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Foreword

Financial Statements are important as these reveal the state of affairs of a particular entity on a
particular date as well as the performance of the entity over the accounting period. These need to be
transparent and give true and fair view of the state of affairs and of profit/loss for the period. Though the
responsibility for preparation of financial statements lies with the managements, the responsibility, to
ensure that sound accounting policies and,the relevant’accounting standards have been complied with,
remains with the auditor.

With aview to enable auditor to discharge his duties effectively and efficiently, Standards on Auditing
have been laid down. The same arefin line with'the Standards laid down by International Auditing and
Assurance Standards Board (IAASB). The, Institute of Chartered Accountants of India have pronounced
Standards on Auditing. These Standards layidown the responsibilities of the auditors and the procedures
to be followed by them. Any deviationifrom these Standards has to be explained by the auditor giving the
reasons, impact etc. In certain.cases\he may be required to modify his report.

| am indeed glad t@ know,that CA Sumit Kumar Aggarwal has authored “A Complete Guide For
Advanced Auditing” fof CAwFinal%tudents. He has covered the various Standards and other topics
meticulously. He hasgaken pains to include topics on Professional Ethics, Bank Audit, Cost Audit etc. He
has also deftly handledithe questions with answers from last 34 exams. The effort is laudable and | am
sure that the students would"be immensely benefitted by the book.

With best wishes
CA. Amarjit Chopra,
FellowaMember ICAI



Preface to Fourth Edition

Firstly, | would like to thank the reader for the response given tofeaglieredition. It gives me

immense pleasure in presenting the fourth edition of the book “A Cemplete Guide for Advanced
Auditing — CA Final”.

The Salient features of this books are as follow:

Presentation of whole Syllabus in an easy language to undefstand the’complex subject matter.
Tabular and graphic presentation to facilitate easy understanding and learning.
Inclusion of flowcharts on various topics, including $tandards on Auditing.
Presentation of maximum topics in point-wise manher.
Upto date amendments including:
¢ CARO 2016
¢ Companies (Amendment) Act, 2015
¢ Companies (Audit & Auditor’s ) Amendment Rules, 2015
¢ Revised SA 610 & SAE 3420

[llustration of all “Audit Report” ag'per SA 700, SA 705 & SA 706 at one place (See Chapter 23)
for quick understanding of “AudityReport” in different situations with minimum time frame &
fast understandability.

All Example of Engagementdetter as per SA 210, SA 2400, SRE 2410, SRS 4400, SRS 4410 atone
place (See Chapter - 23) for quickanderstanding of Engagement Letter in different situations
with minimum time frame\&fast understandability.

All lllustration of AuditsRepott, Review Report & Certificate as per SA 800, SA 805, SRE 810,
SRE 2400, SRE 2410, SAE3400, SRS 4400, SRS 4410 at one place (See: Chapter - 23) for quick
understanding of Audit Report, Review Report in different situations & their comparison with
minimum time'frame & fast understandability.

Full coveragéef Quéstions appeared in past 36 exams has been arranged in following manners:
¢ Chapterwiseftopic wise
¢ Standard ofeXuditing wise
OWAecounting Standard wise
¢ Clatse wise & Schedule wise (Chapter — Professional Ethics)
¢ Clause wise (Chapter — Audit under Fiscal Law (Form 3CD)
Graphsjat the beginning of every chapter, showing marksallotmentin last twenty examinations.

List'of questions including case study’s appeared in past 36 examinations given at the end of
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each chapter.
e Short Notes of all Chapters given at the end of the book (See Chapter — 25) for Quick. revision.

| am thankful to my students and colleagues for their valuable suggestions while presentihg
this fourth edition of the book.

| also grateful to “Spiraa Publishing Inc.” for their efforts in publishing thé,second edition of
the book.

Suggestions and criticism from all readers would be highly appreciatedandacknowledged.

Finally, | hope that students will find this book beneficial from exam p@intifor view. In case
of any suggestion, please feel free in writing to me at cacma.sumit@gmail.com.

I look forward the views and suggestions from the readers whichWwauld help towards further
improvement of the book.

Wishing every success to the readers.

CA Sumit Kumar Aggarwal
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Syllabus
(Applicable for May 2015 Exams & Onwards)
[As per ICAI Notification dated May 20, 2014]

Paper 3: Advanced Auditing and Professional Ethics
(One Paper - Three hours - 100 marks)
Level of Knowledge: Advanced knowledge
Objectives:

(a) To gain expert knowledge of current auditing practices and progedureszandgapply them in auditing
engagements.

(b) To develop ability to solve cases relating to audit engagements.

Contents:
Auditing Standards, Statements and Guidance Notes

Auditing and Assurance Standards (AASs) ; Statements and Guidance Notes on Auditing issued by the ICAI;
Significant differences between Auditing and Assurance Standards.and International Standards on Auditing.

Audit strategy, planning and programming

Planning the flow of audit work; audit strategy, planning programme and importance of supervision: review of
audit notes and working papers; drafting of reports; ‘principal’s ultimate responsibility; extent of delegation;
control over quality of audit work; reliance omjthe work of other auditor, internal auditor or an expert.

Risk Assessment and Internal Control

Evaluation of internal control procedures; techniques including questionnaire, flowchart; internal audit and
external audit, coordination between/the two.

Audit under Computerized Information, System (CIS) environment

Special aspects of CIS Audit Environment, need for review of internal control especially procedure controls
and facility controls. Approach tejaudit in CIS Environment, use of computers for internal and management
audit purposes, audit tools, test paeks; computerized audit programmes; Special Aspects in Audit of
E-Commerce Transaction.

Special audit techniques

(a) Selective verificationstatistical sampling: Special audit procedures; physical verification of assets, direct
confirmation of debtors andscreditors

(b) Analytical review procedures
(c) Risk-based auditing.
Audit of limited companies

Relevant Provisionsjunder the Companies Act, 2013 relating to Audit and Auditors and Rules made there
under; Audit of brariches joint audits; Dividends and divisible profits-financial, legal, and policy considerations.

Rights, duties, and liabilities of auditors; third party liability.

Auditreports; Qualifications, notes on accounts, distinction between notes and qualifications, detailed
observations by the statutory auditor to the management vis-a-vis obligations of reporting to the members.
Audit{Committee and Corporate Governance.

Provisions under the Companies Act, 2013 in respect of Accounts of Companies and Rules made there under:
Audit of Consolidated Financial Statements, Audit Reports and Certificates for Special Purpose engagements;
Certificates under the Payment of Bonus Act, import/ export control authorities, etc.; Specific services to
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11.

12.
13.
14.

15,

16.

17.
18.
19.
20.

non-audit clients; Certificate on Corporate Governance.

Special features of audit of banks, insurance companies, co-operative societies and Non banking financial
companies.

Audit under Fiscal Laws, viz., Direct and Indirect Tax Laws.
Cost audit.

Special audit assignments like audit of bank borrowers, audit of stock and commodity exchange
intermediaries  and depositories; inspection of special entities like banks, financial instibutions, mutual
funds, stock brokers.

Special features in audit of public sector companies. Directions of ComptrollefandiAuditor General of India
to statutory auditors Concepts of propriety and efficiency audit.

Internal audit, management and operational audit : Nature and purposé,organizatien, audit programme,
behavioral problems; Internal Audit Standards issued by the ICAIl; Specific areas ef management and operational
audit involving review of internal control, purchasing operations, manufacturing operations, selling and
distribution, personnel policies, systems and procedures. Aspects relatingto concurrent audit.

Investigation and Due Diligence.

Concept of peer review.

Salient features of Sarbanes - Oxley Act, 2002 with special reference to,feporting on internal control.
Professional Ethics

Code of Ethics with special reference to the relevantprovisiohs of The Chartered Accountants Act, 1949
and the Regulations there under.

Note:

(1) The provisions of the Companies Act, 1956 whichfare still in force would form part of the syllabus till the
time their corresponding or new provisions of the Gompanies Act, 2013 are enforced.

(1) If new legislations are enacted in place of the existing legislations, the syllabus would include the
corresponding provisions of such newlegislations with effect from a date notified by the Institute.



CA (Final) May 2016
Examination

Paper 3: Advanced Auditing and Professional Ethics

Question No. 1 compulsory. Attempt any five questions from the remaining six\questions.

No.

Questions

Marks

(@)

Mr. Z who is appointed as auditor of Elite Co. Ltd. wants to use ceffitmation request as
audit evidence during the course of audit. What are the factors o be considered by Mr.
Z when designing a confirmation request ? Also state the effect of using positive external
confirmation request by Mr. Z.

(b)

R& M Co. wants to be alert on the possibility of non-compliance withikaws and Regulations
during the course of audit of SRS Ltd. R & M Co. seeks your guidance for identifying the
indications of non compliance w.i.th Laws and Regulation’s.

©)

The management of CSITA Ltd. has prepared its summaryfinancial‘'statements for the year 2015-
16 to be provided to its investors. Consequently the company wants te'appoint you for conducting
audit of summary financial statements. What aresthe progedurés that you will perform and
consider necessary as the basis for forming an opinion on the summary financial statements?

(d)

The financial statements of Ace Ltd. have been! prepared by the management in accordance
with special purpose frame work to meet the financialgeporting provisions of a regulator.
As art auditor, what considerations would,be undertaken while planning and performing an
audit in case of such special purpose framework?

(@)

ENP Ltd. engaged actuary to ascertain its employee cost, gratuity and leave encashment
liabilities. As an auditor of ENP Ltd., you would’like to use the report of the actuary as an
audit evidence. How would you gvaluate the work of the actuary?

(b)

KSY & Co. Chartered Accountants is‘an audit firm having two partners CA K and CA Y. KSY &
Co. is already holding appoiritment as auditors of 36 public companies. KSY & Co. seeks your
advice in the following sitdations:

KSY & Co. has been offeréd the appoiritment as Auditors of 7 more Private Limited Companies.
Of the seven, one is a company with a paid up share capital of Rs. 150 crores, five are "Small
companies" as per the Actland'one is a " Dormant Company".

(ii) Would your apswembe,different, if out of those 7 Private Companies, 3 Companies have
paid up capital gf Rs. 9, crores each?

©

What are the General Steps in the conduct of Risk based Audit?

(d)

State the Key. requirements of auditing standards of Public Company Accounting oversight
board.

(@)

KG Ltdiwantsgteyprovide prospective Financial Information to its investors with information about
future expectations of the company. You are engaged by KG Ltd. to examine the Projected Financial
Information ‘and give report thereon. What will you consider in assessing the presentation and
disclosure of the prospective Financial Information and the underlying assumptions?

(b)

M/sAdOLtd. is registered with Registrar of Companies on 1st of May 2014. The Company's 27%
of paid up share capital is held by Central Government; 28% by State Government and the
remaihing 45% by public. The Board of Directors appointed RMG, Chartered Accountants as
statutory auditors for the financial year 2014-15 by passing a resolution at the Board Meeting
held on 25th May, 2014.

Comment whether appointment is valid or not.
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©)

M/s ME Ltd. is a manufacturing company of Mls Bars and Rods. The turnover of the company
for financial year 2014-15 was Rs. 870 crores. The audit committee has appointed M/s MK
Associates, Chartered Accountants as an internal, auditor of the company for the financial
year 2015-16. As an auditor of ME Ltd., draw out' the internal audit plan specifying the
coverage of area.

(d)

The Board of Directors of ACP Ltd. has recommended the dividend of 15% on paid up shafe
capital of Rs. 450, crores for the year ended 31st March, 2015, at their meeting held on 1st
of May, 2015 when the accounts for the financial year 2014-15 were approvédsglhe Board
of Directors when they met on 7th July, 2015 for the review of first quarter accounts, they,
realized that results were negative for the first quarter. Therefore, the Board'has,decided to
rescind their decision to recommend dividend.

The notice for AGM to be held on 14.8.2015 was sent on 15th Jdly, 2015 without any
recommendation for dividend.

At the AGM, the members asked the management how they can rescind theydeclaration of
dividend once recommended. Comment.

(@)

Mr. Arjun, a newly qualified Chartered Accountant started his practi¢e wants to specialize in
Audits of corporates and requires your advice on criminalfliabilities ofyan auditor under the
Companies Act, 2013. Kindly guide him.

(b)

During the course of audit of M/s CT Ltd. for the financial year.2014-15, it has noticed that
Rs. 2.00 lakhs of employee contribution and Rs. 9,50 lakhs{of employer contribution towards
employee state insurance contribution have been accounted in the books of accounts in
respective heads. Whereas, it was found that Rs.34.00 lakhs only has been deposited with
ESIC department during the year ended 31st March;“2015. The Finance Manager informed
the auditor that due to financial crunch they®have not deposited the amount due, but will
deposit the amount overdue along with interest/as and when financial position improves.
Comment as a statutory auditor.

©)

Kalmani & Co. Chartered Accountants have been appointed by C & AG for performance audit
of a sugar industry. What factefs shotld, be considered by Kalmani & Co., while planning a
performance audit of a sugardndustry?

(d)

B Pvt. Ltd. started stock broking activities in 2015 and for which it acquired membership of a
stock exchange for Rs. 150,lakhs. While finalizing the accounts, the company disclosed 'the
above amount under fixed ‘assetsyschedule as "Stock Exchange Membership Rights'. The
company also did pot wmite,off any amount since the rights would enable the company to
perpetually carryn itsbusiness. As a statutory auditor how would you deal with the above
situation?

(@)

Mr. Ankit, whio passed his CA examination of ICAl on 18th July, 2015 had started his practice
from 15th August;,2015./0n 16th August, 2015 one candidate approached him for articleship.
Mr. Ankijt decided to“give her 1% profits of his CA firm in addition to monthly stipend. She
agreed to,také'bath 1% 'of profits and prescribed stipend. The ICAI had sent a letter to Mr.
Ankit objecting the payment of 1% profits.

Mr. Ankit replied stating that sharing 1% profits is over and above the stipend to help the
articled clerk to overcome her financial crisis. Is Mr. Ankit liable for Professional mis-conduct?

(b)

M\ X'is ajpracticing Chartered Accountant. Mr. Y is a practicing Advocate representing
matters in the court of law. X and Y decided to help each other in the matters involving their
professional expertise. Accordingly, Mr. X recommends Mr. Y in all litigation matters in the
count of law and Y consults X in all matters relating to finance and other related matters,
which comes to him in arguing various cases. Consequently they started sharing profits of
their professional work. Is Mr. X liable for professional misconduct?
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©)

CA Raghu is practicing in the field of Income-tax over a period of 12 years. He has gained
experience in this domain over others. Sam, a student of Chartered. Accountancy Coutse
is very much impressed with the knowledge of CA Raghu. He approached CA Raghu to take
guidance on some topics of .Income-tax related to his course. CA Raghu, on request decided
to spare time and started providing private tutorship to Sam and some of his friend’s%aleng
with. However, he forgot to take specific permission from the ICAl, for such private tutorship.
Is CA Raghu, professionally liable for misconduct?

CA P and CA Q are running a firm of Chartered Accountants in the name of\My/s. PQ & Co.
On 21.06.2015 they included the name of CA R a practicing CA, without his knowledgepas a
partner while submitting an application for empanelment as auditors forpublie,sector banks
branches to the institute.

Whether CA P and CA Q are professionally liable for misconduct?

K Ltd. changed its employee remuneration policy from I" of April . 2015%o provide for 12%
contribution to provident fund on leave .encashment also. The leave engashment policy
provides that employees can either utilize or encash it. As at 31st March*,2016, the company
obtained an actuarial valuation for leave .encashment liability. However, it did not provide
for 12% PF contribution on it. The auditor of the company wants_it to be provided but
the management replied that as and when the employees aVailed’leave encashment, the
provident fund contribution would be made. It is further contended that this treatment is
correct as it is not sure whether employees will avail leave@encashiment or utilize it. Comment.

(b)

While auditing Suryakiran Insurance Ltd. as onf31st March, 2015, you observed that there
is one policy which has been issued on 25th March, 2015jtowards fire risk favouring one of
the leading corporate houses in the country without thé actual receipt of premium and it
was reflected as premium receivable. It is.the usual practice maintained by the company in
respect of big customers that they would issue thgypdlicy before receiving the premium. The
premium money was collected on 5th of Aprilf2015" It is further noticed that there was a fire
accident in the premises of insured on 31st March, and a claim was lodged. The insurance
company also provided for the same.

How would you respond ?

©)

ABC Pvt. Ltd. and XYZ Pvt., Ltd. are the,Companies in which public are not substantially
interested. During the pre¥ious year 2015-16, ABC Pvt. Ltd., received some property being
shares of XYZ Pvt. Ltd. The detailsyof which are provided below:

No. of Shares 1000

Face Value Rs. 10 per share

Aggregate Fair Manket Valug Rs./1,00,000

Consideration Value™Nil

As the tax auditeg how weuld you deal with the situation?

(d)

You are appointed as'tax auditor of Mr. X, a practicing advocate in Agra. During the previous
year he colleeted Service Tax of Rs. 7 lakhs but utilized for personal use. The Commissioner
of Central Exciselissfied a show cause notice to him why the tax collected by him is not
deposited togthe Government account. He appeared before the Commissioner and stated
his inability to pay the sum due to financial crisis. The proceedings are still pending. Mr. X
requests youanot to disclose his Service Tax registration details while filling particulars to be
furnished in Form No. 3CD.

Astartax.auditor how would you deal with this?

White short notes on any four of the following:

(@)

Deferred Taxation

(b)

Exception to the General Rule of treating advances as Non performing Assets.

©

Advantages that accrue because of cost audit.
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(d) | Matters to be included in Auditor's Report in case of NBFC not accepting deposits. R 4
© Areas to be reviewed in the assessment of independence of the practicing unit, whi 4
conducting peer review.




STUDY PLAN — KEY TO EFFECTIVE LEARNING

While studying the subject of Auditing, students should also draw their knowledge\from the other subjects
(Accounting, Management Accounting, Company Law, Taxation and Other subjects)gand, adopt an integrated
approach for the purpose as this is the subject which involves application ofgtheoretical*knowledge of other
subjects.

For the purpose of its full coverage student should segregate the syllabus‘efithis paper into seven parts for
preparation.

Part 1:
¢ Auditing & Assurance Standard
¢ Guidance Note
Part 2:
¢ Audit Strategy, Planning And Programming
¢ Risk Assessment, Internal Control & The Sarbane -Oxley Act @f2002
¢ Audit Under Computerised Information System (CIS) Environment
¢ Special Audit Techniques

While doing preparation for this part, student maynterlink it with Auditing Standards, specially the series of
SA 300 — 499 i.e. Risk Assessment and Response to Assessed Risks and series of SA 500 — 599 Audit Evidence.

Part 3:

In this part, student should cover chapter related to Company Audit. For better understanding of this chapter,
student must have good knowledge of the Companies Act, 2013 which is pre-requisite.

e Company Accounts

¢ Schedule Ill Of Companies Act§\2013

e Company Auditors

¢ Audit of Dividends

¢ Audit Committee and/Corpotrate Governance (Clause 49 Of Listing Agreement)
¢ Audit of Consolidated Financial Statements

¢ Accounting Standakd

e Cost Audit

e Audit Report

While doing study of Audit Reports, student may interlink this with series of SA 700-799 i.e. Audit Conclusion
and Reporting, and Statement on Reporting under The Companies Act, 2013. Students are also required to practice
the draftingeef qualifications. Student may also scan through the Annual Financial Statements of Companies to
analyse the\notes and qualifications, if any, incorporated by the Auditors in their Audit Report.

Part'4:
¢ Audits of,Banks
e DAudit of'General Insurance Companies

¢ Audit of Co-Operative Societies
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Audit of Non Banking Financial Companies

Part 5:

In part five, student should include following miscellaneous chapter namely:
Audit Under Fiscal Laws (Tax Audit & Vat Audit)
Audit of Public Sector Undertaking
Special Audit Assignments
¢ Audit of Member Of Stock Exchanges
¢ Audit of Mutual Funds
¢ Audit of Depositories
¢ Environmental Auditing
¢ Energy Audit

¢ Audit of Accounts of Non Corporate Entities (Bank Borrowers)

For the preparation of part five, deep knowledge of statutory requirements is'a pre-requisite for validation

of adherence to the business with applicable laws. For this studentshould folloew a check-list approach ensuring
completeness of compliance validations. Further, student should update yourself with latest notification, circulars
etc. Student may also interlink the above part with guidance notes\already covered in part one.

Part 6:

In part six, student should cover following chapters namely:
Internal Audit, Management & Operational Audit
Investigation and Due Diligence
Liabilities of Auditor

Peer Review

Part 7:

in the seventh part student may prepare Professional Ethics. Generally it has been observed that there is

one question i.e. case studies based question of 16,marks in the examination paper.

General Approach to Preparation:

As in all other subjects of CA coudrse, to excelin Audit, proper preparation and planning is very much important
to avoid failure. Further Audit is a paper which requires a practical approach towards actual Audit work.

Student should in the first instance focus on studying Auditing concepts, procedures and techniques (Part 1
& Part 2). The knowledge’being sofderived may be related by the students to the practical work in the field of
Auditing which they dofas part of their Articles training.

Students are advised not to Geunt'the total number of pages before preparing for the paper/chapter.

While reading the’chapters, student should try to highlight the important lines or make appropriate headings
and sub-headings» It will'help’you a lot in the last few days of the exams to have a quick view.

After reading eachg€hapter student should try to solve the case studies. While answering the case study based
question, answer should be split in to two parts, first one is facts of the case and second one is the relevant
concept and finally give your own conclusion. In this manner, the case study and application oriented theory
questiens.can be answered.

It is also‘adyisable to mention applicable Engagement Quality Control Standards or Accounting Standards or
Seetions intaudit paper wherever required. Answers should be crisp, precise and to the point to secure good
farks.

Student should also practice well the latest case laws and amendments. Do not add anything new near the
exams.
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¢ Audit is a subject which requires a lot of quick and logical application of mind to answer practical problems.
Finally student should not forget to revise as revision is also very important to crack the examination.

¢ My personal view is that while studying audit paper student should consider yourself as an auditorand analyze
and comment on the situation as an auditor. Be practical and think like a CA.

Some Other Important Points:

Exam strategy: At the time of taking exam student should try to attempt all the questions/and start attempting the
easy and short questions first and then devote time to the tough questions. Do not answer the questions in essay
type presentation make precise points headings and sub-headings while writing the exam?

Preparation and Application of SA and AS in Audit: Special attention to SA and ASiis,required to be given. Along
with good knowledge of SA and AS the technique to apply SA and AS in audit practical prablems should also be
clear to you all. It is also advisable to mention SA in audit paper wherever requiredijust like sections. For example
if some where going concern word is used in the context of Audit, you may mention'theirélevant SA/AS no. where
“going concern” is defined and explain the same if you have time.

Answering Practical Questions: Practical questions play an important rol&@imaudit paper. These Practical questions
mostly based on Accounting Standards and Standard of Auditing. Always remembergood command over Accounting
standards and Standard of Auditing and its application to practical questions are the real key to score in audit.
Further Accounting Standards are also mandatory to prepare for/Financial Reporting paper or Accounting paper.
So give special attention to AS.

Timely revision: Another basic study point is to give ample emphasis to a good revision plan. There is nothing is this
world which can substitute a good revision plan. To succeedrevisignis'must. It is important to have good materials
(notes) for last minutes revisions to secure maximum marks. ShortiNotes have been given at the end of this book.

Good presentation of theory: Lack of good presentation'especially jh theory paper is one of the major drawbacks
for most of the students. In theory subjects good presentatiefieftheory is must along with mentioning case laws
and sections etc. So I'd request you all to take note'ofithe,same.

Some Important Topics for Exams
¢ Standard of Auditing & Guidance Notes
¢ Accounting Standards
¢ Company Audit
e Audit Report
* Professional Ethics

¢ Peer Review

Happy Reading and Best Wishes!



How to prepare for Theory Subjects

Time may change, technology may change, methodology of teaching®and,training and many other aspects
of CA curriculum may change but as far as human brain is concerned, it follows gomebasic fundamental principles
for remembering and recalling the things that has been learnt by angndividualk, As per my observations, | noticed
some terrible mistakes that are being done by many students which | feel should'be avoided.

The basic mistake | observed in those students who have the habit of not revising and not trying to
recapitulate the things that they have just learnt. For example, youstudy Addit for the full day and will feed your
brain the whole day about Audit. Now, you need to analyse’how much you are able to recollect, isn’t it? Or else
what is the use of reading for 12 hours if you are not ablefto recall"even the simplest of the things being read by
you.

| want to give a simple example here, if you are using“eemputer regularly, you will easily correlate this
example with what | want to convey about human brainliliake an example where you are working on a file lets
say this file ‘Study Plan — Key to Effective Learning’ and yofl saved it on some folder in your computer. Let’s say C:\
Users\Administrator\Dropbox\ Study Plan — Key to Effective,Learning. Now you want to access that file and refer
to this file, let’s say after 3-4 months. In this caséy it might be possible that you may have forgotten where you have
kept this particular file unless you have accessed the file for at least 2-3 times. When you access it often, it becomes
well printed in your brain where you havefkept this file.

Similar to above example, our brain is also such that it can stores whatever you want to store in it; however,
the retrieval power differs from person to'‘petrson. The timely retrieval of information and knowledge depends on
how much recalling practice you haveyl was reading somewhere about human brain capacity of storage. The article
revealed that human brain can store\videées of around 300 years. Now, imagine what the sizes of our CA books
are as compared to capacity we have get. You will wonder that human brain may be capable to even store all the
existing books on this earth, younneverknow.

Now, the crux of the matter ["want to convey you is that retrievability power. Retrievability power is our
capacity to recall the stored datatand knowledge as per our wish, on the day and time we want it.

Now let us analyselwhat our brain does when we are writing our exams? Our brain encounters a question
and the answer is Pased on thévast amount of knowledge stored in our brain. Just like Google/Yahoo, our brain
starts searching fok the@nswer from the existing database and information bank inside itself. The more practice
we have for recalling, the easier it becomes to reproduce it when required. Just stuffing the books in the storage
(brain) does not help.

| wantsreaders to do is to practice retrieval of data and information from brain. | want them to practice those
things which\actuallyimatters in exams, the things that they actually do in exams. It will be much beneficial for you
if you practice What you are really going to do in exams. For theory subjects, what you are going to do in exams is
to face a question’and retrieve relevant section or text/point from your brain in order to present your answer. It
requires practige to do this in smooth manner. Retrieval practice is most important part of your preparation. Just
evaluate, how'much time you are dedicating for recalling and how much time you are spending in dumping the
data andlinformation in your brain. Make your own choice and chose your own result.
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To put it in a summary, you are going to retrieve your knowledge based on the questions you face in exams.
So, how can you imagine doing it directly in examination hall without practicing the same, without trying to get
hang of the recall process and recall practice.

Below mentioned are some simple steps which everyone should follow in order to remember more andimore.
(What | mean by remembering is the power of retrievability and the power to recall the things When,required).

Step 1: Read and Recall every hour: Take any theory subject you want to prepare, read,t for apfhouror so and
then ask yourself what you can recall from last one hour reading. Initially it will take more\time torecall but as
you practice this method, it will become easier. So, don’t worry and keep trying. No effant,goes\waste; every try of
recollecting makes your brain stronger with each passing moment.

Note: Please note that those people who doesn’t have any practice of this methad will find it frustrating
because they have never asked themselves these questions about how much théy:gan recall. | personally have felt
this frustration because | couldn’t recall even the smallest of the matter in the beginning;but gradually, it became
very easy with each passing day. If there is a will, there is a way. So keep trying and trying.

Step 2: Note down important points in your own words: Try to jot dewn those points on a page in your own
words. This practice is required because what we do in exam is to write something in our own language and
express. This practice will be very very useful for effective writing in exams. It/s also required for efficient brain and
hand synchronization while writing. Our brain can think much fastérthan ourwriting speed, so we tend to skip a
word or sentences while writing. You may have experienced thisiwhile pésreading your own answers. | am sure all
must have experienced this some time in their student life.

Note: Please note that jotting down points after eachsheur maynot be feasible because of time constraints,
hence, points should be noted only when you come across somefimportant parts of your chapter or after the full
reading of each chapter.

Step 3: Repeat the process of Recalling and its importance: Every hour or after two hours, repeat the process
of recalling. This will make your brain super activegwhile reading. The neurons and cells of your brain that are
employed for recalling process become more and mote efficiént with each passing hour(s) and with each additional
practice. If you keep on asking your brain what it has remembered, it will certainly understand that whatever being
read is important and it will apply all its possible energy infStoring and retrieving.
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SRS 4400
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General Clarification

General Clarification (GC)-AASB/2/2004 on SA 210 (Refer SA 210)

General Clarification (GC)-AASB/1/2002 on SA 620 (Refer SA 620)

SQC 1 | OF HISTORICAL FINANCIAL INFORMATION AND OTHER ASSURANCE AND

QUALITY CONTROL FOR FIRMS THAT PERFORM AUDITS AND REVIEWS

RELATED SERVICES ENGAGEMENTS. (W.E.F. IST APRIL’ 2009)

1. Introduction

The objective of the SQC is to implement quality control procedures at the firm level that provide
reasonable assurance that:

¢ The firm performs engagements in accordance with professional standards and regulatory and
legal requirements, and

¢ Enable the firm to issue reports that are appropriatein.the circumstances.

2. Element of Quality Control

The firms system of quality control should include policies and procedures w.r.t. following:
¢ Leadership responsibilities for quality withinthefirm
¢ Ethical requirements
¢ Independence
¢ Acceptance & continuance of client relationship & specified engagements
¢ Human resources
¢ Engagement performange

¢ Monitoring

2.1. Leadership Responsibilities for Quality of an audit

The engagement partnershould take responsibility for the overall quality on each audit engagement
to which that partner is assigned. Engagement team should have appropriate competence and
capabilities to perform the audit engagement in accordance to the professional standards and
regulatory and, legalrequirements.

2.2. Ethical Requirements

The firm sshould establish policies & Procedures to ensure compliance with relevant ethical
requirements which include:

¢ Integrity

¢ Objectivity

¢ Professional competence & due care
¢ Confidentiality

¢ Professional behavior

2.3. Independence

Firm'should establish policies and procedures designed to provide it with reasonable assurance that
the firm, its personnel and where applicable, other subject to independence requirements, maintain
independence where required. For that purpose:

¢ Firm should communicate Independence requirements to personnel.
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¢ Identify circumstances that create threats to Independence.

¢ Take appropriate action to eliminate those threats or reduce them to an acceptable level ok if
considered appropriate, to withdraw from engagements.

¢ At least annually, firm should obtain written confirmation of compliance with_independence
from relevant firm personnel.

¢ Forlisted entity, audit engagement partner should be rotated after pre-défined pefiod (maximum
7 Years).

e For all audit or attestation engagements where regulatory or other‘authorities require the
rotation of personnel after a specified period, the firm’s policies andiprecedures should address
these requirements.

2.4 Acce

ptance and Continuance of Client Relationship and Specified Engagements

¢ Firm should ensure that it will undertake / continue relationshipsienly where it:
¢ Has considered integrity of client.
¢ Is competent to perform the engagement.
¢ Can comply with legal and ethical requireménts

¢ Whenissues have beenidentified, and the firm has decidedito accept or continuethe engagement,
the firm should document how the issues were resolved.

e After taking up work, if firm obtains informationiithat would have caused it to decline an
engagement, if information had been available garlier, then consider:

¢ Communicating it to appointing authority & regulatory authority; &

¢ Possibility of withdrawing from the“engagement or from both the engagement & client
relationship.

2.5. Hum

an Resources

¢ Firm should establish policies & Procedures which provide a reasonable assurance that it has
sufficient personnel (capable, competent & committed) to perform its engagement as per
professional standard &/regulatory requirements & to issue appropriate reports.

¢ Firm should assign appropriate'staff to perform engagements.

2.6. Enga

gement Performance - Consultation

Consultation includesidiscussionyat the appropriate level, with individuals within or outside the firm
who have relevant specialized expertise. Firm should establish policies and procedures designed to
provide it with reasonable asstirance that:

¢ Appropriate‘consiltation takes place on different matters
¢ The natse and seope of such consultations are documented; and

¢ The conclusions resulting from such consultations are documented and implemented.

2.7 Mon

itoring

e sThe firm“should establish policies and procedures designed to provide it with reasonable
assurance that the policies and procedures related to the system of QC is adequate, relevant,
operating effectively and complied with in practice. This will includes ongoing evaluation of firms
systemPof QC including a periodic inspection of completed engagements.

¢ The firm should evaluate the effect of deficiencies noted as a result of monitoring process and
should determine whether they are either:

¢ Instances, that may not indicate insufficiency of firm Q.C
¢ Systematic, repetitive or other significant deficiencies requiring prompt corrective action.

e Firm should also communicate to relevant engagement partner, deficiencies noted and
recommendations for appropriate remedial action.
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¢ The Firm should also ensure proper dealing with complaints & Allegations about non-compliance
with legal or Professional standards & firm’s system of Q.C.
3. Difference of Opinion
The firm should establish policies and procedures to resolve difference of opinion within engagement
Team, with those consulted & engagement partner & engagement QC reviewer. Conglusiofsmredched
should also be documented and implemented. The report should not be issued untilthe matter is resolved.
4. Engagement Q.C. Review
¢ For audits of the financial statements of listed entities, and those otheraudityengagements, if
any, for which the firm has determined that an engagement qualityfontrolreview is required,
¢ the engagement partner shall:
¢ Determine that an engagement quality control reviewegthas been appointed;
¢ Discuss the significant matters arising during the audit engagement, with the engagement
quality control reviewer;
¢ The engagement quality control reviewer shall perform an'ebjectivélevaluation of the significant
judgments made by the engagement team, and the concldsions reached in formulating the
auditor’s report. This evaluation shall involve:
¢ Discussion of significant matters with the engagementipartner;
¢ Review of the financial statements and.the preposed/auditor’s report;
¢ Evaluation of the conclusions reachedin formiulating the auditor’s report, and consideration
of whether the proposed auditor’s report is appropriate.
¢ For Engagement of Q.C. Review, the firm should establish policies and procedures setting out:
¢ NTE of an engagement qualitylentrol review.
¢ Criteria for the eligibility of engagement quality control reviewer; and
¢ Documentation requirements for anggngagement quality control review.
5. Completion of assembly of Final Engagement Files
The firm should establish policiesand procedures for engagement teams to complete the assembly
of final engagement files oh a’timely basis after the engagement reports have been finalized.
6. Confidentiality, safe custody etc. of Engagement Documentation
The firm should establish policies" and procedures designed to ensure the confidentiality, safe
custody, integrity, accessibility and retrievability of engagement documentation. This engagement
documentation should also to be retained for sufficient period. (At least for 7 years)
7. Documentation
The firm shotuldwestablishgpolicies and procedures requiring appropriate documentation to provide
evidence of the operation of each element of its system of Q.C.
OVERALL OBJECTIVES OF THE INDEPENDENT AUDITOR AND THE
SA 200 CONDUCT OF AN AUDIT IN ACCORDANCE WITH STANDARDS ON
AUDITING (W.E.F. 1ST APRIL’ 2010)
1. Overall objectives of the Independent Auditor [M93]
While auditing the financial statements, the overall objectives of the auditor are:
» To obtain reasonable assurance about whether the financial statements are free from material
misstatements thereby enabling the auditor to express an opinion on whether financial statement
are prepared as per applicable financial reporting framework; and
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¢ To report on financial statements and communicate as required by the SAs, in accordance with
the auditor’s findings.

¢ If reasonable assurance cannot be obtained and qualified opinion is insufficient then“he,should
either disclaim the opinion or withdraw from engagement, where withdrawal js legally permitted.

2. Definitions
2.1 Applicable Financial Reporting Framework
means, framework/law/regulations followed by the management ingpreparation) of financial
statements. (Example: Schedule Il of the Co. Act, 2013, Accounting Standards ete.)
2.2 Audit Evidence
Information used by the auditor in arriving at the conclusions on whiehythe auditor’s opinion is based.
2.3 Professional Judgment
The applicable of relevant training, knowledge and experience in takingiappropriate decisions during
audit engagement.
2.4 Professional Skepticism
An attitude that includes a questioning mind being alert to conditions which may indicate possible
misstatement due to error or fraud, and a critical assessment of gudit evidence.
2.5 Risk of Material Misstatement
Risk that financial statements are misstated prior tojaudit. [#/Consists of two components: Inherent
risk and control Risk.
2.6 Misstatement
A difference between the amounts, classification, presentation, or disclosure of a reported financial
statement item and the amount, classification, presentation, or disclosure that is required for the item to
be in accordance with the applicable financialireporting framework. Misstatement can arise from error
or fraud.
3. Reasonable Assurance
Auditor is required to obtaingeasonable assurance as to whether the financial statements are free
from material misstatements."Hewever, reasonable assurance is not absolute assurance. This is due
to inherent limitations of an audit:Bhy’s, auditor obtains sufficient and appropriate audit evidence
to reduce audit risk to @mjacceptable/low level.
4, Inherent limitations of an Audit [M89 M11]
Auditor cannot obtain,abselute assurance. (Cannot reduce audit risk to Zero). This is due to inherent
limitations of an audit due to'which auditor obtains persuasive evidence rather than conclusive. It
arises from:
4.1 Nature of Financial Reporting
¢ Preparation of financial statement involves judgment by mgt. For Example, accounting estimates.
Mofeover, auditor has to consider whether these estimates appear to be reasonable.
e There maybefsubjective decisions.
¢ \Evidénces w.r.t. such items can only be persuasive.
4.2 Nature of Audit Procedures
e Mgt. or others may not provide complete information.
®miMoreover frauds may involve carefully designed schemes to conceal it. Thus auditor may not
detect them.
4.3 Limitations w.r.t. Time and Cost

¢ Users expect that the auditor will form an opinion on financial statements within reasonable
time and cost.

¢ Thus auditor resorts to test procedures (not 100% checking).
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¢ Moreover, he directs more efforts to risky areas.

Due to aforesaid inherent limitations, there is unavoidable risk that some material missstatement

may remain undetected.

5.

Requirements/ Responsibilities of the Auditor

5.1

Ethical Requirements

The auditor is subject to following relevant ethical requirements including independence.
¢ Integrity
¢ Objectivity
¢ Professional competence and due care
¢ Confidentiality and
¢ Professional behavior

¢ Heis also required to comply with code of ethics issued by ICAI

5.2

Professional Skepticism

The Auditor shall plan and perform an audit with prefessional, skepticism recognising that the
circumstances may exist, that causes the financial statementsito belmaterially mis-stated. He should

recognize the conditions indicating possible misstatements. It includes being alert to, for
example:-

¢ Contradictory evidence
¢ Conditions indicating possible frauds
¢ Conditions questioning reliability

Moreover, it requires critical assessment of‘audit,evidence gathered. By maintaining professional
skepticism, overall risk can be reduced.

5.3

Professional Judgment

The Auditor shall exercise proféssional judgement in planning and performing an audit of financial
statements. Professional judgement depends on facts & circumstances known to the auditor.
Professional judgement should also begéxercised throughout the Audit. Professional judgement is
necessary regarding decisions about:-

e Materiality

e Audit risk

e NTE of audit/Precedure

o Sufficiencf & apprepriateness of audit evidence

¢ Drawing of conlusions based on the audit evidence obtained.

Sufficient & appropriate Audit Evidence and Audit Risk

To obtain reasenable assurance, the auditor shall obtain sufficient appropriate audit evidence to
reduce auditprisk to an acceptably low level and thereby enable the auditor to draw reasonable
conclusions onjwhich to base the auditor’s opinion. Sufficiency is the measure of quantity of audit
evidence whefeas appropriateness is the measure of quality of audit evidence.

7.

Conduct of an Audit in Accordance with SAs

The auditor shall comply with all SAs relevant to the audit. An SA is relevant to the audit when
the SA is in effect and the circumstances addressed by the SA exist. The auditor should have an
undeérstanding of the entire text of an SA to apply it properly. He should represent compliance with
SAs in auditor’s report only if he has complied with requirements of all relevant SAs. If he fails to
achieve an objective in relevant SAs, in that case, he should consider the need to modify the audit
report, or withdraw from the engagement. It is a significant matter requiring documentation as well.
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No.

Refer

ion Bank Exam Mark .
Question Ba Xa arks Boint

What are the overall objectives of the Auditor under SA 200? M93 4 1

Discuss the inherent limitations of an audit. M89 M11 4 4

“An auditor is responsible for expressing his opinion on financial
statements in statutory audit”. Comment.

M95 4

Ans

The primary objective of audit is to enable the auditor to express his opinion emsthe financial statements
prepared within the framework of recognized accounting policies and releyant statutomprequirements.

The opinion that he expresses should be of the “true and fair” view of the'fimancial position and the
operational results reflected in the financial statements.

As per SA 200, auditor can express his opinion on the financialystatements only after obtaining
reasonable assurance. To obtain reasonable assurance, the auditor shalljebtain 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 auditor’s opinion,

Enumerate (in brief) the basic principles governing an audits 4

NO3 NO5
NO06 PM

Ans

Basic Principles Governing an Audit:

SA 200 on “Overall objectives of an Independent Auditor andithe’conduct of an audit in accordance with
SAs” issued by the ICAl 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:

Integrity, Objectivity and Independence;The auditor should be honest, straightforward and sincere in
his approach to his professional work. He'must'b&ifdir 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 itsfactual effect, as being incompatible with integrity and
objectivity.

Confidentiality: The auditorhould respect the confidentiality of information acquired in the course
of his work and should notydisclose anigstich information to a third party without specific authority or
unless there is a legal or professional duty to disclose.

Skills and Competenceé: The audityshould be performed and the report should be prepared with due
professional care by persons,who‘have adequate training, experience and competence in auditing.

Work Performed by Othérs: 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 adeguate skilhand 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 réasonable assurance that work performed by other auditors or experts is adequate for his
purpose sineghe willicontinue to be responsible for forming and expressing his opinion on the financial
inforpation.

Documeéntation: The auditor should document matters which are important in providing evidence
that the auditsvas carried in accordance with the basic principles.

Planning: Planning enables the auditor to conduct an effective audit in an efficient and timely manner.
Primatkilysplanning 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.

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.

Accounting System and Internal Control: The auditor should reasonably assure himself that the
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Ans

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.

e Audit Conclusion and Reporting: The auditor should review and assess the conclusions drawhyfrom
the audit evidence obtained and from his knowledge of business of the entity as .the basis forjthe
expression of his opinion on the financial information. This review and assessment involVesyferming
an overall conclusion as to whether:

¢ the financial information has been prepared using acceptable accounting policies Which have
been consistently applied,

¢ the financial information complies with relevant regulations and statutory requirements,

¢ There is an adequate disclosure of all material matter relevancegte, the proper presentation of
the financial information, subject to statutory requirements, where applicable.

"The auditors need not review accounting policies unless there is a | MQ@. M08
change in the basis of accounting . PM

8

Ans

The auditor while conducting an audit should critically examine the accounting policies adopted by the
client and test them for conformity with the accounting standards and@ecommendations of the Institute.
The Companies Act, 2013 as well as many other statutes péquires thatthe financial statements of an
enterprise should give a true and fair view of its financial positionfand working results. This requirement
is implicit even in the absence of a specific statutory provision to this effect. However, what constitutes

a 'true and fair' view has not been defined either in th@€ompahies’Act, 2013 or in any other statute. The
pronouncements of the Institute seek to describe the accodnting principles and the methods of applying
these principles in the preparation and presentation of financial statements so that they give a true and
fair view. The 'Preface to the Statements of Accounting Standardsissued by the Institute in 1979 states as under:

"While discharging their attest function, it willgpe the duty of the members of the Institute to ensure that
the Accounting Standards are implemented in‘the/preséntation of financial statements covered by their
audit reports. In the event of any deviation from the Standards, it will be also their duty to make adequate
disclosures in their reports so that theusers of suchistatements may be aware of such deviations."

In cases where no pronouncement ofithe Institute exists, the auditor should examine the acceptability of the
said accounting policy. The view présented,in the financial statements of an enterprise of its state of affairs
and of the profit or loss can be significantly affected by the accounting policies followed in the preparation
and presentation of the finanCialistatements. The accounting policies followed vary from enterprise to
enterprise. Disclosure of significant aceunting policies followed is necessary if the view presented is to be
properly appreciated. It is alsoquiite clearithat there is no single list of accounting policies which are applicable
to all circumstances. The differing cifelimstances in which enterprises operate in a situation of diverse and
complex economic activityamake alternative accounting principles and methods of applying those principles
acceptable. The choice of the appropriate accounting principles and the methods of applying those principles
in the specific circdmstances offeach enterprise calls for considerable judgement by the management of
the enterprise. fhe auditor is further required to determine whether the relevant information is properly
disclosed in thefinancial statements by considering the judgements that management has made in preparing
the financial®statemehnts; accordingly, the auditor assesses the selection and consistent application of
accounting policiespthe manner in which the information has been classified, and the adequacy of disclosure.

Thus, the auditor should determine himself as to whether or not the said treatment is consistent with the
basic principles of'accounting. Therefore, it would not be correct to state that the auditor need not review
thegaccounting policies unless there is a change in the basis of accounting.

Explain briefly duties and responsibilities of an auditor in case of

) . . NOS PM 6
material misstatement resulting from Management Fraud.

ARS

Misstatement in the financial statements can arise from fraud or error. The term fraud refers to an
'Intentional Act' by one more individuals including management and TCWG. The primary responsibility for
the’prevention and detection of fraud rests with CWG and the management of the entity.
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Ans

“SA 200A” indicates that an audit conducted in accordance with the “SA” is designed to provide a
reasonable assurance, that the FS taken as a whole are free from any material misstatement, whether
caused by error or fraud. Owing to the inherent limitations of an audit, there is some unavoidable rjsk,
that some material misstatements may not be detected, even though the audit is properly planned’and
performed in accordance with the “SA” generally accepted in India. An audit does not\glianantee that all
material misstatement will be detected.

Certain levels of management may be in a position to override the control procedures,designed to
prevent similar frauds by other employees. The auditor's opinion on the FS istbased an the concept of
obtaining reasonable assurance. Hence, the auditor does not guarantee that material misstatements will
be detected.

SA 210 | AGREEING THE TERMS OF AUDIT ENGAGEMENTS (W.E.F. 1ST APRIL' 2010)

1.

Introduction

This SAis applicable to engagement relating to (a) audit of finaneial statements; and (b) other services
like management consultancy, tax, accountancy etc. Fheclients and the auditor should agree on the
terms of engagement by way of audit engagement letter /teyavoid any misunderstanding. Auditor
should send audit engagement letter preferably before commgncement of engagement.

2.

Preconditions for an Audit

Before accepting an audit engagement, auditor isequired to ensure existence of preconditions.
Accordingly, Pre-conditions to be examined are:

¢ Determine whether the financial reportingiframework to be applied in the preparation of the
financial statements is acceptablejland

¢ Obtain the agreement of managementthat it acknowledges and understands its responsibilities
for followings:

¢ The preparation of the E.S. in accordance with the applicable FRF.

¢ Exercising necessary‘internal control to enable the preparation of F.S. that are free from
material misstatement, whether due to fraud or error.

¢ To provide theWauditor with (a) Access to all relevant information such as records,
documentation andQether matters; (b) Additional information that the auditor may
request from“management for the purpose of the audit; and (c) Unrestricted access to
persons within the €ntity from whom the auditor determines it necessary to obtain audit
evidencel

3.

Limitation on Scope prior to Audit Engagement Acceptance

If management oRTCWG impose a limitation on the scope of the auditor’s work, and auditor believes
that sugh limitation\will result in the auditor disclaiming an opinion on the FSs, the auditor should not
accept such@@limited engagement as audit engagement, unless required by law or regulation to do so.

4,

Principal contents of Audit Engagement Letter

4.1

Following are the mandatory items to be included in Audit Engagement Letter

¢ The Objective and scope of the audit
e The responsibilities of the auditor
* The responsibilities of the management

¢ sldentification of the applicable financial reporting framework for the preparation of the financial
statements

¢ Referenceto the expected form and content of any reports to be issued by the auditor and a statement
that there may be circumstances in which a report may differ from its expected form and content.
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4.2 Followings items are optional to be included in Audit Engagement Letter, wherever relevant

¢ The fact that because of the inherent limitations of an audit, together with the inherentjlimitations
of internal control, there is an unavoidable risk that some material misstatements maydnot be
detected, even though the audit is properly planned and performed in accordance with SAs.

¢ The expectation that management will provide written representations.

* The agreement of management to make available to the auditor draft’fipancial, statements
and any accompanying other information till time to allow the auditor to complete the audit in
accordance with the proposed timetable.

e The agreement of management to inform the auditor of facts thatamay‘affect the financial
statements, of which management may become aware during the,period from the date of the
auditor’s report to the date the financial statements are issued(

¢ The basis on which fees are computed and any billing arrangemenis.

¢ Arequest for management to acknowledge receipt of the audit engagement letter and to agree
to the terms of the engagement outlined therein.

e The fact that the audit process may be subjected to a peer review under the Chartered
Accountants Act, 1949.

¢ Arrangements concerning the involvement of other auditorsiand experts in some aspects of the
audit.

¢ Arrangements concerning the involvement/of intepnal auditors and other staff of the entity.

¢ Any restriction of the auditor’s liability when such possibility exists.

¢ Areference to any further agreements between the auditor and the entity.

¢ Any obligations to provide audit workingspapers to other parties.

5. Recurring Audits [M13]
The auditor may decide not to send a new audibengagement letter or other written agreement each
period. However, the following/factors may make it appropriate to revise the terms of the audit
engagement or to remind the/entity of existing terms:

¢ Any indication that the,entity misunderstands the objective and scope of the audit.

¢ Any revised or special tenms of the audit engagement.

¢ Arecent change of senior management.

¢ Asignificant change'in owmership.

¢ Assignificant/changejin nature or size of the entity’s business.

¢ A changedin legal ogregulatory requirements.

¢ Achange in thefinancial reporting framework adopted in the preparation of the financial statements.

¢ A change,in other reporting requirements.

6. Acceptance of change in Engagement Terms

¢ Theglditor should not agree to a change in the terms of the audit engagement, where there is
no reasonable justification for doing so.

¢ Before agreeing, to change, he should also consider, any legal or contractual implications of the
change.

o/ If the auditor is not agree with changed terms of the audit engagement & client doesn’t permit
him to continue with original audit engagement, then the auditor should Withdraw from the
audit engagement and consider any obligation to report the circumstances to other parties such
as those charged with governance, owners or regulators.

7. Additional Consideration
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7.1 Financial Reporting Standards (FRS) Supplemented by Law or Regulation

If FRS established by an authorized or recognized standards setting organization are supplemented
by law or regulation, the auditor should determine whether there are any conflicts betweenjthe FRS
and the additional requirements. If such conflicts exist, the auditor should discuss with management
the nature of the additional requirements and shall agree whether:

¢ The additional requirements can be met through additional disclosures in{ the financial
statements; or

¢ The description of the applicable financial reporting framework in the finafcial, statements can
be amended accordingly.

If neither of the above actions is possible, the auditor should determine whetherit will be necessary
to modify the auditor’s opinion in accordance with SA 705 (Reviséd).

7.2 Financial Reporting Framework prescribed by Law or Regulation

If the auditor has determined that the financial reporting framework preseribed by law or regulation
would be unacceptable but for the fact that it is prescribed by lawgerregulation. Auditor shall accept
the audit engagement only if the following conditions are present:

¢ Management agrees to provide additional disclésures in thesfinancial statements required to
avoid the financial statements being misleading, and

¢ Itis recognized in the terms of the audit engagement that:

¢ The auditor’s report on the financial statements will incorporate an Emphasis of Matter
paragraph, drawing users’ attention to thetadditional disclosures, in accordance with SA
706(Revised), and

¢ Unless the auditor is required by law orregulation to express the auditor’s opinion on the
financial statements by using\thelphrases “present fairly, in all material respects”, or “give
a true and fair view” in accordance with the applicable financial reporting framework,
the auditor’s opinion on the financial statements will not include such phrases. If the
conditions outlined above are not'present and the auditor is required by law or regulation
to undertake the audit engagement, the auditor shall:

¢ Evaluate the effect of the misleading/nature of the financial statements on the auditor’s report; and

¢ Include appropriaté reference to"this matter in the terms of the audit engagement.

7.3. Auditor’s Report Prescribed by Law or Regulation

Some times, the law or regulation applicable to the entity prescribed the layout or wording of the
auditor’s report in a form or'in terms that are significantly differ from the requirement of SAs. In
these circumstances, the auditor should evaluate:

¢ Whethérhusers might misunderstand the assurance obtained from the audit of the financial
statements and, if so,
¢ Whether, additional explanation in the auditor’s report can mitigate possible misunderstanding.

If the auditor concludes that additional explanation in the auditor’s report can’t mitigate possible
misunderstanding, the auditor should not accept the audit engagement, unless required by law or
regulation te'do so.

An audit conducted in accordance with law or regulation does not comply with SAs. Accordingly,
thegauditor should not include any reference within the auditor’s report to the audit having been
¢onducted in accordance with SAs.

8. GENERAL CLARIFICATION (GC) — AASB/2/2004 ON SA 210

¢ Whetheritis necessarythat the engagement letter issued by the auditor should be acknowledged
by addressee and returned to the auditor to indicate that the client’s understanding of the terms
of the engagement is in accordance with SA 210.
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As prescribed in SA 210, the objective and scope of an audit and the auditor’s obligations are,
normally, laid down in the applicable statute or regulations and the pronouncements of the
ICAI, the audit engagement letters would be informative for the clients.”

From the above it is clear that the basic purpose of issuing an engagementletter is that)the
auditor and the client should agree on the terms of the engagement.

The auditor and the client are normally considered to be agreeing on the terms of theengagement
if the objective and scope of an audit and the auditor’s obligations are laid down in'the statute
orregulations governing the engagement. Examples of such engagementsificlude audit u/s 143
of the Companies Act, 2013, audit of public sector banks, etc. In suth cases, it is not necessary
that the engagement letter sent by the auditor in accordance SA 210 is‘aéknowledged by the
addressee and returned to the auditor.

It shall be sufficient compliance with the requirements related tolsending the audit engagement
letter, if an engagement letter is appropriately delivered to the client@nd the auditor retains the
evidence for such delivery. In such cases, the audit engagement letters would be informative
for the clients.

If, however, the client seeks any further explanations opelarification in regard to any terms, conditions
or other contents of the engagement letter issued, it mightdndicate that there exists a difference in
understanding of the terms of audit engagement either on'the part of the client or on the part of the
auditor. In such cases, the auditor should take necessary steps’to resolve the issues.

There may be certain engagements where the objective and scope of the engagement and
the auditor’s obligations are not laid down in the"applicable statute or regulations. In such
situations, the auditor should request the client that a copy of the engagement letter be
acknowledged by the addressee and returned™o the auditor to establish that (a) the client’s
understanding of the arrangementsforithe,engagement is in accordance with the engagement
letter issued by the auditor; and (b) that the auditor has complied with the requirements of
the standard in so far as they are related, to sending the audit engagement letter.

9.

Format of Audit Engagement Letter [NO7]: Refer Chapter 23
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Summary SA 210

(Initial audit Engageme@ Recurring Audit During the Course 6f Audit)

[Mngt. request fomehanges inj

terms
, }
[Ik.)lmltatlons Imposed] No limitations Determine requirements w.rt : Determines'its effolf on
y mngt. Imposed (a) Revision of terms of Engagement; & LevelofAssurance &
l l (b) Remind the entity of existing terms reasonable justification

required by law existence of

[ Do not accept until Ascertain
Preconditions*

(Not Required) @uditor Satisﬁe@ @ot Sat‘isﬁe@

Accept Discuss matter Send New Recorc! new Do not
(i) (SR [ e iy (Eaf;;;e'znem e
letter letter changes

(a) Unacceptable F.R. Framework; or
(b) Mngt. does not agree with
responsibilities.

ngt. not permit the auditor t(ﬁ

Do not accept audit in case of :
M
continue audit

v
Withdraw and Report to
appropriate authority

*Preconditions of an Audit Additional Consideration:

4 . R .
(1) Whether management uses acceptable FRF. FRS are in conflict with Law

(2) Acknowledgment by management of it’s . .
responsibilities w.r.t Discuss with management
O Preparation of financial statemefits as per FRF.
¢ I.C. so that financial statementsf/should be free
from fraud/errors

If additional disclosure in financial statements
or amendment to standard possible

0 They will provide auditor with l l
Yes No
Ok Modify Audit Report
N
Access to all Additional Unrestricted
information Information access tg'persons

| ifineccessary

Should hotracceptiaudit if

2y | Auditors of a listed Company for the year ended 31st March, 2008. Draft an PM 8

appropriate engagement letter to be sent to the Board of Directors for the same.

A foresaid precondition Prior to acceptance, mgt.
not present imposes limitations.
. J
. Refer
No. Question Bank Exam | Marks .
Point
Re¥&,.Co, a firm of Chartered Accountants have not revised the terms of
1 engagements and obtained confirmation from the clients, for last 5 years| M13 4 5
despite changes in business and professional environment. Please elucidate PM
the circumstances that may warrant the revision in terms of engagement.
M/s. PQR & Company, Chartered Accountants have been appointed Statutory NO7
9
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QUALITY CONTROL FOR AN AUDIT OF FINANCIAL STATEMENTS (W.E.F. 1ST

SA 220 APRIL' 2010)

Obje

ctive

The objective of the auditor is to implement quality control procedures at the engagement level that
provide the auditor with reasonable assurance that:

¢ The audit complies with professional standards and regulatory and legalifeguirement; and

¢ The auditor’s report issued is appropriate in the circumstances.

2.

Resp

onsibility of the Engagement Partner

To ensure quality control for an audit of financial statements for particular audit engagement, the
engagement partner should follow the following requirements:

e Leadership Responsibilities: The engagement partner should take responsibility for the overall
quality on each audit engagement to which that partner is assigned.

e Ethical Requirement: Member of the engagement team should comply with relevant ethical
requirements.

e Independence: The engagement partner should form™@yconclusion on compliance with
independence requirements.

e Acceptance and Continuation of Client Relationship and Audit Engagement: The engagement
partner shall be satisfied that appropriate proceddres;regarding the acceptance and continuance
of client relationship and audit engagements have been followed.

e Assignment of Engagement Teams: The engagement partner should satisfied himself that
engagement team have the appropriateléempetence and capabilities to

¢ Perform the audit engagement infaccordance with professional standards and regulatory
and legal requirements, and

¢ Enable an auditor’s réport that is appropriate in the circumstances to be issued.

e Engagement Performance: Thelengagement partner should take responsibility for the direction,
supervision and perfofmance of the audit engagement team and should satisfy that sufficient
appropriate audit evideneghas been obtained to support the conclusions and the auditor’s report.

e Consultation: The'ehgagement partner should take responsibility for the engagement team that
they are taking apprepriate eonsultation for difficult matters.

o Difference ofiOpinioni\If difference of opinion arises, the engagement team should follow the
firm’s poligies and, procedures for dealing with and resolving differences of opinion.

3.

Enga

gement Quality Control Review

For audits'of financial,statements of listed entities and those other audit engagement for which the
engagementqualityontrol reviews is enquired, the engagement partner should:

¢ Determine that an engagement quality control reviewer has been appointed; and

¢ Discuss significant matters arising during audit engaement with the engagement quality control
reviewér

The Engagement Quality Control Reviewer should evaluate the following:
o4 Disgussion of significant matters with the engagement partner.
¢\ Review of the financial statements and the proposed auditor’s report.
¢ Review of selected audit documentation; and

¢ Conclusion reached in formulating the auditor’s report and consideration of whether the

proposed auditor’s report is appropriate.
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4. Monitoring
An effective system of quality control includes a monitoring process designed to provide the fikm
with reasonable assurance that its policies and procedures relating to the system of qualiticontrol
are relevant, adequate and operating effectively.
5. Documentation
5.1 The Auditor shall document
¢ Issue identified w.r.t. compliance with relevant ethical requirements and how they were resolved.
¢ Conclusionson compliance withindependence requirements that apply ta theaudit engagement,
and any relevant discussions with the firm that support these concliisiens:
¢ Conclusions reached regarding the acceptance and continuangé'@ficlient relationships and audit
engagements.
¢ The nature and scope of, audit conclusions resulting from, consultations undertaken during the
course of the audit engagement.
5.2 The Engagement Quality Control Reviewer shall document, for the Audit Engagement reviewed that
¢ The procedures for engagement quality control review have,been performed.
¢ The engagement quality control review has been completed on or before the date of the
auditor’s reports.
¢ The reviewer is not aware of any unresolved mattess.
SA 230 AUDIT DOCUMENTATION (W.E.F. 1ST APRIL' 2009)
1. Scope of this SA
This SA deal with auditor’s responsibility to prepare audit documentation for an audit of financial
statements. The specific documentation requirements of other SAs do not limit the application of
this SA. Laws or regulations may establish additional documentation requirements.
2. Nature and Purpose of Audit Documentation
Audit documentation refers to the warking papers prepared or obtained and retained by the auditors
for his audit work. Audit docamentation serves the following purpose:
¢ Evidence that suppost the auditor opinion in his audit report; and
¢ Evidence that the audit was planned and performed in accordance with SAs and applicable legal
and regulatery‘régquirements.
Audit documentationserves a number of additional purposes including the following:
¢ Assisting the engagement team to plan and perform the audit.
¢ Assisting mempbers of the engagement team responsible for supervision to direct and supervise
the audit weork.
¢ “Emabling'the engagement team to be accountable for its work.
¢ Retaining a record of matters of continuing significance to future audits.
¢ Enabling the conduct of quality control reviews and inspections in accordance with SQC 1.
® Enabling the conduct of external inspection in accordance with applicable legal, regulatory or
other requirements.
3. Experienced Auditor
An individual (whether internal or external to the firm) who has practical audit experience, and a
reasonable understanding of:
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¢ Audit processes
¢ SAs and applicable legal and regulatory requirements
¢ The business environment in which the entity operates; and

¢ Auditing and financial reporting issues relevant to the entity’s industry.

4, Form, Content and Extent of Audit Documentation
The auditor should prepare audit documentation that is sufficient to enable an experieneéd auditor
having no previous connection with the audit to understand:-
¢ The nature, timing and extent of the audit procedures performedste,comply with the SA, and
applicable legal and regulatory requirements.
¢ The results of the audit procedures performed, and the audit gvidence obtained; and
¢ Significant matters arising during the audit and the conclusions reached thereon and significant
professional judgments made in reaching those conclusion.
If the auditor identified information that is inconsistent with the auditer’s final conclusion regarding
significant matter, the auditor should document how the auditogaddressed the inconsistency.
The auditor should document discussions of significaht matters Wwith management, including the
nature of discussion and when and with whom the discussiohsitook place.
5. Factor Governing Form & Content of Working Papers
The form, content and Extent of audit documentation depend on factors such as:-
¢ The size and complexity of the entity.
¢ The nature of the audit procedure to be performed;
¢ The identified risk of material misstatement.
¢ The significance of the audit evidence\obtained.
¢ The nature and extent of exceptions identified.
¢ The audit methodology and'tool used.
6. Departure from a Relevant Requirement
If, in exceptional circumstances, the auditor departs from arelevant requirement in a SA, the auditor
should document the redsons,for the departure and alternative procedures performed.
7. Matters Arising after the Date of the Auditor’s Report
If, it exceptional circumstanges, the auditor performs new or additional audit procedures or draws
new conclusions after the\date of the auditor’s report, the auditor should document:
¢ The circumstantes encotntered.
¢ The new oradditional audit procedures performed, audit evidence obtained, and conclusions
reached, and thair effect on the auditor’s report; and
¢ When and,by whiom the resulting changes to audit documentation were made and reviewed.
8. Assembly of the Final Audit File

e The auditor should assemble the audit documentation in an audit file and complete the
administrative process of assembling the final audit file on a timely basis after the date of the
auditor’s report. (SQC -1: Time limit 60 days after the date of the auditor’s report)

s JAftersthe assembly, the auditor should not delete audit documentation of any nature before the
end of its retention period. (SQC-1 : minimum 7 years)

¢ \Ih exceptional circumstances, if the auditor finds it is necessary to modify existing audit
documentation or add new documentation after the assembly of the final audit file, the auditor
should document, the (a) specific reasons for making such modification/addition; and (b) when
and by whom they were made and reviewed.
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No.

Refer

ion Bank Exam Mark .
Question Ba Xa arks Boint

As an auditor how would you deal with the following: The statutory
auditor of the holding company demands for the working paper of the
auditors of the subsidiary company, of which you are the auditor?

Case
Study

Ans

As per SA 230, “Audit Documentation” working papers are the property of the auditor. The'auditor may, at
his discretion, make portion of or extracts of his working papers available to his client:

SA 600 “Using the Work of Another Auditors” also states that an auditor should respectithe confidentiality
of information acquired during the course of his audit work and should aet,disclose such information
unless there is a legal or professional duty to disclose.

As per ICAl Guidelines, statutory auditor of an enterprise do not have right of access to the audit working
papers of the branch auditor. An auditor can rely on the work of anotherauditor, without having any right

of access to the audit working papers of other auditor.

Conclusion: Statutory auditor of Holding company cannot have ‘accessitegdudit working papers of the
subsidiary company’s auditor. He can however, asks the auditor to\answeér certain questions about the
manner in which the audit is conducted and certain other glarificationsytegarding audit.

Mr. A, a practising Chartered Accountant, has been appointed asyan
auditor of True Pvt. Ltd. What factors would influence the amount of N15 5 5
working papers required to be maintained for the pufpose ofthisgatidit ?

SA 240 FINANCIAL STATEMENTS (W.E.F. 1ST APRIL' 2009)

THE AUDITOR’S RESPONSIBILITIES RELATING TO FRAUD IN AN AUDIT OF

1.

Characteristics of Fraud

Misstatement in the financial “statements can arise from either fraud (intentional} or error
(unintentional). Fraud refersito intentional misrepresentation of financial information by one or
more individuals among employees, management those charged with governance, or third parties.
The auditor is concernediwith fraud that causes a material misstatement in the financial statements.

2.

Responsibility for the Prevention and Detection of Fraud

The primary responsibility for the prevention and detection of fraud rests with management and
those charged with governancerand for this purpose they should implement and continuously operate
an adequate system of internal control which may reduce the opportunities for fraud to take place.

3.

Auditor’s Responsibilities relating to fraud in an audit of Financial Statements [N09]

¢ An auditoriis responsible for obtaining reasonable assurance that the financial statements taken
as agwhole are\free material misstatement, whether caused by fraud or error.

¢ When'ebtaining reasonable assurance, the auditor is responsible for maintaining an attitude of
professional‘skepticism throughout the audit.

o “Asidescribed in SA 200, due to the inherent limitation of an audit, there is an unavoidable risk
that some material misstatement of the financial statements will not be detected, even though
the audit is properly planned and performed in accordance with the SAs.

o The risk of not detecting a material misstatement resulting from fraud is higher than the risk
of not detecting one resulting from error. This is because fraud may involve sophisticated and
carefully organized schemes designed to conceal it.

¢ It is difficult for the auditor to determine whether misstatements in judgment areas such as
accounting estimates are caused by fraud or error.

¢ The risk of the auditor not detecting a material misstatement resulting from management fraud is
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greater than for employee fraud because management can easily manipulate accounting records.

¢ If conditions cause the auditor to believe that a document may not be authentic orjthat terms in
document have been modified, the auditor shall investigate further.

¢ Where responses to inquiries of management or TCWG are inconsistent, the_auditor shall
investigate the inconsistencies.

4, Objectives:
The objectives of the auditor are
¢ To identify and assess the risks of material misstatement in the financial statementstdue to fraud.
¢ To obtain sufficient appropriate audit evidence about the assessed risks of'material misstatement
due to fraud. and
¢ To respond appropriately to identified or suspected fraud.
5. Professional Skepticism
Professional skepticism means an approach that would enstifegthat if, something is wrong, it is
detected. This attitude of auditor helps him in identifying and evaltiating
e Matter that increase the risk of material misstatemeénts resulting from fraud or error,
¢ Circumstances that make the auditor to suspect materialy,misstatements, and The question
of managements’ representations reliability. Thesauditor is/entitled to accept the records and
documents as genuine unless, there is somegevidencetesthe contrary.
6. Discussion with the Audit Team
The auditor must discuss with the other members of the audit team regarding the possibility and
suspicion of material misstatement in the finaneial _statement resulting from fraud or error. This
discussion should occur notwithstandingithe engagement team member’s beliefs that management
and those charged with governance are honestand have integrity.
7.  Risk Assessment Procedures and Related Activities
When performing risk assessmenrt procedures and related activities to obtain an understanding
of the entity and its environmient, including the entity’s internal control, required by SA 315, the
auditor should perform theffollowing procedures to obtain information for use in identifying the
risks of material misstatendfent due tofraud:
7.1 Enquiring Management and Others within the Entity
The auditor should enquire the management on the following matters:
¢ Management understandsiriégarding the accounting and internal control systems to prevent and
detect error,
¢ Awarenes$ of anyaknown fraud by the management.
¢ Management’ssprocess for identifying & responding to the risks of fraud in the entity, including
any specific risks ‘of fraud.
¢ Management'sscommunication, if any, to those charged with governance regarding its processes
for identifying and responding to the risks of fraud in the entity.
¢ Management’s communication, if any, to employees regarding its views on business practices
and ethi€al behavior.
o For those entities that have an internal audit function, the auditor should make inquiries of
internal auditor.
7.2 Enquiring Those Charged with Governance
e /He should obtain an understanding of how they supervise management’s processes.
® The auditor shall ask whether they have knowledge of any fraud affecting the entity.
7.3 Unusual or Unexpected Relationships Identified
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The auditor should evaluate whether unusual or unexpected relationships identified in performing
analytical procedures, may indicate risks for material misstatement due to fraud.

7.4 Other Information

The auditor should consider whether other information obtained by the auditer indicates risks of
material misstatement due to fraud.

8. Evaluation of Fraud Risk Factors

The auditor should evaluate whether the information obtained from the other risk"assessment
procedures and related activities performed indicates that one or more fraud riskifactors are present.
However, fraud risk factors may not necessarily indicate the existencg ef fraud.

9. Identification and Assessment of the Risks of Material Misstatement Due to Fraud

¢ In accordance with SA 315, the auditor should identifyfand assess the risks of material
misstatement due to fraud at the financial statement level,"andiat/the assertion level for classes
of transactions, account balances and disclosures.

¢ The auditor should, based on a presumption that there\arémisks of fraud in revenue recognize,
evaluate which types of revenue, revenue transactions or\assertions give rise to such risks.

¢ The auditor should treat those assessed risks due to fraud asssignificant risks and accordingly,
to the extent not already done so, the auditor/shouldfebtain an understanding of the entity’s

related controls, including control activities, relevant to sugh risks.

10. Auditor Response

10.1 Resp

onses to the Assessed Risks of Material Misstatement Due to Fraud

¢ In accordance with SA 330, the auditor should determine overall responses to address
the assessed risks of material misstatement_due to fraud at the financial statement level. In
determining overall responses, thegauditor should:

¢ Assign and supervise audit team as pentheir capability;

¢ Evaluate whether accounting policies, adopted by the entity, indicate fraudulent financial
reporting, resulting from management’s effort to manage earnings; and

¢ Incorporate surprise elemehnt.in the selection of the nature, timing and extent of audit procedures.

10.2 Resp

onses to Assessed Risks of Material Misstatement Due to Fraud at the Assertion Level

The auditor should designyand perform further audit procedures whose nature, timing and extent
are responsive to thglassessedisisks of material misstatement due to fraud at the assertion level.

10.3. Resp

onses to Risks Related to Management Override of Controls

Management is_in a upique position to perpetrate fraud because of management’s ability to
manipulate accountingifecords and prepare fraudulent financial statements by overriding controls.
The auditopfshould design and perform audit procedures in the area relating to (a) Journal Entries
(b) Accounting Estimates, and (c) Unusual transactions. The auditor should also determine whether
the auditor needs to perform extra audit procedures.

11. Evaluation of Audit Evidence

¢ [The auditor should evaluate whether analytical procedures are consistent with the auditor’s
uRderstanding of the entity and its environment.

¢ Whenwthe auditor identifies a misstatement, the auditor should evaluate whether such a
misstatement is indicative of fraud. If there is such an indication, the auditor should evaluate
thesimplications of the misstatement in relation to other aspects of the audit, particularly the
reliability of management representations.

o7 If the auditor identifies a misstatement, and the auditor has reason to believe that it is or may
be the result of fraud and that management is involved, the auditor should re-evaluate the
assessment of the risks of material misstatement due to fraud and its resulting impact on the
NTE of audit procedures.
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¢ When the auditor confirms that, or is unable to conclude whether, the financial statements are
materially misstated as a result of fraud; the auditor should evaluate the implications for'the audit.

12

Auditor Unable to Continue the Engagement [N06]

If, as a result of a misstatement resulting from fraud or suspected fraud, the auditor encounter
exceptional circumstances that bring into question the auditor’s ability to continue\perferming the
audit, the auditor shall:

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

e Consider whether, it is appropriate to withdraw from the engagement, where, withdrawal from
the engagement is legally permitted; and

¢ [f the auditor withdraws:

¢ Discuss with the appropriated level of management and those‘charged with governance,
the auditor’s withdrawal from the engagement andth@measons for the same; and

¢ Determine whether there is a professional or legal requirement to report to the person or
persons who made the audit appointment ogfin*some cases, to regulatory authorities, the
auditor’s withdrawal from the engagement/and the reasons for the same.

13

Management Representations

The auditor should obtain a management represéntationithat:

¢ They acknowledge their responsibility for the /esign, implementation and maintenance of
internal control to prevent and detect fraud.

¢ They have disclosed to the auditor the result‘ofiits assessment of the risk of fraud.

¢ They have disclosed to the auditor theirlknewledge of fraud or suspected fraud affecting the
entity involving (a) Management; (b) Employees who have significant roles in internal control;
or (c) Others; and

¢ They have disclosed to the auditor, its knowledge of any allegations of fraud, or suspected fraud,
affecting the entity’s financial, statements communicated by employees, former employees,
analysts, regulators or others.

14. Communications to Management and TCWG

If the auditor has identified a fratd.or has indication of fraud, the auditor should communicate these
mattersto the appropriatelével of management on atimely basis. He should also communicate with TCWG,
any other matters related to fraud that are, in the auditor’s judgment, relevant to their responsibilities.

15. Communications to Regulatory and Enforcement Authorities

As per SA 200y,the alditor should not disclose the client’s information to anybody without the
client’s permissiomvar under any regulatory requirement. But in certain circumstances, the statute,
the law of courts may override the duty of confidentiality.

16. Documentations

The auditomshould document the following in his working papers:
¢ The risk factors identified at present.
¢ The auditor response to those risk factors.
elinguiring of management regarding the risk of fraud in the entity.

¢ Entity programme for prevention or detection of fraud.
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Explain briefly ‘duties and responsibilities of an auditor in case of material | NO9
misstatement resulting from Management Fraud. PM

As a Statutery Auditor, how would you deal with a misstatement resulting from NO6
2 | fraud or suspectedsfraud during the audit and conclude that it is not possible to PM 5 12
continue the performance of audit.

The“teeming ,and lading fraud was detected and the amount involved was
3 | subseguently deposited by the Executive Director of the company and, therefore, | N99 4
need net be reported upon.

The Mahaging Director of 'the Company has committed a "Teeming and Lading" | N99
4 | Fraud. The amount involved has been however subsequently after the yearend | MO05 4
deposited in the company. PM
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Ans

¢ The Managing Director of the company has committed a “Teeming and Lading” fraud. The fact that
the amount involved has been subsequently deposited after the year end is not importantbecause the
auditor is required to perform his responsibilities as laid down in SA 240, “The Auditor’s responsibilities
relating to Fraud in an Audit of Financial Statements”.

¢ First of all, as per SA 240, the auditor needs to perform procedures whether the financial statéments are
materially misstated. Because an instance of fraud cannot be considered as an isolated oc€urrence and
it becomes important for the auditor to perform audit procedures and revise the audit risk assessment.

¢ Secondly, the auditor needs to consider the impact of fraud on financial statements;and its disclosure
in the audit report.

¢ Thirdly, the auditor should communicate the matter to the Chairman and Board ofiDirectors.

¢ Finally, in view of the fact that the fraud has been committed at the highest level of management,
it affects the reliability of audit evidence previously obtained since theré is a genuine doubt about
representations of management. Finally, the auditor shall have to report under CARO, 2003 indicating
the nature and amount involved in respect of fraud noticed dufingithe year.

While conducting statutory Audit of ABC Ltd., you come across IOUs améunting
to Rs. 2 crores as against a cash balance shownin books of Rs. 2,4@.crores. Youalso | 109
observe that despite similar high balances throughout the year, small amounts | PM
of Rs. 50,000 are withdrawn from the bank to meet day-today expenses.

Ans

¢ AccordingtoSA 240, “The Auditor’s Responsibilities Relatingto Fradd in an Audit of Financial Statements”
when, the auditor comes across such circumstances indicating the possible misstatements resulting
from the fraud, then the auditor needs to consider thedmpact of fraud on financial statements and its
disclosure in the audit report. In this case, the ciscumstanges indicate that the possible misstatement
in financial statements is due to fraud and error andith@ auditor must investigate further to consider
effect on financial statements.

¢ The Guidance Note on Audit of Cash and Bank\lbalances also mentions that if the entity is maintaining an
unduly large balance of cash, he should carry outisurprise verification of cash more frequently to ascertain
whether it agrees. If cash in hand ig/not in agreement with the book balance, he should seek explanations
and if the same are not satisfactoryishould state the said fact appropriately in his Audit Report.

In the course of audit of A Ltd. youtsuspectithat the management has indulged M12
in fraudulent financial reporting)State the possible source of such fraudulent PM 6
financial reporting.

Ans

As per SA 240, “The Auditors fesponsibilities relating to Fraud in an Audit of Financial Statements”,
fraudulent financial reporting involves intentional misstatements or omissions of amounts or disclosures
in financial statements‘to“deceive financial statement users. It may be accomplished by manipulation,
falsification, or alteration™ef accounting records or supporting documents from which the financial
statements are prepared. or Misrepresentation in, or intentional omission from, the financial statements
of events, transdctions or ‘gther significant information or intentional misstatements involve intentional
misapplication’ofi@ecounting principles relating to measurement, recognition, classification, presentation,
or disclosurg'étc.

It often involvesS ' management override of controls, misappropriation of assets etc, that otherwise may
appear to be operating effectively. Fraud can be committed by management overriding controls using
such techniques as:

* ‘Recording fictitious journal entries, particularly close to the end of an accounting period, to manipulate
operating results or achieve other objectives.

* Inappropriately adjusting assumptions and changing judgments used to estimate account balances.

¢ Omitting, advancing or delaying recognition in the financial statements of events and transactions that
haye occurred during the reporting period.

e “Concealing, or not disclosing, facts that could affect the amounts recorded in the financial statements.
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¢ Engaging in complex transactions that are structured to misrepresent the financial position or financial
performance of the entity.

¢ Altering records and terms related to significant and unusual transactions.

¢ Embezzling receipts (for example, misappropriating collections on accounts recéivable or diverting
receipts in respect of written-off accounts to personal bank accounts).

¢ Stealing physical assets or intellectual property (for example, stealing inventory for personaliuse or for sale,
stealing scrap for resale, colluding with a competitor by disclosing technological data in return for payment).

e Causing an entity to pay for goods and services not received (for examplej\payments to fictitious
vendors, kickbacks paid by vendors to the entity’s purchasing agents infreturn, for inflating prices,
payments to fictitious employees).

e Using an entity’s assets for personal use (for example, using thé,entity’ssassets as collateral for a
personal loan or a loan to a related party).

M/s Honest Limited has entered into a transaction on 5th Mareh, 2013, near
year-end, whereby it has agreed to pay Rs. 5 lakhs per month to M« Y as'annual
retainer-ship fee for "engineering consultation”. No amount was actdally paid, N13
but Rs. 60 lakhs is provided in books of account as on March 31, 2093¢ Your PM 5
inquiry elicits a response that need-based consultation was obtained round the

year, but there is no documentary or other evidence of receipt of thejservice. As
the auditor of M/s Honest Limited, what would be your appreach?

Ans

As per SA 240 on “The Auditor’s Responsibilities Relatingfto Fraud in an Audit of Financial Statements”,
fraud can be committed by management overriding controlsiising techniques such as recording fictitious
journal entries, particularly close to the end of an aceounting/period, to manipulate operating results or to
achieve other objectives.

Keeping in view the above, it is clear that Company-Rasppassed fictitious journal entries close to the end of
an accounting period to manipulate the operating results. Also Auditor’s enquiry elicited a response that
need-based consultation was obtained round thegear, but there is no documentary or other evidence
of receipt of the service, is not acceptable. Accordingly, the auditor would adopt the following approach:

If, as a result of a misstatement resulting, from fraud or suspected fraud, the auditor encounters exceptional
circumstances that bring into question the auditor’s ability to continue performing the audit, the auditor should:

¢ Determine the professiénaljand legal responsibilities applicable in the circumstances, including
whether there is a regquirementifer the auditor to report to the person or persons who made the
auditor appointment on,inlsome cases, to regulatory authorities;

¢ Consider whether it is appropriate to withdraw from the engagement, where withdrawal is legally
permitted; and

¢ [f the auditowithdraws:

¢ Discuss with the appropriate level of management and TCWG, the auditor’s withdrawal from the
engagement and the reasons for the withdrawal; and

¢ /Determine“whether there is a professional or legal requirement to report to the person(s)
whefmade the auditor appointment or, in some cases, to regulatory authorities, the auditor’s
withdrawal from the engagement and the reasons for the withdrawal.

Ingthe course of audit of K Ltd., its auditor Mr. 'N' observed that there was a
special atdit’conducted at the instance of the management on a possible
suspieion of a fraud and requested for a copy of the report to enable him to M14
report ‘en the fraud aspects. Despite many reminders it was not provided. In PM 5
absence of the special audit report, Mr. 'N' insisted that he be provided with at
least/a written representation in respect of fraud on/by the company. For this
reqUest also, the management remained silent. Please guide Mr. 'N".
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Ans

Auditors Responsibilities Relating to Fraud

¢ As per SA 240, “The Auditor’s Responsibilities relating to Fraud in an Audit of FS”, the primaryfesponsibility

for the prevention and detection of fraud rests with both TCWG and management. In addition an‘auditer
conducting an audit in accordance with SAs is responsible for obtaining reasonable assurance that the FS
taken as a whole are free from material misstatement, whether caused by fraud or error.

As per SA 580, “Written Representations (WR)”, If management does not provide one or more of
the requested WR, the auditor shall discuss the matter with management; re-evaluate thé integrity
of management and evaluate the effect that this may have on the reliability of f@presentations (oral
or written) and audit evidence in general; and take appropriate actionsfincluding determining the
possible effect on the opinion in the auditor’s report.

The auditor shall disclaim an opinion on the FS if the auditor concludes that there is sufficient doubt about
the integrity of management such that the WR are not reliable; or management'does not provide the WR.

Further the auditor is also required to report as per Paragraph 4 (xxi) of €ARO, 2003, if there is any
fraud on or by the company has been noticed or reported durifigsgthe year. 1f yes, the nature and the
amount involved is to be indicated.

In the given case, in the course of audit of K Ltd., its auditer, Mr. N ebserved that there was a special
audit conducted at the instance of the management on a possible suspicion of fraud. Therefore, the
auditor requested for special audit report, which was \not providéd by the management despite of
many reminders. Mr. N also insisted for WR in respect'of.fraud on/by the company. For this request
also management remained silent.

Hence, the fact is required to be reported as per Paragrapby4(xxi) of the CARO, 2003 and the auditor
should also disclaim an opinion on the FS.

In the books of accounts of M/s ABC Ltd. huge differences are noticed between
the control accounts and subsidiary records. The ChiefgAecountant informs that
this is common due to huge volume of business done by the company during the
year. As a Statutory Auditor, how would you deal?

PM

Ans

The huge differences found between‘€entrol accounts and subsidiary records in the books of ABC Ltd
indicate that there may be saterial misstatements requiring detailed examination by the auditor to
ascertain the cause.

The contention of Chief Aceountanticannot be accepted simply because the company has done huge
volume of business.

Such a phenomepGnimindicates ‘that recording of transactions is not being done properly or the
accounting system in the company which might have several branches spread over the country fails to
capture all transactions intime.

It would alsé be interesting to see whether it is a recurring phenomenon or such reconciliation could
not be done atia, subsequent date.

Havingfregard to all these circumstances, it appears from the facts of the case that these differences
indicatelth@ possibility of some kind of material misstatements.

As per SA 24Q5"The Auditor's Responsibilities relating to Fraud in an Audit of Financial Statements”,
when the auditor identifies a misstatement, the auditor shall evaluate whether such a misstatement
is‘indicative of fraud. If there is such an indication, the auditor shall evaluate the implications of the
misstatement in relation to other aspects of the audit, particularly the reliability of management
representations, recognizing that an instance of fraud is unlikely to be an isolated occurrence.

When the auditor confirms that, or is unable to conclude whether, the FSs are materially misstated as
a result of fraud the auditor shall evaluate the implications for the audit.
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SA 250

CONSIDERATION OF LAWS AND REGULATIONS IN AN AUDIT OF
FINANCIAL STATEMENTS (W.E.F. 1ST APRIL' 2009)

1. Scope of this SA
This SA deals with the auditor’s responsibility to consider laws and regulations when/performing an
audit of financial statements. This SA does not apply to other engagements in‘whichthe auditor is
specifically engaged to test and report on non-compliance of specific lawsior.regulations.
2. Effect of Laws and Regulation
¢ The provision of some laws or regulation have a direct impact on the financial statements in that,
they determine the reported amounts and disclosures in an entity’s financial statements such as tax
and labour laws, and
¢ Other laws or regulation are to be complied with by management but do not have a direct effect
on an entity’s financial statements such as compliance with environmental regulations etc.
¢ Some entities operate in heavily regulated industries (such as banks and chemical companies).
¢ Non-compliance with laws and regulation may result in fines, litigation of other consequences
for the entity that may have a material effect on the financial statements.
3. Responsibility of Management for Compliance with Laws and Regulations
It is the responsibility of management to ensure that:the entity’s operations are conducted in
accordance with the provisions of laws and/regulations. For this purpose management may apply
the following procedures:
¢ Monitoring legal requirements and ensuring that operating procedures are designed to meet
these requirements.
¢ Instituting and operating appropriate systems of internal control.
¢ Developing, Publishing and following a‘code of conduct.
¢ Ensuring employees are properly trained and understand the code of conduct.
¢ Monitoring compliance'withithe code of conduct and acting appropriately to discipline employees
who fail to comply with'it.
¢ Engaging legal advisors to assist in monitoring legal requirements.
¢ Maintaining a register of significant laws and regulations with which the entity has to comply
within its particular industry and a record of complaints.
4, Responsibility of the Auditor
¢ Therequirements in this SA are designed to assist the auditor in identifying material misstatement
of the financial statements due to non-compliance with laws and regulations.
¢ However, the auditor is not responsible for preventing non compliance and cannot be expected
to detect non-compliance with all laws and regulations.
¢ ["The auditor is responsible for obtaining reasonable assurance that the financial statements, taken
as'a whole, are free from material misstatement, whether caused by fraud or error." Owing to the
inherent/limitations of an audit, there is an unavoidable risk that some material misstatements
in the financial statements may not be detected, even though the audit is properly planned and
performed in accordance with the SAs.
¢ Sometimes the auditor may be specifically required to report, as part of the audit of the financial
statements, on whether the entity complies with certain provisions of laws or regulations.
5. The Auditor’s Consideration of Compliance with Laws and Regulations [N14]
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