inconsistent information
arises regarding a significant
matter

The auditor must document
how the inconsistency was
addressed and resolved

©ICAI BOS
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_ Audit Documentation

m Form, content ond_

extent of audit :
documentation ‘

1
i
i
1 . .
. determining
m - _

Issues
memoranda

/
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Audit Documentation

Auditor shall
assemble
the audit

documentation

in an audit file

SQC 1requires firms to
establish policies and
procedures for timely
completion of assembly
of audit files

Complete the assembly
of the final audit file in
ordinarily not more than
60 days after the date of
the auditor’s report

Changes may be made
to audit documentation
during the final assembly
process, if they are
administrative in nature

After assembly of final
audit file has been
completed, the auditor
shall not delete audit
documentation before
the end of its retention
period

SQC 1requires firms

to establish policies

and procedures for the
retention of engagement
documentation

Audit File

» Contains audit documentation for a specific
engagement

» Stored in physical or electronic form

« May include one or more folders or storage media

Delete/discard
superseded
documentation

Sort, collate, and
cross-reference
working papers

Administrative
= Changes
includes

Sign off on
completion
checklists

Document
evidence
obtained and
agreed upon
before the
report date

The retention
period for audit
engagements
ordinarily is no
shorter than
— SEVEN years from
the date of the
auditor’s report,
or, if later, the
date of the group
auditor’s report

©ICAI BOS
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Audit Documentation

Examples of significant matters include:

Results of audit procedures indicating

- financial statements could be materially misstated, or

+ need to revise the auditor’s previous assessment of the ROMM and the auditor’s responses to those
risks

Circumstances that cause the auditor significant difficulty in applying necessary audit procedures

Findings that could result in a modification to the audit opinion or the inclusion of an Emphasis of Matter
Paragraph in the auditor’s report

GG

Completion Memorandum or Audit Documentation Summary
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Chapter 7: Completion and Review

SA 560 “Subsequent Events”

Subsequent
events

Events occuring Facts which

between the date | become known to

of the financial the auditor after

statements and the date of the

the date of the auditor's report

auditor's report but before the
date the financial
statements are
issued

of financial statements

the auditor to amend the auditor’s report

Facts which
become known
to the auditor
after the financial
statements have
been issued

SA 560 deals with the auditor’s responsibilities relating to subsequent events in an audit

- Obtain SAAE about whether subsequent events that require adjustment of, or disclosure
in, the financial statements are appropriately reflected in those financial statements

- Respond appropriately to facts that become known to the auditor after the date of the
auditor’s report, that, had they been known to the auditor at that date, may have caused

104
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Completion and Review _

Audit procedures relating to events occurring between the date of the financial
statements and the date of the auditor’s report

ing minutes
etings, of the
ity’s owners,
agement and
G, that have
held after the
f the financial
ements and
uiring about
ers discussed
h meetings for
h minutes are
yet available

Extend the audit procedures referred to the
date of the new auditor’s report and

Discuss the matter with management and,
where appropriate, TCWG

Determine whether the financial statements
need amendment and, if so,

Provide a new auditor's report on the

amended financial statements

Inquire how managementintends to address

the matter in the financial statements
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 SARANSH. Completion and Review

Management does not amend the financial statements in circumstances where
the auditor believes they need to be amended, then:

- Discuss the matter with

management and, where Carry out the audit procedures

appropriate, TCWG necessary in the circumstances on the
+ Determine whether the financial - amendment. )

statements need amendment and, + Extend the audit procedures to the

if so, Inquire how management date of the new auditor’s report

intends to address the matter in the * Review the steps taken by

financial statements management

SA 570 “Going Concern”

(Jele)ae) 7.\ This SA deals with the auditor’s responsibilities in the audit of financial statements relating to
going concern and the implications for the auditor’s report

J

+ To obtain SAAE regarding, and conclude on, the appropriateness of management’s use of

OBJECTIVES the going concern basis of accounting in the preparation of the financial statements;

OF AUDITOR + To conclude whether a material uncertainty exists related to events or conditions that
may cast significant doubt on the entity’s ability to continue as a going concern; and

» Toreport in accordance with this SA J
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Risk assessment procedures and related activities

Auditor shall determine whether
management has already performed a
preliminary assessment of the entity’s

ability to continue as a going concern

r ]

If such an assessment has been If such an assessment has not yet been
performed performed

I I
p

auditor shall discuss the assessment
with management

auditor shall discuss with management
the basis for the intended use of the
going concern basis of accounting

determine whether management has
identified events or conditions that may
cast significant doubt on the entity’s
ability to continue as a going concern

inquire of management whether

events or conditions exist that may
cast significant doubt on the entity’s
ability to continue as a going concern

if so, management’s plans to address
them

Examples of events or conditions that may cast significant doubt on the entity’s
ability to continue as a going concern

Net liability or Inability to
net current comply V\fnlth the
liability position [EEEREEE T . terms of loan
: . agreements

Indications of : Fi =
wﬂhdrcwcl iancia Inability to pay
of financial g events or creditors on due

support by . conditions 2 dates
creditors e :

Arrears or
discontinuance
of dividends

Adverse key
financial ratios
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SARANSH Completion and Review

Emergence Loss of key
of a highly management
successful without

competitor replacement

Operating
events or
conditions

Shortages
of important
supplies

Labour
difficulties

Non-

compliance
with capital or
other statutory
or regulatory
requirements

Changes in law
. or regulation
Otherevents ¥ or government
or conditions Ji8 policy expected
N to adversely
affect the entity

Uninsured or
underinsured
catastrophes

when they occur
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Additional audit procedures when events or conditions are identified

Reading minutes of the meetings of
shareholders, those charged with governance
and relevant committees for reference to
financing difficulties

Determining the adequacy of
support for any planned disposals
of assets

Auditor’s conclusions

Based on audit evidence obtained,

Auditor shall evaluate Auditor shall conclude whether, in
whether SAAE has been the auditor’s judgment, a material
obtained and shall conclude uncertainty exists related to
on, the appropriateness of events or conditions that, may
management'’s use of the going cast significant doubt on the
concern basis of accounting entity’s ability to continue as a

going concern
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Adequacy of Adequately disclose the principal events or conditions that may cast

disclosures when significant doubt on entity’s ability to continue as a going concern and
events or conditions management’s plans to deal with these events or conditions

have been identified and
a material uncertainty
exists

Auditor shall evaluate whether, in view of the requirements of the
applicable financial reporting framework (FRF), the financial statements
provide adequate disclosures about these events or conditions

Implications for the Auditor’s Report

If use of going concern basis of
accounting is appropriate but
a material uncertainty exists

If use of Going concern basis of
accounting is inappropriate

If the financial statements have been Adequate Disclosure _Of a Moter!al
prepared using the going concern Uncertainty is made in the Financial
basis of accounting but, in the auditor's Statements .
judgment, management's use of the « Auditor shall express an unmodified
going concern basis of accounting o einllei ) _
in the preparation of the financial Adequate Disclosure of a Material
statements is inappropriate, the auditor Uncertainty is Not Made in the
shall express an adverse opinion Financial Statements

+ Express a qualified opinion or adverse

Q ) ( opinion p

Management unwilling to
make or extend its assessment

Qualified opinion or a disclaimer of
opinion in the auditor’'s report may be
appropriate

SA 450 “Evaluation of Misstatements Identified during the Audit”

SA 450 deals with the auditor’s responsibility to evaluate the effect of identified misstatements
on the audit and of uncorrected misstatements, if any, on the financial statements

y

OBJECTIVES »  Effect of identified misstatements on the audit
OF AUDITOR » Effect of uncorrected misstatements, if any, on the financial statements

v
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Consideration of identified misstatements as the audit progresses

Nature of identified misstatements and

The auditor shall ) ) .
A W the circumstances of their occurrence Aggregate of misstatements

the overall audit indicate that other misstatements accumulated during the audit
strategy and audit may exist that, when aggregated with approaches materiality determined

misstatements accumulated during the
audit, could be material or

in accordance with SA 320

plan need to be
revised if:

Communication and correction
of misstatements

Evaluating the effect of
uncorrected misstatements

N
« Auditor shall communicate all misstatements e Auditor shall determine whether uncorrected
with the management, unless prohibited by misstatements are material. In making this
law or regulation determination, the auditor shall consider: -
+ The auditor shall request management to > Size and nature of misstatements, both in
correct those misstatements relation to particular classes of transactions,
. If management refuses to correct, the qccoupt balances or disclosures and the
auditor shall obtain an understanding of financial statements as a whole
management’s reasons for not making the > Effect of uncorrected misstatements related
corrections to prior periods on the relevant classes
of transactions, account balances or
disclosures, and the financial statements as
awhole
. /. J

e B
L
Audit documentation shall include: -
Documentation . AlmOLI,In: 'b_ellow which misstatements would be regarded as
regarding cltlaor_y rivia lated duri h di d wheth
T + Al misstatements accumulated during the audit and whether

they have been corrected
« Auditor’'s conclusion as to whether uncorrected misstatements
are material and the basis for that conclusion

identified during audit
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T

"Written Representations” }

Scope of Objectives of
the SA the auditor

Important points
to be considered

7~ N\ e N\ e N\ 4 N\
This SA deals 1. To obtain written Although Written Doubts as to reliability of
with the auditor's representation from Representations Written Representations:
responsibility to the management or provide necessary If written representations
obtain written TCWG that they believe audit evidence, are inconsistent  with
representation from that they have fulfilled they do not provide other audit evidence,
management and, their responsibility for sucient appropriate auditor  shall  perform
where appropriate, the preparation of the audit evidence on audit  procedures to
those charged with financial statements and their own resolve the matter.
governance for the completeness of \ / If the auditor concludes

_ the information provided that the written

to the auditor representation are not
reliable, the auditor shall
take appropriate action in
accordance with SA 705

e ) ——
2.To support other audit
evidence relevant to the 4 N
financial statements or The date of  Written
specific assertions in Representation  shall  be
the financial statements as near as practicable to,
by means of Written but not Gfter, the the Of
representations the Ouditor's report on the
nancial statements. Written

Representation shall be for
all nancial statements and
periods referred to in the
auditor's report

\ee——

. To respond appropriately

to written representation ( R

provided by Requested Written

management/ TCWG Representation not
provided:

Auditor  shall  discuss
with the management,
re-evaluate the integrity
of management, take
appropriate actions
including the impact on
audit report as per SA 705

——————
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( saz260 |

P
I
Preparation of the
financial statements
1
Management has fulfilled its responsibility for Auditor shall request management to
the preparation of the financial statements in provide a written representation that:
accordance with the applicable FRF
I I
It has provided the auditor with all relevant All transactions have been
information and access as agreed in the terms recorded and are reflected
of the audit engagement and in the financial statements
A
P

"Communication with Those Charged with Governance")

Scope of the SA & (

Objective of the
Auditor

e N\
Scope
Deals with auditor's
responsibility to
communicate  with
TCWG in an audit of
financial statements

' N\
Objective

a) To communicate
clearly with TCWG
the responsibilities
of the auditor
& overview of
planned scope &
timing of audit

To obtain from
TCWG information
relevant to the
audit

To provide TCWG
with timely
observations that
are significant &
relevant to their
responsibility
to oversee the
financial reporting
process
To promote
effective two way
communication
between auditor &
TCWG

ﬁ

b)

c)

d)

G

Definitions

Ve

_

Those charged
with governance:
a person(s) or
organization(s) with
responsibility for
overseeing the strategic
direction of the entity &
obligations related to
the accountability of
the entity. This includes
overseeing the financial
reporting process

Management: The
person(s) with executive
responsibility for the
conduct of the entity's
operations. For some
entities, management
includes some or all
of TCWG, for example,
executive members of
a governance board, or
an owner-manager

Other Important
points to be

considered

The
communicate to TCWG:
1. The responsibilities of

. The auditor's

. Circumstances

N [

auditor shall

the auditor in relation
to the financial audit

. The planned scope

& timing of audit
including  significant
risks identified by the
auditor

view
significant
qualitative  aspects
of the entity's
accounting practices

about

. Significant  difficulties

encountered  during
the audit

. Written representation

the auditor is
requesting

that
affect the form &
content of auditor's
report

. Any other significant

matter arising during
the audit relevant
to the oversight of
financial reporting
process

—

In case of listed entities, the
auditor shall communicate with
TCWG:

a)A  statement that the
engagement team & others in
the firm (network firms also)
have complied with relevant
ethical requirements regarding
independence &

b)the related safeguards
that have been applied to
eliminate identified threats to
independence or reduce them
to an acceptable level

/The communication process:

The auditor shall communicate with

TCWG:

1. the form, timing & expected general
content of communications

2. in writing significant findings from
the audit & regarding auditor
independence

3. on timely basis

The auditor shall evaluate the

adequacy of the communication

process with TCWG. If not found

adequate, auditor shall evaluate the

effect & take appropriate action

Documentation:

The auditor shall include the

matters communicated to TCWG

(whether orally or in writing) in audit

documentation
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/ N\

( sa2e5 |

~

"Communicating Deficiencies in Internal Control to
Those Charged With Governance and Management”

Scope of the SA &
Objective of the
auditor

Objective of the

Auditor

Scope

Deals with auditor's
responsibility to communicate
app ropriately to TCWG and
management deficiencies in
internal control that the auditor
has identified in an audit of
financial statements

To communicate appropriately to TCWG
and management deficiencies in internal
control that the auditor has identified
during the audit and that, in the auditor's
professional judgment, are of sufficient
importance to merit their respective
attentions

Deficiency in Internal Control:

This exists when:

i) A control is designed, implemented
or operated in such a way that it
is unable to prevent, or detect and
correct, misstatements in the financial
statements on a timely basis

ii) A control necessary to prevent, or detect
and correct, misstatements in the
financial statements on a timely basis is
missing

Significant deficiency in Internal Control:

A deficiency or combination of deficiencies

in internal control that, in the auditor's

e

professional
importance to merit the attention of TCWG

———

judgment, is of sufficient

The auditor shall determine, whether he has identified

one or more deficiencies in the internal control

If Yes, the auditor shall determine whether, individually or

in combination, they constitute significant deficiencies

The auditor shall communicate in writing significant

deficiencies identified to TCWG on timely basis

The auditor shall also communicate to management

at an appropriate level of responsibility on a timely

basis, in writing about significant deficiencies and other

deficiencies

The written communication shall include:

i) A description of the deficiencies and explanation of
their possible effects

i) Sufficientinformation to enable TCWG/ management
to understand the context of the communication
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SARANSH

Chapter 8: Audit Report

SA 700 “Forming an Opinion and Reporting on Financial Statements”

It deals with the auditor’s responsibility to form an opinion on the financial statements
It also deals with the form and content of the auditor’s report issued as a result of an audit
of financial statements

To form an opinion on the financial statements
To express clearly that opinion through a written report

Whether
suffcient
appropriate
audit evidence
(SAAE) has
been obtained

The eva

To Form Opinion
— Auditor
to Obtain
Reasonable
Assurance
& Consider that

©ICAI BOS
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Evaluations by

the auditor

Whether the financial statements are prepared in
accordance with the applicable Financial reporting

Framework (FRF)

Audit Report

!

Selected and applied
significant accounting

Accounting estimates
by management are

olicies are adequatel
P a Y reasonable

disclosed

Accounting policies
are consistent  with

applicable FRF

\I

Terminology used in
financial statements is

appropriate

Information in financial
statement is relevant,
comparable
and understandable

L Unmodified Opinion ]

When auditor concludes that the financial
statements are prepared, in all material
respects, in accordance with the
applicable FRF

If Auditor

Concludes that, based on audit evidence
obtained, the financial statements obtained are
not free fromn material misstatements

is unable to obtain SAAE
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Auditor’s Report

Auditor’s report shall have a title that clearly indicates thatit /

is the report of an independent auditor

Auditor’s report shall be addressed, as appropriate based
on circumstances of the engagement

Auditor’'s Opinion

—@ Identify the entity whose financial statements have been audited

—@ State that the financial statements have been audited

—@ Identify the title of each statement comprising the financial statements

—@ Refer to the notes, including the summary of significant accounting policies

) Specify the date of, or period covered by, each financial statement comprising the financial statements

- States that audit was conducted in accordance with SAs

» Refers to section of auditor’s report that describes auditor’s responsibilities
under the SAs

» Includes a statement that the auditor is independent of the entity in
accordance with the relevant ethical requirements relating to the audit
and has fulfilled the auditor’'s other ethical responsibilities in accordance
with these requirements

+ States whether the auditor believes that audit is sufficient and appropriate
to provide a basis for the auditor’s opinion
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Going
Concern

Key Audit

Matters

Other
Information

Audit Report

Where applicable, the auditor shall report in accordance l
with SA 570 (Revised)

For audits of complete sets of general purpose financial ‘
statements of listed entities, the auditor shall communicate

key audit matters in the auditor’s report in accordance with

SA 701
-
y

Where applicable, the auditor shall report in accordance 4
with SA 720 (Revised)

Responsibilities For The Financial Statements

This section of the auditor’s report shall describe management’s responsibility for:

Preparing the financial

statements )

in accordance with the applicable Assessing the entity's ability to
FRF, and for such internal control continue as a going concern and
as management determines is whether the use of the going concern
necessary to enable the preparation basis of accounting is appropriate
of financial statements that are as well as disclosing, if applicable,
free fromm material misstatement, matters relating to going concern
whether due to fraud or error

Auditor’'s Responsibilities for the Audit of the Financial Statements

Ve

[ Auditors responsibility section to state J

Objectives of the
auditor

That misstatements can
arise from fraud and error

about whether the financial

statements as a whole are free
fromn material misstatement,

Obtain reasonable assurance Issue an auditor’s report that
whether due to fraud or error

includes the auditor’s opinion
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Audit Report
4 7\
Auditor’s responsibility section shall further
State that auditor . .
exercises professional Describe auditor's
judgement and responsibility in group
maintains professional audit
skepticism
| |
e e e )
To evaltuate
. . . To conclude the the overall
assesthorisks || understandingof || appropriatenese || PPropriotensss || pressntation
of material the internal corg1trol (F))F dc?:ountin Bl (M eSS structure
misstatement svstem olicies 9 use of going and content
! Y polict concern of financial
statements
L \ L
- J

Location of the description of the auditor’s
responsibilities for the audit of the financial statements

N
4[ Within the body of the auditor’s report

Within an appendix to the auditor’s report, in which case the auditor’s report shall include
a reference to the location of the appendix or

By a specific reference within the auditor’s report to the location of such a description
on a website of an appropriate authority, where law, regulation or national auditing
standards expressly permit the auditor to do so

Other Reporting Responsibilities:

If the auditor addresses other reporting responsibilities
in the auditor’s report on the financial statements that
are in addition to the auditor’s responsibilities under
the SAs, these other reporting responsibilities shall
be addressed in a separate section in the auditor’s
report with a heading titled Report on Other Legal and
Regulatory Requirements” or otherwise as appropriate
to the content of the section
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 SARANSH. Audit Report

Signature of the
Auditor

The audit report is signed
by the auditor (i.e. the
engagement partner) in
his personal name

t
the

SA 701 “Communicating Key Audit Matters In The Independent Auditor’s Report”

4 N

[ "Communicating Key Audit Matters in the Independent Auditor’s Report"]

Scope of the c Purposﬁ °'. Communicating Other important
SA emmunicating Key Audit Matters points to be
Key Audit Matters Y auCt 2
considered
e

Deals with the auditor’'s 4 I\ ) )
responsibility to To determine key audit The .OUdItOI' shal[descrlbe ecch.key
I communicate key audit mattersand, hoving audit matter, using an opproprlote

matters in the auditor’s
report

subheading, in a separate section

formed an opinion on /
of the auditor's report under the

the financial statements,

communicate those heading “Key Audit Matters”
4 matters by describing
Intended to address both them in the auditor's
the auditor's judgment as report e o ] ] R
to what to communicate _ Communicating key audit matters in the auditor’s
L in the auditor's report report is not:
and the form and content
of such communication -

Auditor shall take in
account:

4 N\
(a) A substitute for disclosures in the financial
statements that the applicable financial

s ~N reporting framework requires management
To e_nhgnce the Vs - to make, or that are otherwise necessary to
communicative value 1. Areas of higher asse achieve fair presentation;

ssed risks of material
misstatement

of the auditor's report
by providing greater
transparency about the
audit that was performed P
\——— 2. significant  auditor's

judgment

p

(b) A substitute for the auditor expressing a
modified opinion when required by the
circumstances of a specific audit engagement

Vs ~ in accordance with SA 705 (Revised);

To assist the users in ﬁ

understanding those p Ve - . —\

matters that, in the 3. The effect on the audit (c) A substitute for reporting in accordance with

auditor’s professional of significant events SA 570 when a material uncertainty exists

judgment, were of most [— or transactions during relating to events or conditions that may

significance in the audit of the period cast significant doubt on an entity’s ability to

the financial statements A continue as a going concern; or

of the current period ﬁ
[ (d) A separate opinion on individual matters )

N J
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SA 705 “Modifications to the Opinion in the Independent Auditor’'s Report”

/

Scope .

Audit Report

SA deals with the auditor's responsibility to issue an
appropriate report in circumstances when, in forming an
/ .| opinion in accordance with SA 700 (Revised), the auditor
concludes that a modification to the auditor’s opinion on

the financial statements is necessary

L y

Circumstances When a Modification to the Auditor’s opinion is Required

The auditor is unable to obtain sufficient
appropriate audit evidence to conclude
that the financial statements as a whole
are free from material misstatement

The auditor concludes that,
audit evidence obtained,
statements as a whole are

material misstatement; or

Types of Modified Opinions:

Disclaimer of Opinion

»

Qualified Opinion

The auditor, having obtained
sufficient  appropriate  audit
evidence, concludes that
misstatements, are material, but
not pervasive or

Auditor is unable to obtain SAAE
on which to base the opinion, but
the auditor concludes that the
possible effects on the financial
statements of undetected
misstatements, if any, could be
material but not pervasive

Adverse Opinion

The auditor shall express an
adverse opinion when the
auditor, having obtained SAAE,
concludes that misstatements,
individually or in the aggregate,
are both material and pervasive
to the financial statements

Disclaimer of Opinion

The auditor shall disclaim an
opinion when he is unable to
obtain SAAE on which to base
the opinion, and he concludes
that the possible effects on
the financial statements of
undetected misstatements, if
any, could be both material and
pervasive
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Audit Report
s N
. o B
Nature of Matter Auditor’s Judgement about the Pervasiveness
Giving Rise to the of the Effects or Possible Effects on the Financial
Modification? Statements
Which type Material but not Material and
of opini onis Pervasive Pervasive
appropriate? Financial statements are | Qualified opinion Adverse opinion
materially misstated
Inability to obtain Qualified opinion Disclaimer of opinion
sufficient appropriate
audit evidence
\ J
C

Consequence of an Inability to Obtain SAAE Due to a Management-imposed
Limitation after the Auditor Has Accepted the Engagement

-

Inability to Obtain SAAE Due to a Management-Imposed Limitation after the Auditor

Has Accepted the Engagement

[ Request the management to remove the limitation ]

Proceed with audit
procedures

Communicate with TCWG and
perform alternative procedures

Still unable to obtain SAAE

l

Possible Effects Material but not
pervasive

[ Qualified Opinion

) |

) |

~
Possible effects material and
pervasive
~
Withdraw from audit engagement or
disclaimer of opinion
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Audit Report

Description of Auditor’'s Responsibilities for the Audit of the Financial Statements
When the Auditor Disclaims an Opinion on the Financial Statements

SARANSH

e -
Statement that Statement that, Statement about
auditor’s responsibility auditor was not able auditor independence
is to conduct an audit to obtain SAAE to and other ethical
in accordance with provide a basis for an responsibilities
SA and to issue an audit opinion on the required by
auditor’s report financial statements SA 700 (Revised)
A e
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Audit Report

( sa706

)

Emphasis of Matter Paragraphs and Other Matter
Paragraphs in the Independent Auditor’s Report

SR (o)

Definitions j

(This SA deals ) /Emphusis of Matter
with additional paragraph:

communication in the
auditor’s report when
the auditor considers

it necessary to draw appro

users’ attention to a or disclosed in the
matter or matters financial statements
% that, in the auditor's
e N\ judgment, is of such
(a) presented or importance that it is
disclosed in the fundamental to users
financial statements understanding of the
that are of such

importance that they
are fundamental to

A paragraph included
in the auditor's report
that refers to a matter

~

priately presented

users’ understanding
of the financial
statements; or

Other

s ~ refers toa matter other
(b)  other  than than those presented
those  presented or disclosed in the
or  disclosed  in financial  statements
the financial that, in the auditor's
statements that are judgment, is relevant to
relevant to users users’

understanding of the
audit, the auditor's
responsibilities or the

auditor’s report

_

The objective of the auditor,
having formed an opinion on
the financial statements, is to
draw users’ attention, when
in the auditor's judgment it is
necessary to do so, by way of
clear additional communication

in the auditor’s report, to:

Amatter, although appropriately
presented or disclosed in the

financial statements, that
is of such importance that
it is fundamental to users’

understanding of the financial

statements; or

As appropriate, any other\
matter that is relevant to users’
understanding of the audit, the
auditor’s responsibilities or the

financial statements
e

paragraph:
Aparagraphincludedin
the auditor’s report that

the audit, the auditor’s
responsibilities or the
auditor’s report

~
Matter

understanding of

(vetrrers )

Emphasis of Matter
Paragraphs in the
Auditor’s Report

attention to a
matter presented
or disclosed in
the financial
statements that,
in the auditor’s
judgment,
is of such
importance that
it is fundamental
to users’
understanding
of the financial
statements,
the auditor
shall include
an Emphasis of
Matter paragraph
in the auditor’s
report provided:

auditor’'s

The auditor
would not be
required to
modify the
opinion in
accordance with
SA 705 (Revised)
as a result of the
matter; and

When SA 701
applies, the
matter has not
been
determined
to be a key audit
matter to be
communicated
in the auditor’s

report

If the auditor /When the
considers it auditor includes
necessary to an Emphasis
draw users’ of Matter

paragraph in the
auditor's report,
the auditor shall:

(a) Include the
paragraph within
a separate
section of
the auditor’s
report with an
appropriate
heading that
includes the term
“Emphasis of
Matter”;

(b) Include in
the paragraph a
clear reference
to the
matter being
emphasized
and to where
relevant
disclosures that
fully describe
the matter can
be found in
the financial
statements.

e paragraph
shall refer only
to information

presented or

disclosed in
the financial
statements; and

(c) Indicate that
the auditor’s
opinion is
not modified
in respect of
the matter
emphasized

Paragraphs in the
Auditor’s Report

ﬁ

Other Matter

with Those Charged

Communication

with Governance

If the auditor
considers it
necessary to
communicate
a matter other
than those that
are presented
or disclosed in
the financial
statements that,
in the auditor’s
judgment, is
relevant to users’
understanding
of the audit,
the auditor’s
responsibilities
or the auditor’'s
report, the
auditor shall
include an
Other Matter
paragraph in the
auditor’s report,
provided:

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

(b)When SA
701 applies, the
matter has not

been
determined
to be a key audit
matter to be
communicated
in the auditor’s
report

H

The auditor
shall
include the
paragraph
within a
separate
section with
the heading
“Other
Matter,”
or other
appropriate
heading

If the auditor
expects to
include an

Emphasis of

Matter or an

Other Matter

paragraph in

the auditor’s
report, the
auditor shall
communicate
with those
charged with
governance
regarding this
expectation and
the wording of
this paragraph
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Audit Report

-

(

SA 710 )

Comparative Information - Corresponding Figures and

Comparative Financial Statements

(seepeatmasa) (

the Auditor

Deals with auditor's
responsibilities
regarding comparative
information in an audit
of financial statements

When the financial
statements of the
prior period have
been audited by a

predecessor auditor
or were not audited,
the requirements and

guidance in SA 510

regarding opening

balances also apply

E

) |

Comparative
The amounts and disclosures
included in the
statements in
one or more prior
in  accordance
applicable financial reporting
framework

and

To obtain sufficient appropriate

audit evidence about
whether  the  comparative
information included in the
financial statements has

been presented, in all material
respects, in accordance with the
requirements for comparative
information in the applicable
financial reporting framework;

To report in
with the auditor's

responsibilities

-

accordance
reporting

financial
respect of
periods
with  the

. R
information:

/Corresponding figures:
Comparative information
where amounts and other
disclosures for the prior
period are included as
an integral part of the

current period financial
statements, and are
intended to be read only
in relation to the amounts
and other disclosures
relating to the current
period (referred to as
“current period figures”).
e level of detail presented
in the corresponding
amounts and disclosures
is dictated primarily by its
relevance to the current
period figures

/COmparutive
statements:
Comparative information
where  amounts  and
other disclosures for the
prior period are included
for comparison with the
financial statements of
the current period but, if
audited, are referred to
in the auditor's opinion.

e level of information
included in those
comparative financial

statements is comparable
with that of the financial
statements of the current
period

financiul\

Audit Reporting
differences
between the

Approaches
are:

the auditor's opinion on
the financial statements
refers to the current period
only; whereas

4 For corresponding figures,\

statements, the auditor’'s
opinion refers to each
period for which financial
statements are presented

L =)
For comparative financial

Procedure

/1, With  Reference to\
corresponding  figures,
auditor opinion should
refer in his opinion only
when
a) if previous AR is other

than unqualified.

b) Prior period
misstatement not
addressed.

c) if prior period FS

unaudited

_

e
2. With Reference

Assess the consistency of accounting to

policies used

comparative
figures

a) the auditor's
opinion shall

Check Comparative

figures  with
amount and closure in prior period

refer to each
period for
which FS are
presented
and on which

Determine that FS

appropraitely classified comparative
information

Contains

audit opinion is
expressed.

b) difference in
opinion on
previously
issued FS.

c) if previous FS

Evaluate the impact of
misstatement in
information on FS

possible
comparative

audited by

some other

auditor, mention

the same in AR.
d) If prior period

FS unaudited,

Obtain Written representation

mention the
same in the AR
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Audit of Branch Office Accounts

Accounts shall be audited
either by the company's
Branch office situated auditor or by an
outside India accountant or by any other
person duly qualified to act
as an auditor

Duties and Powers of Branch Auditor

Branch auditor shall prepare a report on the accounts of the branch
examined by him

Branch auditor shall submit his report to company’s auditor and reporting
of fraud by auditor shall also extend to such branch auditor to the extent it
relates to concerned branch

SA 600 “Using the work of another auditor”

When using the work of another auditor, the principal auditor should ordinarily perform the following procedures:

Advise the other auditor of the use that is
to be made of the other auditor's work and
report and make sufficient arrangements

Advise the other auditor of the significant
accounting, auditing and reporting
requirements and obtain representation
as to compliance with them

for co-ordination of their efforts at the
planning stage of the audit
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Audit Report SARANSH

Joint Audit

Joint audit basically implies pooling together resources and exp:
of more than one firm of auditors to render an expert job in a gi
time period which may be difficult to accomplish acting individu

essentially involves sharing of the total work

Advantages of Joint Audit

' Advantage
Sharing of of mutual
expertise consultation

Sense of healthy Lower
competition workload
towards
a better
SUOUUE A Advantages of

Joint Audit

Better quality of
performance

Lower costs to
carry out work.

Lower staff

development Improved
costs service to client

©ICAI BOS 127



Disadvantages of Joint Audit

Fees being shared

Psychological
problem where firms
of different standing
are associated in
the joint audit

Uncertainty

about the v 4

liability for the
work done

Disadvantages
of Joint Audit

Areas of work
of common
concern being
neglected

General superiority
complex of some
auditors

Problems of
co-ordination
of the work

SA 299 (Revised) “Joint Audit of Financial Statements”

SA 299 requires that:

Audit Report

Engagement partner and other key members of the engagement team from each of the
joint auditors should be involved in planning the audit

Joint auditors should jointly establish an overall audit strategy which sets the scope,
timing and direction of the audit

Each of the joint auditors should consider and assess ROMM and communicate to other
joint auditors

Joint auditors should obtain common engagement letter and common management
representation letter

Work allocation document should be signed by all the joint auditors and communicated
to TCWG
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Audit Report

Joint auditors shall be
jointly and severally
responsible for:

Reporting requirements
under the Companies
Act, 2013

on any other matter
y Central Government

Reporting Requirement Relating to Matters Stated in Section 143(1)

Under section 143(1), auditor shall inquire into following matters:
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 SARANSH. Audit Report

Reporting on accounts examined [Section 143(3)]

Whether the . Any
company’s Observations qualification,
Whether he Balance e ]‘?om drpents reservation
hgs sg;ughtd sheatiand :n gﬁq:—fgir; or adverse
and obtaine profit and X remark
all information || |oss account troqrnr?%i?eorgs relating to
and dealt with in ; maintenance
explanations 1| the report are C“":]h'%hdch; of accounts
which t;) the in agreement e);fect on and other
best of his with books of s matters
knowledge account and fthJ]nctlomng o connected
and belief returns © Gelmlely therewith

Reporting requirement on adequacy of IFC with reference
to financial statements shall not be applicable to a private
company whichis a:

One person company; or

Small company; or

Reporting on Any Other Matter Specified By Central Government

Central Government may, in consultation with the NFRA, by general or
special order, direct, in respect of such class or description of companies,
as may be specified in the order, that the auditor’s report shall also

include a statement on such matters as may be specified therein

130 ©ICAI BOS



Audit Report SARANSH

Reporting on frauds

Reporting to Central Government N Reporting to Audit Committee or Board

If an auditor has reason to believe that In case of a fraud involving lesser than
an offence of fraud, which involves or ¥ 1 crore, auditor shall report the matter
is expected to involve individually an to audit committee constituted under
amount of 31 crore or above, is being section 177 or to Board in other cases
or has been committed in company within such time and in such manner
by its officers or employees, auditor as prescribed
shall report the matter to Central
Government within such time and in
such manner as prescribed

AN v

N

+ Apply to every company including a foreign company as defined in
clause (42) of section 2 of the Companies Act, 2013, except:
» Banking company as defined in clause (c) of section 5 of the Banking
Regulation Act, 1949
» Insurance company as defined under the Insurance Act, 1938
» company licensed to operate under section 8 of the Companies Act
» One Person Company as defined in clause (62) of section 2 of the
Companies Act and a small company as defined in clause (85) of
section 2 of the Companies Act
REPORT ORDER, » private limited company, not being a subsidiary or holding company
plople] of a public company, having
(CARO, 2020) » paid up capital and reserves and surplus not more than 1 crore
rupees as on the balance sheet date and
> does not have total borrowings exceeding 1 crore rupees from
any bank or financial institution at any point of time during the
financial year and
> does not have a total revenue as disclosed in Scheduled I
to the Companies Act (including revenue from discontinuing
operations) exceeding 10 crore rupees during the financial year
as per the financial statements

Exempted Class under CARO, 2020

Insurance
Company

AUDITOR’S

Private limited
company subject
to fulfilment

of specified

One Person
Company

Compan
ColREl conditions
Banking licensed to Small
Company operate under Company

section 8 of the
Comapnies Act
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Audit Report

CARO,2020 not to Consolidated except
fatelaleite] Clause(xxi) of

applicable Statements Para 3

Matters to be included in Auditor’'s Report: Paragraph 3 of the CARO 2020

4 N

( Clause (i) on Property, Plant & Equipment )

s Y .
a) [A] whether the company is c) whether the title deeds of all the
maintaining proper records immovable properties disclosed in
showing full particulars, including the financial statements are held in

quantitative details and situation of the name of the company
Property, Plant and Equipment(PPE)

4 N
[B] whether ~ the  company s d) whether the company has
maintaining proper records revalued its PPE (including Right
showing full particulars of intangible of Use assets) or intangible assets
assets or both during the year and, if

‘ ‘ so, revaluation is based on the
valuation by a Registered Valuer

- N

b) whether these Property, Plant and
Equipment have been physically
verified by the management at

4 I\
e) whether any proceedings have been

A initiated or are pending against
reosonoble. |nFerqus; .whether the company for holding any
any material discrepancies were benami property under the Benami
noticed on such verification and if | | Transactions (Prohibition) Act, 1988
so, whether the.sofne have been if so, whether the company has
properly dealt with in the books of appropriately disclosed the details
account in its financial statements

—
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Audit Report

a) Whether physical verification of inventory has been conducted at
reasonable intervals. Whether any discrepancies of 10% or more in the

aggregate for each class of inventory were noticed and if so, whether
they have been properly dealt

Clause (ii) on b) Whether during any point of time of the year, the company has been
Inventory sanctioned working copltgl Ilm'lts. in excess of five crore rupees, in
aggregate, from banks or financial institutions on the basis of security of

current assets. Whether the quarterly returns or statements filed by the

company with such banks or financial institutions are in agreement with

the books of account of the Company, if not, give details

Clause (iii) on Investments, Guarantee/ Security, Loans or Advances:

Whether during the year the company has made investments in, provided any guarantee or security or
granted any loans or advances in the nature of loans, secured or unsecured, to companies, firms, Limited

Liability Partnerships or any other parties, if so,-

e M
(a) whether during the year the company has provided loans or provided advances in the nature of
loans, or stood guarantee, or provided security to any other entity if so, indicate:

(A) aggregate amount during the year, and balance outstanding at the balance sheet date with
respect to such loans or advances and guarantees or security to subsidiaries, joint ventures
and associates

(B) aggregate amount during the year, and balance outstanding at the balance sheet date
with respect to such loans or advances and guarantees or security to parties other than
subsidiaries, joint ventures and associates

(b) whether investments made, guarantees provided, security given and the terms and conditions
of the grant of all loans and advances in the nature of loans and guarantees provided are not
prejudicial to the company’s interest

s M

(c) in respect of loans and advances in the nature of loans, whether the schedule of repayment of
principal and payment of interest has been stipulated and whether the repayments or receipts are
regular

s M
(d) if the amount is overdue, state the total amount overdue for more than ninety days, and whether
reasonable steps have been taken by the company for recovery of the principal and interest

(e) whether any loan or advance in the nature of loan granted which has fallen due during the year,
has been renewed or extended or fresh loans granted to settle the overdues of existing loans given
to the same pairties, if so, specify the aggregate amount of such dues renewed or extended or
settled by fresh loans and the percentage of the aggregate to the total loans or advances in the
nature of loans granted during the year

\ y

C N

(f) whether the company has granted any loans or advances in the nature of loans either repayable
on demand or without specifying any terms or period of repayment, if so, specify the aggregate
amount, percentage thereof to the total loans granted, aggregate amount of loans granted to

Promoters, related parties as defined in clause (76) of section 2 of the Companies Act, 2013
. y
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Clause (vi) on

Cost Records

Clause (iv) on Provisions
of sections 185 & 186

Audit Report

whether provisions of
sections 185 and 186 of

the Companies Act have
been complied with, if
not, provide the details

thereof

Clause (v)
on Public
Deposits

in respect of deposits accepted by the company or amounts which are
deemed to be deposits, whether the directives issued by the Reserve Bank of
India and the provisions of sections 73 to 76 or any other relevant provisions
of the Companies Act and the rules made thereunder, where applicable,
have been complied with, if not, the nature of such contraventions be stated;
if an order has been passed by Company Law Board or National Company
Law Tribunal or Reserve Bank of India or any court or any other tribunal,
whether the same has been complied with or not;

Whether maintenance of cost records has been specified by the Central
Government under sub-section (1) of section 148 of the Companies Act and
whether such accounts and records have been so made and maintained

Clause (vii) on

Statutory Dues

(a) whether the company is regular in

depositing undisputed statutory dues
including GST, provident fund, employees’
state insurance, income tax, sales-tax,
service tax, duty of customs, duty of
excise, value added tax, cess and any
other statutory dues to the appropriate
authorities and ) if not, the extent of the
arrears of outstanding statutory dues
as on the last day of the financial year
concerned for a period of more than
six months from the date they became
payable, shall be indicated

(b) where statutory dues referred to in sub-
clause (a) have not been deposited
on account of any dispute, then the
amounts involved and the forum where
dispute is pending shall be mentioned
(a mere representation to the concerned
Department shall not be treated as a
dispute)
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Audit Report SARANSH

whether any transactions not recorded in the books of account have been
surrendered or disclosed as income during the year in the tax assessments
under the Income-tax Act, 1961 (43 of 1961), if so, Whether the previously
Clause (viii) unrecorded income has been properly recorded in the books of account
on Unrecorded during the year
Income

Clause (ix) on Repayment of Dues

-

c) whether term loans
were applied for the
purpose for which the
loans were obtained;
if not, the amount of
loan so diverted and
the purpose for which
it is used may be
reported;

| a) whether the company
— has  defaulted in

repayment of loans or
other borrowings or in
the payment of interest
thereon to any lender, if
’ yes, the period and the

amount of default to
be reported

b) whether the company
is a declared wilful
defaulter by any bank
or financial institution or
other lender;

/

Z
d) whether funds raised on
short term basis have
been utilised for long
term purposes, if yes,
/ the nature and amount
to be indicated;

e) whether the company has taken any funds
from any entity or person on account of or
to meet the obligations of its subsidiaries,
associates or joint ventures, if so, details
thereof with nature of such transactions and
the amount in each case;

whether the company has raised loans during the year on the pledge of
securities held in its subsidiaries, joint ventures or associate companies, if so,
give details thereof and also report if the company has defaulted in repayment
/ of such loans raised

— , ,
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 SARANSH. Audit Report

Clause (x) on
Application of
Money raised
by public issue
and preferential
allotment

Clause (xi) on Fraud

b) whether any report
under sub-section (12)
of section 143 of the ¢) whether the auditor has
Companies Act has been considered whistle-blower
filed by the auditors in complaints, if any, received
Form ADT-4 as prescribed during the year by the
under rule 13 of Companies company
(Audit and Auditors) Rules,
2014 with the Central
Government

a) Whether any fraud by
the company or any fraud
on the company has been
noticed or reported during
the year, if yes, the nature
and the amount involved

is to be indicated

Clause (xii) on Nidhi Company

(b) whether the Nidhi
Company is maintaining ten
per cent. unencumbered
term deposits as specified in
the Nidhi Rules, 2014 to meet
out the liability
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Audit Report SARANSH

Clause (xiii) on whether all transactions with the related parties are in compliance with
Transactions sections 177 and 188 of the Companies Act where applicable and the
with related details have been disclosed in the financial statements, etc,, as required

Parties by the applicable accounting standards

a) Whether the company has an internal audit b) whether the reports of the Internal Auditors for
system commensurate with the size and nature the period under audit were considered by the
of its business; statutory auditor

Clause (xv) on Non
cash transactions
with directors

a) whether the company is required to be registered under section 45-1A
of the Reserve Bank of India Act, 1934 (2 of 1934) and if so, whether the
registration has been obtained )

b) whether the company has conducted any Non-Banking Financial or
Housing Finance activities without a valid Certificate of Registration
(CoR) from the Reserve Bank of India as per the Reserve Bank of India

Clause (xvi) on Act, 1934 )
Registration
with R c) whether the company is a Core Investment Company (CIC) as defined

in the regulations made by the Reserve Bank of Indiq, if so, whether it
continues to fulfil the criteria of a CIC, and in case the company is an
exempted or unregistered CIC, whether it continues to fulfil such criteria )

d) whether the Group has more than one CIC as part of the Group, if yes,
indicate the number of CICs which are part of the Group
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Audit Report

whether the company has whether there has been any
incurred cash losses in the resignation of the statutory
financial year and in the auditors during the year, if
immediately preceding so, whether the auditor has
financial year, if so, state the taken into consideration
amount of cash losses the issues, objections or

concerns raised by the
outgoing auditors

eee

Clause (xviii
Clause (xvii) on Resignation
on Cash Losses of statutory

auditors

Clause (xix) on Existence of Material uncertainty- company's ability to
meet its liabilities

on the basis of the financial ratios, ageing and expected dates of realisation
of financial assets and payment of financial liabilities, other information
accompanying the financial statements, the auditor's knowledge of the Board
of Directors and management plans, whether the auditor is of the opinion that
no material uncertainty exists as on the date of the audit report that company
is capable of meeting its liabilities existing at the date of balance sheet as and
when they fall due within a period of one year from the balance sheet date.

a) whether, in respect of other than ongoing projects, the company has
transferred unspent amount to a Fund specified in Schedule VII to the
Companies Act within a period of six months of the expiry of the financial
year in compliance with second proviso to sub-section (5) of section 135 of
the said Act

-

Clause (xx) on
Transfer of unspent
CSR amount

whether any amount remaining unspent under subsection (5) of section 135
of the Companies Act, pursuant to any ongoing project, has been transferred
to special account in compliance with the provision of sub-section (6) of
section 135 of the said Act
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Audit Report SARANSH

Clause (xxi) on Qualifications or adverse remarks in CARO Reports of
group companies

whether there have been any qualifications or adverse remarks by the
respective auditors in the Companies (Auditor's Report) Order (CARO)
reports of the companies included in the consolidated financial statements,
if yes, indicate the details of the companies and the paragraph numbers of
the CARO report containing the qualifications or adverse remarks

A

Paragraph 4. Reasons to be Stated for Unfavourable or Qualified Answers

-
Where, in the auditor's report, the answer to any of the questions

referred to in paragraph 3 is unfavourable or qualified, the auditor's
report shall also state the basis for such unfavourable or qualified

answer, as the case may be
y

Paragraph 4. R
Reasons to Where the auditor is unable to express any opinion on any specified
be stated for matter, his report shall indicate such fact together with the reasons

unfavourable or as to why it is not possible for him to give his opinion on the same
qualified answers
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Chapter 9: Special Features of Audit of Different Types of
Entities

Major points that must be kept in mind while performing the audit of

Educational Institution, Charitable Institutions, Cinema, Hospital etc., are

— Examine the constitution of the organisation

— Examine the bye laws or rules and regulations or trust deed

Examine the minute books of managing committees and of members general meeting as the case
— may be

Evaluate the internal Control System in the organisation

- Examine the accounting policies followed and the accounting records maintained

| Check the various receipts of the organisation in the form of fees, rent, income on investment, donations
and grants

\__ Check the various expenditures of the organization like Salary, Rent, General Expenses etc. Verification of
assets and liabilities

Government auditing is the objective,
systematic, professional and independent
examination of financial, administrative
andotheroperations of a publicentity made
subsequently to their execution for the
purpose of evaluating and verifying them,
presenting a report containing explanatory

comments on audit findings together with
conclusions and recommendations for
future actions by the responsible officials
and in the case of examination of financial
statements, expressing the appropriate
professional opinion regarding the fairness
of the presentation.
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Special Features of Audit of Different Types of Entities

Objectives of Government Audit

Legal Framework and Comptroller & Auditor General

The Constitution of India contains specific provisions regarding the appointment, salary and duties and powers

of the C&AG.

APPOINTMENT REMOVAL TENURE

VARIOUS
CONSTITUTIONAL

PROVISIONS

The C&AG (Duties,
Powers and Conditions of
Service) Act, 1971, ensures

the independence of
the C&AG by providing
a fixed tenure and a
salary equal to that of
a Supreme Court judge,
as mandated by the
Constitution

Article 149

C&AG's duties

and powers regarding
the accounts of the Union,
States, and other bodies
are defined by laws made
by Parliament

Article 150

The accounts

of the Union and of the
States shall be kept

in such form as the
President may on the
advice of the C&AG
prescribe

Article 151

The C&AG's

reports on Union/State
accounts are submitted
to the President/
Governor, who presents
them to Parliament/State
Legislature
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Special Features of Audit of Different Types of Entities

General Provisions
Relating to Audit

|

Compile and submit Accounts of
Union and States

Audit of Receipts and
Expenditure

Audit of Grants
or Loans

Audit of Receipts of
Union or States

Audit of Accounts of Stores
and Inventory

Audit of Government Companies
and Corporations

- Question officials
Demand submission of in charge, make
accounts, books, papers, observations, and request
or documents related to information for preparing
transactions under audit accounts or reports

Inspect offices of accounts . . -
under the control of Dispense with detailed

the Union or State Powers of the audits for certain
Governments, including Comptroller and accounts or tr.cmsoctlons
offices handling initial or Auditor General and apply limited checks
subsidiary accounts (c&AG) as deemed necessary
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Special Features of Audit of Different Types of Entities _

Expenditure Audit

The auditor has to see that the expenditure incurred conforms to the relevant
provisions of the statutory enactment and is in accordance with the financial rules
and regulations framed by the competent authority

Against Rules
Orders

) The auditor has to ensure that each item of expenditure is covered by a sanction,
Sanctions either general or special, accorded by the competent authority, authorising such
expenditure

It contemplates that there is a provision of funds out of which expenditure can be
incurred and the amount of such expenditure does not exceed the appropriations
made

To ensure compliance with general principles of financial propriety and to bring out
cases of improper, avoidable, or in fructuous expenditure even though the expenditure
has been incurred in conformity with the existing rules and regulations

This involves that the various programmes, schemes and projects where large
e Audit financial expenditure has been incurred are being run economically and are yielding
results expected of them

Audit of Receipts

all revenues or other debts due have been correctly assessed, realised and credited

adequate regulations and procedures have been framed by the department to secure an
effective check on assessment, collection and proper allocation of cases

regulations and procedures are actually being carried out

adequate checks are imposed to ensure the prompt detection and investigation of
irregularities, double refunds etc

review and improvement in systems & procedures to ensure adequate, secure, correct and
regular accounting of demands collections and refunds

extent and quantum of audit required to be done under each category of audit are
determined by the C&AG
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_ Special Features of Audit of Different Types of Entities

Audit of Stores and Inventories

Audit of Commercial
Accounts

Cwm owmr mm
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Special Features of Audit of Different Types of Entities

|
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Special Features of Audit of Different Types of Entities
AUDIT OF LOCAL BODIES

General odmlnlstrotilon public health
and revenue collection

Expenditure
incurred by the
.],T : others such as interest municipalities
= payments, etc

and corporations

Public safety
can be classified

i~

v

public works Education

REVENUE GRANTS ARE OF THREE CATEGORIES:

Aspects of Financial Administration
of Local Bodies

146
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Special Features of Audit of Different Types of Entities

( Audit Programme for Local Bodies

R
Fairness
of the
1 contents and
presentation
of financial
| statements

Strengths and weaknesses of
system of financial control

| | The adherence to legal and/or
administrative requirements

— Value is being fully received on
money spent

S
4 N

detection and prevention of error,
fraud and misuse of resources.

-

AUDIT OF NON - GOVERNMENTAL ORGANISATION (NGO’S)

Charltable

Research
foundations
etc
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Special Features of Audit of Different Types of Entities

."

Areas of application
of funds

[ [

Knowledge of the NGO’s work

Sources and Applications of Funds

Contributions in
kind like land/
building, etc

Sources and
Applications of Funds

Donations and

grants received —
for acquisition
of specific fixed
assets

Updating knowledge of relevant statutes

-
Reviewing the legal form of the Organisation and its MOA, AOA,
Rules and Regulations

Reviewing the NGO's Organisation chart

Examination of minutes of the Board/Managing Committee/
Governing Body/ Management

N
Study the accounting system, procedures, internal controls and
internal checks existing for the NGO and verify their applicability )
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Setting of materiality levels for audit purposes
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Nature and timing of reports or other communications

Involvement of experts and their reports

Review of the previous year’s Audit Report
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Special Features of Audit of Different Types of Entities
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Corpus Fund

Reserves

Ear-marked Funds

Project /| Agency Balances

Loans

Fixed Assets

Investments

Cash in Hand

Bank Balance

Inventory

Programme and Project Expenses

Establishment Expenses

Contributions
and Grants for
projects and

programmes

Interest and

Dividends

Receipt of
income
of NGO to be
checked on

Subscriptions

Receipts from

fund raising
programmes

Membership
Fees

AUDIT OF SOLE TRADER

Sole proprietors are not
legally required to audit
their accounts but may do
so for regulatory purposes

such as on specific
instructions of a bank for
approval of loan

Sole proprietor himself
appoints the auditor, and
any incoming auditor must

communicate with the

outgoing auditor in case of a
change
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Audit of Firm
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Special Features of Audit of Different Types of Entities

Name and style under which the business shall be conducted

Duration of the partnership, if any, that has been agreed upon

Amount of capital that shall be contributed by each partner

Period at the end of which the accounts of the partnership will
be closed periodically and the profit or losses sharing ratio

Provisions as regards maintenance of books of account and the
matters which must be taken into account for determining the
profits of the firm available for division among the partners

Borrowing capacity of the partnership firm

Rate at which interest will be allowed on the capitals and loans
provided by partners and the rate at which it will be charged on
their drawings and current accounts

Whether any salaries are payable to the partners or withdrawals
are permitted against shares of profits and, if so, to what extent?

Duties of the partners as regards the management of business
of the firm; also, the partners who shall act as managing
partners

Who shall operate the bank account of the firm? How will the
surplus funds of the partnership be invested?

7 N\

Matters considered during
the Audit of accounts of a
Partnership Firm

v

7\

Letter of

Appointment

7

Partnership
Documents

N\ 7~

Objects of
Partnership

N\ 7~

Books of
Account

~\ 7~

Mutual
Interest

N\ 7~

Provision for
Taxes

N\ 7/~

N\

Division of
Profits

N S\
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special Features of Audit of Different Types of Entities SARANSH

Basics of Limited Liability Partnerships (LLP) Audit

Y N\ N\
Auditor appointed Returns to be Auditor's Duty
Small LLP Advantages of Audit by the designated maintained and filed regarding audit of
partners of the LLP by an LLP LLP
J J J
s D s D s D s D s D
the Contribution of At any time for the Every LLP to file
<=2 25,00,000 Detection of Errors first financial year annual return in Engagement letter
or such higher - | but before the end Form 11 with ROC -
| amounp not L ) of first financial within 60 QGys gf L )
exceeding year closer of financial
25 crore, as may c N S J year c D
be prescribed; and L Y,
g N\
T Disputes T Minutes book
\ y P At least thirty days 4 ) )
prior to the end To submit Statement
N . “ || ofeach financial g;ﬁ/::}%;’;;‘:g‘:m . ~ »
the Turnover for ( h year . . e h
the immediately S J amﬁ: Zh;gribo?:iﬁci?d
preceding financial — Reliability p - | 30 days from the —| LLP Agreement
year, <=240,00,000 end of 6 months
— or such higher L ) To fill the casual T el VEeT B § Y,
amount, not -{ vacancy in the . Y
’ . . which the Statement
exceeding s N office of auditor e p— s N
S ELIGIEE) EB T L o Solvency relates
be prescribed; || Better Compliance L Yy ) L Reporting
- and Management P ~
A J To fill the casual \ J
|| vacancy caused by
t h removal of auditor
A J
- Reconstitution
s D
X 4 The partners may
appoint the auditors
— if the designated
partners have failed
to appoint them
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Special Features of Audit of Different Types of Entities

Engagement Letter

Auditor should get definite
instructions in writing as to the

| Wwork to be performed by him

)

Nature of the business of the LLP

Minutes Book

s N
If partners maintain minute book

he shall refer it for any resolution

passed regarding the accounts )

Amount of capital contributed by
each partner

Interest — in respect of additional
capital contributed

Duration of partnership

Drawings allowed to the partners

LLP Agreement

Auditor should read the LLP
agreement & note the following
provisions:

Salaries, commission etc. payable to
partners

Borrowing powers of the LLP

Rights & duties of partners

Method of settlement of accounts
between partners at the time of
\admission, retirement, admission etc)

( N

Any loans advanced by the partners

A
e

Profit sharing ratio

Whether the records of the firm
appear to be correct & reliable

Reporting

Auditor should mention

~
Whether he was able to obtain all
information & explanation necessary

for his work
N

-
Whether any restriction was imposed

upon him
u
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Special Features of Audit of Different Types of Entities

To study the constitution under which it has been set up

WS 7o verify whether it is being managed in the prescribed manne

—— To examine the system of internal check

To verify the income and confirming that the amounts received have
been deposited in the bank regularly and promptly

To examine the Trust Deed or the Regulations as laid down

To ascertain, if any, the changes made in amount of annual or life

o membership subscription during the year
Subscriptions and =
e To ascertain whether official receipts are issued in the

prescribed manner

Legacies To verify the amounts received by reference to correspondence with
9 any figures and other available information
To check /vouch of amount received with the relevant

correspondence, receipts and minute books
— Grants —
To obtain Certificate
BN  |nvestments —
Income

Examining the rent roll and inspecting tenancy agreements
— Rent - ) . 8

Vouching of rent to the rent roll from counterfoils of receipt

and cash book

special Vouching gross receipts and outgoings in respect of any special
— e pe;?lo — functions, e.g. concerts, dramatic performance, etc., held in aid
HACHONS of the charity

Income Tax vouching the Income-tax refund with the correspondence with the
Refunds Income- tax Department

Verifying the cash and bank payments

- Expenditure Vouching payment of grants

To ascertain funds contributed for special purpose are utilised

Vouching the amounts received with the dividend and interest
counterfoils

To check the calculation of interest / divident received

Audit of Charitable Institution

for the same
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AUDIT OF EDUCATIONAL INSTITUTIONS

Special Features of Audit of Different Types of Entities

Examine the Trust

Deed or Regulations

Fee from Students

Other Receipts/ |l
Grants & Donations

Expenditure

Assets & Liabilities -

Compliances

[

o e e T

Check names entered in the Students Fee Register for each term

Check fees received

Check admission fees with admission slips

Verify rental income from landed property with the rent rolls, etc

Vouch income from endowments and legacies

Verify any Government or local authority grant with the
memo of grant

Vouch donations, all capital expenditure, all establishment expenses

Verify that the Provident Fund money of the staff has been
invested in appropriate securities

Report any old heavy arrears on account of fees, dormitory rents,
etc. to the Managing Committee

Verify the inventories of furniture, stationery, clothing,
provision and all equipment etc

Verify the annual statements of account

[ )
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Special Features of Audit of Different Types of Entities _

Audit of Hospital
Register of Patients Vouch the Register of patients with copies of bills issued to them
Collection of Cash Check cash collections as entered in the Cash Book with the receipts
Income from See with reference to the property and Investment Register that all income have

Investments, Rent etc been collected

Legacies and Donations Legacies and donations received for a specific purpose have been applied in the
manner agreed upon

Reconciliation of Trace all collections of subscription and donations from the Cash Book to the
Subscriptions respective Registers

Authorisation and Verify that the capital expenditure was incurred only with the prior sanction of
Sanctions Concerned authority

Grants and TDS Verify the grants and refund in respect of TDS has been claimed

Budgets fC(:)(l?rt‘rr:pe(rmrr\e the totals of expenditure and income with the amount budgeted

Examine the internal check as to insure that purchases have been properly

Internal Check recorded
Depreciation 2;2:28:i3t<:aeprrqe;:ei2tion has been written off against all the assets at the
Registers Inspect the bonds, share scrips, title deeds of properties
Inventories check a percentage of the items physically
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_ Special Features of Audit of Different Types of Entities

_

Arrears of
Subscriptions

AUDIT OF CLUB

Management Powers

156 ©ICAI BOS



Special Features of Audit of Different Types of Entities _

AUDIT OF CINEMA

Verify the internal control mechanism

Confirm that at the end of show, a statement of tickets sold is prepared and cash collected is agreed with it

Verify that a record is kept of the ‘free passes’

Reconcile the amount of Tax collected with the total number of tickets issued for each class

Vouch the entries in the Cash Book in respect of cash collected on sale of tickets

Verify the charges collected for advertisement slides

Vouch the expenditure incurred on advertisement, repairs and maintenance

Confirm that depreciation on machinery and furniture has been charged at an appropriate rate

Vouch payments on account of film hire with bills of distributors

Examine unadjusted balance out of advance paid to the distributors against film hire contracts

The arrangement for collection of the share in the restaurant income should be enquired into

J O E R N N R R AN EN BN I

X
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_ Special Features of Audit of Different Types of Entities

AUDIT OF HIRE PURCHASE

Auditor may examine

Ensure that instalment payments
are being received regularly as per
the agreement

Hire purchase agreement is in Hire purchase agreement
writing and signed by all parties specifies clearly

Hire-purchase price of the goods

Cash price of the goods

Date on which the agreement shall be deemed to
have commenced

Number of instalments by which the hire- purchase
price is to be paid

Goods to which the agreement relates, in a manner
sufficient to identify them

A,

Auditor’s Procedures
« The object clause of leasing company
+ Procedure to ascertain the credit analysis of lessee |

+ The lease agreement should be examined

AUDIT OF « Examine the lease proposal form submitted by the

lessee

I-EAS I NG ' « Ensure that the invoice is retained safely
COM PANIES - Examine the acceptance letter obtained from the

lessee

e T

- See the Board resolution authorising a particular
director to execute the lease

- See that the copies of the insurance policies have g
been obtained by the lessor for his records #T
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Special Features of Audit of Different Types of Entities

Common examples

Ownership

Accounting treatment

Purchase Option

Lease Term

Operating/ running
expenses

Tax benefit

Operating Lease

Lease of Projector, Computers, Laptops,
Coffee Dispensers etc

Ownership of the asset remains with the
lessor for the entire period of lease

Operating lease is generally treated like a
rental arrangement

Under operating lease, the lessee does not
have any option to buy the asset during
the lease period

Lease term generally extends to less than
75% of the projected useful life of the
leased asset

Lessee pays only the monthly lease
payments. No running or administration
costs are to be borne for example:
registration, repairs etc

Since operating lease is as good as
renting, lease payment is considered as
expense. No depreciation can be claimed
by the lessee

e

Finance Lease

Lease of Plant and Machinery, Land, Office
Building etc

Ownership transfer option at the end of
the lease period is with the lessee.itle may
or may not be eventually transferred

Finance lease is treated like loan
arrangement

Finance lease allows the lessee to have
a purchase option at less than the fair
market value of the asset

Lease term is generally more than or equal
to estimated economic life of the asset
under the lease arrangement

Lessee generally bears insurance,
maintenance and taxes

Lessee can claim both interest and
depreciation expense as financial lease is
treated like a loan

Internal
Controls

Room Sales &
Hall Bookings

Fixed Assets

Travel Agents &

Casual Labour Shops
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AUDIT OF CO-OPERATIVE SOCIETIES

Qualifications of

Auditors

Appointment of the
Auditor

Books, Accounts and
other records of
Co-operative Societies

Restrictions on
shareholdings

Restrictions on loans

Restrictions on
borrowings

Investment of funds

Appropriation of
profits

Contributions to
Charitable Purposes

Investment of Reserve
Fund outside the
business or utilisation
as working capital

Contribution to
Education Fund

Special Features of Audit of Different Types of Entities

- Chartered Accountant

- Persons holding a government diploma in co-operative accounts

__ person who has served as an auditor in the co-operative
government department

An auditor is appointed by the Registrar of Co-operative Societies

State government can frame rules prescribing the books and accounts
to be kept by a co-operative society

No member of a society other than a registered society can hold such
portion of the share capital of the society as would exceed a maximum
of twenty percent of the total number of shares or of the value of
shareholding to ¥ 1,000/~

A registered society shall not make a loan to any person other than a
member

Registered society shall accept loans and deposits from persons who are
not members subject to the restrictions and limits of the bye-laws of the
society

A Society may invest its funds in accordance with Section 32 of the
Central Act

A prescribed percentage of the profits should be transferred to Reserve
Fund, before distribution as dividends or bonus to members

Registered society may, with the sanction of the Registrar, contribute
an amount not exceeding 10% of the net profits remaining after the
compulsory transfer to the reserve fund for any charitable purpose

Society may use the Reserve Fund in the business of a society, as working
capital, may invest as per provisions of the Act

Every society shall contribute annually towards the Education Fund of
the State Federal Society, at the appropriate rate as per the class of the
society
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Special Features of Audit of Different Types of Entities _

Audit classification
of society

Discussion of
draft audit report
with managing
committee

Adherence to
Co-operative
Principles.

Observations of

Examination of
overdue debts

the provisions of

the Act and RulCg Special features of

Co-operative Audit
(to be borne in mind
while auditing)

Verification of
Members Register
and examination
of their pass
books

Overdue Interest

Special report to

Certification of Bad
the (Registrar)

Debts
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Books of Accounts to
be maintained for

Power of Central
Government to direct
special audit

Inquiry (Sec 78) and
Inspection (Sec 79) by
Central Registrar on
request from

Special Features of Audit of Different Types of Entities
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Special Features of Audit of Different Types of Entities _
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SARANSH Special Features of Audit of Different Types of Entities

Object of society needs to be ascertained from its
memorandum of ossociation/bye laws

Ascertain whether society has obtained registration under
Foreign Contribution (Regulation) Act, 2010

Ascertain whether it is also registered under relevant provisions
== of Income Tax Act which may make it eligible for tax exemption
on its income

Obtain an understanding of internal control to design audit
procedures with special reference to donations and various
expenditures

Auditor’s

considerations

Evaluate appropriateness of accounting policies

(72)
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o
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2
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Expenses incurred by society are reimbursed by donors,
ascertain how these are recognized in financial statements

— Ascertain, if any inquiry has been held by Registrar

L Ascertain whether such expenditure or waste was caused in
consequence of breach of trust
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Special Features of Audit of Different Types of Entities
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Auditor has to
ascertain

INFOGRAPHIC
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Whether accounts are maintained regularly

Whether receipts and disbursements are properly and correctly
shown in the accounts

Whether the cash balance and vouchers in the custody of the
manager

Whether a register of movable and immovable properties is
maintained

Whether any property or funds of the Trust were applied for any
object or purpose other than the object or purpose of the Trust

Amounts of outstanding for more than one year and the
amounts written off

Whether the maximum and minimum number of the trustees is
maintained

Whether the meeting are held regularly as provided in such
instrument

Whether the minute books of the proceedings of the meeting is
maintained

Whether any of the trustees has any interest in the investment
of the trust

Whether any of the trustees is a debtor or creditor of the trust

e
e
==

SARANSH
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Chapter 10: Audit of Banks

Regulatory Framework

The Banking
Regulation Act,
1949

The Payment
and Settlement
Systems Act, 2007

The State Bank of
India Act, 1955

The Credit

Information

Companies The Companies
Regulation Act, 2013
Act, 2005

and
Reconstruction of
Financial Assets
and Enforcement
of Security Interest
Act, 2002

The Banking
Companies
(Acquisition

1970

Regulatory
Framework

The Prevention of
Money Laundering
Act, 2002

The Regional Rural
Banks Act, 1976

The Banking
Companies
(Acquisition
and Transfer of
Undertakings) Act,
1980

The Information

Technology Act,
2000

and Transfer of
Undertakings) Act
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Types of Bank Audit Reports to be issued (generally) by SCA apart from Main Audit
Report:

Audit of Banks

[ Report on adequacy and operating effectiveness of Internal Controls over Financial Reporting

[ Long Form Audit Report (LFAR)

[ Report on compliance with SLR requirements

N
Report on conduct of treasury operations of bank in accordance with instructions
issued by the RBI

Report on whether the income recognition, asset classification and provisioning
have been made as per the guidelines issued by the RBI

Report on whether any serious irregularity was noticed in working of bank which
requires immediate attention

Report on status of compliance by bank regarding the implementation of
recommendations of the Ghosh Committee relating to frauds and malpractices and
of the recommendations of Jilani Committee on internal control and inspection/credit
system

[ Report on instances of adverse credit-deposit ratio in the rural areas

Control Environment
at Bank

Engagement Team
Discussions

Drawing an Audit Plan

An audit plan should be drawn Controls to mitigate its risks + to gain better understanding
up based on: include: of the bank and its
+ Nature and level of operations - effective segregation of duties environment, including

Level of compliance based on
previous reports

carried out

« Nature of adverse features .

accurate measurement and
reporting of positions
verification and approval of

reporting and approval of
exceptions

physical security and
contingency planning

internal control
to assess the potential for
material misstatements of

e Audit risks based on transactions the FS
inadequacy in or breach « reconciliation of positions and should be  appropriately
of internal controls and results documented for future
the familiarization exercise « setting up limits reference

should be done on the
susceptibility of the bank’s
branch FS to material
misstatements

are ordinarily done at the
planning stage of an audit
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~ SARANSH Audit of Banks

Method by Audit Need to Need to alert
which fraud responses to maintain for information
Errors that Errors which might be Engagement professional or other
may be more have been perpetrated Risk, skepticism conditions
likely to occur identified in by bank Pervasive throughout that indicates
prior years personnel or Risks, and the audit that a material
others within Specific Risks engagement misstatement
particular may have
account occurred
balances
and/or
disclosures

\—/

Audit of Accounts

Every banking company is required to prepare a
Balance Sheet and a Profit and Loss Account in the
forms set out in the Third Schedule to the Act or as
near thereto as the circumstances admit

As per sub-section (1) of section 30 of the Banking
Regulations Act, 1949 balance sheet and profit and
loss account should be audited by a person duly
qualified under any law for the time being in force

Appointment of Auditor

@« N\
Auditor of Banking Auditor of Regional
Company Rural Banks
A

e ) . e
= Appointed by the Appointed by the
B Appointed at AGM bo.nk concerne.cll bank concerned with
acting through it's the approval of the
L Board of Directors . Central Government

In either case, approval of the Reserve Bank of India
is required before the appointment is made
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Audit of Banks

Auditor’s Report

In the case of a nationalized bank, the auditor is required to make a report to the Central Government in which he has to
state the following:

Whether or not the
transactions of the bank,
which have come to his
notice, have been made
within the powers of that
bank

Long Form
Audit
Report
(LFAR)

g D ( N

The terms of appointment

Matters which the banks SCAs are required to

of auditors of public
sector banks, private
sector banks and foreign
banks and their branches
require the auditors to
furnish LFAR

require their auditors to
deal with in the LFAR have
been specified by the RBI

submit LFAR to the banks
latest by 30th June every
year

©ICAI BOS
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 SARANSH. Audit of Banks

Conducting An Audit

The audit of banks or their branches involves the following stages
4 N

Initial consideration by the statutory auditor ]7_ .
Y Y Declaration of Indebtedness.

Identifying and Assessing the Risks of Material Misstotements]

Understanding the Bank and Its Environment including || Internal Assignments in Banks by
Internal Control Statutory Auditors

—[ Understanding the Bank’s Accounting Process ]

Planning an Audit of Financial

Understanding the Risk . Statements as per SA 300

| Management Process | Oversight  and
involvement in the

control  process

by those charged

with governance

4

—| Communication with Previous Auditor

—| Engagement Team Discussions

. . L Terms of Audit Engagements as per
Establish the Overall Audit SA 210

Strategy Identification, :

measurement and .
monitoring of risks Perform the audit procedures as

Develop the Audit Plan —| mentioned in SA 510 “Initial Audit
Engagements-Opening Balances

Summarize the audit plan by — Control activities 3
IRy E ERERE @IeRig — Assessment of Engagement Risk
memorandum ) J

Monitoring activities

Establish the Engagement Team

Determine Audit Materiality

Reliable information
~ | systems

~

Understanding the Bank and its
Environment as per SA 315

y

Consider Going Concern aspect

Assess the Risk of Fraud including _[ Previous year's audit reports

Money Laundering
ﬂ{Lotest internal inspection reports of

bank offcials.

| Assess Specific Risks

|| Risk Associated with Outsourcing of
Activities —[ Concurrent [ Internal audit report

y

—[ RBI's latest inspection report ]

—[ Report on verification of security
— Response to the Assessed Risks

— Any other internal reports specially

— Stress Testing related to particular accounts

Manager’s charge-handing-over

| Comply with BASEL lll Framework report when incumbent is changed

following to be

| Reliance on [ review of other reviewed in detail : ) )
reports and considered by Annual Financial Inspection report of
SCA — RBI

- /
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Audit of Banks _

Advances are amount of money or credit, given as a loan from a bank to another
party with an agreement that the money will be repaid

e

( Funded Loans ] ( Non Funded Loans )

A Letter of Credit

Application
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Audit of Banks

Priority
Sector

Examples
of Priority
Sectors are
Agriculture,
MSME,
Education,
Housing etc

Primary
Securit

is a principal security
for an advance, offered
by the borrower for
bank finance

Collateral
Securit

is an additional
securit

can be in any
form (tangible

or intangible
asset, movable
or immovable
asset)

Standard
Regular

SMA - Speci
Mention
Accounts

(ASMA Ot SMA 1 (Overdue SMA 2
ccounts between 31 to (overdue
Showing Stres between 61 to
v 60 days)
Signals) 90 days)

Sub -
Standard

Doubtful

[D1/D2/D3] L=

Mode of

Creation
of Security

| |
N

Mortgage

Pledge

N

|
N

Hypothecation

Assignment

Set-off

172

©ICAI BOS



Audit of Banks

An asset becomes\
NPA when it ceases to

generate income for
the Bank
-~

. Non- performlng
\ Assets (NPAs)
\

A loan or an advance

\ where

S

Interest and/ or \
installment of principal
remain overdue for a
period of more than 90
days in respect of a term
loan

The account remains out
of order’ in respect of a
e Overdroft/Cosh Credlt
(op/ cc)

The bill remains overdue\

fora perlod of more
than 90 days in the case
of bills purchased and
discounted

An account should be
treated as

|
Out of order ]

[ Overdue ]

If the outstanding balance
remains continuously in
excess of the sanctioned
limit/drawing power

If outstanding balance in
the principal operating
account is less than the
sanctioned limit/drawing
power, but there are no
credits continuously for
90 days as on the date of
Balance Sheet

Credits are there but are not
enough to cover the interest
debited during the same
period

Any amount due to the bank
under any credit facility is
‘overdue’ if it is not paid on
the due date fixed by
the bank
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Audit of Banks

Categories of
Non-Performing Assets

Substandard
Assets

which remained NPA
for a period less than or

[ Doubtful Assets ]

which remained in the
substandard category

where loss has been identified
by the bank or internal or
external auditors or the RBI

15% is required 1Year (D1)

equalto for a period of 12 months inspection, but the amount has
12 months not been written off wholly
- N (" Doubtful more .
Provision of Doubtful up to Doubtful 1to than 3 Years Provision of

3 Years (D2)
J [

(D3) 100% is required

Provision of 25% for
secured and 100%
for unsecured is
required

p
Provision of 40%

secured and 100%
for unsecured is
required.

Provision of 100%
for both secured
& unsecured is
required

Accounts regularized near the
Balance Sheet Date

The asset classification of
borrower accounts where a
solitary or a few credits are
recorded before the balance
sheet date should be handled
with care and without scope for
subjectivity. Where the account
indicates inherent weakness on
the basis of the data available,
the account should be deemed
as NPA.

Advances under
Consortium

Consortium advances mean
advancing loans to a
borrower by two or more
Banks jointly by forming
a Consortium. Joint
appraisal,  control  and
monitoring  will facilitate
for exchange of valuable
information among the
Banks. Usually, a Bank with
a higher share will lead the
consortium.

TR
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Audit of Banks

SARANSH

Classification of
Assets when there
is erosion in the

value of security [
frauds committed
by borrowers

Erosion in the value of security can be
reckoned as significant when the realisable
value of the security is less than 50% of the
value assessed by the bank or accepted by
RBI at the time of last inspection. Such NPAs
may be straight-away classified under
doubtful category and provisioning should
be made accordingly

If the realisable value of the security, as
assessed by the bank/ approved valuers/
RBI is less than 10% of the outstanding in
the borrower accounts, the existence of
security should be ignored and the asset
should be straight-away classified as loss
asset. It may be either written off or fully
provided for by the bank

[ Agricultural Advances ]

Long Duration
Crops

will be treated as
NPA, if the instalment
of principal or
interest thereon
remains overdue for
one crop season

Crop season longer
than one year

Short Duration
Crops

will be treated as

Czelps, Wg'Ch ?re " NPA, if the instalment
not fong duration of principal or

W(?,ULd IC;edtre<:|tFed” interest thereon
as “short duration remains overdue for
e]er) two crop seasons

©ICAI BOS
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Audit of Banks

Limit up to
which a firm or Different
company can from
withdraw from Sanctioned
the working Limit
capital limit

sanctioned

Important for Cash
Credit (CC) facility
availed from banks

& Fl

Sanctioned limit is
the total exposure
that a bank can
take on a particular
client for facilities
like cash credit,
overdraft, etc.
whereas DP refers
to the amount
calculated based
on primary security
less margin as on a
particular date

All accounts
should be kept
within both
the drawing
power and the
sanctioned
limit at all

times

Bank's
Duties

Banks should ensure that
drawings in the working
capital account are
covered by the adequacy
of the current assets

Auditor’s
Concern

The stock statements
quarterly returns and
other statements
submitted by the
borrower to the bank
should be scrutinized
in detail

DP is calculated as per the
extant guidelines formulated
by the Board of Directors
of the respective bank
and agreed upon by the
concerned statutory auditor

Stock Audit

Stock audit should
be carried out by the
bank for all accounts

having funded
exposure of more

than
5 crores

~

%
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Audit of Banks _

Audit of Advances

Amounts included in balance sheet in respect of advances which are outstanding at the date of the

The stated basis of valuation of advances is appropriate and properly applied and the recoverability of

+  Examining the validity of the recorded amounts

The auditor can obtain . Examining loan documentation
suffcient appropriate
audit evidence about
advances by study
and evaluation of
internal controls
relating to advances,

and by:

»  Reviewing the operation of the accounts

«  Examining the existence, enforceability and valuation of
the security

+  Checking compliance with RBI norms including
appropriate classification and provisioning

+  Carrying out appropriate analytical procedures
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Audit of Banks

Evaluation of Internal Controls over Advances

@@@
=& @
T )

a— @
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Audit of Banks

/

[ Interest income )

D'Interens:ct/ . Interest Interest on Commission, | | Profit on FS I
/-\Icsnlc\:/zgmcegl Income on Balances Other Exchange, Sale of Revaluation
’ Investment with RBI Brokerage Investment oiflies
Bills Assets
\_ /

Audit Approach and Procedures forincomes

Auditor’'s Concern

The auditor is primarily concerned with obtaining reasonable assurance that there is no unrecorded
income and the income is recorded at appropriate amount

RBI’s Directions

RBI has advised that in respect of any income which exceeds 1% of the total income of the bank, if the
income is reckoned on a gross basis or 1% of the net profit before taxes if the income is reckoned net of
costs, should be considered on accrual as per Accounting Standard 9

Materiality

If any item of income is not considered to be material as per the above norms, it may be recognised when
received and the auditors need not qualify their report in that situation

Revenue Certainty

Banks recognize income on accrual basis, i.e., as it is earned

Revenue Uncertainty

Banks should not recognize income on non-performing assets until it is actually realised

Advances against Securities

Interest on advances against Term Deposits, NSC, IVPs, KVPs, and Life policies may be taken to income
account on the due date, provided adequate margin is available in the accounts

Bills for Collection

Auditor should also examine the procedure for crediting the party on whose behalf the bill has been collected

Renegotiations

Fees and commissions earned by the banks as a result of re-negotiations or rescheduling of outstanding
debts should be recognised on an accrual basis over the period of time covered by the re-negotiated or
rescheduled extension of credit

©ICAI BOS
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SARANSH

Reversal of Income

previous year(s)

Objective of Takeout Finance

If any advance, including bills purchased
and discounted, becomes NPA at the close
of any year, the entire interest accrued and

credited to income account in the past
periods, should be reversed or provided for
if the same is not realised. This will apply to
Government guaranteed accounts also

In case of banks which have wrongly
recognised income in the past should

reverse the interest if it was recognised as

income during the current year or make a
provision for an equivalent amount if

it was recognized as income in the

Audit of Banks

In respect of NPAs, fees, commission and
similar income that have accrued should
cease to accrue in the current period and
should be reversed or provided for with
respect to past periods, if uncollected

The auditor should enquire if there are any
large debits in the Interest Income account
that have not been explained

To expand
sources of finance
for infrastructure
projects by facilitating
participation of new
entities

group/entity exposure

To address sectoral/

issues and asset
liabillity in mis-match
concerns of tenders

To boost the
availability of longer
tenor debt finance for
projects

Income from Investments

Interest Income on
Investments:

Profit on Sale of
Investments:

It includes all income

derived from Government
securities,

bonds and
debentures of corporates
and other investments
| by way of interest and
dividend, except income
earned by way of
dividends, etc

Investments are to be
valued at

Investments are dealt

in the course of banking
activity and hence the
net profit or loss on sale
of investments is taken to
profit and loss account

periodical
intervals and depreciation
or appreciation in
valuation  should  be
recognised and taken to
profit and loss account

180
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Audit of Banks

Expenses

\ 4 \ 4

Provisions

Interest Operating
Expense cliele Expenses
Contingencies

|
Interest
Interest on on Bank Others
Deposits Borrowing

Audit Approach and Procedures for Expenses

The auditor
should:

assess the overall reasonableness of the amount of interest expense
by analysing ratios of interest paid on di¥erent types of deposits and
borrowings to the average quantum of the respective liabilities during
the year

obtain from the bank an analysis of various types of deposits
outstanding at the end of each quarter

compare the average rate of interest paid on the relevant deposits
with the corresponding figures for the previous years and analyse any
material differences

verify the calculation of interest on a test check basis, and ensure that:

(a) Interest has been provided on all deposits upto the date of the
balance sheet

(b) Interest rates are in accordance with the bank’s internal
regulations, the RBI directives and agreements with the respective
deposit holder

(c) Interest on savings accounts are in accordance with the rules
framed by the bank/RBI in this behalf

(d) Interest on inter-branch balances has been provided at the rates
prescribed by the head office/RBI

©ICAI BOS
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For Audit of Operating Expenses, the auditor should:

Study and evaluate
the system of internal
control relating to
expenses, including
authorization
procedures in order to
determine the nature,
timing and extent of his
other audit procedures

Examine whether
there are any
divergent trends in
respect of major
items of expenses

Perform substantive
analytical
procedures

For Audit of Provisions and Contingencies, the auditor should:

Ensure that the
compliances for
various regulatory
requirements for
provisioning as
contained in the
various circulars have

been fulfilled

Examine the other
provisions for expenses

For Audit of
Provisions and

Obtain an

understanding as
to how the bank

Audit of Banks

\\\\\\\\\\

Verify expenses
with reference

to supporting
documents

and check the
calculations
wherever required

computes provision

assets

Contingencies, the

auditor should:

Obtain the tax
provision computation
from the bank’s
management and
verify the nature of
items debited and
credited to P&L account
to ascertain that the
same are appropriately
considered in the tax
provision computation

Obtain the detailed
break up of standard
loans,
non-performing
loans and agree the
outstanding balances
with the general ledger

on standard assets
and non-performing

182
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i agements
ter 11: Ethics and Terms of Audit Engag
Chapter 11:

ETHICS

Moral principles whlc,l;
govern a persogis
i r
haviour o n
?:gnducting of an activity

e Professional eth!;:s
are based on morcll.tys.

. ICAI requires |I
members to f:om[i)y
with the princip fTs
of ethics V:r?;ﬁ
performing
duties

g d
Prinmples-basg
Rules-based approach approach to Ethics
to Ethics

that it requires Compliance
With spirit of ethics

It requires dccountants to
exercise Professiong judgment
in every situation baseq upon
their Professiong knowledge,

skill ang eXpertise

It Strictly follows
establisheq rules

It may leqq to a narrow Outlook
and spirit of ethics may be
Overlookeq While Strictly
adhering to rules

every situation to arrive gt
conclusijong
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Ethics and Terms of Audit Engagements

Fundamental Principles of Professional Ethics

Integrity Professional

Behaviour

Straightforward
and honest

To comply with
relevant laws and
regulations

Professional
competence
and due care

Attain and maintain
professional
knowledge
and skill

Objectivity

Not to compromise
professional
judgment

Confidentiality

To respect the
confidentiality
of information
acquired

Threats To Independence of Auditors

Independence
of MIND

I - AUDITOR'S

INDEPENDENCE

Independence in \

APPEARANCE

N~
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Ethics and Terms of Audit Engagements _

Self-
review
threats
Self- byt
interest Occur when the Intimidatio
auditor promotes, threats
threats Occur when or is perceived to Oc(:j(.:tur then
of any judgement opinion to a point nSTiP
Occur when an or conclusion where people the client where Occur when
auditing firm, reached in a may believe they end up bemg auditors are
its partner or previous audit that objectivity too sympgthe,tlc deterreq frqm
associate could or non-audit is qettin to the client’s acting objectively
9 9 interests with an adequate

benefit from a engagement R e
financial interest in 999 P defgrqe of I
professiona

an audit client Si¢
skepticism

Familiarity
threats

-

Attitude that includes a questioning
mind, being alert to conditions which
may indicate possible misstatement
due to error or fraud, and a critical
assessment of audit evidence

It includes being
alert to, for
example:

f 1

Audit evidence that Information that brings Conditions that may
contradicts other audit into question the reliability indicate possible fraud
evidence obtained of documents
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SARANSH

Ethics and Terms of Audit Engagements

SA 210 "Agreeing The Terms of Audit Engagements”

Objective of the

Preconditions for an

Audit Engagement

Limitation on
scope prior to

~

ST auditor audit Terms audit engagement
acceptance
| | p
This SA deals To accept or Use by The audit If management or
with the auditor’s continue an audit management of engagement TCWG impose a

responsibilities
in agreeing the

terms of the audit

engagement with

management and
TCWG

engagement only
when the basis
upon which itis
to be performed
has been agreed,
through:

%

]

Establishing
whether the
preconditions
for an audit are
present

Confirming that
there is a common
understanding
between the auditor

and management and

TCWG of the terms of

the audit engagement

an acceptable
financial reporting
framework in
the preparation
of the financial
statements and
the agreement of
management to
the premise on
which an audit is

\ conducted /

%

If preconditions for an
audit are present, the
auditor shall

)

letter is sent by
the auditor to
his client so that
the possibility of
misunderstanding
is reduced. Such a

letter includes:

limitation on the scope
of auditor’s work such
that auditor believes
the limitation will
result in the auditor
disclaiming an opinion,
the auditor shall not
accept such a limited

engagement as an
- )

audit engagement

Objective and scope
of the audit of the
financial statements

If preconditions for an
audit are not present:

Responsibilities of the

auditor

Determine whether FRF
is acceptable, and

Responsibilities of
management

Obtain the agreement

of management

that it acknowledg

and understands i
responsibility:

es
ts

Auditor shall discuss the

matter with management.

Unless required by law or
regulation to do so, the
auditor shall not accept

the proposed audit

Identification of the
applicable FRF

\
engagement
p
Reference to the
( 1 expected form and
- =’ -, - content of any reports
For internal To provide the
control that auditor with
Financial access to all
For the Statements information,
preparation of are free from Additional If the auditor has determined that
the financial as material information FRF to be applied in preparation of
FRF misstatement, & Unrestricted financial statements is unacceptable
whether due to access to L or )
fraud or error; persons within
and the entity
L y € R ) If agreement of management is
not obtained on matters relating
to understanding of responsibility
of management on preparation of
ﬁnanc!ql statements, |ntgrno| conprols,
providing access to all information
to auditor and unrestricted access to
persons within the entity
\ .
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Ethics and Terms of Audit Engagements

Acceptance of Change in Terms of Audit Engagement

Entity request to change the Terms

- Reasonable Justification Exists?

Change in circumstances
that affects the entity’s
requirements or a
misunderstanding concerning
the nature of service originally
requested may be considered
a reasonable basis for
requesting a change in the
audit engagement

What should auditor consider before
agreeing to change the audit engagement
to the engagement providing lower level of
assurance

A change may not be
considered reasonable if it
appears that change relates
to information that is incorrect,
incomplete or otherwise
unsatisfactory

Auditor shall
etermine whether
here is reasonable
justification for
doing so

/é If auditor is unable to agree to a change of the and is not
/// permitted by management to continue the original audit
/{ engagement, the auditor shall:
—

Determine
hether there

Withdraw

from the aud

engagement
and

any obligatio

©ICAI BOS
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_ Ethics and Terms of Audit Engagements

Factors to be considered for revising the terms of audit engagement and if there is
need to remind the entity of exixting terms in Recurring Audit:
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Ethics and Terms of Audit Engagements SARANSH

s N
SQC 1 “Quality Control for Firms
that Perform Audits and Reviews of Historical Financial Information, and Other Assurance
and Related Services Engagements”
[ I I N 1
Leadership Acceptance
Introduction respon3|blll|t|es Ethical - t?'nd
for quality requirements entihuance Human Engagement .
within the firm of Client 999 Monitoring
Relationships resources Performance
and Specific
~N | ~ Engagements
This SQC requires SQC 1requires
that the firm firms to establish |
should establish policies and
a system of procedures |
; : s
gudlitylcontiol designedito Before accepting Where the Firm should Firm should ensure
designed to _ promote an an engagement, firm obtains establish policies that policies
provide it V‘:'th internal CUIt;"e Firm should information and procedures and procedures
reasonable based o.n't © acquire vital that would designed to relating to the
ERRUTEnE: el MEBSERIHEN information have caused it provide it with system of quality
the firm land |ts| that q“‘?"lt‘_/ about the client to decline an reasonable control are
| [ZEEnCEl G| gl essentlg - to decide about engagement if that assurance that: relevant, adequate,
with professional performing inereiien MeE operating
standards and BNGRgHMEIES been obtainable effectively and
reg(;lllator}/ earlier, policies and —_— complied with in
e LSge) irm” rocedures include - ractice
requirements i CE'O > pconsiderqtion of: It has sufficient i
and that reports managing : personnel with —
issued by the firm pqrtne:ﬁ to " the capabilities,
or engagement | | 9Ssume uiumate competence, and
responsibility for commitment to
partners are the firm’s system Integrity of Client i inci
appropriate in the 1SS grity ethical principles
: of quality control "
circumstances
T
Competence To enable the firm
Firm’s system of — to perform or engagement
quality control engagement ] partners to issue
should consist of appropriate reports
|| policies designed — S J
to achieve these Compliance with
objectives — ethical requirements
~— Consistency in quality
N < of engagement
performance is achieved
) s
l | N Professional and through briefing of

The Code establishes engagement teams

the fundamental tFi[gT ihou:'d' legal responsibilities. of their objectives,
establish policies :

principles of i~ procz dures \ ) processes for complying
professional ethics: e I ey——. with engdgemen.t

9 p standards, appropriate

it with reasonable The possibility of documentation of work

assurance that withdrawing from  |— performed
— Integrity ' the firm, its the engagement L )
personnel maintain ~
. independence where Ve N
[ Objectivity ) required by the Code. Significant judgments
Such policies and made in an

procedures should
enable the firm to:

engagement should
be reviewed by an

Professional
competence and

due care engagement quality
y control reviewer
:—A \ y,
Seldenuallc) Communicate its s
L { independence Engagement quality
BrefEssone] requirements to its control review is
behaviour personnel mandatory for all audits
of financial statements
B L of listed entities
evaluate

circumstances and

' relationships that

create threats to
independence
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|
Scope of SA & Responsibilities of
Objectives of Auditor engagement partner in
relation to following matters

===

~N

~N

The actions of

~
It should be ensured For audits of financial
engagement
i by engagement statements of
P ropriat partner that listed entities, and
appropriate engagement team those other audit
messages, i op i
. ; and any auditor’s engagements, if
in taking .
L experts who are not any, for which the
responsibility for . .
. part of engagement firm has determined
overall quality a
K team, collectively that an engagement
DR L have the appropriate uality control review
engagement, Firm should obtain pprop q ) Y N
. i q n competence and is required, the
emphasise such information as it s
. capabilities to perform engagement partner
considers necessary the en et i hall
in the circumstances © engageme! . N shat
. accordance with
before accepting an )
9 professional standards
engagement with
L| N and regulatory and
a new client, when | | ) i
deciding whether to U egalrequirements
continue an existing P
engugeme.nt, ‘fnd Determine that an engagement quality
when considering control reviewer has been appointed
acceptance of a new \
engagement with an p ~
existing client Discuss significant matters, including
N those identified during the engagement | |
— quality control review, with the
Information engagement quality control reviewer
like integrity of -
principal owners, s N
e N competence of Not date the auditor’s report until the
Performing work that engagement team completion of the engagement quality
complies with professional and consideration control review
H standards and regulatory of necessary
and legal requirements; . capabilities
9 4 Identifying a threat p' i
. and significant
to independence .
- ) . matters arisen
regarding the audit | | .
during current or
( ) engagement that revious audit
Complying with the firm’s safeguards may not P ¢ assist
quality control policies and o5 Gl e afifiiieie engagement assis
I procedures as applicable; or reduce to an the engagernent
partner in
acceptable level L
\_ \ determining
whether the
4 . o W . \ conclusions
Issuing audltor.s reports Reporting by reached regarding
I that .ore appropriate in the engagement partner the acceptance
circumstances; and to the re!e\{qnt and continuance of
~ Rersons WD :(he = client relationships
- = firm to F!ettermtlpe and audit
appropriate action,
The engagement team'’s [FPSIED engagements are
bili i which may include appropriate
L a o ity tof ralsefconc.erns eliminating the
without fear of reprisals activity that creates
N the threat, or
withdrawing from the
audit engagement,
where withdrawal is
Iegu”y permitted —
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