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AAS 1

BASIC PRINCIPLES GOVERNING AN AUDIT

An Audit is the independent examination of financial information of any entity, whether profit oriented or not, irrespective of its size or legal form, conducted with a view to expressing an opinion thereon.

Integrity, Objectivity and Independence

Straight forward, honest and sincere in his approach to his professional work

Fair and must not allow prejudice or bias

Impartial attitude and both be and appear to be free of any interest

Respect the confidentiality of information required in the course of his work and should not disclose to a third party without specific authority or unless there is a legal or professional duty.

Due professional care by persons who have adequate training, experience and competence in auditing.

Continuing awareness of developments including pronouncement of ICAI on accounting and auditing matters and relevant regulations and statutory requirements.

Even if the auditor delegates work to assistants or uses work performed by other auditors and experts; he will continue to be responsible.

Entitled to rely provided he exercises adequate skill and care.

Carefully direct, supervise and review work delegated to assistants

Obtain reasonable assurance that work performed by other is adequate.

Document matters, which are important in providing evidence that the audit was carried out in accordance with the basic principles.

Plans should be based on knowledge of client’s business.

a. Accounting knowledge of the client’s accounting system, policies and internal control procedures.

b. Establishing the expected degree of reliance to be placed on internal control

c. Determining and programming the nature and timing and extent of audit procedures to be performed.

d. Coordinating the work to be performed.

Plans should be further revised and developed as necessary during the course of the audit.

Sufficient and appropriate audit evidence shall be obtained through compliance and substantive procedures.

Compliance procedures are tests that those internal controls are in effect,

Substantive procedures used to obtain evidences as to completeness, accuracy and validity of data.

Management is responsible for maintaining an adequate accounting system incorporating various internal controls.

Auditor should reasonably assure himself that the accounting system is adequate.

Study and evaluate the operation of those internal controls upon which he wishes to rely.

Review and assess the conclusions as the basis for the expression of his opinion.

Audit report should contain a clear written expression of opinion.

When a qualified opinion, adverse opinion or a disclaimer of opinion is to be given or reservation of opinion on any matter is to be made, the audit report should state the reasons thereof.

AAS 2

OBJECTIVES AND SCOPE OF THE AUDIT OF FINANCIAL STATEMENTS

Objective of an audit is to enable an auditor to express an opinion on such financial statements.

User should not assume that the auditor’s opinion is an assurance to the future viability and efficiency.

Management’s responsibilities include the maintenance of adequate records and internal controls, the selection and application of accounting policies and the safeguarding of the assets of the enterprises.

The auditor having regard to the terms of the engagement, the requirement of relevant legislation and the pronouncement of the Institute will determine the scope of the audit.

Terms of engagement cannot restrict the scope of an audit in relation to the matters, which are prescribed by legislation.

Audit should be organized to cover adequately all aspects of the enterprise

Auditors should be reasonably satisfied as to whether the information is reliable and sufficient as the basis for the preparation of financial statements.

Should also decide whether the relevant information is properly disclosed.

The auditor’s work involves exercise of judgment.

Absolute certainty in audit is rarely attainable.

Due to the nature and other inherent limitation there is an unavoidable risk that some material misstatement may remain undisclosed.

Where the auditor has any indication that some fraud or error may have occurred, he should extend his procedures to confirm or dispel his suspicious.

The auditor is primarily concerned with items, which either individually or group are material.

Material items are those which might influence the decision of the user of financial statements.

The auditor is not expected to perform duties, which fall outside the scope of his competence.

Constraints on the scope of the audit of financial statements should be set out in his report.

AAS 3

DOCUMENTATION

Documentation refers to the working papers prepared or obtained by the auditor and retained by him, in connection with the performance of his audit.

Working paper should record the audit plan, the nature, timing and extent of auditing procedures performed and the conclusions drawn from the evidence obtained.

Working paper should be designed and properly organized to meet the circumstances of each audit.

Working paper should be sufficiently complete and detailed to obtain an overall understanding of the audit.

All significant matters, which require the exercise of judgment, should be included in the working papers.

Auditors should satisfy himself that working paper obtained from the client have been properly prepared.

In the case of recurring audit some working paper file may be classified as permanent audit files, which are updated currently with information of continuing importance to succeeding audits.

Working papers are the property of the auditor. The auditor may at his discretion, make portion of or extract from his working papers available to his client.

The auditor should adopt reasonable procedure for custody and confidentiality of his working papers and should retain them for a period of time sufficient to meet the needs of his practice and satisfy and pertinent legal or professional requirements of record retention.

AAS 4

THE AUDITOR’S RESPOSIBILITY TO CONSIDER FRAUDS AND ERROR IN AN AUDIT OF FINANCIAL STATEMENTS

Consider the risk of material misstatement in the financial statement resulting from fraud and error.

Error refers to an unintentional misstatement.

A fraud refers to an intentional act by one or more individual among management, those charged with governance, employees or third parties.

Auditors do not make legal determination whether fraud has actually incurred.

Misstatement resulting from fraudulent financial reporting and misstatement resulting from misappropriation of assets are more relevant for audit purpose.

The primary responsibility for the prevention and detection of frauds and error rests with both those charged with the governance and the management of an entity to establish a control environment and maintain policies and procedure to assists in achieving the objective.

The auditor is not and cannot be held responsible for prevention of fraud and error.

There is an unavoidable risk that some material misstatement of the financial statement will not be detected, even though the audit is properly planned and performed in accordance with the auditing standards.

Risk of the auditor not detecting s material misstatement resulting from management fraud is greater than for employee fraud.

Unless the audit reveals evidence to the contrary, auditor is entitled to accept records and documents as genuine.

Auditor plans and performs an audit with a professional attitude, which is necessary for the auditor to identify and properly evaluate matters that increase the risk of a material misstatement in the financial statement resulting from fraud and error, circumstances that make the auditor suspect and like things.

In planning the audit, the auditor should discuss with the other member of the audit team, the susceptibility of the entity to material misstatements in the financial statements resulting from fraud or error.

The auditor should obtain an understanding of the management’s assessment of the risk that the financial statements may be materially misstated.

Determine whether management is aware of any known fraud or has discovered any material error.

The auditor may have an opportunity to seek the views of those charged with governance during the audit.

The size, complexity, and ownership characteristics of the entity to have a significant influence on the consideration of relevant fraud risk factors.

 The auditor also considers what steps have been taken to enforce a formal code of conduct and the effectiveness of the budgeting system.

Auditor should design substantive procedures to reduce to acceptability low level the risk that misstatement resulting from fraud and error that are material to financial statements taken, as a whole with not be detected.

Auditor may conclude that there is a need to modify the nature, timing and extent of substantive procedure.

When the auditors encounter circumstances that may indicate that there is a material misstatement, he should perform procedure to determine whether the financial statements are materially misstated.

Auditor should consider whether such a misstatement may be indicative of fraud and should consider the implication of the misstatement.

If adequate disclosure is not made the auditor should consider the necessity for a suitable disclosure in his report.

The auditor should document fraud risk factors identified as being present during the auditor’s assessment processes and document the auditor response to any such factors.

The auditor should obtain written representation from management in respect of management’s responsibilities, facts, internal control environment and all other related matters.

Auditor obtains a written representation from management confirming that it has disclosed to the auditor all facts relating to any frauds or suspected frauds that it is aware of that may have affected the entity.

When the auditor identifies a misstatement resulting from fraud or a suspected from or error, the auditor should consider communicating that information to management those charged with governance and in some circumstance, to regulatory and enforcement authorities also. 

The auditor should communicate to management any material weaknesses in internal control related to the prevention or detection of fraud and error.

The auditor’s professional duty to maintain confidentiality of client information ordinary precludes reporting fraud and error to a party outside the client entity.

If the auditor concludes that it is not possible to continue performing the audit as a result of a misstatement resulting from or suspected fraud, the auditor should:

a. consider the professional and legal responsibilities applicable in circumstances, including whether there is a requirement for the auditor to report to the person or persons who made the audit appointment or in some cases, to regulatory authorities;

b. consider the possibilities of withdrawing from the engagement; and 

c. if the auditor withdraws:

· discuss with the appropriate level of management and those charged with governance, the auditor’s withdrawals from the engagement and the reason for the withdrawal; and 

· consider whether there is professional or legal requirement report to the person or person or persons who made the audit appointment or in some cases, to regulatory authorities, the auditor’s withdrawals from the engagement and the reason for the withdrawal.

A CA in practice would be guilty of professional misconduct if he accepts a position as an auditor, previously held by another CA without first communicating to him in writing. On receipt of an enquiry from an incoming auditor the existing auditor should advise whether there are any professional reasons why the incoming auditor should not accept the appointment. If the client denies the existing auditor permission to discuss its affairs with the incoming auditor or limits what the existing auditor may say, that fact should be disclosed to the incoming auditor.

AAS 5

AUDIT EVIDENCE

Substantive audit procedures are designed to obtain evidence as to the completeness, accuracy and validity of the data.

Audit evidence should be sufficient and appropriate.

Sufficiency refers to the quantum of audit evidence obtained.

Appropriateness relates to its relevance and reliability.

The auditor’s judgment as to what is sufficient appropriate audit evidence is influenced by such factors as:

a. The degree of risk of misstatement which may be affected by factors such as:

i.    Nature of the item,

ii. Adequacy of internal control

iii. Nature or size of the business carried on by the entity.

iv. Situation which may exert an unusual influence on the management.

v. Financial position of the entity.

b. The materiality of the item.

c. The experience gained during previous audit.

d. The result of auditing procedures, including fraud or error which may have been found.

e. The type of information available.

f. The trend indicated by accounting ratios and analysis.

The reliability of audit evidence depends on source- internal and external, and its nature – visual, documentary or oral.

The auditor obtains evidence in performing compliance and substantive procedures by the following methods:

a. Inspection – examining records, documents or tangible assets.

b. Observation – witnessing a process or procedure being performed by others.

c. Inquiry- seeking appropriate information form knowledgeable person inside or outside the entity.

d. Confirmation – response to an inquiry to corroborate information contained in the accounting records.

e. Computation- checking the arithmetic accuracy.

f. Analytical review- studying significance ratios and trends and investing unusual fluctuation and items.

AAS 6

RISK ASSESSMENT AND INTERNAL CONTROL

The auditor should use professional judgment to assess audit risk and to design audit procedure to ensure that it is reduced to an acceptably low level.

Audit risk means the risk that the auditor gives an inappropriate audit opinion when the financial statements are materially misstated.

Inherent risk is the susceptibility of an account balance or class of transaction to misstatement assuming that there were no related internal controls.

Control risk is the risk that a misstatement will not be prevented or detected and corrected on timely basis by the accounting and internal controls.

Detection risk is the risk that an auditor’s substantive procedure will not detect a misstatement.

Internal control system means all the policies and procedure (internal control) adopted by the management of an entity to assist in achieving management’s objectives of ensuring, as far as practicable, the orderly and efficient conduct of its business, including adherence to management policies, the safeguarding of assets, the prevention and detection of fraud and error, the accuracy and completeness of the accounting records, and the timely preparation of reliable financial information.

Control environment, which means the overall attitude, awareness and action of directors and management regarding the internal control system and its important in the entity.

As strong control environment does not, by itself, ensure the effectiveness of the internal control system.

Control procedure means those policies and procedure in addition to the control environment which management has established to achieve the entity’s specific objectives.

The understanding of relevant accounting and internal control system will enable the auditor to:

a. Assess the adequacy of all the accounting system as s basis for preparing the financial statements.

b. Identify the types of potential material misstatements that could occur in the financial statements.

c. Consider factors that affect the risk of material misstatement.

d. Develop an appropriate audit plan and determine the nature, timing and extent of audit procedures.

The auditor should assess inherent risk at the level of financial statements.

The nature, timing and extent of audit procedure performed by the auditor to obtain an understanding of the accounting and internal control system will vary.

The auditor should obtain an understanding of the accounting system sufficient to identify and understand the transactions, their nature, volume and treatment.

Understanding the internal controls would also help the auditor to make a preliminary assessment of the adequacy of the accounting and internal control systems.

The auditor should document in the audit working papers:

a. The understanding obtained of the entity’s accounting and internal control systems; and 

b. The assessment of control risk.

When control risk is assessed at less than high, the auditor would also document the basis for the conclusions.

Common techniques, used alone or in combination for the above purpose, are narrative descriptions, questionnaires, checklists and flow charts.

Tests of control are performed to obtain audit evidence about the effectiveness of the:

a. Design of the accounting and internal control system, that is, whether they are suitably designed to prevent or detect and correct material misstatement; and

b. Operation of the internal controls throughout the period.

The lower the assessment of control risk, the more evidence the auditor should obtain that accounting and internal control systems are suitably designed and operating effectively.

Auditor may consider the audit evidence obtained in prior audits.

A breakdown in internal controls for a specific portion of the period requires separate consideration of the nature, timing and extent of audit procedures.

There is an inverse relationship between detection risk and combined level of inherent risk and control risk. When inherent and control risk are low, auditor can accept higher detection risk and still reduce audit risk to low level.

The auditor’s assessment of the components of audit risk may change during the course of an audit.

The auditor needs to obtain the same level of assurance in order to express an unqualified opinion on the financial statements of both small and large entities.

In circumstances where segregation of duties is limited and audit evidence of supervisory control is lacking, the audit evidence necessary to support the auditor’s opinion on the financial statements may have to be obtained entirely through the performance of substantive procedures.

The auditor should make management aware, as soon as practical and at an appropriate level of responsibility, of material weaknesses in the design or operation of the accounting and internal control systems, which have come to the auditor’s attention.

AAS 7

RELYING UPON THE WORK ON AN INTERNAL AUDITOR

With the introduction of the Companies (Auditor’s Report) order, 2003 internal audit function has acquired special significance as the statutory auditor is required to state, in relation to a company a paid up capital exceeding Rs. 25 lakhs or having an average annual turnover exceeding Rs. 2 crores for a period of three consecutive financial year immediately preceding the financial year, whether the internal audit system is commensurate with the size and nature of its business.

Work of the internal audit may be useful to the external auditor in the examination of financial statements.

Scope and objectives of the internal audit function;

a. Review of accounting system and related internal controls.

b. Examination of financial and operating information for the management.

c. Examination of the economy, efficiency and effectiveness including non-financial controls of an organization.

d. Physical examination and verification.

The external auditor should, as part of his audit, evaluate the internal audit function to the extent he considers that it will be relevant in determining nature, timing and extent of his compliance and substantive audit procedures.

Internal audit function cannot be expected to have the same degree of independence.

General evaluation of internal audit function;

a. Organization status

b. Scope of function

c. Technical competence

d. Due professional care.

External auditor ascertains the internal auditor’s tentative plan for the year and discusses it with him at as early a stage as possible to determine areas where he considers that he could rely upon the internal auditor’s work.

External auditor should be advised of, and have access to, relevant internal audit reports and be kept informed of any significant matter that comes to the internal auditor’s attention.

Evaluating special internal audit work.

The scope of work and related audit programs are adequate for external auditor’s purpose.

The work was properly planned and the work of assistant was properly supervised, reviewed and documented.

Sufficient appropriate audit evidence was obtained to afford a reasonable basis for the conclusions reached.

Conclusions reached are appropriate in the circumstances and any reports prepared are consistent with the result of the work performed.

Any exception or unusual matters disclosed by the internal auditor’s procedures have been properly resolved.

AAS 8

AUDIT PLANNING

Planning should be continuous throughout the engagement and involves:

a. Developing an overall plan for the expected scope and conduct the audit, and

b. Developing an audit programme showing the nature, timing and extent of audit procedures.

Adequate audit planning helps to:

a. Ensure that appropriate attention is devoted to important area of the audit;

b. Ensure that the potential problems are promptly identified.

c. Ensure that the work is completed expeditiously.

d. Utilize the assistants properly; and 

e. Co- ordinate the work done by other auditors and experts.

Consider factor ad complexity of the audit, the environment in which the entity operates and his previous experience.

Obtain a level of knowledge of the client’s business that will enable him to identify the events and transactions and practices that, in his judgment, may have a significant effect on the financial information.

With respect to previous year working papers and relevant files, the auditor should pay attention to matters that required special consideration and decide whether they might affect the work done in the current year.

Knowledge helps the auditor to identify areas of special audit consideration, to evaluate the reasonableness both of accounting estimates and management representation and to make judgment.

The auditor should document his overall plan.

It should be reconsidered for modification as the audit programme based on the auditor’s review of the internal control, his preliminary evaluation thereof and the result of his compliance and substantive procedures.

AAS 9

USING THE WORK OF AN EXPERT

An auditor id not expected to have the expertise of a person trained for, qualified to engage in, practice of another professional or occupation.

An expert is a person, firm or other association of person possessing special skill, knowledge and experience in a particular field other than accounting and auditing.

The auditor may seek audit evidence in the form of reports, opinions, valuations and statements of an expert.

When determining whether to use the work of an expert or not, the auditor should consider:

a. The materiality of the item being examined in relation to the financial information as a whole.

b. Nature and complexity of the item including the risk of error therein and 

c. Other audit evidence available with respect to the item.

The auditor should satisfy himself about skills and competence of the expert by considering the expert’s:

a. Professional qualifications, license or membership in an appropriate professional body

b. Experience and reputation in the field in which the evidence is sought.

c. The auditor should also consider the objectivity of the expert.

d. Evaluating the work of an expert.

e. The objective and scope of the expert’s work.

f. A general outline as to the specific items in the expert’s report.

g. Confidentiality of the expert’s work, including the possibility of its communication to third parties.

h. The expert’s relationship with the client if any

i. Confidentiality of the client’s information used to the expert.

When the auditor uses the work of an expert employed by him, ha need no inquire his skills and competence.

Ensure that the expert’s work constitutes appropriate audit evidence in support of the financial information.

Auditor should consider whether the expert has appropriate source data.

The appropriateness and reasonableness of assumption and methods used and their application are the responsibility of the expert.

Auditor should obtain an understanding of those assumptions and methods.

If the work of an expert is inconsistent with the information in the financial statements or it does not constitute sufficient appropriate audit evidence, auditor should express a qualified opinion, a disclaimer of opinion or adverse opinion as the case may be appropriate.

Auditor should not refer to the work of an expert in his report, if the auditor decides to express other than an unqualified opinion; it may benefit the reader of report if the auditor refers to or describes the work of the expert.

Where the auditor considers it appropriate to disclose the identity of the expert, he should obtain prior consent of the expert for such disclosure.

AAS 10
USING THE WORK OF ANOTHER AUDITOR

This standard does not deal with those instances where two or more auditors are appointed as joint auditors nor does it deal with the auditor’s relationship with the predecessor auditor.

When the principal auditor uses the work of another auditor, the principal auditor should determine how the work of the other auditor would affect the audit.

The auditor should consider whether the auditor’s own participation is sufficient to act as the principal auditor, considering the followings:

a. Materiality of the portion of the financial information which the principal auditor audits;

b. Principal auditor’s degree of knowledge regarding the business of the components;

c. Risk of material misstatement in the financial information of the components audited by the other auditor resulting in the principal auditor having significant participation in such audit.

The statute governing the entity may confer a right on the principal auditor to visit a component and examine the books of account and other records of the said components audited by another auditor.

Principal auditor would normally be entitled to rely upon the work of other auditor.

The principal auditor would consider the professional competence of the other auditor in the context of specific assignment if the other auditor is not a member of ICAI.

Obtain sufficient appropriate evidences, that work of other auditor is adequate for the principal auditor’s purposes.

Advise the other auditor of the use that is to be made of the other auditor’s work and report and make sufficient arrangements for co-ordination of their efforts.

Advise the other auditor of the significant accounting, auditing and reporting requirements.

The principal auditor should consider the significant findings of the other auditor.

The principal auditor should document the components whose financial information was audited by other auditors; their significance to the entity as whole, names of the auditors; and any conclusion reached that individual components are not material.

Where the other auditor’s report is other than unqualified, the principal auditor should also document how he has dealt with the qualification or adverse remarks.

There should be sufficient liaison between the principal auditor and other auditor.

The principal auditor may require the other auditor to answer a detailed questionnaire regarding matters on which the principal auditor requires information for discharging his duties. The other auditor should respond to such questionnaire on a timely basis.

When the principal auditor concludes that the work of the other auditor cannot be used, the principal auditor should express a qualified opinion or disclaimer of opinion because there is a limitation on the scope of audit.

The principal auditor would not be responsible for the work entrusted to other auditors, except in circumstances, which should have aroused is suspicion about the reliability of the wok performed by other auditors.

AAS 11

REPRESENTATION BY MANAGEMENT

The auditor should express his professional judgment in determining the matters on which he wishes to obtain representation form management.

Representations should be obtained from management invariably in writing on matters material, when other sufficient appropriate audit evidence cannot reasonably be expected to exist.

The auditor should:

a. Seek corroborative audit evidence from sources inside or outside the entity;

b. Evaluate whether the representations made by management appear reasonable and consistent with other audit evidence obtained, including other representations; and

c. Consider whether the individuals making the representations can be expected to be well informed on all matter.

Representations by management cannot be a substitute for other audit evidence that the auditor could reasonably expect to available.

In certain instances such as where knowledge of the facts is confined to management or where the matter is principally one of intention, a representation by management may be the only audit evidence.

If a representation by management has a contradicted other audit evidences, the auditor should examine the circumstances and reconsider the reliability of other representations.

The auditor should document in his working papers evidence of management’s representations, which might be in the following forms:

a. A representation letter from the management.

b. A letter from the auditor outlining the auditor understands of management’s representation, duly acknowledged and confirmed by the management.

c. A duly authenticated copy of relevant minutes of meeting of the Board of Directors or similar body.

A management representation letter should be addressed to the auditor, containing the relevant information and be appropriately dated and signed.

If management refuses to provide representations on any matter that the auditor consider necessary, this will constitute a limitation on the scope of his examination.

If management is not willing to give in writing the representation made by it, auditor should himself prepare a letter setting out his understanding of management’s representations and send it to management with a request to acknowledge and confirm that his understanding is correct.

AAS 12

RESPONSIBILITY OF JOINT AUDITORS

Where joint auditors are appointed, they should, by mutual discussion, divide the audit work among themselves.

The division of work may be with reference to items of assets or liabilities or income or expenditure or with reference to period of time. Certain areas of work, owing to their importance or owing to the nature of the work involved, would often not be divided and would be covered by all joint auditors.

The division of work should be adequately documented and preferably communicated to the entity.

When a joint auditor comes across matters, which are relevant to the areas of responsibility of other joint auditor, he should communicate the same to all the other joint auditors in writing.

Each joint auditor is responsible only for the work allocated to him, whether or not he has prepared a separate report.

All the joint auditors are jointly and severally responsible;

a. In respect of all audit work which is divided.

b. In respect of decision taken by all the joint auditors concerning the nature, timing and extent of the audit procedures, however proper execution of these audit procedure is the separate and specific responsibility.

c. In respect of matters brought to the notice of joint auditors by any one of them and on which there is an agreement among the joint auditors.

d. For examining that the financial statements of the entity comply with the disclosure requirements.

e. For ensuring that the audit report complies with the requirements of relevant statutes.

If any of matters are brought to the attention of the entity or other joint auditors by an auditor after the audit report has been submitted, the other joint auditors would not be responsible for those matters.

The issue such as appropriateness of using test checks or sampling should be decided by each joint auditor in relation to his own area of work.

It is the separate and specific responsibility of each joint auditor to obtain appropriate information and explanations from the management in respect of respective division / zones / units and to evaluate the same.

Each joint auditor is entitled to assume that the other joint auditors have carried out their part of the audit in accordance with the generally accepted audit procedures.

Where separate financial statements of a division are audited by any one of the other joint auditors, the other joint auditor can proceed relying that such financial statements comply with all the legal and professional requirements, subject to such observation as may be communicated by the joint auditor concerned.

Where the joint auditors are in disagreement with regard to any matters to be covered by the report, each one of them should express his own opinion through a separate report.

A joint auditor is not bound by the majority of the joint auditors.

AAS 13

AUDIT MATERIALITY

Information is material if its misstatement (error or omission) could influence the decisions of users. Materiality depends on the size and nature of the item, judged in the particular circumstances of its misstatements.

The auditor should consider materiality at both the overall financial information level and in relation to the individual account balances and classes of transactions.

Materiality may be influenced by other transactions e.g. the legal and regulatory requirements, non compliance of which may have a significant bearing, and consideration relating to individual account balances and relationships.

The amount (quantity) and nature (quality) of misstatements need to be considered.

The amounts needs to consider the possibility of misstatement of relatively small amounts that cumulatively could have a material effect on the financial information.

Materiality should be consider by the auditor when

a. Determining the nature, timing and extent of audit procedures;

b. Evaluating the effect of misstatements.

This enables the auditor to select audit procedures that in combination can be expected to support the audit opinion at an acceptably low degree of risk.

The higher the materiality level, the lower the audit risk and vice versa.

The auditor’s assessment of materiality and audit risk may be different at the time of initially planning the engagement from that at the time of evaluating the results of the audit procedures.

An auditor projects the amount of known misstatement identified by him in his sample to the items in the balance or class from which his sample was selected.

If the aggregate of misstatements causes the financial information to be materially misstated, auditor should consider requesting the management to adjust the financial information or extending his audit procedures.

If management refuses to adjust the financial information and extended audit procedure do not enable the auditor to conclude the aggregate of misstatement as material, auditor should express a qualified or adverse opinion.

AAS 14

ANALYTICAL PROCEDURES

The auditor should apply analytical procedure at the planning and overall review stages of the audit.

“Analytical procedures” means the analysis of significant ratios and trends, and resulting investigation and fluctuations and relationships that are inconsistent with other relevant information.

Among elements of financial information that would be expected to confirm to a predictable pattern based on the entity’s experience, such as gross margin percentages.

Between financial information and non financial information, such as payroll costs to number of employees.

Analytical procedures may be applied to consolidated financial statements, financial statements pf components and individual elements of financial information.

Analytical procedures are used for the following purposes:

a. To assist the auditor in planning the nature, timing and extent of other audit procedure.

b. As substantive procedure when their use can be more effective or efficient than tests of details in reducing detection risk for specific financial statements assertions; and

c. As an overall review of the financial statements in the final review stage of the audit.

The auditor will ordinary inquire of the management as to the availability and reliability of information needed to apply analytical procedure and the results of any such procedures performed by the entity.

Auditor will need to consider a number of factors such as the:

a. Objectives of the analytical procedures and the extent to which their results can be relied upon.

b. Nature of the entity and the degree to which information can be disaggregated.

c. Availability of the information.

d. Reliability of the information available.

e. Relevance of the information available.

f. Source of the information available.

g. Comparability of the information available.

h. Knowledge gained during previous audits.

The auditor should apply analytical procedure at or near the end of the audit when forming an overall conclusion as to whether the financial statements as a whole are consistent with the auditor’s knowledge of the business.

The application of analytical procedure is based on expectation that relationship among data exists and continue in the absence of known conditions to the contrary.

The extent of reliance that the auditor places on the result of analytical procedure depends on the following factors:

a. Materiality of the items involved

b. Other audit procedure directed towards the same audit objectives.

c. Accuracy with which the expected results of the analytical procedure can be predicted.

d. Assessment of inherent and control risks.

Controls over non financial information can often be tested in conjunction with tests of accounting related controls.

The auditor should investigate and obtain adequate explanations and appropriate corroborative evidence.

AAS 15

AUDIT SAMPLING

When using statistical or non statistical sampling methods, the auditor should design and select an audit sample, perform audit procedures there on, and evaluate sample results so as to provide sufficient appropriate audit evidence.

‘Audit sampling” means the application of audit procedure to less than 100% of the items to enable the auditor to obtain and evaluate audit evidence.

Auditor should consider specific audit objectives, population from which he wishes to sample, and the sample size.

Auditor has to determine that the population is appropriate for the specific audit objective.

Stratification is a process of dividing the population into sub-populations, each of which is a group of sampling units, which have similar characteristics.

When determining the sample size, the auditor should consider sample risk, tolerable error and expected error.

The lower the risk the auditor is willing to accept, the greater the sample size needs to be.

Risk of under reliance: 

Sample result does not support the auditor’s assessment of control risk, the actual compliance rate would support.

Risk of over reliance:

Sample result supports the auditor’s assessment of control risk, the actual compliance rate would not support.

Risk of incorrect rejection:

Sample result supports the conclusion that a recorded account balance or class of transaction is materially misstated; in fact it is not materially misstated.

Risk of incorrect acceptance:

Sample result supports the conclusion that a recorded account balance or class of transaction is not materially misstated; in fact it is materially misstated.

Tolerable error is the maximum error; in the population that the auditor is willing to accept and still conclude that the result from the sample has achieved the audit objective.

In determining the expected error in a population, the auditor would consider such matters as error levels identified in previous audits, changes in the entity’s procedures, and evidence available from other procedures.

Select sample items in such a way that the sample can be expected to be representative of the population, in the following ways:

a. Random Selection

b. Systematic Selection

c. Haphazard Selection

Auditor should

a. Analysis any error detected in the sample;

b. Project the errors found in the sample to the population; and

c. Reassess the sampling risk.

When the expected audit evidence regarding a specific sample items cannot be obtained, the auditor may be able to obtain sufficient appropriate audit evidence through performing substantive audit procedures.

The auditor would also consider the qualitative aspects of the errors i.e .nature, cause, error and the possible effect.

The auditor may decide to identify all items in the population, which possess the common feature, thereby producing a sub-population and extent audit procedure in this area.

The method of projection of sample results to the population will need to be consistent with the method used to select the sampling unit.

The auditor needs to consider whether errors in the population might exceed the tolerable error.

The auditor compares the projected population error to the tolerable error taking into account the results of other audit procedures relevant to the specific control or financial statements assertion.

AAS 16

GOING CONCERN

Auditor should consider the appropriateness of the going concern assumption underlying the preparation of the financial statements.

An entity continuance for the foreseeable future is assumed in the preparation of financial statements in the absence of information to the contrary, that the entity will be able to realize its assets and discharge its liabilities in the normal course of business.

Indication of risk, that continuance of going concern may be questionable, are as follows: 

A. Financial Indication:

a. Negative net worth or negative working capital

b. Fixed term borrowings approaching maturity without prospects of renewal or repayment.

c. Adverse key financial ratios.

d. Substantial operating losses

e. Substantial negative cash flows from operations.

f. Arrears or discontinuance of dividends.

g. Inability to pay creditors on due dates.

h. Difficulty in complying with the terms of loan agreements.

i. Change from credit to cash on delivery transactions with suppliers.

j. Inability to obtain financing for essential new products development or other essential investments.

k. Entering into a scheme of arrangement with creditors for reduction of liability.

B. Operating Indicators:

a. Loss of key management without of new replacement,

b. Loss of a major market, franchise, license or principal supplier,

c. Labour difficulties or shortage of important supplies.

C. Other Indicators:

a. Non compliance with capital or other statutory requirements.

b. Pending legal proceedings against the entity that may, if successful, result in judgment that could not be met.

c. Changes in legislation or Government policy.

d. Sickness of the entity under any statutory definition.

The significance of such indication can be mitigated by other factors, which should be taken care of.

The auditor should gather sufficient appropriate audit evidence to resolve the question regarding the entity’s ability to continue in operation for the foreseeable future as a going concern.

Procedures that are relevant in this connection may include:

a. Analysis and discuss cash flow, profit and other relevant forecasts.

b. Review events after the balance sheet date

c. Analysis and discuss the entity’s latest available interim financial statements.

d. Review the terms of debenture and loans agreement and determine whether any have been breached.

e. Read minutes of the meetings of shareholders, the Board of Director and important committees.

f. Review the status of matters under litigation and claims.

g. Confirm the existence, legality and enforceability of agreements to provide or maintain outside financial support

h. Consider the entity’s position concerning unfilled customer orders.

Consider reliability of entity’s system for generating such information and the assumptions underlying forecasts.

The auditor would also consider and discuss with the management its plans for future action, such as plans to liquidate assets, borrow money or restructure debt, reduce or delay expenditure, or increase capital.

If the going concern assumption is appropriate because of mitigating factors, the auditor should consider whether such plans or other factors need to be disclosed in the financial statements.

The auditor should add a paragraph in the report that highlights the going concern problem.

The auditor should accordingly issue an unqualified, qualified or adverse report. 

AAS 17

QUALITY CONTROL FOR AUDIT WORK

Quality control policies and procedures should be implemented at both audit firm and individual auditor’s level.

The objectives of the quality control policies are as follows:

a. Professional Requirements:

Independence, Integrity, objectivity, confidentiality and professional bahaviour.

b. Skills and Competence:

Personnel who have attained and maintain the technical standards and professional competence are entrusted with the audit.

c. Assignment:

To personnel who have degree of technical training and proficiency.

d. Delegation:

Sufficient direction, supervision and review of work at all levels.

e. Consultation:

Consultation within or outside the firm is to occur with those who have appropriate expertise.

f. Acceptance and Rejection of Clients:

In making a decision to accept or retain a client, the firm’s independence and ability to serve the client property are to be considered.

g. Monitoring;

Adequacy and operational effectiveness of quality control policies and procedures.

Quality control policies and procedure should be communicated to the personnel in a manner to assure that those are understood and implemented.

Individual auditors should also follow their responsibilities and the objectives of the procedures they are to perform.

The audit programme is an important tool for the communication of audit directions.

Personnel carrying out supervisory responsibilities perform the following functions:

a. Monitor the progress of the audit to consider whether.

b. Become informed of and address significant accounting and auditing question raised during the audit.

c. Resolved any differences of professional judgment between personnel.

The work performed needs to be reviewed by personnel of at least equal competence to consider whether:

a. Work performed in accordance with the audit programme;

b. Work performed and the results are adequately documented;

c. Significant matters have been resolved or reflected in audit conclusions;

d. The objectives of the audit achieved; and

e. The conclusions expressed are consistent with the result of the work and support the opinion.

Overall audit plan and audit programme, assessment of inherent and control risk, documentation of audit evidences and the conclusions, financial statements and proposed adjustments should be reviewed at times and again.

AAS 18

AUDIT OF ACCOUNTING ESTIMATES

“Accounting estimate” means an approximation of the amount of an item in the absence of a precise measurement.

Management is responsible for making accounting estimates, which are often made in condition of uncertainty regarding the outcome of events that have occurred or likely to occur and involve the use of judgment.

Accounting estimate may be simple or complex, depending upon the nature of the item.

If accounting estimates are made by using a formula e.g. depreciation on a fixed rate, formula needs to be reviewed regularly by management.

The auditor should obtain sufficient appropriate audit evidence as to whether an accounting estimate is reasonable in the circumstances and, when required, is appropriately disclosed in the financial statements.

The evidence available will often be more difficult to obtain and are less conclusive.

The auditor should adopt one or more of the following approaches to audit an accounting estimate:

a. Review and test the process used by the management.

b. Use an independent estimate for comparison

c. Review subsequent events, which confirm the estimate.

d. Whether the data on which the estimate is based is accurate, complete and relevant.

e. Whether the data collected is appropriately analyzed.

f. Whether the entity has an appropriate basis for the principal assumption used in the accounting estimate.

g. Whether they are reasonable in light of previous actual results, consistent with other accounting estimate and consistent with management’s plans.

The auditor would test the calculation procedures used by management.

If the management does review and its approval and the same is documented, supporting the accounting estimate.

Whether there are any significant subsequent transactions or events, which affect the data and the assumptions.

Auditor would determine whether such a difference requires adjustment. If management refuses to revise the estimate, that would be considered a misstatement and would be considered in assessing the effect on the financial statements.

AAS 19
SUBSEQUENT EVENTS

The auditor should consider the effect of subsequent events on the financial statements and on the auditor’s report.

Obtain sufficient and appropriate audit evidence that all events up to the date of auditor’s report that may require adjustment of, or disclosure in, the financial statement have been identified.

The auditor is not however expected to conduct a continuing review of all matters to which previously applied procedures have provided satisfactory conclusions.

Reviewing procedures that the management has established policies to identify subsequent events.

Reading minutes of he meetings of shareholders, BOD, audit and executive committee.

Reading the entity’s least available interim financial statements and as considered necessary and appropriate budgets, cash flow forecast and other related management reports.

Inquiring or extending previous inquiries of the entity’s lawyers, concerning litigation and claims.

Inquiring of management as to whether any subsequent events have been occurred after the balance sheet date, which might affect the financial statements.

When the management does not account for such events that the auditor believes should be accounted for, the auditor should express a qualified opinion or an adverse opinion, as appropriate.

AAS 20

KNOWLEGDE OF THE BUSINESS

Obtain knowledge of the business sufficient to identify and understand the events, transactions and practices that may have a significant effect on the financial statements or on the examination or audit report.

The knowledge would include a general knowledge of the economy and the industry within which the entity operates.

Prior to accepting an engagement, the auditor would obtain a preliminary knowledge of the industry and the nature of ownership, management and operation of the entity to be audited.

As the audit progresses, that information would be assessed and updated and more information would be obtained.

Obtaining the required knowledge of the business is a continuous and cumulative process at all stage of audit.

For continuing engagements, the auditor would update and re-evaluate information gathered previously.

Understanding the business and using the information appropriately assist the auditor in;

a. Assessing risks and identifying the problems.

b. Planning and performing the audit effectively and efficiently.

c. Evaluating audit evidence.

d. Providing better services to the client.

Ensure that the audit staff assigned to an audit engagement obtains sufficient knowledge of the business.

Auditor should consider how it affects the financial statement taken s a whole and whether the assertion in the financial statements is consistent with the auditor’s knowledge of business.

AAS 21

CONSIDERATION OF LAWS AND REGULATIONS IN AN AUDIT OF FINANCIAL STATEMENTS

Recognize that non compliance by the entity with laws and regulations may affects the financial statements.

However, an audit cannot be expected to detect non-compliance with all laws and regulation.

Whether an act constitutes non-compliance is a legal determination, ordinarily beyond the auditor’s competence.

Determination is based on the advice of an expert qualified to practice law but ultimately determined by a court.

Non-compliance could result in a financial consequences for the entity such as fines, litigation etc.

The responsibility for the prevention and detection of non compliance rests with management.

The auditor is not and cannot be held responsible for preventing non-compliance.

The auditor should plan and perform the audit that may reveal conditions or events leading to questioning whether an entity is complying with laws and regulations.

Obtain a general understanding of the legal and regulatory framework applicable.

Recognize that non-compliance may have a fundamental effect on the operations of the entity and may even cause the entity to ceases operations.

The auditors would ordinarily:

a. Use the existing knowledge of the entity’s industry and business.

b. Inquire of management as the laws or regulations that may be expected to have a fundamental effect on the operation of the entity.

c. Inquire of management concerning the entity’s policies and procedures regarding compliance with laws and regulations.

d. Discuss with management the policies or procedure adopted for identifying, evaluating and accounting for litigation claims and assessments.

The auditor may inspect correspondence with the relevant licensing or regulatory authorities.

Obtain sufficient appropriate audit evidence about compliance.

Obtain written representations that management has disclosed to the auditor all known actual or possible non-compliance with laws and regulations.

In the absence of evidence to the contrary, the auditor is entitled to assume the entity is in compliance with these laws and regulations.

When the auditor comes to know a possible instance on non-compliance, he should obtain an understanding of the nature of the act and the circumstances, and evaluate the possible effect on the financial statements.

Document the findings and discuss them with management.

Consult with the entity’s lawyer about the laws and regulation and the possible effect on the financial statements.

When adequate information cannot be obtained, the effect of the lack of audit evidence on the auditor’s report.

Consider the implication in relation to other aspects of the audit, particularly the reliability of the management’s representations.

Either communicate with the audit committee, the Board of Director and senior management, or obtain evidence that they are appropriately informed regarding non-compliance.

Auditor believes that the communication may not be acted upon or is unsure as to the person to whom to report, the auditor may consider seeking legal advice.

If the auditor is concludes that the non-compliance has a material effect on the financial statements and has not been properly reflected in the financial statements, the auditor should express a qualified or an adverse opinion.

If the auditor is precluded by the entity from the obtaining sufficient appropriate audit evidence, he should express a qualified opinion or a disclaimer on the basis of limitation on the scope of the audit.

In certain circumstances, that duty of confidentiality is overridden by statue, law or by courts of law and then the auditor may need to inform the regulatory authority in respect of non-compliance.

The auditor may conclude that withdrawal from the engagement is necessary when the entity does not take the remedial action.

An outgoing auditor should send a reply to the coming auditor, setting out in detail the reasons, which had given rise to the attendant circumstances but without disclosing any information as regards the affairs of the client.

However, with the permission of the client he may disclose information regarding affairs of the client.

AAS 22

INITIAL ENGAGEMENT – OPENING BALANCES

Opening balances are closing balances of the preceding period brought forward to current period, reflecting the:

a. Transaction and other events of the preceding period; and

b. Accounting policies applied in the preceding period.

Obtain sufficient and appropriate evidence that:

a. The closing balances of the preceding period have been correctly brought forward,

b. The opening balances do not contain misstatements that materially affects the financial statements, and

c. Appropriate accounting policies are consistently applied.

Whether the auditor’s report contained an unqualified opinion, a qualified opinion, adverse opinion or disclaimer of opinion where the financial statements for the preceding period were audited.

Whether the accounting policies in the preceding period were appropriate and are consistently applied in current period and where accounting policies are inappropriate, those have been changed and adequately disclosed.

Auditor can rely upon the closing balances in the financial statements for the preceding period, except when the possibility of misstatements in opening balances is indicated.

When the financial statements of preceding period were not audited or the auditor is not satisfied with the audit, he will need to perform other audit procedures to confirm the truthfulness and fairness of opening balances.

If the opening balances contained misstatements and the effect of the same is not properly accounted for and adequately disclosed, the auditor should express a qualified opinion or an adverse opinion, as appropriate.’

AAS 23
RELATED PARTIES

Perform audit procedure to obtain sufficient audit evidence regarding the identification and disclosure of related parties and the transaction with them that are material to the financial statements.

The auditor should perform modified, extended or additional procedure as are appropriate in the circumstances.

Management is responsible for the identification and disclosure of related parties and transaction with such related parties and implements adequate accounting and internal control system in relation to the transaction with the related parties.

While the existence of related parties and transactions between such parties are ordinary feature of business, the auditor needs to be aware of them.

A related party transaction may be motivated by other than ordinary business consideration.

Inquire as to the affiliation of directors and key management personnel, officers with other entities.

Obtain a list of principal shareholders from the share register.

Inquire of other auditor of the entity as to their knowledge of additional related parties and review the report of the predecessor auditors.

Review the joint venture and other relevant agreements entered into by the entity.

Consider the adequacy of control procedure over the authorization and recording of related party transactions.

Auditor needs to be alert for the transaction, which appear unusual in the circumstances and may indicate the existence of previously unidentified related parties.

Whether transaction with related parties have been properly recorded and disclosed.

Obtain a written representation from management concerning:

a. The completeness of information provided regarding the identification of related parties and 

b. The adequacy of related party disclosures in the financial statements.

AAS 24

AUDIT CONSIDERATION RELATING TO ENTITIES USING SERVICE ORGANISATION

The auditor should consider how a service organization affects the client’s accounting and internal control systems.

Example of activities of service organizations are information processing, maintenance of accounts, facilities management, maintenance of safe custody of assets, and execution of transaction on behalf of other enterprise.

Consider the nature and extent of activities of service organizations to determine their relevance to the audit.

Determine the significance of the activities of the service organization to the client, through the followings:

a. Nature of service.

b. Terms of contract and relationship.

c. The material financial statement assertion that are effected.

d. Inherent risks associated with those assertions.

e. Extent to which accounting and internal control system interact with the system at the service organization.

f. Internal control that are applied to the transactions processed by the service organization

g. Service organization’s capability and financial strength, including the possible effect of the failure.

h. Information about the service organization.

i. Information available on general controls and computer system controls.

Consider the availability of third party reports in respect of the above.

Understanding the accounting and internal control systems of the service organization and assess the control risk.

Consider the need to visit the service organization to obtain the relevant information.

If the auditor uses the report of a service organization’s auditor, consider his professional competence.

Consider the nature of and content of the report.

The report of the service organization’s auditor will ordinary contain restriction as to its use (generally to the management of the service organization and its customers, and the specified client’s auditor)

Consider the scope of work performed by the service organization’s auditor and should assess the usefulness and appropriateness of reports.

The auditor of a service organization may be performing substantive procedures useful to auditor of the client.

No reference should be made in the client auditor’s report to the service organization’s auditor’s report.

AAS 25

COMPARATIVES

The auditor should determine whether the comparatives complied with the financial statements being audited.

Corresponding figures are where amounts and other disclosure for the preceding period are included as part of the current period financial statements.

Comparative financial statements are where amounts and other disclosures for the preceding period are included for comparison with the financial statements of the current period.

Auditor’s responsibility in this regard involves the auditor assessing whether:

a. Accounting policies used for the corresponding figures are consistent with those of the current period.

b. Corresponding figures agree with the amounts and other disclosure presented in the prior period.

Auditor’s report should not specify identify comparatives because the auditor’s opinion is on the current period financial statements as a whole, including the corresponding figures.

Auditor should also consider the previous audit report, the contents and issue which were duly resolved and remained as such and which may require sundry modification in the financial statements of the concern.

Auditor should examine that:

a. appropriate disclosure have been made; and

b. if appropriate disclosure have not been made, issue a modified report on the current period financial statements.

When the prior period financial statements are not audited, the incoming auditor should state in auditor’s report that the previous figure are unaudited.

Such a statement does not however relieve the auditor of the requirement to perform appropriate procedures regarding opening balances of the current period.

AAS 26
TERMS OF AUDIT ENGAGEMENT

The auditor and the client should agree on the terms of the engagement.

Auditor should send an engagement letter, preferably before the commencement of the engagement, to help avoid any misunderstanding with respect to the engagement.

The engagement letter should contain auditor’s acceptance of the appointment, the objective and scope of the audit and the extent of the auditor’s responsibilities to the client.

When the auditor of a parent entity is also the auditor of its subsidiary, branch or division, the factors that influence the decision whether to send a separate engagement letter to the component are:

a. Who appoints the auditor of the component?

b. Whether a separate audit report is to be issued on the components.

c. Legal requirements.

d. The extent of any work performed by the auditors.

e. Degree of ownership by the parent.

f. Degree of independence of the management of the component.

Consider whether circumstances require the terms of the engagement to be revised and whether there is a need to remind the client of the existing terms in case of recurring audit engagement.

An auditor who before the completion of the engagement is requested to change the engagement to one, which provides a lower level of assurance, should consider the appropriateness of doing so.

Consider carefully the reason given for the request, particularly the implication of a restriction on the scope.

Consider any legal or contractual implication of the change.

AAS 27

COMMUNICATION OF AUDIT MATTERS WITH THOSE CHARGED WITH GOVERNANCE

The auditor should communicate audit matters of governance interest to those charged with governance.

Those persons are entrusted with the supervision, control and direction of an entity.

They are accountable for ensuring achievement of objectives, financial reporting, and reporting to interested parties.

The auditor is not required to design procedures for identifying matters of governance interest.

Determine the relevant persons with whom audit matters of governance interested are to be communicated, taking into account, the governance structure of the entity, the circumstances of the engagement and relevant legislation.

The auditor may come to an agreement with the entity about with whom the audit matters are to be communicated.

An audit engagement letter may explain relevant things in this regards.

Such matters may include:

a. The general approach and overall scope of the audit.

b. The selection of the changes in significant accounting policies and practices.

c. The potential effect on the financial statements of any significant risks and exposures.

d. Adjustments to the financial statements arising out of audit.

e. Material uncertainties related to events and condition in relation to Going Concern Assumption.

f. Disagreement with management about matters.

g. Expected modification to the auditor’s report.

h. Other matters warranting attention by those charged with governance.

i. Any other matters agreed upon in the terms of the audit engagement.

Communicate audit matters of governance interested on a timely basis for the sake of appropriate action. Discuss with those charged with governance the basis and timing of such communications. Oral communication, if any, and responses thereto should be properly documented.

Communication cannot be regarded as a substitute, when a modification in the audit report is required. Professional pronouncement, legislation or regulation may impose obligation of confidentiality of communication.

AAS 28

THE AUDITOR’S REPORT ON FINACIAL STATEMENTS

The auditor should review and assess the conclusion drawn from the audit evidence.

Whether financial statements have been prepared in accordance with an acceptable financial reporting framework.

The auditor’s report should contain a clear written expression of opinion on the financial statements as a whole.

The auditor’s report includes the following basic elements in the following layout:

a. Title

b. addressee

c. Opening or introductory paragraph.

i. Identification of the financial statements audited;

ii. A statement of the responsibility of the entity’s management and the responsibility of the auditor;

d. Scope paragraph (describing the nature of an audit)

i. A reference to the auditing standards generally accepted in India;

ii. A description of the work performed by the auditor;

e. opinion paragraph containing

i. a reference to the financial reporting framework used to prepare the financial statements; and

ii. an express of opinion on the financial statements;

f. date of report;

g. place of signature; and

h. Auditor’s signature.

A statue or a regulator may require the auditor to include a certain matters in the audit report or prescribe the form.

Address the report appropriately, as per the circumstances of engagement and applicable laws and regulations.

The auditor should include a statement that the financial statements are the responsibility of the management and that the auditor is to express an opinion on the financial statements based on the audit.

The report should state that the audit was conducted in accordance with auditing standards generally accepted in India.

Include a statement that the audit was planned and performed to obtain reasonable assurance whether the financial statements are free from material misstatement.

Describe the audit as including:

a. Examining on a test basis, evidence to support the amounts and disclosures.

b. Assessing the accounting principles used

c. Assessing the significant estimates made by the management.

d. Evaluating the overall financial statement presentation.

A statement by the auditor that the audit provides a reasonable basis for his opinion.

The opinion paragraph should clearly indicate the financial framework and the auditor’ opinion as to whether the financial statements give a true and fair view.

Whether the financial statements comply with the requirements by relevant statute or law.

Report should not be dated before the financial statements are signed and approved by management.

The partner / proprietor signing the audit report should also mention the membership number.

An unqualified opinion should be expressed when the financial statements give a true and fair view.

An unqualified opinion indicates that any changes in accounting principles or in the method and the effects thereof have been properly determined and disclosed and the financial statements are:

a. Prepared using the generally accepted accounting policies

b. Comply with relevant statutory requirements and regulations.

c. Disclose all material matters relevant to the proper presentation of the financial statements.

Report mat be modified by adding an emphasis of matter paragraph to highlight a matter, which is included in a note to the financial statements that more extensively discusses the matter.

Consider modifying the auditor’s report if there is a significant uncertainly, the resolution of which is dependant upon a future events and which may effect the financial statements.

A limitation of scope of audit or disagreement with the management regarding the acceptability of accounting policies could lead to a qualified opinion or a disclaimer of opinion.

A qualified opinion should be expressed as being ‘subject for’ and ‘except for’ the effects of related matters.

Disclaimer should be expressed when the possible effect of a limitation is material and pervasive that the auditor has not able to obtain a sufficient appropriate audit evidence and unable to express an opinion.

An adverse opinion should be expressed when auditor concludes that a qualification of the report is not adequate to disclose the misleading or incomplete nature of the financial statements.

Clear description of all the substantial reasons should be included in the report and a qualification of the possible effect on the financial statements should be mentioned in the audit’s report.

When the limitation in the terms of a proposed engagement in such that the auditor needs to express a disclaimer of opinion, he should not accept such engagement as an audit engagement, unless required by statue.

AAS 29

AUDITING IN A COMPUTER INFORMATION SYSTEM ENVIRONMENT

CIS environment may affect:

a. The procedure by the auditor in obtaining understanding of the accounting and internal control system.

b. The auditor’s evaluation of inherent risk and control risk

c. The auditor’s design and performance of tests of control and substantive procedures.

The auditor should consider the effect of a CIS environment on the audit:

a. The extent to which the CIS environment is used to record, compile and analyze accounting information.

b. The system of internal control in existence in the entity with regard to:

i. Flow of authorized, correct and complete data to the processing centre.

ii. Processing, analysis and reporting tasks undertaken in the installation.

c. The impact of computer based accounting system on the audit trail.

Consider whether any specialized CIS skills are needed in the conduct of the audit.

The auditor may call for assistance of an expert when in need of specific skills in this regard.

Understanding of the computer information system includes:

a. The system infrastructure.

b. The significance and complexity of processing.

c. Organizational structure.

d. Availability of data.

Complete transaction trail is useful for audit purpose might exist for only a short period of time or only in computer readable form. Thus error embedded in an application being processed incorrectly.

Many control procedures that would ordinarily be performed by separate individuals in manual system may become concentrated in a CIS environment.

The potential for human error in the development, maintenance and execution of CIS may be greater.

Decreased human involvement reduces the potential for observing errors and irregularities.

Authorization of some transactions or procedures may not be documented like in a manual system.

Effectiveness of manual control can be dependent on the completeness and accuracy of computer processing.

On the other hand availability of additional analytical tools enhances the entire internal control structure.

Auditor would consider whether these system:

a. Ensure that authorized, correct and complete data is available.

b. Provide for timely detection and correction of errors.

c. In case of interruption due to power, mechanical or processing failure, the system restarts distorting the completion of the entries and records.

d. Ensure the accuracy and completeness of output.

e. Provides adequate data security against fire and other calamities, wrong processing, frauds etc.

f. Prevent unauthorized amendments to the programme.

g. Provide for safe custody of source code of application software and data files.

Emerging technologies may increase the overall sophistication of CIS and the complexity of the specific applications and thereby may increase risk and require further consideration.

Auditor would enquire whether cross-verification of records, reconciliations and control system do exist and are operative and accuracy of the computer complied records are not assumed.

In some cases it may be difficult or impossible to obtain certain data without assistance.

Auditor should ensure that evidences in electronic form are adequately and safely stored and retrievable in entirely as and when required.

AAS 30

EXTERNAL CONFIRMATIONS

Determine whether the use of external confirmation is necessary to obtain sufficient appropriate audit evidence to support certain financial statements assertions.

Employ external confirmation procedures in consultation with the management.

External confirmation is obtaining and evaluating through direct communication from third party fir information about a particular item affecting assertions made by the management.

The process of external confirmations consists of the following:

a. Selecting the items for which confirmation are needed.

b. Designing the form of the confirmation requested.

c. Communicating the confirmation request to the appropriate third party.

d. Obtaining response from the third party.

e. Evaluating the information or absence thereof.

Reliability of confirmation depends upon the auditor’s control over confirmation requests and responses.

If the evidence provided by the confirmation alone is not sufficient, auditor should perform additional procedures.

Ability of an external confirmation to provide evidence relevant to a particular financial statements assertion varies.

The auditor may request external confirmations as at the date of the financial statements or as at any other date reasonably close to the date of financial statements.

Examine the movement in the account, between the date of confirmations and the date of the financial statements.

When the inherent and control risk is assessed at less than high, the auditor may confirm balances at another date.

Design external confirmation requests to the specific audit objective.

Consider the assertion being addressed and the factors that are likely to affect the reliability.

Factors for consideration include effectiveness of the internal control system, possibility of disputes, inaccuracies and irregularities, the possibility that request will receive a consideration and materiality involved.

Respondents may not always be able to confirm certain types of information.

The auditor’s understanding of the client’s arrangement and transactions with the third parties is important.

Consider the oral modification in arrangements, transactions and request the management to provide details.

Respondents may be more willing to respond to request with management’s authorization, and may be unable to respond to a request without such authorization.

Consider the information from audits of earlier years.

The auditor may use positive or negative external confirmation requests or a combination of both.

A positive confirmation indicates the respondent’s agreement or asks the respondent to fill in information.

A negative confirmation asks the respondent to reply only in the event of disagreement with the information.

The respondent’s competence, independence, authority to respond, knowledge and objectivity affect reliability.

Maintain control over the process of selecting those to whom a request will be sent, the preparation and sending of confirmation requests and the responses to those requests.

Maintaining direct communication between the recipients and the auditor to minimize the possibility of the confirmation being biased.

Ensure that the auditor sends out the requests, those are properly addressed, and that all replies and the undelivered confirmation are delivered to the auditor.

Consider the authenticity of the response and perform appropriate procedure to dispel any doubts.

Request the management to verify and reconcile the discrepancies, if any

The auditor should also consider the cause and frequency of exceptions reported by respondents.

Whether the results of the external confirmation and the result from any other procedures provide sufficient appropriate audit evidence regarding the financial assertions.

If management requests the auditor not obtain confirmation, the auditor should consider whether there are valid grounds for such a request and obtain evidence to support the validity. He should also ask to submit the request in a written form, detailing the reasons.

If the auditor does not accept the validity and is prevented from carrying out the confirmation, it is a limitation on the scope and the auditor should consider the possible impact on the auditor’s report.

AAS 31

ENGAGEMENT TO COMPILE FINANCIAL INFORMATION

Form and content of the report in connection with such a compilation should be such that a user as having been audited by him does not misconstrue of the association of the name of the chartered accountants.

Use accounting expertise, and not auditing expertise, to collect, classify and summaries financial information; without the requirement to test the assertions underlying that information.

The accountant should comply with the “Code of Ethics” issued by the ICAI.

In all circumstances when an accountant’s name is associated with the financial information compiled by him, the accountant should issue a report.

The independence is not a requirement in such engagement, a statement to the effect should be made in the accountant’s report in this regard.

The management is responsible for taking reasonable steps to prevent and detect errors, fraud or other irregularities.

A compilation engagement cannot give assurance on the adequacy of the internal control system or the actual incidence of fraud or non-compliance with laws and regulations.

Obtain an acknowledgement from the management of its responsibility for the appropriate preparation and presentation of its approval of such information to be compiled.

An engagement letter describing in detail the work, scope, responsibilities, rights etc. of the auditor and those of the management required.

All the governing principles of the audit shall apply as far as they are relevant.

The accountant should become familiar with the accounting principles and practices of the entity and the form and content of the financial statements/ other financial information.

Ask for management representation letter covering significant information or explanations given orally on which he consider representations are required, as he has to rely upon the information provided by the management.

If he becomes aware that the information is incorrect, incomplete, or otherwise unsatisfactory, he should request management to provide additional information.

If management refuses, he should withdraw from the engagement, informing the entity of the reasons.

The accountant should read the compiled information and consider whether it appears to be appropriate in form and free from obvious material misstatement

Financial reporting framework and any known departures should be disclosed, but effects need not be quantified.

A different basis of compilation, otherwise than the Generally Accepted Accounting Principles or Accounting Standards, should be set out in the Notes to the Account or other compiled financial information and report.

The accountant cannot form any opinion on whether the accounts give a true and fair view, even though he has compiled these financial statements.

If it appears that certain estimates are unreasonable, draw these to the attention of the management.

If becomes aware of any misstatement, persuade the management to carry out necessary amendments.

The financial statements or other financial information compiled should be approved by the client before the compilation report is signed by the accountant.

The word “audit” should not be used in describing neither the nature of services, nor the fee is described as “auditor fees”.

Other essentials of the report shall be same as for the Auditor’s Report.

AAS 32

ENGAGEMENT TO PERFORM AGREED-UPON PROCEDURE REGARDING FINANCIAL INFORMATION

An engagement to issue a report of factual findings, based on specified procedures performed on specified subject matter of specified elements, accounts or items of s financial statements.

Perform audit procedure to which the auditor and the entity and any appropriate third parties have agreed.

The auditor expresses no assurance in regard.

Normally the report is restricted to those parties that have agreed to the procedures.

All the principles of the audit shall apply in this engagement also, except that of independence.

Where the auditor is not independent, a statement to that effect should be made in the report.

Ensure a clear understanding regarding the agreed procedures and the conditions of the engagement.

Auditor may not be able to discuss the procedure with all the parties concerned. He may consider discussing the procedure with appropriate representatives of the parties involved.

Document matters, which are important in providing evidence to support the report.

The report needs to describe the purpose and the agreed upon procedures in sufficient detail to enable the reader to understand the nature and extent of the work performed.

The report should contain a statement that had the auditor performed additional procedures, an audit or review, other matters might have come to light that would have been reported.

A statement that the report is restricted to those parties that have agreed to the procedures to be performed shall be included in the report.

AAS 33

ENGAGEMENT TO REVIEW FINANCIAL STATEMENTS

The objective of a review of financial statements is to enable an auditor to state whether anything causes to believe that the financial statements are not prepared in accordance with the financial reporting framework i.e., a negative assurance.

Comply with the Code of Ethics issued by the ICAI.

Obtain sufficient appropriate evidence through inquiry and analytical procedures to be able to draw conclusions.

The scope of a review is quite narrow, as it does not involve evaluation of internal controls, tests of accounting records and of response to inquiries, inspection, observation or confirmation and certain other procedures.

A review provides a moderate assurance that the information subject to review is free of material misstatement.

Looking to the above matters, an appropriate engagement letter should be issued by the auditor.

Obtain understanding to make relevant inquiries, design appropriate procedures and assess the responses.

Apply the same materiality consideration as would be applied if an audit opinion were being given.

Procedures for the review of financial statements will ordinarily include:

a. Inquiries for recording, classifying and summarizing transactions and disclosures in the financial statements.

b. Inquiries concerning all material assertions in the financial statements.

c. Analytical procedures to identify relationship and individual items that appear unusual.

d. Comparison of the financial statements with prior period’s financial statements.

e. Comparison of financial statements with anticipated results and financial position.

f. Study of the relationship of the elements of the financial statements that would be expected to confirm to a predictable pattern based on the entity’s experience or industry norms.

g. Inquiries of actions taken at meetings of shareholders, the Board of directors, committees and other meetings.

h. Reading of financial statements to consider whether those conform to the basis of accounting indicated.

i. Obtaining reports from other auditors engaged to audit or review the financial statements of components.

j. Inquiries of persons having responsibility for financial and accounting matters concerning.

k. Obtaining written representations from the management when considered appropriate.

l. Inquire about events subsequent to the balance sheet date that may require adjustment of or disclosure.

The review report should contain a clear written expression of negative assurance.

Review and assess the conclusion drawn from the audit evidence obtained.

Assess whether any information indicates that the financial statements do not give a true and fair view.

The review report should expressly state that nothing has come to the auditor’s attention that causes to believe the financial statements do not give a true and fair view, if it is such.

Other wise describe those matters that impair a true ad fair view.

If there has been a material scope limitation, describe the limitation and effect thereof.

When the possible effect of the limitation is so significant and pervasive that no level of assurance can be provided, not provide any assurance.

Review should include performing procedures relating to events occurring up to the date of the report.

The auditor should not date the report before the financial statements are signed or approved the report.

The auditor should not agree to change of engagement where there is no reasonable justification for doing so.

If the aid is unable to agree to a change of the engagement and is not permitted to continue the original engagement, he should withdraw and consider any obligation to report the circumstances to other parties.

AAS 34

AUDIT EVEDENCE – ADDITIONAL CONSIDERATION FOR SPECIFIC ITEMS

This AAS comprises the following parts:

Part A: Attendance of Physical Inventory Counting

Part B: Inquiry regarding litigation and claims

Part C: Valuation and Disclosure of Long Term Investments.

Part D: Segment Information

Part A: Attendance of Physical Inventory Counting

The auditor should obtain sufficient appropriate audit evidence during his attendance at physical inventory counting.

Management ordinarily establishes physical verification procedure of inventory, which is done at least once a year to give basis for preparation of the financial statements or ascertain the reliability of the perpetual inventory system.

The attendance at physical counting enables the auditor to inspect the inventory, observe compliance with the procedure for recording and controlling the results of the count and provide evidence as to the reliability.

Or the auditor may take some physical counts on an alternative date and perform alternative audit procedures to assess whether the changes between the date of physical count and the period end date are correctly recorded.

Where attendance is impracticable, consider whether alternative procedures provide sufficient appropriate audit evidence of existence and condition to conclude that the auditor need not make reference to a scope limitation.

In planning attendance at the physical inventory count or the alternative procedures, consider the following:

i. The nature of the accounting and internal control system.

ii. Inherent, control and detection risks, and materiality

iii. Whether adequate procedures are established and proper instructions issued for physical counting.

iv. Timing of count.

v. Location at which inventory is held and its nature.

vi. Whether an expert’s assistance is needed.

Consider cut-off procedures and details of the movement of inventory just prior to, during and after the count to ensure that such movements are appropriately included and / or excluded.

Observe count procedure and perform test counts.

If the entity estimates the physical quantity, get satisfied regarding the reasonableness of those estimates.

Consider the extent to which copies of count need to be retained for subsequent procedures, testing and comparison.

For practical reasons, the physical inventory count may be conducted at a date other than the period end. The auditor would assess whether changes in inventory between the count date and period end date are correctly recorded.

Assess the reasons for any significant differences between the physical count and the perpetual inventory records are understood and the records are properly adjusted.

Assess final inventory listing as to whether it accurately reflects actual inventory counts.

If a third party holds the inventory, obtain direct confirmation from the third party, arrange as to quantities and condition of inventory held on behalf of the entity.

In this regard consider the following:

i. The conduct of third party and independence of the third party.

ii. Observing, or arranging for another auditor to observe, the physical inventory count.

iii. Obtaining another auditor’s report on the adequacy of the third party’s accounting and internal control systems inspecting documents regarding inventory held by third parties.

iv. Subsequent receipt of goods from third parties.

Obtain a written representation from the management concerning:

i. The completeness of information provided regarding the inventory; and

ii. Assurance with regard to adherence to laid down procedures for physical inventory count.

Part B: Inquiry regarding litigation and claims

Litigation and claims involving an entity may have a material effect on the financial statements and may require be disclosing and/ or providing for in the financial statements.

The auditor should become aware of any litigation and claims.

Such procedures would include the following;

a. Make appropriate inquires of management including obtaining representations.

b. Review board / committee minutes and correspondence with the entity’s lawyers.

c. Examine legal and other relevant expense accounts.

d. Use any information obtained regarding the entity’s business.

Auditor may communicate with the lawyers and other professional whom the entity engages for litigation and claims.

Management would prepare the letter seeking direct communication.

Letter would ordinarily specify the following:

a. A list of litigation and claims.

b. Management’s assessment of the outcome of the litigation or claim and its estimate of the financial implications.

c. A request that the entity’s lawyer confirm

d. The reasonableness of management’s assessments.

e. Provide the auditor with further information of the list is considered to be incomplete or incorrect.

f. Provide updated information as and when requested by the auditor up to the date of the audit report.

In case of dispute, it may be necessary to meet the entity’s lawyers and other professional to discuss the likely outcome; with management’s permission and, preferably, with a representative of management in attendance.

Refusal by the management for such communication would constitute a limitation on scope.

Part C: Valuation and Disclosure of Long Term Investments

Obtaining sufficient appropriate audit evidence for valuation of long term investments.

Obtaining audit evidence of ownership and existence, whether entity is able to continue to hold the investments and whether the entity will continue to hold the investments as such and obtaining written representation to that effect.

Other procedures would ordinarily include:

a. In case of quoted securities, considering related financial statements an other information, market quotations

b. In case of unquoted securities, ascertaining the method adopted by the entity for determining the value of such securities. Examine the method adopted is one of the recognized methods and an appropriate one.

c. In the case of investments other than in form of securities, ensuring that the MV has been ascertained on the basis of authentic market reports and/or based on expert’s opinion.

In case of uncertainty of recovery, whether appropriate adjustments have been made and disclosed.

Part D: Segment Information

Obtain sufficient appropriate audit evidence for appropriate disclosure of segment information.

Auditor is not required to apply auditing procedures to express an opinion on the stand alone segment information.

Audit procedures consist of analytical procedure and other audit tests appropriate in the circumstances.

Discuss with the management the methods used in determining segment information and consider whether such methods are in accordance with the applicable financial reporting framework and test the application.

Obtain a written representation from the management concerning completeness and disclosure of information, appropriateness of selected segments based on risks and returns and the organizational structure of an enterprise and its internal financial reporting system and any deviation there from.
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