
Chapter -11 Ethics a Terms of Avait Engagement
(8-10 mark)

Topics to cover

i) . Ethics

J MCD + App Based Question

ii) . Independence

iii) . ProfessionalSpepticism

IV). SA . GIO

v). SQC-1

vis .
SAGGO

↳
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Ethics
* meaning Professional

*Accountant to frow- Moral values that
comes from intrinsically

* Fundamental Principles of ethec's
i) Integrity
-PA should be-straightforward] in all his Buz Dealings

- truthful
- Honesty
- Fair Dealing

- PA should Not Be associated with any ingo , returns
that is

(No-Material)
a) Negligently Prepared

T

b) . Omit or obscures vital ingo in a way that could mislead

2) . Contain materially false or misleading info.
&

(i) . Professional competencea Due care

- 11 Required to ensure- PA

shouldAttainea ↓

knowledge clientor employes
Receives

competent Professional services
d

Based on Current TechnicalI Professional
standards ② Relevant Legislation

- PA should act Diligently
↓

Responsibility to Act carefully -> as perEnorrighly requirementL Timely Basis of
Assignment

Example
-

failing to update client about New Law Regulation



iii). Confidentiality
- It veg

. P . A . to Protect confidentialityof
obtained through
professional or Buy Relations.

- It helps in Free Flow ofInyo 7
with assurance of
no leakage of info

$10 PA or client/employer to gua parties.

-specific circumstances where Disclosure of Engo is Permitted

i). Disclosure is Mandated By LAW

ii) . Disclosure is permetted By law a Authorised by Sentplayer.
iii). When Professional Duty to Disclos exists

,

provided not prohibited by law.

iv) . objectivity
- principle requires "Professional Judgement" should not be

comprimited Because of - Bias (BCKI)
- conflict of Interest
- unasse enfluence of others

- Example
i). Receiving gift ,hospitality from client

ii) . Auditor Sister working as Director in client Buziness.

v) . Professional Behavious
- PA to comply with LAWS @ REGULATIONS

#
AvoidConduct Bringing Discredit to Profession.

-PA not to engage in Any Activity that
· ImpairIntegrity , objectivity or reputation of professionnot

· Is compatible with fundamental principles.
-

Example : i) Failure to Reply to ICA) Notice
ii). Previous Auditor Ignoring NOC veg of New Auditor



* Principal Based US Rule Based Approach to ethics

↓ ↓

- Require PA to - oftenRigid
apply Professional
Judgement - can Result in Narrow outlook,

where spirit of ethics may Be
- Focuses on Adhering overlooked.
to spirit of eltrics.

- strict compliance with Defined
Rules .



Professional Skepticism
- Refers to

·attitude includes Questioning Mind
· Alert to condition indicating Possible Misstatement

↓

(error or grand)
·Critical Assessment of tudit evidence

* Professional Skepticism Being alerttr,
- Avdit evidence that contradict other Audit evidence

- condition Indicating Possible Fraud

-circumstances requiring need for Avit procedure,
inaddition to those required by SA.

-Info that Brings into Question Reliability of Documents
a responses to enquiries to be used as trait Evidence.

* Maintaining Professional Skepticism throughoutaudit
es necessary to REDUCE RISK Of [InappropriateOver2)

i). Overlooking Unusual Transaction

ii). Overgeneralising Conclusion from Audit observation

iii). Using Inappropriate Assumptions in Determing

i Nature of Avast procedures a evalating results throa
- Extent

* Auditor's Duties
- Assess Reliability of Info used as Audit evidence
- Investigate further if Doubt about Reliability of Info
-

modify Procedures if required
* Note ->Trust in Mgmt Honesty Does not eliminate

need for professional skepticism



Independence
* Meaning
implies judgement of Person is not subordinate

↓
To wishes or Direction of Another Person , who&

might have engaged him or to his own

self interest

* Interlinked Perspective of Independence
i) . Independence by Appearance
- Avoiding any Facts a circumstances that made

aparty to believe, engagement team↓
N -- integrity Has Been

reasonably well - Pe professional Skepticism J compromised
informed party

-Os objectivity

ii) . Independence of mind
Individual toact with- state of mind , allowing

·Integrity
· Exercise objectivity
· Professional Skepticism

without being affected by inferences that compromise
"Professional Judgement"

* Threat to Independence
a) . Intimidation Threat
- When auditor are Discouraged from Acting "onjectively

Maintaining "Professional Septicism"
- Examples
i) .
Threat of Replacement over Disagreement

ii) . Invent of litigation

b). Advocacy shares
- Arise when auditor promote or perceived to promote 'client Position'
to extent that et compromise auditor objectivity.



- Examples

·i) DalininsnamSecuritiesofin t
litigation

e). Familiarity Threat
-

They are self evident a occur when
↓

Auditor formrelationship with client

ending being too sympathetic about client interest

- Example
i) . Receiving gift , Hospitality from client.

ii) . close Relative of audit team working in senior position
&

in client company
⑨ iii) . Former Partner of audit team being Director of client

company.

(v) . Long association Blu audito - client.

Note : Rotation of auditor is a safeguard measure against
threat .familiarity

Interest ThreatD)self
- occur when Auditing firm, could Benefit from financial intereson

11 fr

associate inan auditclient.

- Examples
Potential employment with client①i) .

ii) . Contingent Fees for audit engagement

iii) . Undue Dependence on client Buz Eq 40% . Fees from single client

(v). Direct Financial Interest or Materially significant Incivect
Financial Interest in client

v) . Loan or Guarantee to l from ,
client.

vi) . close Buz Relationship with audit client.



EJ. Self Review Threat
occu when

①
casei)- When Team member was previously Director or

senior employee of company.

caseii).- When Auditor Review Judgement or conclusions,&

made in prior audit or non audit engagement

Example of Non-Audit services
- Management consultancy ,

Internal tuait , Investment Advisory.

X-Y

* Safeguard against Threat to endependence

=> For Public confidence in Quality of Avail
↓

Auditor should always be independent + appears to be Independent
=> Before taking any work :-auditor must conscientiously consider

whether it involves threat toIndependence.

-> When such threat exists , auditor should
i). Either Desist from task

op

ii). Eliminate Threat
or

iii. at very least , put in place safeguards whichveauce
threat to an acceptance level.

-> All such safeguard need to be "DOCUMENTED"

- If auditor is unable to fully implement credible
a adequate safeguanas

↓

Auditor not to accept such work.



Salinaterme of AuditEngagem
a

[clients ZAuditor](Terms & Condition)

* Engagement letter
- Writing
- Issued to avoid misunderstandingf

- Auditor sends E. L . to client [MCO]
- Areas to be included in Engagement letterkey-

↓
i) Objective a Scope of Audit! of FS

. !
I
· %

. Responsibility ofMgmt (v). Responsibility of Auditor
iii). Identification of applicable FRF v). Reference to expected form

Content of Audit Report
(t]

Statement - Circumstances may
led to Different Form
&Content .

prescribe sufficientdetail aboutLaw oRegulation*- If
terms Audit engagementof

↓
Avator need not record them in written agreement

EXCEPT - Law a Regulation applies *
- &

-
understands itsMgmt acknowlar

-

us responsibility

Responsibilit-

% PreparationoManagements as per applicable Fr
ii) . DevisingInternal Control necessary for P&POGFS as per appFrit

iii) Provide Auditor with
- Access toAll info , mgmt aware , necessary for PLP of FS.

- Additional ingo ,
auditor may reg ->for purpose of awant.

- Unrestricted access to persons within entity , from which

avait evidence will be outained , as per avator's .

-

Identification of app FRFs who does ? "Mgmt".



CONNECT THE DOTS
↓

Auditor Obtain agreement from urgent-
is . Responsibility of Mgart that it acknowledge I understand&

its responsibilityisentification of AppERF ,-> Determine whether identifiedBoth (i) a (ii)
↓ appFRF is acceptance ·

PRE-CONDITION

* If Pre-condition not satisfied- communicate with Mgmt
↓ K

(Both cond need to be satisfied) Discuss

-> Don't accept engagement
unless reg by Law or Regulation .

* Recurring Audit
-

#an
andt(SA510)

-
PY no

Engagement
-

Initial Andisengagement auditdo my
Another AuditorI & Recurring Audit I↓

~

Continuous Avant- Fy5 F2526
↓

Rajukco Rajk & Co
-

Auditor to send engagementletter every yearE in case of Recurring Avant ?↓
-

May not be sent every year .

- However , in following circumstances , appropriate to
revise or remind existing terms.
-

↓ ↓↓
- A inFRF= A of Senior Mgunt

- Indication engont
misunderstood

- Significant A in Ownership - A in legal or objective a scope of
regulatory requirement Audit

- significant A in Nature or

Size of Buy operations
- A in other reporting -

Any revised or special
requirements terms of engagement



* Acceptance of change in terms of Audit Engagement
i) Reg from entity to change , When Reasonable Justification exists

↓
-

case[a] - change in Circumstances affecting needs for service.

case (b). - Misunderstanding as nature of audit as originally requested ↓I case(s)= Restriction on scope ofAudit engagement , imposed by
· organt or
· other circumstances·
--

Case (A) a case (B) -> Auditor may considered K = J:

can (2) - Auditor particularly considered implication of
restriction on scope of avait engagement.

Note-

Trange may not to be considered reasonable if it appears
that change relating to info is-In

corneatte
&

- Not satisfactory .

Example

aAvato-Unance to Obtain SAAE about Dektors.
↓

option of Qualified
/Disclaimer

↓

Mgmt requested to change from Audit to Review-

Reg is not satisfactory, Avaitor not to accept.

ii) . ConsiderationDoveagreeing to change from Atto see

· Auditor to Determine whether Reasonable Justification exists.
assess any legal or contractual implications.· Before agreeing ,

· If Res · exists , change may be accepted.

stations31/312006Revised engagementold engagemen
↓↓

- old New work to Be Done asWork ifRelevant
an be used per revised engagement . [NewoEL]



·

Masala on Report of Related Services"- DONT CONFUSE USERS

AWBIT- RELATED SERVICES
d

Report on Related Services would not include reference of
a) Original Avait Procedures

b). Any procedure performed in Origines Audit engagement
[EXCEPT -> When shift is Audit to Agreed upon procedures]

↓
Reference to procedure performedBecause
is a normal part.

iii). Non-agreement to change in terms of engagement
lack of permission from mgmt to continue original
audit engagement.

Auditor shall

a) Withdraw from audit engagement
b). Determine whether there is any obligationtoto circumstancesreport

- TOWENother parties such as
- Owners
- Regulators

* Objective of SA210
To continue audit engagement whenaccept or

i) . Pre-conductions are satisfied
ii) . Confirm that there is common understanding bu

Auditor & Mgmt/TIwa., of terms of audit engagement
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D) .

client attitude towardsInfo concoming
- Aggressive Interpretation of A .S.
- Internel Control Environment

ES. Indication of Inappropriate limitation in scope of work.

F) . Reason for Proposed appointment of firma
Non-Appointment of previous auditor.

6) Whether client aggressively maintaining Jinn's fees low as

possible.

· If firmoptifontainable earlierwould
have create

- Professional a legal responsibility to Report toPersonmade appoint
methe

- Possibility of withdrawing from engagement.

B) Ethical Requirements
- Define Independence

eE Principles3 FundamentalReference of
Firms to establish Policy a Procedures

↳ Independencemaintaining↳

↓ comply with code of ethics.

=> Communicate Independence Requirement to personnel .
-

Identify threats to Independence.
- Applying Safeguards , eliminating threat or withdrawl
from engagement.

Note -> Annually , all personnel must give written confirmation
Policies.about compliance with Firms

c) . Leadership Responsibility for Quality within firm
- firm to establish policy a procedures - to promote Internal Culture↓

Recognised Quality Essence in

performing engagement.

-, Managing Partner - Ultimate Responsibility for Firm System
d of Quality control.

Example Set - Encourage InnerCulture that recognise High
Quality of Firm .



responsibilityassign
--

- Firm CEO , Managing PartnerI #otherPerson

Controlforquality then,system
-

Sufficient Appropriate Experience-

- Ability
- Necessary Authority.

Resources*Human
- Firm should establish P & P to ensure it has

&

SUFFICIENT COMPETENT PERSONEL Which will
meet professional, LegalRegulatory Requiea: essue

- Recruitment
- Such P & P should address HR issues like

,1- Training
Performance↓ Evaluation

compensation
- Focus on Continuing Professional Development of Firm'sPersonnel .

* Monito
· so ensurinum Policyordwee relating to Quality Control
are - Relevant

CROLES- operating
- complied
- effective .

- To Include ONGOING CONSIDERATION O EVALUATION Of
system of Quality Control , including periodic inspection
of competed engagements.

* Engagement Performance
- Consistency in Quality-

> acheived through Briefing of Engagement team
- ObjectivesAbout
- Process of complying with professional standards

supervision a Training- Engagement
-Methods of Reviewing performance of work
- Appropriate Documentation.

- Difficult matter - consult with expert
Within or sentity.



a). Engagement QualityControl Reviewer
-nLAPPOINTMENT

- Mandatory in listed entity
- May also appoint in other entities.

&PDetermine EPCK has been [BE
appointed

Engagemena Discus significant mattes arising
engagement
inx'including

matterDuringaified
->

NoSigningofAudit Report
ta

~

Note" - If Difference of Opinionarise blW EPKEPCR

Discuss to Resolve
↓

if notresolved ,follow firmpolicyproceeafor

Documentationb) .
⑨ Timely completion of find engagement file : 60 days from

Date of A
.R .

· Retention for audit work : · 7 years Lateast) from Date of
Avant report

Grou Avait Report, if later.

· Ownership -> Anditor



SA 220 Quality Control for Audit of FS .

SA2DoS & C - I

-esto-applyonlyautengagement&

· audit
· review
· assuranch I& Related

Apply
- -Apply atFirm level at engagementlevel

-> Responsibilityo Respeciality ofT

- Engagement Partner#- Managing Partner

Note - Stazo es premised on Basis that firm is

subject to S91-1 .

* Objective of SA220

To IMPLEMENT Quality Control ProceduresL-
↓

at ENGAGEMENT LEVEL

a) . To ensure Audit Report complies with
- Professional Standard
- Regulatory
- Legal Requirement

by . To issue appropriate report .

* nearshipResponsibilty forquality on Ati-

-

responsibilityEngagement
for overall quality of audit.

- It emphasise
as Importance to Audit Quality of
1) Objective - 1 of SAND
ii) Objective - 2 ofSAID
iii). Complying with Firm Quality Control Policy & Procedures
IV). Engagement team ability to Raise Concern without

fear of reprisals.

b) . Fact that Quality is essential in performing audit
engagements
.



Imp Note

* For other elements , even if Question give vey of
SA220

,
write content of SQC11 .

↑arthes
·

on as per SAndoDocumentati by Engagement*

i) .
-

withcompliancetoIssueda Identifiedwithrecent resolved.es cat reque were

ii) . ConclusionReachedRegarding Acceptance ! Continensee

engagement
oniii). Conclusions compliance with Independence Requirements

-
that apply to aude engagement.

iv)
.Naturescopeof,conclusionresult,s


