
SA 200 – Overall Objectives of the Independent 

Auditor and the Conduct of an Audit in Accordance 

with Standards on Auditing (SAs) 

Objective: 

SA 200 establishes the overall objectives of the independent auditor in the conduct 

of an audit of financial statements and provides guidance on the conduct of the audit 

in accordance with the Standards on Auditing (SAs). 

Key Concepts: 

1. Overall Objectives of the Auditor: 

o The primary objective is to obtain reasonable assurance that the 

financial statements are free from material misstatement, whether due 

to fraud or error. 

o The auditor must express an opinion on whether the financial 

statements give a true and fair view in accordance with the applicable 

financial reporting framework. 

2. Responsibility of the Auditor: 

o The auditor must act with professional skepticism and due care 

throughout the audit process. 

o The responsibility is to plan and perform the audit to obtain sufficient 

appropriate audit evidence to reduce audit risk to an acceptably low 

level. 

3. Audit Risk: 

o Audit risk is the risk that the auditor may issue an inappropriate opinion 

when the financial statements are materially misstated. 

o The audit risk model includes inherent risk, control risk, and detection 

risk. 

4. Reasonable Assurance: 

o Auditors are required to obtain reasonable assurance, which is a high 

level of assurance but not absolute assurance, that the financial 

statements are free from material misstatement. 

5. Ethical Requirements: 

o The auditor must comply with relevant ethical requirements, including 

integrity, objectivity, professional competence, and confidentiality. 

6. Conduct of the Audit: 



o The audit must be conducted in accordance with the Standards on 

Auditing (SAs), ensuring the use of appropriate audit methodologies 

and the documentation of audit evidence. 

7. Professional Skepticism and Judgment: 

o Professional skepticism involves maintaining a questioning mind and 

being alert to conditions that may indicate possible misstatements due 

to error or fraud. 

o The auditor must use professional judgment in planning and performing 

the audit and in evaluating audit evidence. 

8. Audit Evidence: 

o The auditor should gather sufficient and appropriate audit evidence to 

form a basis for the audit opinion. 

o This involves considering the relevance, reliability, and sufficiency of 

the evidence. 

9. Audit Opinion: 

o The auditor’s opinion is expressed based on the evidence obtained 

during the audit, stating whether the financial statements are presented 

fairly in all material respects. 

o The auditor may issue different types of opinions, such as unmodified, 

qualified, adverse, or disclaimer of opinion, based on the findings. 

10. Documentation: 

o The auditor should document the audit procedures performed, audit 

evidence obtained, and conclusions reached in the audit file. 

Conclusion: 

SA 200 outlines the broad framework for conducting audits in accordance with the 

standards, emphasizing the auditor’s responsibilities, including obtaining sufficient 

evidence, maintaining skepticism, and following ethical guidelines. The goal is to 

provide an opinion on whether the financial statements are free from material 

misstatements, thus ensuring the credibility of the financial information provided to 

stakeholders. 

 

 

SA 210 – Agreeing the Terms of Audit Engagement 

Objective: 

SA 210 provides guidance on the auditor’s responsibility to establish and document 



the terms of the audit engagement with the client. It outlines how to ensure both the 

auditor and the client agree on the scope, objectives, and responsibilities of the audit 

before commencing the work. 

Key Concepts: 

1. Engagement Letter: 

o The core concept of SA 210 is the use of an engagement letter to 

formalize the agreement between the auditor and the client. 

o The letter should detail the terms of the audit engagement, including 

the scope of the audit, the auditor’s responsibilities, the client’s 

responsibilities, and the framework under which the financial 

statements are prepared. 

2. Responsibility of the Auditor: 

o The auditor is responsible for obtaining an understanding of the terms 

of the audit engagement and ensuring they are agreed upon with the 

client. 

o The auditor must ensure that there are no misunderstandings between 

them and the client regarding the scope and limitations of the audit. 

3. Content of the Engagement Letter: 

o The engagement letter should include: 

 The objective and scope of the audit of financial statements. 

 The responsibilities of the auditor (e.g., obtaining sufficient audit 

evidence). 

 The responsibilities of management (e.g., preparing the financial 

statements and ensuring they are in accordance with the 

applicable financial reporting framework). 

 The form of the audit opinion that is likely to be issued. 

 The use of other auditors if applicable, such as in cases where 

parts of the audit are conducted by specialists or component 

auditors. 

 The expected timing of the audit and the communication of audit 

results. 

4. Accepting an Audit Engagement: 

o The auditor must evaluate whether to accept or continue an audit 

engagement, considering the integrity of the management, the 



availability of appropriate resources, and the ability to comply with the 

ethical requirements. 

o The auditor must ensure they have the necessary skills, competence, 

and resources to conduct the audit effectively. 

5. Changes in Terms of the Engagement: 

o If there are changes in the terms of the engagement during the audit, 

the auditor and client should agree to those changes, and a new 

engagement letter or addendum should be issued to reflect the 

modifications. 

o Such changes could occur if there are changes in the scope or nature 

of the audit, or if there is a change in the financial reporting framework. 

6. Audit Firm’s Internal Procedures: 

o The firm should have clear internal procedures to ensure that 

engagement letters are properly prepared, communicated, and 

authorized. 

o This includes ensuring that any restrictions on the auditor's scope are 

properly understood and accepted by both parties. 

7. Recurring Audits: 

o In cases of recurring audits, the auditor must consider whether the 

terms of the engagement remain appropriate. 

o This includes reviewing the effectiveness of the previous engagement 

and ensuring no misunderstandings have occurred regarding the 

client’s responsibilities or the audit scope. 

8. Scope and Limitations of the Audit: 

o The engagement letter should clearly define the audit’s scope and 

limitations, ensuring that both the auditor and the client have the same 

understanding of the areas covered and the depth of the work to be 

performed. 

o The letter should also clarify the auditor’s role in providing services 

other than the audit (e.g., non-audit services), if applicable. 

Conclusion: 

SA 210 emphasizes the importance of a formal, written agreement between the 

auditor and the client to avoid misunderstandings and ensure clarity regarding the 

audit’s scope, objectives, and responsibilities. The engagement letter serves as a 

safeguard to set clear expectations and maintain transparency in the relationship, 

which is vital for the successful execution of the audit process. It also ensures the 



auditor has a clear understanding of the terms of engagement and provides a basis 

for defending the audit work performed. 

 

SQC 1 – Quality Control for Firms that Perform 

Audits and Reviews of Financial Statements, and 

Other Assurance and Related Services 

Objective: 

SQC 1 establishes the firm’s responsibilities for maintaining a system of quality 

control for audits, reviews, and other assurance services. It emphasizes the need for 

firms to ensure the quality of their work by developing and implementing robust 

quality control systems. 

Key Concepts: 

1. Firm’s Responsibility for Quality Control: 

o The firm must establish and maintain a system of quality control 

designed to provide reasonable assurance that the firm and its 

personnel comply with professional standards and regulatory 

requirements. 

2. Elements of Quality Control: 

o Leadership Responsibilities: The firm must have leadership 

committed to quality and establish a culture that emphasizes quality 

control at all levels. 

o Ethical Requirements: The firm must ensure compliance with relevant 

ethical standards, including independence, integrity, and objectivity. 

o Client Acceptance and Continuance: The firm must establish 

procedures for accepting and continuing relationships with clients, 

ensuring that clients' integrity and potential risks are assessed. 

o Human Resources: The firm must ensure that it has sufficient and 

competent personnel with the necessary expertise to perform audits 

and related services. 

o Engagement Performance: The firm must implement policies and 

procedures that ensure engagement quality, including proper 

supervision, review, and consultation. 

o Monitoring: The firm must regularly monitor its quality control system 

to ensure it is operating effectively and identify areas for improvement. 



o Documentation: Proper documentation of quality control policies, 

procedures, and actions taken is necessary for maintaining 

transparency and accountability. 

3. Review and Improvement: 

o The quality control system should be regularly reviewed and updated to 

keep pace with changes in regulations, standards, and the firm’s 

services. 

o Any deficiencies identified through monitoring should be promptly 

addressed to maintain the quality of services. 

4. Responsibility of Engagement Partners and Personnel: 

o The engagement partner plays a crucial role in ensuring that the 

engagement is conducted in accordance with quality control standards. 

o Personnel must be provided with ongoing training and support to 

maintain high levels of competence and expertise. 

Conclusion: 

SQC 1 underscores the firm’s responsibility for maintaining a system of quality 

control across all its audit, review, and assurance engagements. The system must 

address various elements, including leadership, ethical requirements, client 

acceptance, human resources, engagement performance, monitoring, and 

documentation, to ensure the firm consistently meets professional and regulatory 

standards. 

 

SA 220 – Quality Control for an Audit of Financial 

Statements 

Objective: 

SA 220 addresses the auditor's responsibilities regarding quality control within an 

audit engagement. It focuses on the application of the firm’s quality control system to 

individual audits and the need for the engagement partner to ensure that the audit is 

conducted in accordance with auditing standards. 

Key Concepts: 

1. Engagement Quality Control: 

o The engagement partner is responsible for ensuring that the audit is 

conducted in accordance with the applicable standards on auditing and 

quality control. 



o The engagement partner must take responsibility for the quality of the 

audit, including overseeing the engagement team and ensuring proper 

documentation. 

2. Responsibilities of the Engagement Partner: 

o The engagement partner must ensure that the audit is planned and 

performed effectively, with sufficient resources and appropriate 

expertise. 

o The partner must assess whether the audit evidence obtained is 

sufficient and appropriate to support the audit opinion. 

o The partner should be involved in key decisions throughout the audit 

and in the review of the work performed by the team. 

3. Quality Control Procedures: 

o Supervision and Review: The engagement partner is responsible for 

the supervision and review of the audit work performed by the 

engagement team, ensuring compliance with auditing standards. 

o Consultation: When necessary, the engagement partner should 

consult with other experts or members of the firm to address difficult 

issues or to ensure high-quality work. 

o Independence and Ethical Requirements: The engagement partner 

must ensure that the audit is conducted with independence and in 

compliance with relevant ethical requirements. 

4. Engagement Documentation: 

o Proper documentation of the audit process, findings, and conclusions is 

required. The engagement partner must ensure that audit 

documentation supports the conclusions reached and the audit opinion 

issued. 

5. Review of Work and Final Evaluation: 

o The engagement partner must perform a final evaluation of the audit 

before the opinion is issued, ensuring that all significant matters have 

been addressed and that the audit is of high quality. 

6. Subsequent Events and Finalizing the Audit: 

o Before finalizing the audit, the engagement partner must consider any 

subsequent events and ensure that the financial statements reflect 

these events appropriately. 

Conclusion: 

SA 220 emphasizes the critical role of the engagement partner in ensuring that the 



audit is of high quality. It provides a framework for applying the firm’s quality control 

policies to the individual audit, with a focus on supervision, review, consultation, 

documentation, and compliance with ethical standards. The engagement partner 

must ensure that the audit is conducted in accordance with auditing standards, with 

sufficient evidence to support the audit opinion. 

SA 500 – Audit Evidence 

Objective: 

SA 500 outlines the auditor's responsibility to obtain sufficient and appropriate audit 

evidence to form an audit opinion. It guides auditors on how to gather and evaluate 

the evidence necessary for supporting the conclusions drawn in an audit. 

Key Concepts: 

1. Audit Evidence: 

o Audit evidence consists of information used by the auditor to draw 

conclusions regarding the assertions in the financial statements. 

o It includes both documentary evidence (e.g., invoices, contracts) and 

testimonial evidence (e.g., confirmations, interviews). 

2. Sufficiency and Appropriateness of Evidence: 

o Sufficiency: The quantity of audit evidence, which depends on the risk 

of material misstatement and the quality of the evidence. 

o Appropriateness: The relevance and reliability of the evidence in 

supporting audit conclusions. 

3. Types of Evidence: 

o External Evidence: More reliable, e.g., third-party confirmations. 

o Internal Evidence: Less reliable on its own, e.g., invoices prepared by 

the client. 

o Direct vs. Indirect Evidence: Direct evidence is more reliable, e.g., 

observing a physical count, while indirect evidence may be more 

circumstantial. 

4. Procedures for Obtaining Evidence: 

o Inspection, observation, confirmation, recalculation, analytical 

procedures, and inquiry. 

5. Evaluation of Evidence: 

o The auditor must evaluate whether the evidence obtained is sufficient 

and appropriate to support the audit opinion. 



 

SA 510 – Initial Audit Engagements – Opening 

Balances 

Objective: 

SA 510 provides guidance on the auditor’s responsibility when conducting the first 

audit of an entity. It focuses on the need to obtain sufficient appropriate audit 

evidence regarding opening balances and ensuring they align with the financial 

statements. 

Key Concepts: 

1. Opening Balances: 

o The auditor must verify that opening balances in the financial 

statements are correctly stated and that they are consistent with the 

previous period’s ending balances. 

2. Audit Procedures: 

o If the client is undergoing its first audit, the auditor needs to ensure that 

the opening balances comply with the applicable financial reporting 

framework. 

3. Opening Balances in Comparison to Prior Period’s Ending Balances: 

o The auditor should examine the previous period’s financial statements, 

if available, or other documentation to verify the accuracy of opening 

balances. 

4. Implications of Misstatements in Opening Balances: 

o If errors are identified, the auditor must evaluate whether they affect 

the current period’s financial statements and the audit opinion. 

 

 

 

 

SA 550 – Related Parties 

Objective: 

SA 550 provides guidance on identifying and disclosing transactions with related 

parties. It establishes the auditor’s responsibilities in identifying related party 

relationships and transactions that could affect the financial statements. 



Key Concepts: 

1. Definition of Related Parties: 

o A related party is one that has the ability to exercise control or 

significant influence over the entity, or vice versa. This includes family 

members, affiliates, key management, and others. 

2. Audit Procedures: 

o The auditor must inquire with management about related parties, 

review contracts, and examine supporting documentation to identify 

transactions and relationships. 

3. Disclosure of Related Party Transactions: 

o Related party transactions must be disclosed in the financial 

statements, and the auditor must verify that these disclosures are 

complete and accurate. 

4. Risk of Material Misstatement: 

o Related party transactions may be more prone to manipulation or 

misstatement, so auditors should assess the risks associated with 

these transactions. 

5. Management’s Responsibility: 

o Management must provide the auditor with a list of related parties and 

confirm that all related party transactions have been disclosed. 

 

SA 560 – Subsequent Events 

Objective: 

SA 560 addresses the auditor’s responsibility for considering events that occur after 

the reporting period but before the financial statements are issued. It emphasizes the 

need for the auditor to determine the impact of subsequent events on the financial 

statements. 

Key Concepts: 

1. Definition of Subsequent Events: 

o Events that occur after the balance sheet date but before the financial 

statements are authorized for issue. 

2. Types of Subsequent Events: 



o Adjusting Events: Events that provide additional evidence of 

conditions that existed at the balance sheet date (e.g., discovering that 

an asset was impaired). 

o Non-Adjusting Events: Events that are indicative of conditions that 

arose after the balance sheet date (e.g., a major acquisition). 

3. Auditor's Responsibilities: 

o The auditor must evaluate subsequent events to determine whether 

they affect the financial statements and whether additional disclosures 

are necessary. 

4. Dual Dating of the Audit Report: 

o In some cases, the auditor may issue a report dated after the original 

date of the financial statements to reflect events occurring after the 

audit report date but before the financial statements are issued. 

5. Management’s Responsibility: 

o Management must disclose subsequent events that have a material 

impact on the financial statements. 

 

SA 570 – Going Concern 

Objective: 

SA 570 provides guidance on the auditor’s responsibilities regarding the assessment 

of an entity’s ability to continue as a going concern. It focuses on evaluating the 

appropriateness of the going concern assumption in the preparation of the financial 

statements. 

Key Concepts: 

1. Going Concern Concept: 

o The going concern assumption is the belief that the entity will continue 

its operations in the foreseeable future, and there is no intention or 

need to liquidate. 

2. Auditor's Evaluation: 

o The auditor must assess whether there are events or conditions that 

may cast significant doubt on the entity’s ability to continue as a going 

concern (e.g., financial difficulties, litigation). 

3. Management’s Assessment: 



o Management is responsible for assessing the entity’s ability to continue 

as a going concern and disclosing any material uncertainties. 

4. Audit Procedures: 

o The auditor must obtain sufficient evidence to evaluate management’s 

assessment and consider the impact of any uncertainties on the 

financial statements. 

5. Auditor’s Opinion: 

o If the auditor concludes that the going concern assumption is 

inappropriate, they must modify their audit opinion accordingly. 

 

SA 580 – Written Representations 

Objective: 

SA 580 requires the auditor to obtain written representations from management to 

confirm certain assertions made by management during the audit, particularly 

regarding the accuracy and completeness of financial statements. 

Key Concepts: 

1. Written Representations: 

o Written representations are formal written statements from 

management confirming its responsibilities and the accuracy of specific 

information in the financial statements. 

2. Purpose of Representations: 

o Written representations serve as evidence supporting the auditor’s 

conclusions and help confirm management’s assertions regarding the 

financial statements. 

3. Assertions to be Represented: 

o Management’s representations may cover a variety of assertions, 

including the completeness of transactions, the adequacy of internal 

controls, and the accuracy of disclosures. 

4. Management's Responsibility: 

o Management is responsible for ensuring the accuracy of the financial 

statements and providing the auditor with appropriate representations. 

5. Auditor's Responsibility: 



o The auditor is responsible for obtaining these written representations, 

ensuring that they are reliable, and using them as part of the audit 

evidence. 

6. Limitation of Representations: 

o Written representations alone are not sufficient to form the basis for an 

audit opinion; they must be corroborated by other audit evidence. 

 

Conclusion: 

The standards SA 500 to SA 580 cover a range of important areas in the auditing 

process, including the gathering of audit evidence, the verification of opening 

balances, related party transactions, subsequent events, going concern issues, and 

management representations. These standards ensure that auditors follow a 

consistent and rigorous approach in obtaining reliable evidence, assessing risks, and 

forming appropriate audit opinions. 

 

Audit Report  

Objective: 

An audit report is the formal opinion of the auditor regarding the financial statements 

of the company. It communicates whether the financial statements give a true and 

fair view of the financial position and performance of the entity, in accordance with 

the applicable financial reporting framework. The relevant Standards on Auditing 

(SAs) help in shaping the structure, content, and nature of the audit report. 

 

Key Concepts: 

1. Types of Audit Reports: 

o Unmodified (Clean) Report: 

 The most common and ideal type of report, indicating that the 

auditor has found no material misstatements in the financial 

statements and that they comply with the relevant financial 

reporting framework. 

o Modified Reports: 

 Qualified Opinion: Given when the auditor finds material 

misstatements but believes that the financial statements as a 

whole are still fairly presented, except for the issue identified. 



 Adverse Opinion: Issued when the auditor believes that the 

financial statements are materially misstated and do not present 

a true and fair view. 

 Disclaimer of Opinion: Given when the auditor is unable to 

form an opinion on the financial statements due to insufficient 

audit evidence or significant uncertainties. 

2. Structure of the Audit Report (SA 700): 

The audit report follows a standard format, which includes the following key 

sections: 

o Title of the Report: 

It must be clearly titled as an “Independent Auditor’s Report” to reflect 

the auditor's independence. 

o Addressee: 

The report is addressed to the shareholders or the board of directors, 

depending on the client entity's structure. 

o Opinion Paragraph: 

This section includes the auditor’s opinion on the financial statements, 

whether unmodified or modified, with a clear statement on the fairness 

of the financial statements. 

o Basis for Opinion (SA 700): 

This paragraph explains the reasons for the audit opinion, providing the 

context and clarifying the audit evidence obtained. It should also state 

that the audit was conducted in accordance with the applicable auditing 

standards (e.g., Standards on Auditing – SA). 

o Key Audit Matters (KAMs) (SA 701): 

The auditor highlights significant matters that were addressed during 

the audit, typically for listed companies, such as major areas of audit 

risk or areas that required significant auditor judgment. These are 

discussed in this section if applicable. 

o Responsibilities of Management and Those Charged with 

Governance: 

This section outlines management's responsibility for the preparation of 

the financial statements and internal control, and for providing the 

auditor with access to all relevant information. 

o Auditor’s Responsibility: 

The auditor’s responsibility section describes the procedures followed 

during the audit, including obtaining audit evidence, assessing risks, 

and forming the audit opinion. 



o Other Information: 

If the auditor identifies inconsistencies in information, this section 

addresses whether the financial statements are materially misstated in 

relation to the other information. 

o Signature of the Auditor: 

The audit report must be signed by the auditor or the firm performing 

the audit, along with the date and location of the audit. 

o Date of the Audit Report: 

The report must be dated to indicate when the audit was completed. 

3. Content for Modified Opinions (SA 705 & SA 706): 

o Qualified Opinion (SA 705): 

 Issued when the auditor encounters material misstatements or 

issues that do not allow for an unmodified opinion, but the rest of 

the financial statements are still reliable. 

 Example: "Except for the matter described in the Basis for 

Qualified Opinion section..." 

o Adverse Opinion (SA 705): 

 Issued when the auditor believes the financial statements are 

materially misstated and do not give a true and fair view. 

 Example: "In our opinion, because of the significance of the 

matter described in the Basis for Adverse Opinion section, the 

financial statements do not give a true and fair view..." 

o Disclaimer of Opinion (SA 705): 

 Issued when the auditor cannot obtain sufficient appropriate 

audit evidence to express an opinion on the financial 

statements. 

 Example: "We were unable to obtain sufficient appropriate audit 

evidence to provide a basis for an audit opinion..." 

4. Emphasis of Matter Paragraph (SA 706): 

o Sometimes included in the audit report to highlight a matter that, while 

not affecting the overall audit opinion, is of such importance that it 

should be drawn to the attention of users. 

o Example: A significant event after the balance sheet date or an 

uncertainty regarding the going concern assumption. 

5. Comparative Information (SA 710): 



o Prior Period Financial Statements: 

When financial statements for a prior period are presented for 

comparison, the auditor is responsible for ensuring that those 

statements were audited or reviewed in accordance with the relevant 

standards. 

 Example: The auditor should report on whether the comparative 

financial statements are presented correctly and in accordance 

with the applicable framework. 

o Change in Accounting Policies: 

If there has been a change in accounting policies, the auditor must 

assess whether such changes have been disclosed appropriately in the 

financial statements. 

6. Other Considerations (SA 700): 

o Responsibility of the Auditor: 

The auditor must act with professional skepticism and due diligence, 

applying the principles of objectivity, integrity, and independence. 

o Professional Judgment and Skepticism: 

Throughout the audit process, auditors should apply professional 

judgment and maintain a skeptical attitude, especially when evaluating 

audit evidence. 

o Revisions and Updates: 

Audit reports should reflect any changes to the financial statements 

post-audit, such as in the case of subsequent events or corrected 

misstatements. 

 

Conclusion: 

The audit report is a crucial document in the audit process, providing stakeholders 

with the auditor's opinion on the financial statements. It outlines whether the financial 

statements present a true and fair view, in accordance with the applicable financial 

reporting framework, and identifies any issues that may have affected the audit. The 

structure of the report is standardized under SA 700, with SA 701 addressing key 

audit matters, SA 705 guiding modified opinions, SA 706 for emphasis of matter, and 

SA 710 for reporting comparative information. The type of opinion issued – whether 

unmodified or modified – provides insight into the reliability of the financial 

statements and is based on the audit procedures performed and the evidence 

gathered. 

 



Bank Audit  

Objective: 

Bank audit focuses on verifying and evaluating the financial records and operations 

of a banking institution to ensure that the financial statements reflect a true and fair 

view of the bank’s financial position and operations. It includes both statutory audits 

(required by law) and internal audits (conducted by the bank’s internal auditors). The 

audit ensures compliance with regulatory requirements and identifies areas of risk 

and internal control weaknesses. 

 

Key Concepts: 

1. Types of Bank Audits: 

o Statutory Audit: 

 Conducted as per the requirements of the Banking Regulation 

Act, 1949, and other related regulations. 

 Ensures that the financial statements of the bank comply with 

the applicable financial reporting framework (e.g., AS/Ind AS). 

 The statutory auditor's responsibility is to express an opinion on 

whether the bank’s financial statements are presented fairly. 

o Internal Audit: 

 Carried out by the bank’s internal audit department. 

 Focuses on evaluating the bank’s internal controls, risk 

management processes, and the effectiveness of operations. 

 Internal audit is often a continuous process, and it helps the 

bank identify and mitigate risks. 

2. Regulatory Framework for Bank Audit: 

o Banking Regulation Act, 1949: 

 Governs the banking sector in India and sets out the statutory 

audit requirements. 

 Defines the powers of the Reserve Bank of India (RBI) in 

regulating and supervising banks. 

o Reserve Bank of India (RBI) Guidelines: 

 RBI issues guidelines that banks must follow for maintaining 

accurate financial records, managing assets, and adhering to 

prudential norms. 



 RBI conducts inspections to ensure compliance and issues 

directives to address deficiencies. 

o Accounting Standards (AS/Ind AS): 

 The bank’s financial statements must comply with the relevant 

accounting standards, including Ind AS for larger banks or AS 

for others. 

3. Key Areas of Bank Audit: 

o Verification of Assets and Liabilities: 

 The auditor verifies the bank’s assets (e.g., loans, advances, 

investments) and liabilities (e.g., deposits, borrowings) to ensure 

that they are properly recorded and valued. 

 Particular attention is given to loans and advances, as these are 

prone to misstatements or fraud. 

o Loan and Advances: 

 Verification of the quality of loans, classification of non-

performing assets (NPAs), and provision for doubtful debts. 

 The auditor ensures that adequate provisions are made for 

NPAs in compliance with RBI norms. 

o Investment Portfolio: 

 Banks maintain a portfolio of investments in government 

securities, bonds, and other financial instruments. 

 The auditor verifies the bank’s investment records, ensuring 

they are properly classified and valued. 

o Deposits and Other Liabilities: 

 Verification of customer deposits, including savings accounts, 

current accounts, and fixed deposits, ensuring they are 

accurately recorded. 

 Ensuring that liabilities related to borrowings, deposits, and 

other financial instruments are correctly stated. 

4. Risk Management and Internal Controls: 

o The auditor evaluates the bank’s internal control system to assess its 

effectiveness in safeguarding assets, detecting fraud, and ensuring 

compliance with laws and regulations. 



o Internal control mechanisms such as segregation of duties, approval 

processes, and access controls are critically reviewed. 

o The auditor checks whether the bank has implemented robust 

procedures for fraud detection and prevention, and whether risk 

management policies are in place. 

5. Verification of Profit and Loss Accounts: 

o The auditor checks the income and expenditure of the bank, ensuring 

that income (e.g., interest, fees, and commissions) and expenses (e.g., 

interest on deposits, administrative expenses) are appropriately 

recognized and classified. 

o The bank’s profitability is verified, including compliance with RBI’s 

guidelines on asset classification, provisioning, and income recognition. 

6. Compliance with Prudential Norms: 

o Banks must comply with prudential norms prescribed by the RBI, 

including: 

 Capital Adequacy Norms (Basel III): Ensuring that the bank 

maintains the minimum capital required to cover its risks. 

 Asset Classification: Ensuring loans and advances are 

properly classified into standard, substandard, doubtful, and loss 

categories. 

 Provisioning Norms: Ensuring that adequate provisions are 

made for NPAs and other risks. 

7. Verification of Bank Reconciliations: 

o The auditor checks the reconciliation of bank statements with the 

bank’s books to ensure accuracy and completeness. 

o Particular attention is given to the reconciliation of the cash balance, 

inter-branch transactions, and suspense accounts. 

8. Audit of Branches and Subsidiaries: 

o Banks often have multiple branches and subsidiaries, each of which 

may require independent auditing. 

o The auditor verifies the operations and financial records of individual 

branches, ensuring compliance with the bank's internal policies and 

applicable regulations. 

9. Reporting Requirements for Bank Audit: 



o The auditor’s report on a bank’s financial statements must provide an 

opinion on the true and fair view of the financial position and 

performance of the bank. 

o The auditor also needs to report on compliance with regulatory 

requirements, including RBI guidelines and the Banking Regulation Act. 

o The auditor must include a report on NPAs, income recognition, and 

the adequacy of provisions for doubtful debts in the audit report. 

10. Special Aspects of Bank Audits: 

o Auditing of Automated Systems: Many banks use automated 

systems for transaction recording and reporting. The auditor must 

ensure the accuracy and integrity of the data processed through these 

systems. 

o Branch Audits: The auditor must perform tests of the bank's internal 

control systems and verify that procedures are consistent across 

branches. 

o Audit of Foreign Branches: If the bank has foreign branches, the 

auditor must understand the regulatory framework applicable in those 

jurisdictions and ensure compliance. 

 

 

Conclusion: 

Bank audits are essential to ensure the accuracy and reliability of a bank's financial 

statements and its compliance with regulatory requirements. The auditor must verify 

various aspects such as assets, liabilities, loans, investments, risk management, and 

compliance with RBI guidelines. The audit of a bank involves evaluating complex 

transactions, checking provisions for NPAs, verifying internal controls, and ensuring 

that the bank is adhering to prudential norms. The audit process is crucial for 

maintaining the integrity of the banking system and safeguarding public confidence 

in the financial institutions. 

 

Audit of Items of Financial Statements  

Objective: 

The audit of financial statements involves verifying the various items presented in the 

balance sheet and profit and loss account to ensure they are accurate, complete, 

and in compliance with the relevant accounting standards, laws, and regulations. 

The auditor evaluates the assertions made by management regarding these financial 



items and gathers sufficient evidence to express an opinion on the true and fair view 

of the financial statements. 

 

Key Concepts: 

1. Audit of Assets: 

o Cash and Bank Balances: 

 The auditor verifies the cash and bank balances by inspecting 

the bank statements and conducting a physical count of cash. 

 Bank reconciliations are reviewed to ensure that cash is properly 

reconciled with bank accounts. 

 The auditor ensures there are no unrecorded liabilities or 

adjustments related to cash balances. 

o Inventory: 

 The auditor verifies the existence, ownership, and valuation of 

inventory. 

 Physical Verification: The auditor observes the physical count 

of inventory and ensures it is recorded correctly. 

 Valuation: Inventory should be valued at cost or net realizable 

value, whichever is lower. The auditor ensures that the valuation 

method is consistent with the applicable accounting standards. 

 Obsolescence and Slow-Moving Stock: The auditor assesses 

whether provisions for obsolete or slow-moving stock have been 

made. 

o Fixed Assets: 

 The auditor verifies the existence and ownership of fixed assets 

by inspecting titles, contracts, and other supporting documents. 

 Depreciation: The auditor checks whether depreciation has 

been calculated and charged in accordance with the applicable 

accounting standards. 

 The auditor also verifies that assets are correctly classified (e.g., 

tangible vs. intangible, current vs. non-current) and whether any 

impairments are recognized. 

o Investments: 



 The auditor verifies the existence, ownership, and valuation of 

investments. 

 Valuation: Investments should be classified and valued 

according to the accounting policies of the company (e.g., at 

cost or fair value). 

 Income Recognition: The auditor checks the accuracy of 

income from investments, such as interest, dividends, and 

capital gains. 

2. Audit of Liabilities: 

o Loans and Borrowings: 

 The auditor verifies the amount and terms of loans, borrowings, 

and overdrafts. 

 The auditor reviews loan agreements, ensuring that the terms 

are disclosed accurately in the financial statements. 

 The auditor ensures that interest expenses related to borrowings 

are properly recorded and allocated. 

o Trade Payables: 

 The auditor confirms the amounts payable to suppliers by 

reviewing purchase records, supplier statements, and 

correspondence. 

 The auditor ensures that all liabilities have been accurately 

recorded, including contingent liabilities. 

 The auditor also checks whether there are any unrecorded 

liabilities or misstatements in accounts payable. 

o Provisions and Contingent Liabilities: 

 Provisions must be made for future expenses that are probable 

and can be estimated reliably (e.g., warranty provisions, legal 

claims). 

 The auditor ensures that provisions are made in accordance 

with applicable accounting standards and that contingent 

liabilities (e.g., lawsuits) are disclosed appropriately in the 

financial statements. 

3. Audit of Income and Expenses: 

o Revenue Recognition: 



 The auditor ensures that revenue is recognized in accordance 

with applicable accounting standards (e.g., AS 9 or Ind AS 115). 

 The auditor verifies the completeness of revenue by checking 

sales invoices, contracts, and cash receipts. 

 The auditor ensures that income is recorded in the correct 

period, and that any unearned income is deferred appropriately. 

o Expense Verification: 

 The auditor verifies expenses to ensure they are incurred in the 

normal course of business and are correctly recorded. 

 The auditor checks for proper authorization and supports for 

expenses, such as purchase orders, invoices, and receipts. 

 The auditor ensures that any capital expenditures have been 

capitalized correctly, and revenue expenditures have been 

expensed as per accounting policies. 

o Interest and Dividend Income: 

 The auditor ensures that interest income and dividend income 

are recognized accurately, based on the applicable interest rates 

and terms. 

 The auditor confirms the receipt of such income by reviewing 

bank statements and other relevant documents. 

4. Audit of Specific Items in the Financial Statements: 

o Related Party Transactions (SA 550): 

 The auditor checks the completeness and accuracy of related 

party transactions. 

 The auditor ensures that these transactions are disclosed in the 

financial statements in accordance with the relevant accounting 

standards. 

o Foreign Exchange Transactions: 

 The auditor verifies that foreign exchange transactions are 

correctly accounted for, including the translation of foreign 

currency items. 

 The auditor ensures that any exchange rate fluctuations are 

properly accounted for, and that foreign exchange differences 

are recorded correctly. 

o Taxation: 



 The auditor ensures that the company has properly accounted 

for current and deferred taxes as per the applicable tax laws and 

accounting standards. 

 The auditor reviews the tax provisions and checks for any 

potential tax liabilities or tax credits that should be recorded. 

5. Audit of Specific Financial Statement Areas: 

o Off-Balance Sheet Items: 

 The auditor verifies off-balance sheet items, including contingent 

liabilities, commitments, and guarantees, ensuring that they are 

disclosed appropriately. 

 The auditor assesses whether any off-balance sheet financing 

has been used and whether such items are disclosed in 

accordance with the relevant accounting standards. 

o Earnings Per Share (EPS): 

 The auditor ensures that EPS is calculated correctly in 

accordance with the applicable accounting standard (e.g., AS 20 

or Ind AS 33). 

 The auditor reviews the weighted average number of shares and 

confirms that adjustments for dilutive potential ordinary shares 

are made correctly. 

6. Audit of Group Financial Statements: 

o The auditor ensures that the financial statements of group companies 

are correctly consolidated, and that inter-company transactions are 

eliminated. 

o The auditor verifies the accuracy and completeness of consolidation 

adjustments and checks the shareholding structure of subsidiaries and 

associates. 

7. Materiality and Audit Risk: 

o The auditor considers the materiality of items when planning and 

performing audit procedures. 

o Items that are likely to have a significant impact on the financial 

statements are given more audit attention. This includes high-risk 

areas like revenue recognition, related party transactions, and complex 

financial instruments. 

8. Fraud Detection: 



o The auditor considers the possibility of fraud while auditing financial 

statement items. 

o The auditor evaluates internal controls, conducts analytical procedures, 

and reviews the financial statements for any signs of irregularities or 

inconsistencies that might indicate fraudulent activities. 

 

Conclusion: 

The audit of items in the financial statements requires the auditor to verify the 

accuracy, completeness, and compliance of various financial items, such as assets, 

liabilities, income, and expenses. The auditor must assess whether the financial 

statements reflect a true and fair view of the company’s financial position and 

performance, in accordance with applicable accounting standards and regulatory 

requirements. This involves examining documentation, conducting physical 

verifications, evaluating internal controls, and considering materiality and risks to 

ensure the reliability of the financial statements. 

 


