SA 200 – Overall objectives of the Independent Auditor and the Conduct of an Audit in accordance with Standards on Auditing – Effective Date 1st April 2010
1) What are the overall objectives of the Auditor under SA 200? M93 I
i. To obtain reasonable assurance that the financial statements on the whole are free from material mis-statements, due to fraud or error, thereby enabling the auditor to express an opinion that financial statements are prepared in all material aspects, in accordance with an applicable financial reporting framework
ii. To report on the financial statements, and communicate as required by the SA’s, in accordance with the auditor’s findings
Note: when reasonable assurance cannot be obtained and when qualified report is insufficient in circumstances, the auditor is at the liberty to disclaim an opinion or withdraw from the engagement, where withdrawal is legally permitted.

2) Explain the scope of SA 200? I
i. It establishes the overall responsibilities of an Independent auditor while conducting the audit of the financial statements in accordance with SAs
ii. It sets out the overall objectives of the independent auditor and explains the nature and scope of an audit designed to enable the Independent auditor to meet those objectives
iii. It explains the scope, authority and structure of the SAs, and includes requirements establishing the general responsibilities of the Independent auditor applicable in all audits, including the obligation to comply with SAs.
	
3) What is the purpose of Audit of Financial statements? Outline the scope of an audit? I
i. The purpose of an audit of financial statements is to enhance the degree of confidence of intended users in the financial statements. This is achieved by the expression of an opinion by the Auditor on whether the financial statements are prepared, in all respects, in accordance with an applicable financial reporting framework.
ii. The primary objective of audit is to enable the auditor to express an opinion on the financial statements of the enterprise, prepared within a framework of recognised accounting policies and practices and relevant statutory requirements.
iii. Audit of Financial Statements results in detection of errors and frauds by the auditor who provides recommendations on the prevention of these errors and frauds so as to provide assurance that the financial statements are reliable.
iv. Hence the purpose of the audit is to ensure that the financial statements are free from material misstatements due to fraud or error. That, financial statements in all material aspects are prepared in accordance to the applicable financial reporting framework, so as to reflect the true and fair view.
	
4) “An auditor is responsible for expressing his opinion on financial statements in statutory audit”. Comment M95 I
i. The primary objective of audit is to enable the auditor to express his opinion on the financial statements prepared within the framework of recognised accounting policies and relevant statutory requirements.
ii. The opinion that he expresses should be of the “true and fair” view of the financial position and the operational results reflected in the financial statements.
iii. As per SA 200 auditor can express his opinion on the financial statements only after obtaining reasonable assurance. To obtain reasonable assurance, the auditor shall obtain sufficient appropriate audit evidence to reduce audit risk to an acceptably low level and thereby enable the auditor to draw reasonable conclusions on which to base the auditors opinion

5) Explain the concept of ‘Reasonable Assurance’ in an audit of financial statements I
i. SA 200 requires the Auditor to obtain reasonable assurance about whether the financial statements as a whole are free from material mis-statement, whether due to fraud or error.
ii. Reasonable assurance is a high level of assurance. It is obtained when the Auditor has obtained sufficient appropriate audit evidence to reduce risk to an acceptably low level.
iii. Reasonable assurance is not an absolute level of assurance because of inherent limitations and most of the audit evidence on which the auditor’s opinion is based is persuasive rather than conclusive.

6) Explain the statement – “The Auditor is not responsible for the detection of mis-statements that are not material to the financial statements as a whole”. I
i. The concept of Materiality is applied by the Auditor both in planning and performing the audit, and in evaluating the effect of identified mis-statements on the audit and of uncorrected mis-statements, if any, on the financial statements.
ii. Mis-statements including omissions are considered to be material if they could reasonably be expected to influence the economic decisions of users taken on the basis of the financial statements.
iii. The Auditors opinion deals with the financial statements as a whole. So, the Auditor is not responsible for the detection of mis-statements that are not material to the financial statements as a whole.

7) Explain “Audit evidence” and its attributes – sufficiency and appropriateness I
Audit Evidence: Audit evidence refers to all the information used by the auditor in arriving at the conclusions, on which basis the audit opinion is formed. This includes the information contained in the account records underlying the financial statements and other information. 
SA 200 requires that the auditor obtains sufficient and appropriate audit evidence, through the performance of compliance and substantive procedures. Sufficiency refers to the quantum of the audit evidence obtained while appropriateness refers to the relevance and reliability of the audit evidence.

8) Explain the “premise, relating to the responsibilities of Management and, where appropriate, those charged with governance, on which an audit is conducted”, under SA – 200. I
Management (and, where appropriate, those charged with governance) have the following responsibilities that are fundamental to the conduct of audit in accordance with SAs –
i. For preparation and presentation of the financial statements in accordance with the applicable financial reporting framework. This includes the design, implementation and maintenance of internal control relevant to the preparation and presentation of financial statements that are free from material mis-statement, whether due to fraud or error and
ii. To provide auditor with – 
a) All information, such as records and documentation, and other matters that are relevant to the preparation and presentation of the financial statements
b) Any additional information that the auditor may request from Management and, where appropriate, those charged with governance, and
c) Unrestricted access to those within the entity from whom the Auditor determines it necessary to obtain audit evidence.

9) What are the basic principles governing an audit as laid down in SA – 200 N03, N06 I
Basic Principles Governing an Audit: SA 200 on “Overall objectives of an Independent Auditor and the conduct of an audit in accordance with SAs” issued by the ICAI describes the basic principles which govern the auditor’s professional responsibilities and which should be complied with whenever an audit of financial information of any entity is carried out. The basic principles as stated are as under:
i. Integrity, Objectivity and Independence: The auditor should be honest, straightforward and sincere in his approach to his professional work. He must be fair and must not allow prejudice or bias to override his objectivity. He should maintain an impartial attitude and both be and appear to be free of any interest which might be regarded, whatever its actual effect, as being incompatible with integrity and objectivity.
ii. Confidentiality: The auditor should respect the confidentiality of information acquired in the course of his work and should not disclose any such information to a third party without specific authority or unless there is a legal or professional duty to disclose.
iii. Skills and Competence: The audit should be performed and the report should be prepared with due professional care by persons who have adequate training, experience and competence in auditing.
iv. Work Performed by Others: When the auditor delegates work to assistants or uses work performed by other auditors and experts, he will be entitled to rely on work performed by others provided he exercise adequate skill and care and is not aware of any reasons to believe that he should not have so relied. The auditor should carefully direct supervise and review work delegated to assistants and obtains reasonable assurance that work performed by other auditors or experts is adequate for his purpose since he will continue to be responsible for forming and expressing his opinion on the financial information.
v. Documentation: The auditor should document matters which are important in providing evidence that the audit was carried in accordance with the basic principles.
vi. Planning: Planning enables the auditor to conduct an effective audit in an efficient and timely manner. Primarily, planning should be based on the knowledge of the client’s business. Plans should be further developed and revised as necessary during the course of the audit.
vii. Audit Evidence: The auditor should obtain sufficient appropriate audit evidence through the performance of compliance and substantive procedures to enable him to draw reasonable conclusions there from on which to base his opinion on the financial information.
viii. Accounting System and Internal Control: The auditor should reasonably assure himself that the accounting system is adequate and that all the accounting information which should be recorded has in fact been recorded and internal controls normally contribute to such assurance.
ix. Audit Conclusion and Reporting: The auditor should review and assess the conclusions drawn from the audit evidence obtained and from his knowledge of business of the entity as the basis for the expression of his opinion on the financial information. This review and assessment involves forming an overall conclusion as to whether:
a) the financial information has been prepared using acceptable accounting policies which have been consistently applied,
b) the financial information complies with relevant regulations and statutory requirements,
c) There is an adequate disclosure of all material matter relevance to the proper presentation of the financial information, subject to statutory requirements, where applicable.

10) Discuss pre-requisites and fundamental principles to be possessed by an Auditor M11 I
Pre-requisites or fundamental principles in Auditor: It is in the best interest of the accountancy profession to make known to users, of the services provided by an auditor that they are executed at the highest level of performance and are in accordance with ethical requirements that strive to ensure such performance. In order to achieve the objectives of accountancy profession, the auditor have to observe a number of per-requisites or fundamental principles as under –
i. Integrity: An auditor should be straight forward and honest
ii. Objectivity: An Auditor should be fair and should not allow prejudice or bias, conflict of interest or influence of others to override objectivity.
iii. Professional competence and due care: An auditor should perform his duty with due care, competence and diligence and has a continuing duty to maintain professional knowledge and skill at a level required to ensure that a client or employer receives the advantage of competent professional services based on up-to-date developments in practice, legislations and techniques
iv. Confidentiality: An Auditor should respect the confidentiality of information acquired during the course of an audit and should not use or disclose any such information without proper and specific authority or unless there is legal or professional right or duty to disclose.
v. Professional Behaviour: An Auditor should act in a manner consistent with the good reputation of the professional and refrain from any conduct which might bring discredit to the profession
vi. Technical Standard: An Auditor should carry out professional services in accordance with the relevant technical and professional standards

11) Explain the concept of “Ethics & Independence” as a Basic requirement under SA 200
i. The Auditor shall comply with relevant ethical requirements, including those pertaining to independence, relating to financial statement audit engagements
ii. Fundamental principles of ethics include – independence, objectivity, professional competence and due care, confidentiality and professional behaviour
iii. Independence comprises both independence of mind, and independence in appearance

12) Explain the concept of “professional scepticism” as a basic requirement under SA 200?
i. The Auditor shall plan and perform an audit with professional scepticism recognising that the circumstances may exist that cause the financial statements to be materially mis-stated
ii. Professional scepticism includes being alert to, for example –
a) Audit evidence that contradicts other audit evidence obtained
b) Information that brings into question the reliability of documents and responses to inquiries to be used as audit evidence
c) Conditions that may indicate possible fraud.
d) Situations that suggest the need for audit procedures in addition to those required by the SAs
iii. Maintaining professional scepticism throughout the audit is necessary to reduce the risks of –
a) Over-looking unusual circumstances
b) Over-generalising when drawing conclusions from audit observations
c) Using inappropriate assumptions in determining the nature, timing, and extent of the audit procedures and evaluating the results thereof

13) Explain the concept of “Professional Judgement” as a basic requirement under SA 200?
The Auditor shall exercise professional judgement in planning and performing an audit of financial statements. Professional judgement is necessary regarding decisions about –
i. Materiality and Audit risk
ii. Nature, timing, and extent of audit procedures used to meet the requirements of SAs and gather audit evidence
iii. Evaluating whether sufficient appropriate audit evidence has been obtained, and whether more needs to be done to achieve the objectives of SAs and thereby, the overall objectives of auditor
iv. Evaluating of Management’s judgements in applying the entity’s applicable financial reporting framework
v. Drawing of conclusions based on the audit evidence obtained.

14) Outline the features of “professional judgement” under SA 200
a) Exercise of professional judgement in any particular case is based on the facts and circumstances that are known by the Auditor.
b) Professional judgement should be exercised throughout the Audit
c) Professional judgement can be evaluated based on whether the judgement reached reflects a competent application of auditing and accounting principles and is appropriate in the light of, and consistent with, the facts and circumstances that were known to the Auditor up to the date of the Auditor’s Report.
d) Professional judgement is not to be used as the justification for decisions that not otherwise supported by the facts & circumstances of the engagement or sufficient appropriate audit evidence.

15) Discuss the inherent limitations of an audit M89, M11
Inherent Limitations of Audit: As per SA 200 “Overall objectives of an Independent Auditor and the Conduct of an Audit in accordance with standards on Auditing” the auditor is not expected to, and cannot, reduce audit risk to zero and therefore cannot obtain absolute assurance that the financial statements are free from material misstatement due to fraud and error. This is because there are inherent limitations of an audit, which result in most of the audit evidence on which the auditor draws conclusions and bases the auditor’s opinion being persuasive rather than conclusive. The inherent limitations of an audit arise from:
i. The nature of financial reporting
ii. The nature of audit procedures
iii. The need for the audit to be conducted within a reasonable period of time and at a reasonable cost


