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LIST OF INSTITUTE’S PUBLICATIONS (Newly applicable)RELEVANT FOR MAY, 2011
EXAMINATION (Announcement of BOS dated 28 Jan 2011)

PAPER 3 : ADVANCED AUDITING AND PROFESSIONAL ETHICS

CA Final

S.No SA Name Of Standard Effective
Date

1 SQC1 Quality Control for Firms that Perform Audits and | April 1, 2009
Reviews of Historical Financial Information, and
Other Assurance and Related Services
Engagements

2 SA-200 Overall Objectives of the Independent Auditor April 1, 2010

(Revised) | and the Conduct of an Audit in Accordance with

Standards on Auditing

3 SA-620 Using the Work of an Auditor’s Expert Aprill, 2010

(Revised)

4 SA- 700 Forming an Opinion and Reporting on Financial April 1, 2011
Statements

5 SA 705 Modifications to the Opinion in the Independent | April 1, 2011
Auditor’s

6 SA 706 Emphasis of Matter Paragraphs and Other Matter April 1, 2011
Paragraphs in the Independent Auditor’s Report

7 SA 710 Comparative Information — Corresponding Figures | April 1, 2011
and Comparative Financial Statements

8 SA 800 Special Considerations-Audits of Financial April 1, 2011
Statements Prepared in Accordance with Special
Purpose Framework

9 SA 805 Special Considerations-Audits of Single Purpose April 1, 2011
Financial Statements and Specific Elements,
Accounts or Items of a Financial Statement

10 SA 810 Engagements to Report on Summary Financial April 1, 2011
Statements

11 SRE 2410 [ Review of Interim Financial Information April 1, 2010

Performed by the Independent Auditor of the
Entity
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AUDITING AND ASSURANCE
Paper 2:- Group I PCC
Paper 6:- Group II IPCC
Standard On auditing (SAs)

S.No SA Name Of Standard Effective
Date
1 SA-200 Overall Objectives of the Independent Auditor April 1, 2010
(revised) | and the Conduct of an Audit in Accordance with
Standards on Auditing
2 SA-620 Using the Work of an Auditor’s Expert Aprill, 2010
(revised)
3 SA- 700 Forming an Opinion and Reporting on Financial April 1, 2011
Statements
4 SA 705 Modifications to the Opinion in the Independent | April 1, 2011
Auditor’s
5 SA 706 Emphasis of Matter Paragraphs and Other Matter April 1, 2011
Paragraphs in the Independent Auditor’s Report
6 SA 710 Comparative Information — Corresponding Figures | April 1, 2011
and Comparative Financial Statements
7 SRE 2410 [ Review of Interim Financial Information April 1, 2010

Performed by the Independent Auditor of the
Entity
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SQC -1
QUALITY CONTROL FOR FIRMS THAT PERFORM AUDITS AND REVIEWS OF

HISTORICAL FINANCIAL INFORMATION. AND OTHER ASSURANCE AND
RELATED SERVICE ENGAGEMENTS

Purpose
To establisk standards and provides guidance regarding the ﬁrm s system of‘ guafz'lf}/ controf, whick is to be designed to

provide it with reasenable assurance that the ﬁrm com]a/ie& with all Jarof\ew‘ionaf and’ r(yufatm:}/ reguirements, and the

reports issued are appropriate in the circumstances.

Definitions

> Engagement documentation — the record” of work_performed, results cbtained, and conclusions the
practitioner reached” ﬁem& such as ’;Vork;'nj _papers " or “work papers " are also sometimes u&ec[). The
documentation ﬁr a gaea'flc engagement is assembledin an engagement ﬁfe.

> Engagement Partner — tke partner or ot/rerfenmn in the ﬁrm who 1s a member of‘t/;e j;tJtitute of‘
Chartered” HAccountants cf’ Jndia and is in fu/f time practice and is responsible ﬁr the engagement and its
Jaeg%mance, and ﬁr the report that isissued on [e/faff‘ cf the ﬁrm, and who, where required, fias the appropriate
aut/z‘orz'te}/ ﬁom a fro]pewm'ona/, /éjaf or re:yuftrtore}/ [odj/.

> fngagement quality control review — « process designed to provide an chjective evaluation, before
the report is issued, «7][ the ch'ynz'f;ctmt Judgments the engagement team made and’ the conclusions t/zde'}/ reached in
formulating the report:

> Engagement quality control reviewer — « partner, other person in the firm, suitably guafified

external person, or a team made up of‘ such individuals, with Juﬁ‘;cz'ent and appropriate experience and
autﬁon’{y to o/r:;'ectz've{}/ evaluate, If—gﬁyre the report is issued, the &jnzﬁcant judgments the en 1gagement team made
and the conclusions tﬁey reached in fému/atinj the report. ?f;wever, in case the review is done /{}/ a team c?f‘
individuals, such team should be headed, ﬁ:}/ a member of‘ the j%&tz'tute.

> fngagement team — a//ferJonnefferﬁrminj an enjt'ljement, incfut[inj any experts contractecfb:}/ the
ﬁrm in connection with that engagement.

> Firm — a sofe Jaractitz'oner/ proprietor, fartnem/fz(']a, or any such entit] of frcypemn'onaf accountants, as may be
Jaemz’ttec[ @ Jaw.

> Inspection — in relation to comfﬁetec[ engagements, procedures designed to provide evidence of‘ comJa/iance b}/

engagement teams with the ﬁrm s 7ua/z'z§}/ controf Jmfz'cz'e& and procedures.
> Listed entity — an entz?}/ w/;oJe JA"HT@J, Jtock‘ or debt are yuotef or fi&tet[ on a recgynz'zeJ Jtock‘ e.?cc/tdanje, or

are traded under the rgyufatz'on.f of‘ a rectynz’zet[ stock. e.xc/;anje or other eguz’vaﬁmt [o{y.
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Para-3

Monitoring — « precess comprising an engeing consideration and evaluation of the firm s system of quaity
control, engagements, designed to enable the firm to obtain reasonable assurance that its system of quality contro/
is operating e]ﬁ‘éctz’ve(/y.

Network firm — an entity under common control, cwnership or management with the firm or any entity that
areasonable andinformed third party having knowledge of all relevant information would reasonably conchuds as
being part of the firm nationally or internationally.

Partner — any individual with authority to bind’ the firm with respect to the performance of a professional
services engagement.

Personnel — partners and staff.

Professional standards — engagement standards, as defined in the AASD s "ﬂjng%ce to the
Standurds on (gga/z'lf}/ Gontrel, %ucﬁtz’nj, &ew’ew, Other HAssurance and &/aﬁee[ Dervices,  and refevant
ethical requirements as contained in the Gode.

Reasonable assurance — ix the context of this S QG, a high, but net absclute, Jevel of assurance.

Staff — Jaroﬁ*&&z’ona/&, other than  partners, z'ncfutﬁ'nj any experts whick the ﬁm emf/c}/s.

Suitably qualified external person — an individua/ cutside the firm with the capabifities and

competence to act as an engagement partner, ﬁr e.?cmnffe a partner or an emfﬂyyee ( with gfafrg]an’ate e;g]aerz'ence )

c?f another ﬁrm

The ﬁrm should establisk a .f}/.rtem of‘ quaﬁ@ controf zlé,n;ynetf to Jarovitlé it with reasonable assurance that the ﬁrm and its

Jaechnne/ comJa/y with Jorofémn’ona/ standards and. . rgju/ator(}/ and. fe’ja/ requirements, and that reports issued é:}/ the ﬁrm or

engagement partners are appropriate in the circumstances.

Key Elements of the system of quantity control

Iea(/énfh-ijo responsibifities

Ethical requirements

c‘%cce]vtance and continuance of‘ client refatz'ons/fz(';a
?ﬁ‘maﬂ resources

fnjajement Jaerférmance

Meniters
cnztormj

c%f/ the above-mentioned k‘e}/ elernents skould be addressed” while ﬁmufatinj a yuafi?y controf Jyoﬁ'c:y and skould be

communicated to the ﬁm s JaerJonne[

Leadership responsibilities

The ﬁrm s CEC or ﬁ;ﬂ@l’nj gf artner skould assume ultimate regmnmfiﬁ'ty ﬁr the ﬁrm s system ?f\ Yuafi?y control.
The z'mertance (f a 7ua/z'ty ortented work culture is to be emfiaﬁzef b:}/ aff Jfevels ‘?f ﬁrm s mant'ljement in order to ensure

cchaﬁ'ance with Jarqfé&a’ona/ and’ n:yu/atory standards and to ensure gﬁ‘éctz’ve reporting appropriate to circumstances. The

ﬁrm s 7ua/z'§}/ consideration should not be overridden @ commercial consideration and business strategies. The  person who is

assigned’ the reyonm’lfi[i{y ﬁr the ﬁrm s Yuafity controf system @ the GECO or jlz;ntginj _partners skould possess

Juﬁdent and appropriate experience and the necessary aut/;on'lf}/ to assume that re.ymn.n'[z'fz’f}/.

Ethical requirements

FEthical considorations establishod in the Gode g[‘ Conduct includes:

Integrity

Opjectivity
Professiona competence
Gonfidentiality
Professional behavior
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d %uléfemlénce

Acceptance and continuance of client relationship

O acceptance o]” cfient re/atz'ona/ﬁ(’]a or on décizlinj on the continuance ‘?][‘ em’atz’nj refatz'on&/ﬁja, the ﬁffow‘inj fizctora are to be
considered :

° Clients z'ntejn'é}/ tested t/;rouj/f various sources

tomfetence to Jaerf&m the enjajement, sze re:ju/atm:}/ and’ z'nt[thry k}towfez/je n rqjarc[ to t/;e enjzyement.

. ;?vaifaﬁifigl oj” time and resources

o (Comffiance with ethical requirements
3f the flm obtains inﬁmatz’on at a Jater date that would have caused a decline of‘ engagement at an earfier date the ﬁm
should discuss with the apprepriate Jeve o]p client s management and consider wz'thdc[rawa/f;om the engagement.
Human resources
0;%71 eﬁ%ctz've system o]p Yua/z?}/ controfin a ﬁm should consider the ﬁ//ow‘z'nj.‘

. :ﬁgcruz’tment : process to select individual o]“ integrity

° Firm's Jaerﬁrmance evaluation, compensation and  promotion frocex[ure& to recognize fermmnef who are competent
and committed to ethical principles.

° :ﬁevefofment of‘ ctgaaﬁ/z'tz’e&, competence t/;rouj/: Jaroﬁw&'@na/ education and continuous trainin g

N Gareer c[eve/«;]ament and estimation o]p Jaenﬂmne/ needs

Te ﬁrm should assign regaona‘ib-z'/i@/ fér each en 1gag to an engay t partner and ensure that

jcléntz'ty androfe of‘ engagement partner are communicated,

° The engagement partner has competence and aut[on'ty

N The regaon&z’iz’/z’tz’e& are cfear{}/ zﬁaﬁnet[ and communicatedto that : partner
Engagement Performance

The ferm should establish a system of 7ua/z'ty control that provides reasonable assurance that the engagements are performed
in accordance with Jarofé&n’ona/ standards and rgju/atory and s /eaja/ requirements. The ﬁ//owz'nj ﬁctor& are to be considered:

. UUnderstandin 1g the requirements ‘?][‘ the en 1gagement and ofjective of‘ work

o Process f‘\»r compliance with applicable engagement standards

o 3ufervz’.n’nj the  prrogress #‘ the engagement
o :ﬁgvz’ewz’nj the regmn&iﬂfz’tz’e& of‘ team members and ﬁrm Jaenmnnef
Gonsultation with appropriate Jaer&onnef within or outside the ﬁrm or experts
ﬂeafinj with ﬂﬂérence& c?f‘ opinion within the engagement team or between engagement partner and’ engagement
yua/z'te}/ control reviewer. Jhe report shall not be issued without re.sofvz'nj the consz'c’t.

Monitoring
37;9 A:}/.stem (yp Yuaﬁ@ controf shall establisk Jaofz'cz'es and Jorocez[ures to monitor the zﬁéctivenes& (y[‘ enjajement Jaer]%mance

and ongoing evaluation of‘ the Yu”/i@ control. systerm. The ongeing evaluation shall consider:
® :ﬁeﬂjn, e]?éctive imffementatz’on and appropriate zgof/ication g” quafig/ control. system
. %Jm[y&i& ?f new developments in Jarc?féwz'ona/ standards and Jegal standards.
b Gorrective actions and’ tmprovements to be made in the system and cormmunication of weaknesses ir[entz'JQez[
o j;tgaectz'on ‘ff comJa/etec[ engagements that skall include at Jeast one engagement ﬁr each partner over the
inspection :{}/cfé of' not more than s  years.
The cﬁaﬁciencies iclént:iflet[ should be communicated to the engagement partner along with the remedial action that would
reyuz're cﬁa}ye.s in 7ua/z'ty controf Jmfz'c}/. The comffaz'nts and’ a/feyatz'ones tgm’n.st the ﬁm as r(yartﬁs to the non»comffiance (y[‘
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Jarofé&&z’ona/ standards or a//éjatz'ono" (_7]” non~comf/iance cf’ ﬁrm s system cf’ 7uafz'§y controf skall be dealt with either as per
/éjaf rcyufatioms or [y tuk;'nj appropriate remedial action.
Documentation

The firm should establish policies and procedures requiring appropriate documentation to provide evidence of the operation
of ‘each efement of its system of quality control. The Jirm may use electronic databases or use of simple checklists, manual
notes and forms depending on :

o The size of the firm and'the number of offices.

*  The degree of authority both persennel and offices kave

*  The nature and complexity of the firm s practice and erganization.
The firm shall retain the documentation as per the firm's policy or in compliance with the requirements iof Jaws or

rgju/atz'oner.

SA -ZOO(Revised)
Overall Objectives of the Independent Auditor and the Conduct of an
Audit in Accordance with Standards on Auditing

Q.1 What are Overall Objectives of an Independent Auditor?
%cconﬁnj to ST 200 &evz'&er[ The overall ohjectives ij the auditor are:

6[) by obtain reasonable assurance about whether the ﬁnana'af statements as a whole are ﬁee ﬁom material
misstatement, reJuftz'nj ﬁom either due to ﬁautf or error, b:}/ this means enaﬁfz'nj the auditor to express
an cpinion on whether the ﬁmmcz'a/ statements are Jortyaaretl: in all material respects, in accordance with
an g]g]ofz’cai/e ﬁnancz'a/ reporting ﬁameufork:' and’

(lr-) To report on the ﬁnancz'af statements, and communicate as required lr:}/ the 3s, in accordance with the

auditor s ﬁnz[i’njs.

For example:- if the auditor is appointed under section 224 of the tomfaniew et 1956 his okjective will be to
obtain reasonable assurance that whether ﬁmmcz’a/ Statement qf the company are jz'vz'nj true and faz'r view or
not . ;F;'mma'af statement are said to be jz'w'nj true and faz'r view onf] when t/fey are comJaf]z’nj with reguz’rement&

of‘ companies At 1956 Jike schedule 7, ((;chaanz'eef ;Z:countz'nj Standurd &;ﬁs& 2002, Ochedite XIV°
ete. Turther Auditor kas to report to members ?f the company in a manner gyeaﬁez[ in Section 227.

Q.2'What will be consequences if auditor fails to achieve his objective?
f;%ccon[z’nj to A 200 ?f auditor is unable to obtain Juﬁa’ent appropriate audit evidences to support his
conclusions or we can say ke is unable to obtain reasonable assurance he should either give a disclaimer OJF opinion

or should withdraw ﬁcm engagement zf‘ Fpermitted . é}/ Jaw.

For example - ‘%‘F auditee has provided auditor f [otoco(]az'e& ij hooks o]p accounts and evidences ﬁr audit as
07131'11[1/ hocks ‘#‘ accounts and evidences are ceased 5] Fncome tax department in such case auditor skould either
givea disclaimer of opinion that ke is unable to ﬁm and express opinion on ﬁmmcz'a/ statement or he may decide
to withdraw ﬁom engagement zJF Jaermz'&&z'b'fe.
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Q.3 Briefly explain the requirements of SA-200 ?
There are 5 requirements an auditor kas to fulfill according to SF-200
- Ethical Requirements refating to an audit of financial statements
- &Tn’rement to kave an attitude of Professional Skepticism
- &Yuirement to exercise Professional Judgement
- &guirement to ohtain Sufficient and Appropriate Audit Evidences
- &Yuz'rement to folfow o/f Standards of Auditing

Q.4 What do you mean by Ethical Requirements?

Every member of the SCAS is subject to ethical behiaviour as describedin GODE of ETHICS issued by
SCAY. This Code of ethics requires that auditor shall subject to fellowing ethical requirements while
discharging his dutios as an independent Fuditor.

(o) fntgyn’t] means Fonest bekaviour, Loyal attitude towards users of financial statements;

(5) Otjectivity - This could be ackieved enly by having indspendence of mind and independence is appearance
of an auditor.

(c) Professional competence and dice care; :- Thiss could b achieved by acquainting kimself with the futest
developments in the field of accounting and auditing .

() Confidentiatity:- Should Keep all information received from chient and should net disclose the same unless it
is not Jegal o professional requirement to do so.

) (ﬁ‘(?féefﬁcna[ behaviour : Jhere must be professional relation between auditor and auditee. Jhere must not be

any other interest to override the 0bjectz'w'§}/.

Further 3@:@—1 and. 3%10 have Jujjeo‘tecf ways and means to achieve such independence and’ ob:;'ectivilf}/ OJF
l;%u(l;tor.

Q.5'What do you mean by attitude of Professional Skepticism ?

fmﬁm'on af Skepticism is nothing but an attitude of the auditor whick requires auditor s alertness towards
inﬁmatz’on  provided to fim ﬁom the auditee. Jt should not be understood as doubt but should be taken as vzjiﬁlnt
attitude. Tor eycamJaﬁe auditor skould a/ua{}/es be alert towards

& Fudit evidence provided. by client that contradicts other audit evidence ohtained by the auditor kimself.

@ Jformation that brings into question the refiabifity of documents and responses to inguiries to be wsed as audit
evidence.

@ Conditions that may indicate possible fraud.

€ Gireuwmstances that suggest the need” fér audit procedures in addition to those requz're([ b:}/ the 35?&

o@/ adéftinj such an attitude auditor may minimise the risk. Of‘
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2 @ver/ocfz’nj unusual circumstances.

® Crer jeneraﬁ'ﬂ'nj when drawing conclusions ﬁom audit ohservations.

2 ﬂa’nj inappropriate assumptions in determining the nature, timing, and extent OJF the audit : procedures and
evaluatin g the results t/zdereojf.

:ﬁoe& it mean that auditor should Jaface doubt over eack record’, inﬁmatz'on or document Jarovidétf b:}/ theclient to
fim? v%n&wer to this yue.stion is addressed in 3%200 revised’ accorr[lnj to it ‘auditor may accept records and
documents as genuine unless the auditor fas reason to hefieve the contrary. %vertﬁefes&, the auditor is

reyuz'ret[ to consider the refiaﬁi/if}/ of‘ inﬁrmation to be used as audit evidence

In cases of\ doubt about the re/z'aﬁz'fz'@/ of\ z'nﬁrmatz'on or indications of‘ foJﬂ'ife ﬁamf G‘Er emamfﬁe, zf\ conditions
z'déntz'ﬁer[ during the audit cause the auditor to befieve that a document may not be authentic or that terms in a
document may have been

ﬁfmﬁec[j, the dHs require that the auditor investigate furt/;er and determine what mocﬁﬂcaﬁon& or additions to
audit procedures are necessary to resolve the matter. Fven z]v a l;e/z'e:f that management and those cﬁmjeJ with
_governance are honest and have z'ntejn'g}/ does not relieve the auditor 'ff the need to maintain Jaroﬁmn'ona/
J@Jatidm or alfow the auditor to be Jatz'&fle(f with fe&s-tﬁilnfem“uaa‘itfe audit evidence when obtaining reasonable
assurance.

For Example :- As Mr A is auditor of Y Itd from last 3 years and every year after due
examination he found financial statement true and fair and found management as

honest and ethical does not mean that he should have a blind faith in audit of
current year over all the information provided by them.

Q.6 What is requirement of professional Judgement as per SA — 200 (Revised)

f roﬁ&n'ona/ J’ut[jement means a J’uc{yment taken @ the auditor out gf his Joro]pea“a'onaf experience in a audit
sttuation . ;%ccortﬁ'nj to ‘S 200 revised. gjrofésdonaf J’ut{yment is essential to the  proper conduct of‘ an audit.
Thiis is because interpretation OJC relevant

ethical requirements and the 3 andthe z'nﬁrmez[ decisions reguz’rer[ tﬂouj/fout the audit cannot be made
without the tgaJafz'cation o]p relevant k}zow‘fez{ye and experience to the ﬂct.s and circumstances. cﬁxfé&n’onaf
jut{yment 7s necessary in Joartz'cufar r(gyarﬂnj decisions about:

¢ ﬁaﬁeriﬂfié}/ and audit risk.

® Tle nature, timing, and extent of‘ audit procedures .

¢ fvafuatinj whether Juﬁ‘;cient appropriate audit evidence has been obtained.

® The evaluation of‘ management s Judgments in g]yf{f}/z’nj the entig}/ s zgaffz’caiﬁs ﬁmma'af reporting ﬁameu/orkt
® Tie drawing ?f conclusions based on the audit evidence obtained.

Jtis reguz’ret[ that auditors fr(zfé&d‘ionaf(fucfyement should be reasonable and rational. Gonsultation on c[szlcuft
or contentious matters during the course ?f the audit, both within the engagement team and between the engagement
team and others at the appropriate Jevel within or outside the ﬁrm, assist the auditor in mm@'nj z'nférmet[ and’
reasonable  judgments. Further the auditor is reguirez[ to prepare audit documentation re/atz'nj to such reasonable
Jaroft‘eemz'onaf (judgements.

Q.7 Explain the requirements of sufficient and appropriate Audit Evidences ?
z;%cconﬁ'nj to 31;% 200 revised ”;%utﬁt evidence is necessary to support the auditor s opinion and report. " It is
cumulative tn nature andis Jan’mari[}/ obtained ﬁom audit Jaroter[ureJ Joe;ﬁmecf r[urz'nj the course of\ the audit. 51}
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may, fowever, also include z'nfc‘vma/ticm obtained’; ﬁom other sources fike experience ﬁcm  previous audit,
inﬁmatz'on  provided and prepared. @ emffo ees, management and those c/ﬁz;:yec[ with “governance of‘ the auditee.
The Juﬁ‘;denf}/ and appropriateness of‘aucﬁt evidence are interrelated. 3uﬁ9a’emf}/ is the measure of‘tﬁ@
quantity of‘ audit evidence and appropriateness means Yua/z'ty of‘ Sudit evidence 6906‘87‘6‘ are given in previous
chapter, ) W hether Juﬁria'ent appropriate audit evidence has been obtained to reduce audit risk to an acctyata[r-/j/
Jow Jevel, and” t/t@re@ enable the auditor to draw reasonable conclusions on which to base the auditor s opinion, is a
matter cy['

f mﬁ&m’ona/ J’ucljment.

Q.8 Does the auditor expected to, reduce audit risk to zero and can obtain absolute
assurance that the ﬁn anciaf statements are ﬁee ﬁom material misstatement due to ﬁaur[ or error !

The answer is in negative. ;?cmnﬁnj to DA 200 &evz'&er[ The auditor is not expected to, and cannot, reduce
audit risk to zero and cannot t/t@reﬁre obtain absolute
assurance that the ﬁmmcz'a/ statements are ﬁee ﬁom material misstatement due to ﬁauc[ or error. Jhis is because
there are inkerent fimitations o]p an audit. j;:/ﬁarent Simitations means fimitations whick can not be overcome and”
which are with the suliject since the inception or evolution of' the sukject. ﬁffow‘inj are contributors to inkerent
Simitations to audit

1. ﬂ:Jt 0JC the audit evidence on which the auditor draws conclusions and bases the auditor s oprinion being

persuasive rather than conclusive.

2. Jhe nature of‘ ﬁnana'af rg]mrtz'nj - ﬂ in ﬁmmcz'a/ statement some items are valued on{}/ on the basts of‘
managements estimates which are hdzjhi/}/ subjjective in those cases audit  procedures are inJuﬁQdent to

ﬁnr[ the reasonableness oj‘ such Judgements.

3. The nature (?f audit Jarocer[ureef.'— For emamjafe Traud may fnvolve Jg]o/ﬁ'ﬂicatef and care]puffy oyanz'.set[
schemes designedto conceal it. %re]pore, audit procedures used’to jatlﬁer audit evidence may be
ineﬁpectz've ﬁr t/étectinj an intentional misstatement that invelves, fér eacamffe, collusion to ﬁfmﬁ
documentation which may cause the auditor to befieve that audit evidence is valid when it is not. Jhe
auditor is neither trained as nor expected to be an expert in the authentication of\ documents. Turther
auditor has no fe'jaf [ power to search fércef&f{y, which may be necessary ﬁr such an z'nveJtzjation.

4. The need ﬁr the audit to be conducted within a reasonable » period gp time and at a reasonable cost.
Decause ojp the inkerent Jimitations (?f an audit, there is an unavoidable risk that some material misstatements o][‘ the
ﬁmmciaf statements may not be detected, even though the audit is Jyrcyaerf}/ planned and, Joerf«‘omecf in accordance with ds.
c?%cconﬁ'ny{y, the Ju[&eyuent ([z'Jcovei:}/ <f a material misstatement of‘ the ﬁntma’a[ statements resulftin 1g ﬁom ﬁam[ or error
does not 6:}/ it&eff‘ indicate a fai/ure to conduct an audit in accordance with 3%

Q.9 What are the requirements of SA 200 revised to Conduct of an Audit in
Accordance with SAs?

Huditor is requirer[ to ﬁ/fow SHs during his audit. ?f; is required to determine the nature timing and extent ?f fis audit
Jaroce[ured‘ accor[[;nj to reyuirement& #‘3%.

;%cconﬁnj to S 200 cggvz'&ec[ The requirements oj‘ the SHs are designed to enable the auditor to achieve the ofjectives
{peaﬁeJ in the 3s, and t/;ereb:}/ the overall chjectives OJP the auditor. S 230 ( cggvz'aedj establishes documentation
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requz'rement& in those e.xcg]atz'onaf circumstances where the auditor zléfart& ﬁom a refevant reguirement. 55” there is any

c«mf]ict between the Jaw with which the auditee ts subject to and :51;%, the Jaw would; Jarevaz'fs.

Q.10 What is Scope of an audit of Financial Statements?
36«2]96 of‘ audit means an area of‘ work ﬁr the auditor. 36(2796’ «f audit is J:rz'muri/y determined @ ﬁffowz'nj ﬁcmm

- Terms ‘?f engagement of‘ the auditor

- &yuirements <f fe'jz'Jfatz'on

- Standuards on z;%uaﬂtinj and other - guidance 63/ JCHY.
It should be noted that terms c?f‘ engagement can not have an verriding (ﬁéct over the scope decided” /Z—}/ the legislation or
3.
}qo//owinj is not within the scope oj‘ auditor it is within the scope # mzc;majement and those c/fa{jecf with “governance: -

1. ﬁ:z'ntemmce oj” books o]” accounts and records

2. Formulation and. jm]afementatz'on of\ g;ttema/ Gontrol. system

3. Selection and g]affict[bz’on of‘ accountz'nj Jaofz'cz'es

4 FEstimation 0][ accounting estimates

5. gj;tymratz'on and.- Jare&entatz'on ‘?f ﬁn anciaf statement.
Jtis important to note that Fuditors epinion is not an assurance about the future w'a/fi/z'?y of1 the entity and neither it is an
assurance about the future #a’enc'}/ and eﬁ%ctivenees& (yp the management. ji s juat an opinion about flnana'af [position up
to the date and_period covered under audsit.

Standard on Auditing (SA) 620 (Revised) *
Hsing the Work of an Auditor’s Expert

Q. 1 Who is an Auditor’s expert?

Fn individial or organisation possessing expertise ina ﬁe/J other than accounting or auditing, whose work in that ﬁefz[ s
used b}/ the auditor to assist the auditor in oftaining Juﬁ(ldent appropriate audit evidence. Hn auditor s expert may be
either an auditor s internal expert ( who is a  partner or Jt@y,‘ z'ncfutﬁ'nj tem]mrm:y J’L‘W,‘ <?f the auditor s ﬁrm or a network
ﬁm ), or an auditor s external expert. ( Thits S is on!/}/ g]zJa/z'cab'fe to Auditor s fayaert. )

Q..2 Who is management’s Expert?

az:najement s expert - Fnindtvidial or organisation possessing expertisein a ﬁeft[ other than accounting or auditing,

whose work in that ﬁe/z[ s used é:}/ the entz't] to assist the entz'l(?}/ in preparing the ﬁnanciaf Jtatement&.( For this See SA
500)

Q.3 When to use Expert’s Work?

Whether touse expert s services and to what extednt to be used s to be determined’ b:}/f considering matters z'ncfutli'nj:
(@) The nature of the matter to whick that expert 's work refates;

(5) The visks of material misstatement in the matter to which that expert 's work relates;

() The significance of that expert s work in the context of the audit;

( zlj The auditor's &owfez[je of‘ and experience with-  previous work Jaerjémec[ b:}/ that expert; and

() Whether that expert is subfject to the auditor s firm s quality control poficies andprocedures.

Q.4 Before engaging an expert what considerations are required?
1. 37;9 auditor shall evaluate whether the auditor s expert has the necessary comJaetence, ctgoaﬁz'/z’tz’eef and oﬁjectz'vz'ty ﬁr the

auditor s  purposes. s wel as independence {yc‘ the expert
2. The auditor skall obtain a JuﬁQdent understanding gp the ﬁefz[ of‘ expertise o]p the auditor s expert to enable the auditor to:
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61) Determine the nature, scope and ofjectives ‘?f that expert s work ﬁr the auditor s s purposes; and.
(5 ) Fvatuate the mﬁeyuacy of1 that work ﬁr the auditor s  pUTpOSES.

Q.5 While engaging and experts what considerations an auditor should have ?
According to SA 620 Fie auditor shall agree, in writing when appropriate, on the follewing matters with the
auditor s expert:

(a) The nature, scope and ofjectives of that expert 's work:

(5 ) The respective rofes and’ re.goonn’ﬁiﬁ'tz’e.f of‘ the auditor and that expert;

(c) The nature, timin 1g and extent of communication between the auditor and that expert, including the form of any report to
be provided by that expert; and’

(&) The neod for the auditor s expert to chserve confidentiality requirements.

Q.6 How an auditor shall evaluate the Adequacy of the Auditor’s Expert’s Work?
The auditor shall evaluate the adeguacy of the auditor s expert 's work for the auditor s purpeses, including:

(«) Thic relevance andreasonabilencss of that expert s findings er conchusions, and their consistency with other audit
evidence;

(i ) Jf that expert s work invelves use ‘?f ﬂjnszcant assumptions and methods, the relevance and reasonableness of‘ those
assumptions and methods in the circumstances; and

() é’f that expert 's work invelves the use of source duta that is significant te that expert s work, the refevance,
completeness, and. accuracy of‘ that source data.

Q.7 What will be the steps shall be taken by the auditor if experts work is inconstant with
other Audit evidences 7

Ifthe auditer determines that the work of the auditer 's expert is not adeguate for the auditor s purpeses, the auditor shall:
61) %ree with that expert on the nature and extent 17][ furtlfér work to be Jae;ﬁmet[ é:}/ that expert; or

(b’) gj.‘a(]%rm  further audit procedures appropriate to the circumstances.

Q.8 Shall auditor mention name of the expert in ints audit report?

The auditor skall not re]%r to the work. o]p an auditor s expert in an auditor s report containing an unmotﬁﬁez[ opinion unless
required 63/ Jaw or rtyufatz'on to do so. jj“‘ such rej‘érence is required. 11'-}/ Jaw or rg]u/ation, the auditor shall indicate in the
auditor s report that the r(ﬁrence does not reduce the auditor s regmna’ﬁ/ﬁ:}/ fBr the audit opinion.

Further. Jf the auditor makes reférence to the work o]p an auditor s expert in the auditor s report because such reférence is
refevant to an understanding of‘ a mocﬁ'flcatz’on to the auditor s opinion, the auditor shall indicate in the auditor s report that

such rgﬁerence does not reduce the auditor s regmndb_ifz'lf}/ fér that opinion.
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SA —700(Revised)
Forming an Opinion on the Financial Statements

Q.1 What is the meaning of financial statement in revised SA 700?

Financial statement in this standard ‘a com(]afete set of‘ jenera/ [purpose ﬁnanciaf statements, inc/u(linj the related notes "
The refated notes cnli'nari'/}/ comprise a summary o]p Jz'jnzﬁcant accounting  poficies and other

eag;a/anator'}/ inﬁmatz’on. The requirements ‘?f the tgafﬂca[/é ﬁnanciaf reporting ﬁameuforf determine the férm and content
<f the ﬁntmcia/ statements, and what constitutes a com]a/ete set of ﬁmmciu/ statements. For e.xamffe in case c?f‘ a company

companies act req uires

T Balance Sheet

A ﬂfroﬁt and Loss account

% Cash Flow Statement Gfreyuired)

Netes to the accounts and significant accounting pefices as referredin accounting standurds under CHAIR (Company
%ccountz’nj Standard. &4[95) 2006.

Q.2 What is auditor’s duty under this SA?
The auditor shall férm an opinion on whether the ﬁnancz'a/ statements are prepared, in all material respects, in accordance
with the appficable ﬁmmcz'a/ reporting ﬁamew‘orf. For this, the auditor shall conclude as to whether the auditor kas
obtained reasonable assurance about whether the ﬁntmcia/ statements as a whole are ﬁee ﬁom material misstatement, whether
due to ﬁaut[ or error.
That conclusion shall take into account:
61) The auditor s conchusion, in accordance with S 330, whether sufficient appropriate audit evidence kas been obtained;
(5 ) The auditor s conclusion, in accordance with S 450, whether uncorrected misstatements are material, individually or
n ajjrejwte; and”
(c) 5;1 Jaarticufar, the auditor shall evaluate whether, in view oj‘ the requz'rement& ofs the g]af/z'ctlﬁ/e ﬁnana'a/ réyaortz'nj
ﬁamew(yrfl
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61) The ﬂnancia/ statements mléquate'f}/ disclose the J‘l:]n?'fl\cdnt accounting Jm/ia'eJ selected and’ tgoffz'edf

(5) The accounting foﬁ't:iew selected and’ zgo]a/iec[ are consistent with the g]g:ﬁ'caife ﬁnanciaf reporting ﬁamew«»r[ and are
appropriate;

(c) The accounting estimates made b:}/ management are reasonable;

( z/j Te z'nfématz'on  presented in the ﬁmmm'af statements is refevant, refiable, comfara[fe and understandable;

69 ) The ﬁmntcia/ statements provide adequate disclosures to enable the intended users to understand the (gﬁ%&t c?f‘ material
transactions and events on the z'nﬁrmatz’tm convyez[ in the ﬁnancz'a/ statements;

6“) The termz'no/oi}/ used in the ﬁnana'a/ statements, inc/uclinj the title OJP each ﬁmma'a/ statement, is appropriate.

Q.3 how an Auditor Forms an Opinion on Financial Statements?

According to Sa 700 (Revised) Jke auditor shall express an unmodified opinion &enera[f}/ an ungualified
opinion ) when the auditor concludes that the financial statements are prepared, in alf material respects, in accordance with
the [ga(]ofz'ca[fe ﬁmma’a/ reporting ﬁameworE In tﬂﬂérent sttuations the auditor s conclusions will be cli'ﬁ[érent fér e.xam]ofe
Situation -1 Concludes that, fased on the audit evidence obtained; the financial statements as a whole
are not free from material misstatement; ¢» is unable to obtain sufficient appropriate audit
evidence to conclude that the financial statements as a whole are free from material misstatement,

the auditor shall motﬁfj/ the opinion in the auditor s report in accordance with SA-705.

Situation -2 :- If financial statements Jarg]aaret[ in accordance with the reyuirement& #‘ a fm'r presentation
framework do not achieve fair presentation, the auditor shal] discuss the matter with management and, depending
on the requirements (?f the applicable ﬁmma'a/ reporting ﬁameworE and frow the matter is resolved, skall determine whether it
is necessary to mocﬂfy the cpinion in the auditor s report in accordance with S 705. For example Financial
statements are not in agreement with schedile VoS in suck sttuation the matter shall be discussed with management.

Situation -3:- W%en the financial statements are prepared in accordance with a compliance
framework, the auditor is not required to evaluate whether the financial statements achieve
fair presentation. %wever, if‘ in extreme'f}/ rare circumstances the auditor concludes that suck ﬁmmciaf statements
are mz'sfew[z'nj; the auditor shall discuss the matter with management and, ([goenzﬁnj on how it is resolved, shall determine
whether, and fow, to communicate it in the auditor 5 report. Tor examffe ﬁ company 75 ﬁfﬂvwinj schedule 7’1 auditor

need not to evaluate the ﬁir - presentation.

Q.4 What are the basic elements of the Auditor’s Report?

Tirst of @/ according to A 00 revised” Jhe auditor s report shall be in writing. Witk following hasic efements

1. Title

The auditor's report stall kave a title that cﬁ:*ar(}/ indicates that it is the report oj‘zm independent auditor. 2.Addressee
The auditors report stkall be addressed as requz'ret[ b:}/ the circumstances o]p the engagement.

3.Introductory Paragraph

The introzfuc’tory Joanyngylf in the auditor s report shall

61) jcléntzf}/ the entity whose ﬁmma'a/ statements fave been audited;

([) 3tate that the ﬁnana'af statements fave been audited;

6:) gz‘ﬁmtzf}/ the title <f each statement that comprises the ﬁntmcz'a/ statements;

( zlj &fér to the summary of‘ ent'ynz'flcant accounting Jmfz'a'eaf and other ex(]a/anatory z'nfématz'on; and

69) 3(]9&:1’]3/ the date or - period covered [1}/ each ﬁmmcz’a/ statement comprising the ﬁmmda/ statements.

4. Management’s Responsibility for the Financial Statements

7s section of the auditor s report describes the responsibifities of those in the organisation that are responsible for the

T fe auditor : eport describes the responsib {/ e he rq he Sp 'ble e
preparation cf’ the ﬁnana’a/ statements.
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5. Auditor’s Responsibility

The auditor s report shall state that the respensibility of the auditor is to express an opinion on the financial statements
based on the audit.

6.Auditor’s Opinion

When expressing an unmodified opinion on financial statements prepared in accordance with a fuir presentation
ﬁamework: the auditor s oprinion shall, unless otherwise reguz'rec[ é:}/ Jaw or reju/atz'on, use one of' the ﬁ//owz'nj phrases,
which are regarded as being eyuivafent:

(o) The financia! statements present fuirfy, in all material respects, in accordance with [the applicable financiaf reperting
ﬁamew’orkj/; or

(E) The ﬁnana'a/ statements give a true and| fzn'r view qf in accordance with /i/fe g]sffz’ca[/ea flmma’a/ reporting ﬁamework]
Special Note :-. éﬁ" the auditor addresses other reporting responsibifities in the auditor s report on the financial
statements that are in addition to the auditor s responsibitlity under the S to report on the financial statements 9L ike in
company 227 (158), (2) () () (47 CTARO)), these other reporting responsiifities shall bo adiressed ina separate
section in the auditor s report that skall be sub-titled “Report on Other Legal and Regulatory
Requirements,”

7. Signature of the Auditor

The auditor s report shall be signed:

8.. Date of the Auditor’s Report

The auditor's report stall be dated no earfier than the date on whick the auditor fas obftained. JuﬁQa'ent appropriate audit
evidence on which to base the auditor s opinion on the financial statements, including evidence that:

(a) S the statements that comprise the financial statements, including the related notes, kave been prepared; and’

(F ) Those with the recgynz'Jer[ aut/fon'g/ have asserted that t/rey have taken re«yaonen'ﬁfz'@/ ﬁr those ﬁnzmcz’a/ statements.
8. Place of Signature

The auditor s report skall name gaeciflc Jocation, whick is onﬁ'narz'rf}/ the ci@/ where the audit report is signed.

Q.5 What if the Auditor’s Report Prescribed by Law or Regulation under which an audit is
conducted?

Ifthe auditor is reguired by any Jaw or regulation te wse a specific Jayout or wording of the auditor 's repert, the auditor s
repert shall refer to Standurds on Fuditing only if the auditor s report inchudes, at a minimum, each of the following
efements:

ﬂz) Htithe;

(l;) n addressee, as requz'rec[ b}/ the circumstances oj” the engagement;

(c) Fn introductory paragraph that identifies the financial statements audited;

(1) T description of the respensilifity of management for the preparation of the financial statements;

6’) p73 description ‘?f the auditor s regwn&z'ﬂ/z'g/ to express an opinion on the ﬁmma'a/ statements and the scope o][ the
audit, thatincludes:

00-% refference to Standards on %ut[itinj and'the Jaw or regulation; and’

005 description of an audit in accordance with those Standards;

6“) %n opinion Jaartgnga/f containing an expression oj‘ opinion on the ﬁmma'a/ statements and a reﬁrence to the tgsf/z’cab'/e
financial reporting framework used to prepare the financial statements

G ) The auditor s signature;

(i) The dute of the auditer s report; and

(z' ) The Ja/ace OJP stgnature

Appendix
Illustrative Formats of Auditors’ Reports on Financial Statements
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Ilustration 1:
Circumstances include the following:
O0Audit of a complete set of separate general purpose financial statements of a
company prepared under the Companies Act, 1956 financial reporting framework,
which is a fair presentation framework.
[00The terms of the audit engagement reflect description of management’s
responsibility for the financial statements in SA 210 (Revised).
00The report is unmodified and does not include either an Emphasis of Matter
paragraph or an Other Matter(s) paragraph.
00In addition to the audit of financial statements, the auditor has other reporting
responsibilities required under the Companies Act, 1956 and/or other regulatory
requirements.

INDEPENDENT AUDITOR’S REPORT

To the Members of ABC Company Limited

Report on the Financial Statements

We kave audited the accomfanyinj ﬁnana'af statements of‘ DG (Comjumy Limited ( the (Comfany »), which comprise
the Dafance Shcet as at azjlrc/f 31, 20XX, and the Statoment of fmft\t and Loss and Gash Tlow Statement for the
year then ended, and a summary of significant accounting  poficies and other eag]yf[matory information.

Management’s Responsibility for the Financial Statements

azjmtgement is regmnm'l;fe ﬁr the  preparation of‘ these ﬁntma’a/ statements that ; give atrue and; fm'r view of‘ the ﬁntmcz'a[
position, ﬁnana'a/ferffymance and cash ffow& of the Com]aany in accordance with the %countz’nj Standurds referred to
in sub-section ét} cf’ section 211 t?f the tomfanieJ z;%ct, 1956 ( ‘the et ’) This re;gmna[z’/z’lf}/ includes the design,
z'mffementatz'on and maintenance ‘3]“ internaf controf refevant to the  preparation and; / presentation of‘ the ﬁnana’af statements
that give a true and fair view and are free from material misstatement, whetker due to fraud or error.

Auditor’s Responsibility

Our regmnd/fi/z’t:‘y is to express an opinion on these ﬁmmcz'af statements based on our audit. ‘We conducted our audit in
accordance with the Standuards on z;%m[z'tz'nj issued 11:}/ the Institute of Chartered Sccountants of India. Those
Standurds reyuz're that we com(]oef}/ with ethical’ reyuz'rement,y and; Jyfan and Jae;f(‘ym the audit to obtain reasonable assurance
about whether the ﬁmma'a/ statements are ﬁee ﬁom material misstatement.

Fn audit invehves Jverférminj procedures to obtain audit evidence about the amounts and disclosures in the ﬁmmciaf
staterments. 77,‘5' Jarocer[urea Je/éctez[ c[gaem[ on t/tde auditor :5“ jutcfyment, includin 19 tﬁ‘é’ assessment (f t/z-é rmk:f o][‘ mtrterz'af
misstatement of the ﬁmma'a/ statements, whether due to  fraud or error.

In mm@nj those risk assessments, the auditor considers interna f controf relevant to the tomfany s  preparation and faz'r
presentation cf the ﬁnandu/ statements in order to design audit procedures that are appropriate in the circumstances. Fn
audit also includes evafuatz'nj the appropriateness (f accountz'nj Jooﬁ'cz'e.s used and the reasonableness of‘ the accountz'nj
estimates made b:}/ management, as well as evafuatz'nj the overafffre.fentatz’on of‘ the ﬁmmcz'af statements. ‘We befieve that the
audit evidence we kave obtainedis Juffla'ent and appropriate to provide a basis ﬁr our audit opinion.

Opinion
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In our opinion and'to the best of cur information and according to the explanations given to ws, the financial statements give
the infermation required by the Fct in the manner so required and give a true and fuir view in conformity with the
accounting  principles jeneraf& acceptedin India:
(a) in the case of the Lalance Sheet, of the state of affuirs of the Cempany as at March’s1, 205X
(5) in the case of the Profit and Loss Hccount, of the profit/ foss for the year ended en that dute; and”
(c) in the case of the Gask Thow Statement, of the cash flews for the year ended on that date.
1. Hs required by the Gompanies (Fuditor's Repert) Order, 2003 ("the Order ") issued by the Gentral Government of
Jndia in terms of sub-section @%) of section 227 of the Aect, we  give in the Fnnexure a statement on the matters specified
in ertgrtga/;s 4 and’s g” the Order.
2. s reguired by section 227 é ) of the Act, we report that:
a. we fiave obtained all the information and explanations which to the best of our knowledye and biofief were necessary for the
puzpose of our audit;
b. in our opinion proper hooks of account as required by Jaw have been kept by the tomfany so far as appears from our
examination of those books [and proper returns adequate for the purposes of our audit kave been received from branches not
visited By us/s;
c. the Dalance Sheet, Statement of‘ cfrojit and Loss, and Gash Tlow ‘Statement dealt with b:}/ this g‘gﬁort arein
agreement with the books of account ﬁm[ with the returns received from branches sict visited. by ws;
& in our opinion, the Datance Sheet, Statement of Profit and Loss, and Gask Flow Statement comply with the
%countz’nj Standards referred to in subsection ét) of section 211 of the ComJaanieJ At 1 1956,
e. on the basis of written representations received from the directors as on March 31, 20X X, and taken on record: by the
Board of Directors, none of the directors is disguakified as on March1, 205X X, from being appointed as a director in
terms of clause (3} of sub-section (1) of section 274, of the Gompanies et 1955.
. Since the Gentral Government kas not issued. any notification as to the rate at whick the cess is to be paid under section
441% oj‘ the tongaanz’e& z;%ct, 1956 nor has it issued. any &4&-& under the said section, prescribing the manner in whick such
cess is to be paid, no cess is due and; Jat{}mﬁfé A@/ the tomfany.

For XYL and

Geo.

Chartered Sccountants
Firm s Registration Number

3ynature

(Name of the Member Signing the Fudit Report)
( ﬂe&iyn ations: )
ﬂmﬁemﬁé’fa Newmber
Place of 3ynature
:ﬁafte
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Standard on Auditing (SA) 705
Modifications to the Opinion in the Independent Auditor’s
Report

Q.1 What do you mean by Modification to the opinion ?
When the auditor isnot ; giving ﬂnmocﬁ'ﬁecf opinion it said ke is moz[i’fj/z'nj kis opinion. ;Z:conﬂnj to A
Joé ( @gvz’&ez[j %ﬁﬁef opinion nﬁmﬁ toa quafzﬁe([ opinion, an adverse opinion or a disclaimer of opinion.

Q.2 When Auditor will decide to modify his opinion?

Hecording to SH 705 (R The auditor shall modify the opinion in the auditor s report when:

(o) Theauditor concludes thut, bused on the audit evidence obtained; the financial statements as a whole
are not free from material misstatement; or

@) The auditor is unable to obtain sufficient appropriate audit evidence to conclude that the financial

statements as a whole are ﬁee ﬁcm material misstatement.

Q.3 What will be the consequence of a modified audit report?

Thts ST establishes three types (?f mmﬁ'ﬁet[ opinions, name/'}/, a (luaﬁﬁezf opinion, an adverse cpinion, and a
disclatmer of opinion. The decision regarding which type of modified opinion is appropriate depends upon:
61) The nature of‘ the matter - giving rise to the mm[zﬁcatz’on, that is, whether the ﬁntmcz'a/ statements are
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maten'af‘f}/ misstated or, in the case t?f' an z'na[i/i'lf}/ to obtain Jufﬁa’ent appropriate audit evidence, may be
maten'a/{y misstated; and

(lf) The auditor's ju([yment about the  pervasiveness of‘ the fﬁécﬁs or Jm&n’ffe eﬁ%ct& of the matter on the
ﬁnana'a/ statements.

Q.4 When an auditor shall express a Qualified Opinion?

The auditor shall. express a 7uaﬁﬁeJ opinion when:

GI) The auditor, /;a‘vz'nj obtained. mﬁ(ldent appropriate audit evidence, concludes that misstatements, inﬁﬁ[ua/& or in the
aggregate, are material, but not pervasive, o the financiaf statements; or

66') The auditor is unable to obtain Juffla'ent appropriate audit evidence on whick to base the opinion, but the

auditor concludes that the possible e]ﬁcécts on the ﬁnana’af statements of‘ undetected misstatements, if‘ any,

could be material but not pervasive.

Q.5 When an auditor shall express an Adverse Opinion?

The auditor shall express an adverse cpinion when the auditor, Faw'nj obtained. Jufﬁa’ent appropriate audit

evidence, concludes that misstatements, individually or in the aggreqate, are both material and pervasive to the
financial statements.

Q.6 When an auditor shall express a Disclaimer of Opinion

The auditor skall disclaim an epinion when the auditor is unable to obtain Ju_ﬁqa'ent apprepriate audit evidence on which to
base the cpinion, and the auditor concludes that the possible eﬁ%ctw on the ﬁmma'af statements of‘ undetected misstatements,
if any, could be both material and pervasive.

The auditor shall disclaim an opinion when, in extremely rare circumstances involving multiple
uncertainties, the auditor concludes that, notwit/t:rtantﬁnj /:-'avinj ohtained. Juﬁ‘z‘a’ent appropriate audit evidence
regarding each’ cf: the individual uncertainties, it is not possible to férm an opinion on the ﬁmma'a/ statements due to the
Jmtentz'af interaction o]v the uncertainties and their Jao.ﬁn'b-fe cumulative (ﬁéct on the ﬁnancz'a/ statements.

Nature of Matter Giving Rise to the Auditor’s Judgment about the Pervasiveness of the Effects or
Modification Possible Effects on the Financial Statements
Material but Not Pervasive Material and Pervasive
Financial statements are Qualified opinion Adverse opinion
materially misstated
Inability to obtain sufficient Qualified opinian Disclaimer of opinion
appropriate audit evidence

Illustrative Format of QUALIFIED OPINON
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Case-1 Inventories are misstated. The misstatement is deemed to be material but not
pervasive to the financial statements. The audit opinion is qualified for the
misstatement.

The tomfan] s inventordes are carried in the Dalance Sheet at & XXX, ﬂjlmgement fas not stated the

inventories at the Jower of cost and net realisable vatue but has stated them solely at cost, whick constitutes a dgparture from
the Hccounting Standards referred to in sub-section 6G) of section 211 of the ct. The Compan 1y s records indicate that
lad management stated the inventories at the Jower of cost and net reakisabile vatue, an amount of Rs. XXX would kave
been requz're([ to write the inventories down to their net reafisable value. ;aconﬁnj‘/}/, cost v.?f sales would have been increased
by R XXX, and income tax, net profit and sharcholders’ funds would kave boen reduced by Rs. XXX, Re.
XXX andt Ry XXX, rospectively

Opinion

In our epinion andto the best of our information and according to the explanations given to us, except for the effects of the
matter doscribed in the Dasis for Cualified Opinion paragraph, the financial statements give the infermation required by
the Hct in the manner so required and give a true and fuir view in confermity with the accounting principles gencrally
accepted in Fndia:

(a) in the case o]” the jafance Sheet, (f the state ojp a]?az'm «f the tomfany as at :_ﬂzoarcf 31, 10;(:;{;

(5) in the case of the Profit and Loss Fccount, of the profit/ loss for the year ended on that dute; and’

(c) in the case of the Gash Flow Statement, of the cash flows for the year ended on thit dute.

Case-2 The auditor was unable to obtain sufficient appropriate audit evidence
regarding existence of investment in a foreign company. The possible effects of the
inability to obtain sufficient appropriate audit evidence are deemed to be material
but not pervasive to the financial statement. The audit opinion is qualified for the
misstatement.

Basis for Qualified Opinion

ADBGC (Comfany Limited s investment in Xi‘z (Ccmfan}/, a fére{yn company acquired during the year and accounted”
as ?ﬁ‘jl[ to maturity investment in Balance sheet of‘ ABGC comftme}/’ Lt We were unable to obtain mﬁQa'ent
appropriate audit evidence about the existence (y“ HADBC Com]aany Limited's investment in Xﬁz tomfany as at
ﬂ;rc/; 31, 20X X because we were denied access to the ﬁmma'af inﬁrmatz’on re/atz'nj to the same, management,
(Conwequentf}/, we were unable to determine whether any at(l]-'ustments to these amounts were necessary.

Qualified Opinion

In our opinion and to the best of our information and according to the explanations given to us, except for the possible
effects of the matter described in the Basis for Qualified Opinion paragraph, the financial statements give the information
required by the Act in the manner so required and give a true and fair view in conformity with the accounting principles
generally accepted in India:

(a) in the case of the Balance Sheet, of the state of affairs of the Company as at March 31, 20XX;

(b) in the case of the Profit and Loss Account, of the profit/ loss for the year ended on that date; and

(c) in the case of the Cash Flow Statement, of the cash flows fo r the year ended on that date.

Case-3
The auditor was unable to obtain sufficient appropriate audit evidence about
multiple elements of the financial statements. That is, the auditor was unable to
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obtain audit evidence about the entity’s inventories and accounts receivable. The
possible effects of this inability to obtain sufficient appropriate audit evidence are
deemed to be both material and pervasive to the financial statements. A disclaimer
of audit opinion is given in the circumstances.

Basis for Disclaimer of Opinion

We were appointed as auditors of the Company after March 31, 20XX and thus could not observe the counting of
physical inventories at the beginning and end grthe)/ear. Accordingly, we were unable to satisﬁ/ ourselves by alternative
means concerning the inventory quantities held at December 31, 20X0 and March 31, 20X1 which are stated in the
Balance Sheet at Rs. XXX and Rs. XXX, respectively. In addition, the introduction of a new computerised_accounts
receivable system in September 20X 1 resulted in numerous errors in accounts receivable. As of the date of our audit report,
management was still in the process of

rectifying the system deficiencies and correcting the errors. We were unable to confirm or verify by alternative means
accounts receivable included in the Balance Sheet at a total amount of Rs. XXX as at March 31,7 20X1. As a result of
these matters, we were unable to determine whether any adjustments might have been found necessary in respect of
recorded or unrecorded inventories and accounts receivable, and the elements making up the Statement Qf Pnyrit and Loss
and Cash Flow Statement.

Disclaimer of Opinion

Because of the significance of the matters described in the Basis for Disclaimer of Opinion paragraph, we have not been
able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. Accordingly, we do not express

an opinion on the financial statements.

Standard on Auditing (SA) 706
Emphasis of Matter Paragraphs and Other Matter
Paragraphs in the Independent Auditor’s Report

Q.1 What do you mean by Emphasis of Matter paragraph in audit report ?
%Ccortﬂnj to SHA 706 A paragraph’ included in the auditor's report that refers to « matter appropriately
presented or disclosed in the financial statements that, in the auditors judgment, is of such
importance that it is fundamental to users’ understanding of the financial statements. %en
the auditer includes an Eomphasis of Matter paragraphin the auditor s report, the auditor shall:
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61) Include it immetﬁatef'y afier the @Jaz’nz’on Joartgraf/f in the auditor s report;

(5 ) Use the feading 4fmja/famls of M atter " or other appropriate keading;

(c) Inchuds in the paragraph a cloar reference to the matter being emphasised andto where refevant disclosures that fully
describe the matter can be ﬁunzf in the ﬁmmda/ statements; and

(&) Indicate that the auditor s opinion is not modified in respect of the matter emphasised:

For Example : If there is uncertainty relating to a pending exceptional litigation
matter. This is highlighted in the auditor’s report by an Emphasis of Matter
paragraph.

after epinion paragraph fellowing skall be adiled

W draw attention to Note X to the  financial statements whick describes the uncertainty related to the outcerne of the
Jawsuit ﬁ/ez[ against the tomfany b:}/ Xﬁz tom(;umy. Cur oprinion is not Yua/zﬁec[ in respect of‘ this matter.

Q.2 What do you mean by other matter paragraphs in the independednt auditors report?

A erajrzga/rd included in the auditor s report that rqfém‘ to a matter other than those  presented or disclosed in the ﬁmma'a/
statements that, in the auditor s judgment, is refevant to users understanding of the audit, the auditor s responsibifities or
the auditor s report.

If the auditor considers it necessary to do so ke should include a paragraphin the auditor's repert, with the keading "Other
mzoatter " or other appropriate /ﬁeaﬂnj. The auditor skall include this Jaartynga/; z'mmedi'ate'f}/ a_fter the @Jaz’nz’on JoarajrtgaF
and’ any fmf/:a&'s of‘ azcatter erajrzgaﬁv, or efsewhere in the auditor's report zf the content c]p the Other jizaatter
paragrapkis relevant to the Other Reporting Respensibilitios soction

For example : In case of auditor of CFS The report includes an Other Matter
paragraph in respect of the auditor’s responsibility in respect of subsidiaries not
audited by him but which form part of the consolidated financial statements under
report.

Other Matter

“We did not audit the financial statements of cortain subisidiaries, whose financial statements reflect total assets (net) of
&. XX XX as at szzrclf 31, 20X.X, total revenues of & XX XX andnet cask’ outflows amounting to &

X XXX for the - year then ended. Jhese financial statements have been audited by other auditors whose reports hiave been
Surnished to us by the ﬂjlntgment, and our opinion is based solely on the reports of the other auditors. Our opinion is net
qualified’in respect of this matter.”

Standard on Auditing (SA) 710 (Revised)*

Comparative Information—Corresponding Figures and Comparative Financial
Statements

Q.1 What do you mean by Comparative Information and its types ?
g?ccortﬁ'nj to A 710 Comfaratz'Ve information means the amounts and disclosures inchuded in the
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ﬁnana’af statements in respect cf’ one or more prior. Jaeriocl:f in accordance with the zgaffz'ca[/é flnancz'a/ reporting ﬁamew‘orf.
\?Zoain@ these can be Jare&enteJ in either of‘ the ﬁ/ﬂow‘in 1g way

By way of Corresponding ﬁgures - ‘Comfaratz've z'nﬁrmatz’cn where amounts and other t[iJc/o&ureJﬁr t/:eJan'or
period are included as an intzzyra{]aart 1?][‘ the current period; ﬁnana'a/ statements, and are intended to be read on@ in refation
to the amounts and other disclosures refatz'nj to the current : period (reférret[ to as current : period ﬂjures ) The fevel gp
detaif presented’in the corresponding amounts and disclosures is dictated, Jorimari/}/ lfy its relevance to the current period
Sigures.

By way of Comparative financial statements — Gomparative information where amounts and other
disclosures ﬁr the prior period are included fér comparison with the ﬂnanciaf statements ‘?][‘ the current period but, ?f'
audited, are r(gférrec[ to in the auditor s opinion. The fevel of\ inﬁmution included in those comparative ﬁntmcia/ statements
s comfara[/e with that o]p the ﬁnancz'a/ statements (7[‘ the current : period.

Q.2What is objective of the auditor under this SA?

z‘;%cconﬁ'nj to SHA 10 The ofjectives of the auditor are:

61) To ohtain Juffz‘a’ent appropriate audit evidence about whether the comparative inﬁrmatz’on included in the ﬁmmcz'a/
statements fas been Jareo‘ented,. in all material. respects, in accordance with the requirements, fér comparative z'nﬁrmation in
the applicable ﬁnancz'af reporting ﬁameu«vri@ and’

([ ) by report in accordance with the auditor s rzyaortz'nj re.ymn.n'ﬁfz’tie&,

Q.3 What are the requirements of Audit Reporting under this SA?
In relation to Corresponding Figures following may be the different situation:-
Situation-1 Current years report is unqualified and aud previous auditors report was also

unqualified: - When corregmmﬁnj ﬁjureJ are presented; the auditor s opinion u&uaff'}/ shall not refér to the
corresponding ﬁjurw . quua/iflez[ opinion as such imf/ie& auditors Jatz'g‘lzction refated to corresponding ﬁjurew.

Situation -2 if the auditor’s reporton the prior period, as previously issued, included a
qualified opinion, a disclaimer of opinion, or an adverse opinion and the matter which gave
rise to the modification is resolved:- t/e auditor J/fa/fmotﬁjj/ the auditor s opinion on the currentferiot[:f

ﬁnana’a/ statements

Situation -3 If the auditor obtains audit evidence that a material misstatement exists in the
prior period financial statements on which an unmodified opinion has been previously
issued :-, the auditor shall ven'fj/ whether the misstatement kas been dealt with as reguz'ret[ under the zga(]afz’caﬁ/é ﬁmma'af
reporting framework and, if that is net the case, the auditor shall express a qualified opinion or an
adverse opinion in the auditor’s report on the current period financial statements, modified
with respect to the corresponding figures included therein.

Situation -4 If the prior period financial statements were not audited:- the auditor shall state in an
@t/tver Q?‘Zoatter Jsanynga/f in the auditor :)" re:]aort that t/;e~ corre«ymntﬂnj ﬁjureer are unaudited. 3uc/: a statement does not,
however, refieve the auditor ‘?f the requirement to obtain Jujﬁ‘lcient appropriate audit evidence that the opening balances do
not contain misstatements that maten'af'f}/ tﬁect the current Jaen’ocf s

ﬁnancz'a/ statements

A in Indian ?:gf no corresponding TS are there we are not discussin 1g the same.

Standard on Auditing (SA) 800
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Special Considerations—Audits of Financial Statements
Prepared in Accordance with Special Purpose Frameworks

Q.1 What is Special Purpose Framework for preparation and presentation of financial
statements ?

c;%ccorzﬁ'nj to 3%—600 ;% ﬁnawa’af reporting ﬁameworkd t[emjnet[ to meet the ﬁnancz'af z'nﬁrmatz'on needs o]p gaecz’flc users.
The ﬁn ancial’ rg]mrtz'nj ﬁamewor£ may be a ﬁir Jare&entatz'on ﬁamew0n€ ora comfﬁ'ance

Tramework. For e.xamf/e ?f an entz'lf}/ is presenting ithe cask receipts and disbursements basts o][‘ accounting ﬁr cask fkw
inﬁmatz'on that an entz't:'y may be reguestet[ to prepare ﬁr creditors; or ancther examja/é may be UTke ﬁnanciaf reporting
provisions established [1}/ a rgyufzrﬂor to meet the requz'rement.s of‘ that reyuft(bor; suppose fc‘vr the purpose of‘ Ja/nctz'onz'nj a
jrant.

Q.2 What considerations are required to conduct audit of such special purpose financial statements?

In an audit of special purpese financial statements, the auditer shafl obtain an understanding of

() Thie purpose for which the financial statements are prepared:

(5) The intended users; and”

(,;) The steps taken @ management to determine that the z{]affz'cu[/é ﬁnancz'a/ reporting ﬁamew‘vrf is accg]ataﬁ/e in the

circumstances.

SH Jo0 ( uggvz'&ed) deals with the fém and content ‘?f the auditor's report. In the case (ff an auditor s report on goea'af
purpose ﬁnana'af statements:

61 ) The auditor's report skall alse describe the  purpose ﬁr which the ﬁntmciaf statements are prepared and, ?f necessary, the

intended users, or nyper to a note in the .yaea'a/ [ purpose ﬁnana'af statements that contains that z'nﬁrmatz'on; and’

(5) jf management has a choice ‘?f ﬁmma'a/ reporting ﬁamework:»‘ in the preparation of‘ such ﬁmmciaf statements, the

eag;a/anaticn (3]” management s regmnn'[ifig/ fér the ﬁmmciaf statements shall afso make reférence to its regmnm'ﬁfi?i‘}/ ﬁr

determining that the applicable ﬁnana'af reporting ﬁameuforkd is acceptable in the circumstances.

Special Note :- Jhe auditor s report on gaea'affu;]oo&eﬁnana'a/.rtatement& shall include an fm(]a/faﬂ'& (#\?‘Zoatter
paragraph’ a/ertz'nj users ‘?][‘ the auditor s report that the ﬁmmcz'af statements are prepared in accordance with a special
Jpurpose ﬁamew‘vrf and'that, as a result, the ﬁmmcia/ statements may not be suitable fér another purpose. The auditor shall
include this paragraph under an appropriate heading. For fxamffe

“Without mmﬂf}/z’nj our opinion, we draw attention to Nete X to the financial statements, whick describes the basts of
accounting. The financial statements are prepared to assist AL G Company Ltd: to comply with the financia reperting
Jprovisions of the contract referred to above. s a result, the financial statements may not be suitable for ancther purpose.
Our report is intended’ J‘O/@[}/ Sor ABC tomfany Lid and DEF tom(;nmy Ltd: and should not be distributed to or
used | by parties other than DG ‘Comfan] Lid or DE ?tcmfan'}/ Led”
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Standard on Auditing (SA) 805
Special Considerations—Audits of Single Financial Statements
and Specific Elements, Accounts or Items of a Financial
statement

Q.1 What do you mean by Single financial statements, specific elements, accounts or
item of a Financial Statement?

Single financial statement means a part of complete set of financial statement (or
example, a cash flow statement) and special elements (for example, cash and bank balances) . Sometimes
management requires an audit of the same for example The financial statement has been prepared by
management of the entity in accordance with the cash receipts and disbursements basis of
accounting to respond to a request for cash flow information received from a creditor. Now
auditor is required to audit the same . This kind of requirement of audit may found in
special items like audit of HAccounts recetvable, allowance for doubtful accounts receivable, inventory, the fiability
fér accrued ﬁeneaf%tJ ?f a private pension Ja/an, the recorded value ‘?f z'cléntz’fle:[ z'ntanjz'ﬁfe assets, or the /z'aﬁfz'@/ ﬁr ‘tncurred’

but not reported’ " claims in an insurance Jwr?ﬁv/io, incfuzﬁnj refated notes.

ag.ﬂz W/ﬁl{; considerations are requz'ret[ to condiuct such an audit?
Huditor shall ﬁ/fow o SFs zgyf/z’caﬁ/e to circumstances and should report acconﬂnjfy . how to and express cpinion and
fow to emffaaize the matter s iffustrated below

Opinion

Fn our opinion, the ﬁmmda/ statement presents a true and, ﬂz’r view OJ[ the cash receipts and disbursements 0]3 ALC
Comfan}/ Led: Sfor the  year ended March 31, 206X7 tn accordance with the cask receipts and disbursements basts of
accounting described in Hote X.

Basis of Accounting

Without moz[z'fj/z’nj our opinion, we draw attention to Note X to the  financial statement, which describes the basis of
accounting. The ﬁntma'af statement is prepared to provide information to 5(1;2’ Greditor. s a result, the statement may
not be suitable ﬁr another - purpose.
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Standard on Auditing (SA) 810 Engagements to Report
on Summary Financial Statements

What is Summary financial statements ?

l‘;%(:cortﬁnj to da 806 ??ﬁdtorica/ ﬁnanda/ z'nﬁmatz’tm that is derived ﬁom ﬁnancz'a/ statements but that contains Jess
detail than the ﬁmmcz’a/ statements, while stilf providing a structured representation consistent with that provided bf}/ the
ﬁmma'af statements of‘ the entz'lf}/ 's economic resources or cﬁfzjaticna at a_point in time or the cFanjeJ therein ﬁr a Joerioz[ ?f
times. ﬂ}ﬁérent Jurisdictions may use ﬁﬁrent termz'noﬁojy to describe such historical ﬁnana'a/ inﬁrmation.

Before accepting such an assignment what is auditors duty?

The auditor shall, orclinari/y, accept an engagement to report on summary ﬁnana’a/ statementsin accordance with this S
only when the auditor has been engaged to conduct an audit in-accordance with SAs of the
financial statements from which the summary financial statements are derived. ogeﬁre accepting
an engagement to report on summary flmma’a/ statements, the auditor shall:

61) :ﬁetermz'ne whether the zgoffiet[ criteria are accgfata/;/e;

(5) Chtain the agr ¢ of manag ¢ that it acknowledges and’

understands its regaona‘zﬁz’/z’t}/.‘

1. For the  preparation oJF the summary ﬁmma'a/ statements in accordance with the appfied criteria;

#i. Jo make the audited ﬁnancz'af statements available to the intended users of' the summary ﬁmmcz'a/ statements without
undue c[i'fflcu/t] and

tti. Jo include the auditor's report on the summary ﬁnancz'a/ statements in any document that contains the summary
ﬁnana'a/ statements and that indicates that the auditor has reported on them

What shall be the procedure sfor the audit of above?

7779 auditor J/ﬁl/fjae;jporm the féff(vwinj Jarocetfure&, and’ any other Jarocet[ure& that the auditor may consider necessary, as the
basis ﬁr the auditor s opinion on the summary ﬁmma'a/ statements:

61) Fvaluate whether the surmmary ﬁnana’a/ statements adéyuate[y disclose their summarised nature and z'clént?f}/ the
audited ﬁmma'af statements.

(5 ) When summary ﬁntmda/ statements are not accompanted | 17:}/ the audited ﬁntma'af statements, evaluate whether tﬁ‘é’}/
describe cfear[}/.‘

(i ) From whom or where the audited” ﬁnam:iaf statements are available; or

(iz) The faw or rlyu/at:icn that gaea'flew that the audited’ ﬁnanciaf statements need not be made available to the intended
users gp the summary ﬁnandaf statements and establishes the criteria ﬁr the > preparation gp the summary ﬁnancz'a/
staterments.

(c) FEvaluate whether the summary ﬁnana’a/ statements mléquatef'}/ disclose the tgojo/z'ez[ criteria.

( cl) (Comfare the surmmary ﬁmmcz'af statements with the related’: inﬁmation in the audited ﬁnana'af statements to
determine whether the summary financial statements agree with or can be re-calculated from the related information in the
audited; ﬁnana’a/ statements.

69 ) FEvaluate whether the summary ﬁnanciaf statements are prepared in accordance with the aff/z'er[ criteria.
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Gj fvafuate, in view ojp the  purpose ‘?f the summary ﬁnanciaf statements, whether the summary ﬂnanciaf statements
contain the inﬁmution necessary, and are at an appropriate Jevel «f aggregation, so as not to be mz'ermHnj inthe
circumstances.

G ) Fvaluate whether the audited ﬁnana'a/ statements are available to the intended users 0]3 the summary ﬁmma’a/
statements without undue cﬁﬁQCu/t'}/, unless Jaw or rgjufatz'on  provides that t/féy need not be made available and establishes

the criteria ﬁr the Jargfmratz'on ?f' the summary ﬁntmcia/ statements.

Standard on Review Engagements (SRE) 2410
Review of Interim Financial Information Performed by
the
Independent Auditor of the Entity

Q.1 What are the procedures for a Review of Interim Financial
Information as suggested by SRE-2410

Step-1. The auditor should have an understanding of the entity and its environment,
including its internal control, as it relates to the preparation of both annual and interim
financial information, sufficient to plan and conduct the engagement so as to be able to:

(a) Identify the types of potential material misstatement and consider the likelihood of their
occurrence; and

(b) Select the inquiries, analytical and other review procedures that will provide the auditor
with a basis for reporting whether anything has come to the auditor’s attention that causes
the auditor to believe that the interim financial information is not prepared, in all material
respects, in accordance with the applicable financial reporting framework.

‘Jtep-2 The auditor should obtain evidence that the interim financial information agrees or

reconciles with the underlying accounting records.

Step-3 The auditor should inquire whether management has identified all events up to the
date of the review report that may require adjustment to or disclosure in the interim
financial information.

Jtep-4 Consider the adequacy of the disclosure about such matters in the interim financial
information.

“5@79—5. When a matter comes to the auditor’s attention that leads the auditor to question
whether a material adjustment should be made for the interim financial information to be
prepared, in all material respects, in accordance with the applicable financial reporting
framework, the auditor should make additional inquiries or perform other procedures to
enable the auditor to express a conclusion in the review report.
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Step-6 The auditor should evaluate, individually and in the aggregate, whether uncorrected
misstatements that have come to the auditor’s attention are material to the interim financial
information.

Step-7 . The auditor should obtain written representation from management that:

(o) It acknowledges its responsibility for the design and implementation of internal control
to prevent and detect fraud and error;

{5)The interim financial information is prepared and presented in accordance with the
applicable financial reporting framework;

{c)1t believes the effect of those uncorrected misstatements aggregated by the auditor
during the review are immaterial, both individually and in the aggregate, to the interim
financial information taken as a whole. A summary of such items is included in or attached
to the written representations;

{£) 1t has disclosed to the auditor all significant facts relating to any frauds or suspected
frauds known to management that may have affected the entity;

{1t has disclosed to the auditor the results of its assessment of the risks that the interim
financial

information may be materially misstated as a result of fraud;

G‘) It has disclosed to the auditor all known actual or possible noncompliance with laws and
regulations whose effects are to be considered when preparing the interim financial
information; and

G) It has disclosed to the auditor all significant events that have occurred subsequent to the
balance sheet

date and through to the date of the review report that may require adjustment to or
disclosure in the

interim financial information.
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