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Disclaimer

Every effort has been made to avoid errors or omissions in this book. In spite of this, errors may creep in. Any mistake,
ervor or discrepancy noted may be brought to our notice which shall be taken care of in the next edition. It is notified
that neither the publisher nor the author or seller will be responsible for any damage or loss of action to any one, of any
kind, in any manner, thevefrom. It is suggested that to avoid any doubt the reader should cross-check all the facts, law

and contents of the publication with original Government publication or wnotifications.

No part of this book may be reproduced or copied in any form or by any means [graphic, electronic or mechanical,
including photocopying, recording, taping, or information retrieval systems] or reproduced on any disc, tape, perﬁ)mted
media or other information storage device, ete., without the writtem permission of the author CA Kartik Agrawal. Breach
of this condition is liable for legal action.

For br’nd:'mg mistake, misprints or for missing pages, etc., the pub!’fsher's liability is limited to replacement within seven
days of purchase by similar edition. All expenses in this connection are to be borne by the purchaser.
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Chapter - 1

QUALITY CONTROL
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Standard on Quality Control (SQC) 1 Quality Control
for Firms that Perform Audits and Reviews of Historical
Financial Information, and Other Assurance and Related

Services Engagements*®

The purpose of this Standard on Quality Control (SQC) is to establish standards and provide guidance regarding a
firm’s responsibilities for its system of quality control for audits and reviews of historical financial information, and
for other assurance and related services engagements. This SQC is to be read in conjunction with the requirements of
the Chartered Accountants Act, 1944, the Code of Ethics and other relevant pronouncements of the Institute
(hereinafter referred to as “the Code”).

The firm should establish a system of quality control designed to provide it with reasonable assurance that
the firm and its personnel comply with professional standards and regulatory and legal requirements,
and

that reports issued by the firm or engagement partner(s) are appropriate in the circumstances.

A system of quality control consists of policies designed to achieve the objectives set out in paragraph above and the
procedures necessary to implement and monitor compliance with those policies.

¢ Engagement quality control review —
a process designed to provide an objective evaluation, before the report is issued, of the significant judgments
the engagement team made and the conclusions they reached in formulating the report.

¢ Engagement quality control reviewer —
a partner, other person in the firm, suitably qualified external person, or a team made up of such individuals,
with sufficient and appropriate experience and authority to objectively evaluate, before the report is issued,
the significant judgments the engagement team made and the conclusions they reached in formulating the
report. However, in case the review is done by a team of individuals, such team should be headed by a
member of the Institute.

s Inspection —
in relation to completed engagements, procedures designed to provide evidence of compliance by engagement
teams with the firm’s quality control policies and procedures.

TO MEET ABOVE OBJECTIVE
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TO MEET ABOVE OBJECTIVE

Elements of a System of Quality Control

The firm’s system of quality control should include policies and procedures addressing each of the following elements:
(a) Leadership responsibilities for quality within the firm.
(b) Ethical requirements.
(¢) Acceptance and continuance of client relationships and specific engagements.
(d) Human resources.
(e) Engagement performance.
() Monitoring.

The quality control policies and procedures should be documented and communicated to the firm'’s personnel.

The firm should establish policies and procedures designed to promote an internal culture based on the recognition
that quality is essential in performing engagements. Perform work that complies with professional standards and
regulatory and legal requirements; and Issue reports that are appropriate in the circumstances.

Such policies and procedures should require the firm’s chief executive officer (or equivalent) ov, if appropriate, the
firm’s managing partners (or equivalent), to assume ultimate responsibility for the firm’s system of quality control.

Of particular importance is the need for the firm’s leadership to recognize that the firm’s business strategy is subject
to the overriding requirement for the firm to achieve quality in all the engagements that the firm performs.

Accordingly:

a. The firm assigns its management responsibilities so that commercial considerations do not override the quality of
work performed;

b. The firm’s policies and procedures addressing performance evaluation, compensation, and promotion (including
incentive systems) with regard to its personnel, are designed to demonstrate the firm’s overriding commitment to
quality; and

¢. The firm devotes sufficient resources for the development, documentation and support of its quality control
policies and procedures.
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The firm should establish policies and procedures designed to provide it with reasonable assurance that the firm and
its personnel comply with relevant ethical requirements.

The Code establishes the fundamental principles of professional ethics, which include:
(a) Integrity; (b) Objectivity; (c) Professional competence and due care; (d) Confidentiality; and (e) Professional
behaviour.

The firm’s policies and procedures should emphasize the fundamental principles, which are reinforced in particular by
(a) the leadership of the firm, (b) education and training, (¢) monitoring, (d) a process for dealing with non-

compliance.

Observance of “Independence”’ in all engagements is the founding requirement. The firm should establish policies and
procedures designed to provide it with reasonable assurance that the firm, its personnel and (including experts
contracted by the firm and network firm personnel) maintain independence where required by the Code.

Such policies and procedures should enable the firm to: -
a. Communicate its independence requirements to its personnel
b. ldentify and evaluate circumstances and relationships that create threats to independence, and to take
appropriate action to eliminate those threats or reduce them to an acceptable level by applying safequards, or, if
considered appropriate, to withdraw from the engagement.

There should exist a mechanism in the firm by which engagement partners provide the firm with relevant
information about client engagements and personnel of firm promptly notify firm of circumstances and relationships
that create a threat to independence. All breaches of independence should be promptly notified to firm for
appropriate action. Its objective is to ensure that independence requirements are satisfied.

At least annually, the firm should obtain written confirmation of compliance with its policies and procedures on
independence from all firm personnel required to be independent in terms of the requirements of the Code.

SQC 1 lays special emphasis on familiarity threat. Using the same senior personnel on assurance engagements over a
prolonged period may impair the quality of performance of the engagement. Therefore, the firm should establish
criteria for determining the need for safequards to address this threat. In determining appropriate criteria, the firm
considers such matters as-

a. the nature of the engagement, including the extent to which it involves a matter of public interest and

b. the length of service of the senior personnel on the engagement.

Examples of safeguards include rotating the senior personnel or requiring an engagement quality control review. The
familiarity threat is particularly relevant in the context of financial statement audits of listed entities. For these
audits, the engagement partner should be rotated after a pre defined period, normally not more than seven years
(except in cases where audit of listed entities is conducted by a sole practitioner). However, to ensure quality control
exists in such firms and appropriate reports are issued, there is a process for mandatory peer review of such firms.
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The firm should establish policies and procedures for the acceptance and continuance of client relationships and
specific engagements, designed to provide it with reasonable assurance that it will undertake or continue relationships
and engagements only where it:

a. Has considered the integrity of the client and does not have information that would lead it to conclude that the
client lacks integrity;

b. Is competent to perform the engagement and has the capabilities, time and resources to do so; and

¢. Can comply with the ethical requirements.

The firm should obtain such information as it considers necessary in the circumstances before accepting an
engagement with a new client, when deciding whether to continue an existing engagement, and when considering
acceptance of a new engagement with an existing client. Where issues have been identified, and the firm decides to
accept or continue the client relationship or a specific engagement, it should document how the issues were resolved.

With regard to the integrity of a client, matters that the firm considers include,
for example:
 The identity and business reputation of the client’s principal owners, key management, related parties and those
charged with its governance.
+ The nature of the client’s operations, including its business practices.
+ Information concerning the attitude of the client’s principal owners, key management and those charged with its

governance

Whether the client is aggressively concerned with maintaining the firm’s fees as low as possible.

Indications of an inappropriate limitation in the scope of work.
* Indications that the client might be involved in money laundering or other criminal activities.
 The reasons for the proposed appointment of the firm and non reappointment of the previous firm.

In considering whether the firm has the capabilities, competence, time and resources to undertake a new engagement
from a new or an existing client, the firm reviews the specific requirements of the engagement and existing partner
and staff profiles at all velevant levels.
Matters the firm considers include whether:
* Firm personnel have knowledge of relevant industries or subject matters;
» Firm personnel have experience with relevant regulatory or reporting requirements, or the ability to gain the
necessary skills and knowledge effectively;
» The firm has sufficient personnel with the necessary capabilities and competence;
 Experts are available, if needed;
o Individuals meeting the criteria and eligibility requirements to perform engagement quality control review are
available, where applicable; and
* The firm would be able to complete the engagement within the reporting deadline.

The firm also considers whether accepting an engagement from a new or an existing client may give rise to an actual
or perceived conflict of interest. Where a potential conflict is identified, the firm considers whether it is appropriate
to accept the engagement.

Where the firm obtains information that would have caused it to decline an engagement if that information had been
available earlier, policies and procedures on the continuance of the engagement and the client relationship should
include consideration of:

a. The professional and legal responsibilities that apply to the circumstances, including whether there is a

requirement for the firm to report to the person or persons who made the appointment or, in some cases, to
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requlatory authorities; and
b. The possibility of withdrawing from the engagement or from both the engagement and the client relationship.

Policies and procedures on withdrawal from an engagement or from both the engagement and the client relationship
address issues that include the following:

» Discussing with the appropriate level of the client’s management and those charged with its governance regarding
the appropriate action that the firm might take based on the relevant facts and circumstances.

o If the firm determines that it is appropriate to withdraw, discussing with the appropriate level of the client’s
management and those charged with its governance withdrawal from the engagement or from both the
engagement and the client relationship, and the reasons for the withdrawal.

» Considering whether there is a professional, requlatory or legal requirement for the firm to remain in place, or
for the firm to report the withdrawal from the engagement, or from both the engagement and the client
relationship, together with the reasons for the withdrawal, to requlatory authorities.

« Documenting significant issues, consultations, conclusions and the basis for the conclusions.

The firm should establish policies and procedures designed to provide it with reasonable assurance that it has
sufficient personnel with the capabilities, competence, and commitment to ethical principles necessary to perform its
engagements in accordance with professional standards and requlatory and legal requirements and to enable the firm
or engagement partners to issue reports that are appropriate in the circumstances. Such policies and procedures
should address relevant HR issues including recruitment, compensation, training, career development, performance
evaluation etc. There should be emphasis on the continuing professional development of firm'’s personnel.

The firm should assign responsibility for each engagement to an engagement partner. The firm should establish
policies and procedures requiring that:
a. The identity and role of the engagement partner are communicated to key members of the client’s management
and those charged with governance;
b. The engagement partner has the appropriate capabilities, competence, authority and time to perform the role;
and
¢. The responsibilities of the engagement partner are clearly defined and communicated to that partner

Each engagement team should be able to carry out its responsibilities with necessary competence and skill. Therefore,
the firm should ensure suitable people are available and also groom them for their role. The firm should assess
performance of their partners and team members keeping in mind their commitment towards quality.

The firm should establish policies and procedures designed to provide it with reasonable assurance that engagements
are performed in accordance with professional standards and regulatory and legal requirements, and that the firm or
the engagement partner issues reports that are appropriate in the circumstances.
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Consistency in quality of engagement performance is achieved through briefing of engagement teams of their
objectives, processes for complying with engagement standards, processes of engagement supervision and training,
methods of reviewing performance of work, appropriate documentation of work performed.

 Tracking the progress of the engagement.

 Considering the capabilities and competence of individual members of the engagement team.

» Addressing significant issues arising during the engagement, considering their significance and appropriately
modifying the planned approach appropriately.

o Identifying matters for consultation or consideration by more experienced engagement team members during the
engagement.

Review responsibilities are determined on the basis that more experienced engagement team members, including the
engagement partner, review work performed by less experienced team members.
Reviewers consider whether:

a. The work has been performed in accordance with professional standards and regulatory and legal requirements;

S

Significant matters have been raised for further consideration;

o

Appropriate consultations have taken place and the resulting conclusions have been documented and
implemented;

There is a need to revise the nature, timing and extent of work performed;

The work performed supports the conclusions reached and is appropriately documented;

The evidence obtained is sufficient and appropriate to support the report; and

Q@ - o &

The objectives of the engagement procedures have been achieved.

The firm should establish policies and procedures designed to provide it with reasonable assurance that:
a. Appropriate consultation takes place on difficult or contentious matters;
b. Sufficient resources are available to enable appropriate consultation to take place;
¢. The nature and scope of such consultations are documented; and
d. Conclusions resulting from consultations are documented and implemented.

Consultation includes discussion, at the appropriate professional level, with individuals within or outside the firm who
have specialized expertise, to resolve a difficult or contentious matter.

Consultation helps to promote quality and improves the application of professional judgment.

Effective consultation with other professionals requires that those consulted be given all the relevant facts that will
enable them to provide informed advice on technical, ethical or other matters. Consultation procedures require
consultation with those having appropriate knowledge, seniority and experience within the firm (or, where applicable,
outside the firm) on significant technical, ethical and other matters, and appropriate documentation and

implementation of conclusions resulting from consultations.
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The firm should establish policies and procedures requiring, for appropriate engagements, an engagement quality
control review that provides an objective evaluation of the significant judgments made by the engagement team and
the conclusions reached in formulating the report. Such policies and procedures should:

a. Require an engagement quality control review for all audits of financial statements of listed entities;

b. Set out criteria against which all other audits and reviews of historical financial information, and other assurance
and related services engagements should be evaluated to determine whether an engagement quality control
review should be performed; and

¢. Require an engagement quality control review for all engagements meeting the criteria established in compliance
with subparagraph (b).

The firm’s policies and procedures should require the completion of the engagement quality control review before the
report is issued.

An engagement quality control review ordinarily involves discussion with the engagement partner, a review of the
financial statements or other subject matter information and the report, and, in particular, consideration of whether
the report is appropriate. It also involves a review of selected working papers relating to the significant judgments
that the engagement team made and the conclusions they reached. The extent of the review depends on the
complexity of the engagement and the risk that the report might not be appropriate in the circumstances. The
review does not reduce the responsibilities of the engagement partner.

An engagement quality control review for audits of financial statements of listed entities includes considering the

following:

» The engagement team’s evaluation of the firm’s independence in relation to the specific engagement.

* Significant risks identified during the engagement and the responses to those risks.

o Judgments made, particularly with respect to materiality and significant risks.

» Whether appropriate consultation has taken place on matters involving differences of opinion or other difficult or
contentious matters, and the conclusions arising from those consultations.

* The significance and disposition of corrected and uncorrected misstatements identified during the engagement.

» The matters to be communicated to management and those charged with governance and, where applicable,
other parties such as requlatory bodies.

» Whether working papers selected for review reflect the work performed in relation to the significant judgments
and support the conclusions reached.

» The appropriateness of the report to be issued.

Engagement quality control reviews for engagements other than audits of financial statements of listed entities may,
depending on the circumstances, include some or all of these considerations.

Where the engagement quality control reviewer makes recommendations that the engagement partner does not
accept and the matter is not resolved to the reviewer’s satisfaction, the report is not issued until the matter is
resolved by following the firm’s procedures for dealing with differences of opinion.

Engagement quality control reviewer should be a suitably qualified external person such as a partner or employee

(Who should be member of ICAI) or can be from another firm with similar background. It is necessary to maintain
objectivity of such reviewer.
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The firm’s policies and procedures are designed to maintain the objectivity of the engagement quality control
reviewer.
For example, the engagement quality control reviewer:

(a) Is not selected by the engagement partner;

(b) Does not otherwise participate in the engagement during the period of review;

(¢) Does not make decisions for the engagement team; and

(d) Is not subject to other considerations that would threaten the reviewer’s objectivity.

The engagement partner may consult the engagement quality control reviewer during the engagement.

Where the nature and extent of the consultations become significant, however, care is taken by both the engagement
team and the reviewer to maintain the reviewer’s objectivity. Where this is not possible, another individual within the
firm or a suitably qualified external person is appointed to take on the role of either the engagement quality control
reviewer or the person to be consulted on the engagement. The firm'’s policies should provide for the replacement of
the engagement quality control reviewer where the ability to perform an objective review may be impaired.

The firm should establish policies and procedures for dealing with and resolving differences of opinion within the
engagement team, with those consulted and, where applicable, between the engagement partner and the
engagement quality control reviewer. Conclusions reached should be documented and implemented.

The report should not be issued until the matter is resolved.
A firm using a suitably qualified external person(s) to conduct an engagement quality control review recognizes that

differences of opinion can occur and establishes procedures to resolve such differences, for example, by consulting with

another practitioner or firm, or a professional or requlatory body.

Completion of the Assembly of Final Engagement Files

The firm should establish policies and procedures for engagement teams to complete the assembly of final engagement
files on a timely basis after the engagement reports have been finalized.

In the case of an audit, for example, such a time limit is ordinarily not more than 60 days after the date of the
auditor’s report.

Where two or more different reports are issued in respect of the same subject matter information of an entity, the
firm’s policies and procedures relating to time limits for the assembly of final engagement files address each report as

if it were for a separate engagement.

The firm should establish policies and procedures designed to maintain the confidentiality, safe custody, integrity,
accessibility and retrievability of engagement documentation.

The firm should establish policies and procedures for the retention of engagement documentation for a period
sufficient to meet the needs of the firm or as required by law or regulation.
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In the specific case of audit engagements, the retention period ordinarily is no shorter than seven years from the date
of the auditor’s report, or, if later, the date of the group auditor’s report.

Unless otherwise specified by law or regulation, engagement documentation is the property of the firm. The firm
may, at its discretion, make portions of, or extracts from, engagement documentation available to clients, provided
such disclosure does not undermine the validity of the work performed, or, in the case of assurance engagements, the

independence of the firm or its personnel.

The firm should ensure that policies and procedures relating to the system of quality control are relevant, adequate,
operating effectively and complied with in practice. Such policies and procedures should include an ongoing
consideration and evaluation of the firm’s system of quality control, including a periodic inspection of a selection of

completed engagements.

Quality control of engagements has to be monitored taking into account following factors:

» Deciding whether quality control system of the firm has been appropriately designed and effectively implemented.

o Examining whether new developments in the professional standards, legal and requlatory requirements have been
reflected in the quality control policies.

» Conducting monitoring by entrusting responsibility of monitoring process to a partner or other persons with
sufficient and appropriate experience and authority in the firm.

+ Dealing with complaints and allegations against the firm or any employees of it of non compliance with
professional standards or appropriate requlatory requirements by a person within or outside the firm.

* Taking appropriate remedial actions against the personnel who did not conform to quality control policies.

 Taking action when deficiencies in the design or operation of the firm’s quality control policies and procedures, or
non-compliance with the firm'’s system of quality control are identified.

Peer review Board is constituted by Council of ICAl. The main objective of Peer review Board is to ensure that, in
carvying out assurance assignments: -
 Technical, professional and ethical standards including regulatory requirements are complied with by members of
ICAL
 Proper systems are in place including documentation thereof which amply demonstrate quality of assurance

sevvices provided by members.

The peer review is meant for purpose of enhancing quality of professional work resulting in more reliable and useful
audit reports.

Peer review means an examination and review of the systems and procedures to determine whether the same have
been put in place by the Practice Unit for ensuring the quality of assurance services as envisaged by the technical,
professional and ethical Standards or any other regulatory requirements.

Once a Practice Unit is subjected to Peer review, its assurance engagement records pertaining to the Peer review
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period are subject to examination and review by the Peer Reviewer.

On completion of this exercise, a “peer review certificate” is issued in case of unqualified report issued by Peer
Reviewer.

In case of a qualified report, it is informed to the Practice Unit that same cannot be issued along with the reasons
therefor as well as inform about the due date for conducting a follow-on review as may be decided by the Board.

Quality review Board has been set up by Central government. It consists of members nominated by Central govt and
Council of ICAI. The functions of QRB are: -

a. To make recommendations to the Council regarding the quality of services provided by the members of the
Institute;

b. To review the quality of services provided by the members of the Institute including audit services and

¢. To guide the members of the Institute to improve the quality of services and adherence to the various statutory
and other requlatory requirements;

The statutory auditors in respect of the companies are identified for their audit quality review based upon risk -based
approach. The review is carvied out by technical reviewers who are empanelled by QRB on engagement basis from
across the country.

NFRA has been constituted in terms of Section 132(1) of Companies Act,2013.
Duties of NFRA also include the following: -
» Monitor and enforce compliance with accounting standards and auditing standards
* Oversee the quality of service of the professions associated with ensuring compliance with such standards and
suggest measures for improvement in the quality of service

It has power to monitor and enforce compliance with accounting standards and auditing standards and oversee the
quality of sevvice under section 132(2) or undertake investigation under section 132(4) of the auditors of certain
class of companies.

Such companies include listed companies, insurance companies, banking companies and other companies as provided
for in rule 3 of NFRA Rules,2018. Therefore, overseeing quality of audit services of listed companies falls under the
purview of NFRA. QRB can review quality of audit services provided by the members of the Institute only in respect
of entities other than those specified under Rule 3 of NFRA Rules, 2018 and those referved to QRB by NFRA under
relevant rules.
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SA 220* Quality Control for an Audit of Financial
Statements

Scope
(SA) deals with the specific responsibilities of the auditor regarding quality control procedures for an audit of financial
statement

This SA is to be read in conjunction with relevant ethical requirements.

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

(a) The audit complies with professional standards and regulatory and legal requirements;

(b) The auditor’s report issued is appropriate in the circumstances

Requirements
TO MEET ABOVE OBJECTIVE

V b { { { V {

Leadership Relevant Ethical Acceptance and Assignment  Engagement  Monitoring Documentation
Responsibilities Requirements Continuance of of Performance
for Quality on  Including Client Engagement
Audits independence Relationships and  Teams
Audit
Engagements

Leadevrship Responsibilities for Quality on Audits

engagement partner shall take responsibility for the overall quality on each audit engagement to which that partner is
assigned

engagement partner shall emphasise through his action and messages
Importance to audit quality of
a. Performing work that complies with professional standards and requlatory and legal requirements
. Complying with the firm’s quality control policies and procedures
. Issuing auditor’s reports that are appropriate in the circumstances
. The engagement team’s ability to raise concerns without fear

[ YRR S S oW o

. The fact that quality is essential in performing audit engagements

Relevant Ethical Requirements Including independence
Throughout the audit engagement

the EP shall remain alert
through observation and making inquiries
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For evidence of non-compliance with relevant ethical requivements by members of the ET
If matters come to the engagement partner’s attention

engagement team have not complied with relevant ethical requirements
engagement partner, in consultation with others in the firm, shall determine the appropriate action

form a conclusion on compliance with independence requirements
In doing so ep shall

Obtain relevant information
to identify and evaluate circumstances and relationships
that create threats to independence

Evaluate information on identified breaches of the firm'’s independence policies
to determine whether they create a threat to independence

Take appropriate action to eliminate such threats or reduce them to an acceptable level
if considered appropriate, to withdraw from the audit engagement, where withdrawal is permitted

promptly report to the firm any inability to resolve the matter for appropriate action

Ep shall be satisfied that procedures in relation to above are followed and conclusion reached is appropriate

If the engagement partner obtains information that would have caused the firm to decline the audit engagement had that
information been available earlier, the engagement partner shall communicate that information promptly to the firm, so
that the firm and the engagement partner can take the necessary action

Following type of information assist ep in determining whether the conclusions reached regarding the acceptance and
continuance of client relationships and audit engagements are appropriate

(a) integrity of the principal owners, key management and tewg

(b) engagement team is competent

(¢ ) Whether the firm and the engagement team can comply with relevant ethical requirements

(d) Significant matters that have arisen during the current or previous audit engagement

The EP shall be satisfied that the ET, and any auditor'’s experts who are not part of the ET have the appropriate
competence and capabilities to:

(a) Perform the audit engagement in accordance with professional standards and regulatory and legal requirements; and
(b) Enable an auditor’s report that is appropriate in the circumstances to be issued
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The EP shall take responsibility for
a. The direction, supervision and performance of the audit engagement in compliance with professional standards and
requlatory and legal requirements; and
b. The auditor’s report being appropriate in the circumstances

The EP shall take responsibility for reviews being performed in accordance with the firm’s review policies and procedures.
On or before the date of the auditor’s report, the EP shall, through a review of the audit documentation and discussion with
the ET, be satisfied that SAAE has been obtained to support the conclusions reached and for the auditor’s report to be
issued.

SQC 1 review procedures involve
(a) Work performed in accordance with SA and L&R
(b) Significant matter raised for further consideration
(¢ ) Appropriate consultation have taken place
(d) Work supports conclusion
(e YAppropriate documentation
(f) SAAE to support conclusion
(9) Objectives of engagement procedures achieved

The EP shall:
Take responsibility for the ET undertaking appropriate consultation on difficult matters
Be satisfied that members of the ET have undertaken appropriate consultation
Be satisfied that the nature and scope of, and conclusions resulting from, such consultations are agreed with the party
consulted

Determine that conclusions resulting from such consultations have been implemented.

In case of listed entities and other audit engagements for which eqcr is required ep shall
Determine that an EQCR has been appointed;
Discuss significant matters arising during the audit engagement
Not date the auditor’s report until the completion of the engagement quality control review.
EQCR shall perform an objective evaluation of the significant judgments made by ET and the conclusions reached in
formulating the auditor’s report. This evaluation shall involve:
Discussion of significant matters with the EP
Review of the financial statements and the proposed auditor’s report
Review of selected audit documentation relating to the significant judgments the ET made and the conclusions it
reached
Evaluation of the conclusions reached in formulating the auditor’s report and consideration of whether the proposed
auditor’s report is appropriate.

For audits of financial statements of listed entities, the engagement quality control reviewer, on performing an engagement

quality control review, shall also consider the following:
a. The engagement team’s evaluation of the firm'’s independence in relation to the audit engagement;
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b. Whether appropriate consultation has taken place on matters involving differences of opinion or other difficult or

contentious matters, and the conclusions arising from those consultations;

¢. Whether audit documentation selected for review reflects the work performed in relation to the significant judgments

made and supports the conclusions reached.

Differences of Opinion

If differences of opinion arise within the ET, with those consulted or, where applicable, between the engagement partner

and the engagement quality control reviewer, the engagement team shall follow the firm’s policies and procedures for

dealing with and resolving differences of opinion

Monitoring

monitoring process designed to provide the firm with RA

that its policies and procedures relating to the system of quality control are relevant, adequate, and operating effectively.

The EP shall consider the results of the firm’s monitoring process and whether deficiencies noted in that information may

affect the audit engagement

Documentation

The auditor shall document:

(a) Issues identified with respect to compliance with relevant ethical requirements and how they were resolved.

(b) Conclusions on compliance with independence requirements

(¢) Conclusions reached regarding the acceptance and continuance of client relationships and audit engagements.

(d) The nature and scope of, and conclusions resulting from, consultations undertaken during the course of the audit

engagement.

The engagement quality control reviewer shall document

a. The procedures required by the firm’s policies on engagement quality control review have been performed

b. The engagement quality control review has been completed on or before the date of the auditor’s report; and

¢. The reviewer is not aware of any unresolved matters that would cause the reviewer to believe that the significant

Jjudgments the engagement team made and the conclusions they reached were not appropriate

SQC 1

SA 220

It applies to entire firm and fixes the responsibility of firm to be
assumed by CEO or managing partners.

It applies to a particular audit engagement and
engagement partner takes responsibility of the same

It is applicable to audits, reviews of historical financial
Information, and other assurance and related services

engagements.

It is applicable to audit engagements only

It relates to setting up of a quality control system consisting of
policies and procedures for firm as a whole.

It deals with responsibilities of engagement teams to
implement quality control procedures that are applicable
to audit engagements.

It pertains to establishing a system of quality control designed
to provide firm with a reasonable assurance that a firm and its
personnel comply with professional standards and regulatory
and legal requirements so that reports issued by firm or
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It is premised on the basis that firm is subject to SQC 1.
Therefore, SQC 1 is a sine qua non for applicability of SA
220. It is within overall context of a firm’s system of
quality control, engagement teams implement quality




engagement partners are appropriate in circumstances. control procedures applicable to audit engagements.
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OTHER STANDARDS
NOT COVERED

IN

STUDY MATERIAL
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SA 200 Overall Objectives of the Independent Auditor and the Conduct of an
Audit in Accordance with Standards on Auditing

Scope

(SA) establishes the independent auditor'’s overall responsibilities when conducting an audit of financial statements in
accordance with SAs.

Specifically, it sets out the overall objectives of the independent auditor, and explains the nature and scope of an audit
designed to enable the independent auditor to meet those objectives

The independent auditor is referred to as “the auditor” hereafter

Objectives

The objectives of the auditor are:

[. To obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error,
thereby enabling the auditor to express an opinion on whether the financial statements are prepared, in all material
respects, in accordance with an AFRF
and

ii. To report on the financial statements, and communicate as required by the SAs, in accordance with the auditor’s

findings

Further Std Says,
when reasonable assurance cannot be obtained and a qualified opinion in the auditor’s report is insufficient
Auditor shall disclaim an opinion or withdraw from the engagement, where withdrawal is legally permitted.

Requirements

TO MEET ABOVE OBJECTIVE

v { 1 v |

Ethical Requirements Professional Professional Sufficient Appropriate Audit Conduct of an Audit in
Relating to an Audit Skepticism Judgment Evidence and Audit Risk Accordance with SA
of Financial

Statements

Ethical Requirements Relating to an Audit of Financial Statements

The auditor is subject to relevant ethical requirements, including those pertaining to independence
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Relevant ethical requirements ordinarily comprise the Code of Ethics issued by the ICAl

The Code establishes the following as the fundamental principles of professional ethics relevant to the auditor when
conducting an audit of financial statements
a. Integrity;
Objectivity;
Professional competence and due care;
Confidentiality; and

Professional behaviour

S o T

Professional skepticism — An attitude that includes a questioning mind, being alert to conditions which may indicate

possible misstatement due to ervor or fraud, and a critical assessment of audit evidence
The auditor shall plan and perform an audit with professional Skepticism

Professional Skepticism includes being alert to, for example:
o Audit evidence that contradicts other audit evidence obtained
o Information that brings into question the reliability of documents and responses to inquiries to be used as audit
evidence.
o Conditions that may indicate possible fraud.
o Circumstances that suggest the need for audit procedures in addition to those required by the SAs

Maintaining professional Skepticism throughout the audit is necessary if the auditor is, for example, to reduce the
risks of:

o Overlooking unusual circumstances.

o Over generalising when drawing conclusions from audit observations.

o Using inappropriate assumptions in determining the nature, timing, and extent of the audit procedures and

evaluating the results thereof.
Professional scepticism is necessary to the critical assessment of audit evidence

The auditor may accept records and documents as genuine unless the auditor has reason to believe the contrary.

Nevertheless, the auditor is required to consider the reliability of information to be used as audit evidence

Professional judgment — The application of relevant training, knowledge and experience, within the context
provided by auditing, accounting and ethical standards, in making informed decisions about the courses of action
that are appropriate in the circumstances of the audit engagement

The auditor shall exercise professional judgment in planning and performing an audit

Professional judgment is essential to the proper conduct of an audit

Professional judgment is necessary in particular regarding decisions about:

o Materiality and audit risk.
o The nature, timing, and extent of audit procedures used to meet the requirements of the SAs and gather audit
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evidence.
o Evaluating whether sufficient appropriate audit evidence has been obtained, and whether more needs to be done
to achieve the objectives of the SAs and thereby, the overall objectives of the auditor.
o The evaluation of management’s judgments in applying the entity’s applicable financial reporting framework.
The drawing of conclusions based on the audit evidence obtained, for example, assessing the reasonableness of the

estimates made by management in preparing the financial statements

The exercise of professional judgment in any particular case is based on the facts and circumstances that are known
by the auditor

Professional judgment needs to be exercised throughout the audit. It also needs to be appropriately documented

To obtain reasonable assurance, the auditor shall obtain SAAE 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

Audit evidence is necessary to support the auditor’s opinion and report. It is primarily obtained from audit
procedures performed during the course of the audit

Audit evidence comprises both information that supports and corroborates management’s assertions, and any
information that contradicts such assertions.

In addition, in some cases, the absence of information (for example, management’s refusal to provide a requested
representation) is used by the auditor, and therefore, also constitutes audit evidence

The sufficiency and appropriateness of audit evidence are interrelated.

Sufficiency is the measure of the quantity of audit evidence. The quantity of audit evidence needed is affected by the
auditor’s assessment of the risks of misstatement (the higher the assessed risks, the more audit evidence is likely to
be required) and also by the quality of such audit evidence (the higher the quality, the less may be required).

Obtaining more audit evidence, however, may not compensate for its poor quality

Appropriateness is the measure of the quality of audit evidence; that is, its relevance and its reliability in providing
support for the conclusions on which the auditor’s opinion is based. The reliability of evidence is influenced by its
source and by its nature, and is dependent on the individual circumstances under which it is obtained

Whether sufficient appropriate audit evidence has been obtained 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, is a matter of

professional judgment

Audit risk is a function of the risks of material misstatement and detection risk
The assessment of risks is a matter of professional judgment, rather than a matter capable of precise measurement

The ROMM may exist at two levels:
The overall financial statement level; and
The assertion level for classes of transactions, account balances, and disclosures.

The risks of material misstatement at the assertion level consist of two components: inherent risk and control risk

The SAs do not ordinarily refer to inherent risk and control risk separately, but rather to a combined assessment of
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the “risks of material misstatement”

Detection risk bears an inverse relationship to the assessed risks of material misstatement at the assertion level
Inherent Limitations of an Audit
The auditor is not expected to, and cannot, reduce audit risk to zero and cannot therefore obtain absolute assurance
that the financial statements are free from material misstatement due to fraud or ervor. This is because there are
inherent limitations of an audit, which result in most of the audit evidence on which the auditor draws conclusions
and bases the auditor’s opinion being persuasive rather than conclusive. The inherent limitations of an audit arise
from:

 The nature of financial reporting;

¢ The nature of audit procedures; and

» The need for the audit to be conducted within a reasonable period of time and at a reasonable cost

The auditor shall comply with all SAs relevant to the audit

The auditor shall have an understanding of the entire text of an SA, including its application and other explanatory
material, to understand its objectives and to apply its requirements properly

The auditor shall not represent compliance with SAs in the auditor’s report unless the auditor has complied with the
requirements of this SA and all other SAs relevant to the audit

To achieve the overall objectives of the auditor, the auditor shall use the objectives stated in relevant SAs in planning
and performing the audit, having regard to the interrelationships among the SAs

The auditor shall comply with each requirement of an SA unless, in the circumstances of the audit:
(a) The entire SA is not relevant; or
(b) The requirement is not relevant because it is conditional and the condition does not exist.

In exceptional circumstances, the auditor may judge it necessary to depart from a relevant requirement in an SA. In
such circumstances, the auditor shall perform alternative audit procedures to achieve the aim of that requirement. The
need for the auditor to depart from a relevant requirement is expected to arise only where the requirement is for a
specific procedure to be performed and, in the specific circumstances of the audit, that procedure would be ineffective

in achieving the aim of the requirement

If an objective in a relevant SA cannot be achieved, the auditor shall evaluate whether this prevents the auditor from
achieving the overall objectives of the auditor and thereby requires the auditor, in accordance with the SAs, to modify
the auditor’s opinion or withdraw from the engagement. Failure to achieve an objective represents a significant matter

requiring documentation
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SA 210* Agreeing the Terms of Audit
Engagements

(SA) deals with the auditor’s responsibilities in agreeing the terms of the audit engagement with management and,
where appropriate, those charged with governance. This includes establishing that certain preconditions for an audit,
responsibility for which rests with management and, where appropriate, those charged with governance, are present

The objective of the auditor is to accept or continue an audit engagement only when the basis upon which it is to be
performed has been agreed

a. Establishing whether the preconditions for an audit are present;

b. Confirming that there is a common understanding between the auditor and management

To meet above objective

v v 1 |

Preconditions Agreement on Recurring  Acceptance of a

for an Audit Audit Audits Change in the
Engagement Terms of the Audit
Terms Engagement

Preconditions for an Audit

In order to establish whether the preconditions for an audit are present, the auditor shall:
a. Determine whether the financial reporting framework to be applied in the preparation of the financial statements
is acceptable; and
b. Obtain the agreement of management that it acknowledges and understands its responsibility:
i. For the preparation of the financial statements in accordance with the applicable financial reporting
framework, including where relevant their faiv presentation;
ii. For such internal control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or ervor; and
iii. To provide the auditor with:
o Access to all information of which management is aware that is relevant to the preparation of the financial
statements such as records, documentation and other matters;
o Additional information that the auditor may request from management for the purpose of the audit; and
o Unrestricted access to persons within the entity from whom the auditor determines it necessary to obtain audit

evidence

If the preconditions for an audit are not present
Auditor shall discuss the matter with management
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Unless required by law or regulation to do so, the auditor shall not accept the proposed audit engagement
- If the auditor has determined that the FRF to be applied in the preparation of the financial statements is
unacceptable,
- If the agreement referrved to in above paragraph has not been obtained

Limitation on Scope Prior to Audit Engagement Acceptance
such that the auditor believes the limitation will result in the auditor disclaiming an opinion on the financial statements

unless required by law or regulation to do so the auditor shall not accept such a limited engagement

The auditor shall agree the terms of the audit engagement with management

the agreed terms of the audit engagement shall be recorded in an audit engagement letter or other suitable form of
written agreement and shall include

o The objective and scope of the audit of the financial statements;

o The responsibilities of the auditor;

o The responsibilities of management;

o ldentification of the applicable financial reporting framework for the preparation of the financial statements; and

o Reference to 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.

The form and content of the audit engagement letter may vary for each entity

an audit engagement letter may make reference to, for example:

o Elaboration of the scope of the audit

o requirement for the auditor to communicate key audit matters

o The fact that because of the inherent limitations of an audit, together with the inherent limitations of internal
control, there is an unavoidable risk that some material misstatements may not be detected, even though the audit
is properly planned and performed in accordance with Sas

o expectation that management will provide written representations

o basis on which fees are computed

o fact that the audit process may be subjected to a peer review

o Arrangements concerning the involvement of other auditors and experts in some aspects of the audit.

o Arrangements to be made with the predecessor auditor, if any, in the case of an initial audit.

o Arrangements concerning the involvement of internal auditors and other staff of the entity

On recurring audits, the auditor shall assess whether circumstances require the terms of the audit engagement to be
revised and whether there is a need to remind the entity of the existing terms of the audit engagement

The auditor may decide not to send a new audit engagement letter or other written agreement each period
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However, the following factors may make it appropriate to revise the terms of the audit engagement or to remind the
entity of existing terms

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

o Any revised or special terms of the audit engagement.

@]

A recent change of senior management.

o

A significant change in ownership.

o

A significant change in nature or size of the entity’s business.

o

A change in legal or requlatory requirements.

o

A change in the financial reporting framework adopted in the preparation of the financial statements.

o

A change in other reporting requirements.

o The auditor shall not agree to a change in the terms of the audit engagement where there is no reasonable
Jjustification for doing so.

o If, prior to completing the audit engagement, the auditor is requested to change the audit engagement to an
engagement that conveys a lower level of assurance, the auditor shall determine whether there is reasonable
Jjustification for doing so.

o If the terms of the audit engagement are changed, the auditor and management shall agree on and record the new
terms of the engagement in an engagement letter or other suitable form of written agreement.

o If the auditor is unable to agree to a change of the terms of the audit engagement and is not permitted by
management to continue the original audit engagement, the auditor shall:

o (a) Withdraw from the audit engagement where possible under applicable law or regulation; and

o (b) Determine whether there is any obligation, either contractual or otherwise, to report the circumstances to other
parties, such as those charged with governance, owners or regulators
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SA 230 Audit Documentation

Scope
auditor’s responsibility to prepare audit documentation for an audit of financial statements

Nature

meets the requirements of this SA and other SA and provides

(a) Evidence of the auditor’s basis for a conclusion about the achievement of the overall objectives of the auditor

(b) Evidence that the audit was planned and performed in accordance with SAs and applicable legal and requlatory

requirements.

Purpose

Assisting the engagement team to plan and perform the audit.

Assisting members of the engagement team responsible for supervision to direct and supervise the audit work, and to
discharge their review responsibilities in accordance with SA 220

Enabling 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 inspections in accordance with applicable legal, requlatory or other requirements

Ownership of Audit Documentation
As per SQC 1
audit documentation is the property of the auditor. He may at his discretion, make portions of, or extracts from,

audit documentation available to clients, provided such disclosure does not undermine the validity of the work
performed, or, in the case of assurance engagements, the independence of the auditor or of his personnel.

Objective

The objective of the auditor is to prepare documentation that provides:
(a) A sufficient and appropriate record of the basis for the auditor’s veport; and
(b) Evidence that the audit was planned and performed in accordance with SAs and applicable legal and regulatory

requirements

Requirements
TO MEET ABOVE OBJECTIVE

V I | I b v V

Timely Preparation Documentation of the Departure from Matters Arising Assembly of  The form,

of Audit Audit Procedures a Relevant after the Date the Final content

Documentation Performed and Audit Requirement  of the Auditor’s Audit File and extent
Evidence Obtained Revort
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When such work is performed

to enhance the quality of the audit and facilitates the effective review

The auditor shall prepare audit documentation that is sufficient to enable an experienced auditor, having no previous
connection with the audit, to understand
o The nature, timing, and extent of the audit procedures performed to comply with the SAs and applicable legal
and regulatory requirements
the auditor shall record:
o The identifying characteristics of the specific items or matters tested
o Who performed the audit work and the date such work was completed
o Who reviewed the audit work performed and the date and extent of such review.

o The results of the audit procedures performed, and the audit evidence obtained

o Significant matters arising during the audit, the conclusions reached thereon, and significant professional
Jjudgments made in reaching those conclusions.

o The auditor shall document discussions of significant matters including the nature of the significant matters
discussed and when and with whom the discussions took place.

o If the auditor identified information that is inconsistent with the auditor’s final conclusion regarding a significant
matter, the auditor shall document how the auditor addiessed the inconsistency

However, it is neither necessary nor practicable for the auditor to document every matter considered, or professional
Judgment made, in an audit.
For example:
o The existence of an adequately documented audit plan demonstrates that the auditor has planned the audit.
o The existence of a signed engagement letter in the audit file demonstrates that the auditor has agreed the terms
of the audit engagement with management, or where appropriate, TCWG
o An auditor's report containing an appropriately qualified opinion demonstrates that the auditor has complied with
the requirement to express a qualified opinion under the circumstances specified in the SAs.
o In relation to requirements that apply generally throughout the audit, there may be a number of ways in which
compliance with them may be demonstrated within the audit file:

For example, there may be no single way in which the auditor's professional skepticism is documented. But the audit
documentation may nevertheless provide evidence of the auditor's exercise of professional skepticism in accordance
with SAs. Such evidence may include specific procedures performed to corroborate management's responses to the
auditor's inquiries.
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If, in exceptional circumstances
auditor judges it necessary to depart from a relevant requirement in a SA

than auditor shall document

alternative audit procedures performed achieve the aim of that requirement,
and

the reasons for the departure

If, in exceptional circumstances

auditor performs new or additional audit procedures or draws new conclusions after the date of auditors report
then auditor shall document
o The circumstances encountered
o The new or additional audit procedures performed, audit evidence obtained, and conclusions reached, and their
effect on the auditor’s report
o When and by whom the resulting changes to audit documentation were made and reviewed

Timely basis after the date of auditors report (not more than 60 days)

After the assembly the auditor shall not delete or discard audit documentation of any nature before the end of its

retention period (not shorter than 7 years)

In case auditor modify existing audit documentation or add new audit documentation after the assembly
Then regardless of its nature
Auditor shall document

o The specific reasons for making them

o When and by whom they were made and reviewed.

depend upon factors such as

o The size and complexity of the entity

o The nature of the audit procedures to be performed.
o The identified risks of material misstatement

o The significance of the audit evidence obtained

o The nature and extent of exceptions identified
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CHAPTER - 2

General Auditing
Principles

and Auditors
Responsibilities
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SA 240* The Auditor’s Responsibilities Relating to Fraud

in an Audit of Financial Statements

Scope

Auditor’s responsibilities relating to fraud in an audit of financial statements
Misstatements arise from either
a. Fraud
Fraud is an Intentional act
Characteristics of Fraud
= incentive or pressure,
= perceived opportunity ,
* rationalization of the act

b. Ervror

Error is an unintentional act

Although fraud is a broad legal concept but for the purposes of the SAs, the auditor is concerned with fraud that
causes a material misstatement in the financial statements

Further two types of intentional misstatements are relevant to the auditor
Misstatements resulting from misappropriation of assets.
Involves

the theft of an entity’s assets
Techniques

e}

Embezzling receipts

o

Stealing physical assets or intellectual property

o

Causing an entity to pay for goods and services not received

e}

Using an entity’s assets for personal use

Misstatements resulting from fraudulent financial reporting
Involves
e Manipulation, falsification (including forgery), or alteration of accounting records or supporting documentation
from which the financial statements are prepared.
* Misrepresentation in or intentional omission from, the financial statements of events, transactions or other
significant information.
o Intentional misapplication of accounting principles relating to amounts, classification, manner of presentation, or
disclosure.
Techniques
o Recording fictitious journal entries, particularly close to the end of an accounting period, to manipulate
operating results
o Inappropriately adjusting assumptions and changing judgments used to estimate account balances.
o Omitting, advancing or delaying recognition in the financial statements of events and transactions that have
occurved during the reporting period.
o Concealing, or not disclosing, facts that could affect the amounts recorded in the financial statements
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o Engaging in complex transactions that are structured to misrepresent the financial position or financial

performance of the entity.

The primary responsibility for the prevention and detection of fraud rests with both TCWG of the entity and mgt

Auditor is responsible for obtaining reasonable assurance........error

Owing to the inherent limitations of an audit, there is an unavoidable risk that some material misstatements of the
financial statements may not be detected, even though the audit is properly planned and performed in accordance
with the SAs.

the potential effects of inherent limitations are particularly significant in the case of misstatement resulting from
fraud.

When obtaining reasonable assurance, the auditor is responsible for maintaining professional skepticism throughout
the audit

The requirements in this SA are designed to assist the auditor in identifying and assessing the risks of material
misstatement due to fraud and in designing procedures to detect such misstatement

Objectives
 To identify and assess the ROMM in the f.ST. due to fraud;
* To obtain SAAE about the assessed ROMM due to fraud, through designing and implementing appropriate
responses
* To respond appropriately to identified or suspected fraud.

Requirements

TO MEET ABOVE OBJECTIVE

! e

Professional Discussion  Risk Responses  Evaluatio Auditor Communic Communicat Document
Skepticism Among Assessment to the n Unable to  ations ions to ation
the Procedures Assessed of Continue to Mgt Regulatory
Engagement and ROMM Audit the and and
Team Related Due to Evidence  Epgagement TCWG Enforcement
Activities to Fraud Authorities
identify
and assess
ROMM due to
fraud

Professional Skepticism

the auditor shall maintain professional Skepticism throughout the audit, recognizing the possibility that a
material misstatement due to fraud could exist
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Unless the auditor has reason to believe the contrary, the auditor may accept records and documents as
genuine. If conditions identified during the audit cause the auditor to believe that a document may not be
authentic or that terms in a document have been modified but not disclosed to the auditor, the auditor shall

investigate further

Where responses to inquiries of management or those charged with governance are inconsistent, the auditor

shall investigate the inconsistencies.

In case auditor finds document , information to be unauthentic or modified and not disclosed to auditor then
auditor shall investigate further by performing following additional procedure

o Confirming directly with the third party.

o Using the work of an expert to assess the document’s authenticity

SA 315 requires a discussion among the engagement team members

This discussion shall place particular emphasis on how and where the entity’s financial statements may be
susceptible to material misstatement due to fraud, including how fraud might occur

When performing RAP as per SA 315 , the auditor shall perform following procedures to obtain information
for identifying the ROMM due to fraud

and internal audit and others regarding the following to determine
o Management’s assessment of the risk that the financial statements may be materially misstated due to fraud
o Management’s process for identifying and responding to the risks of fraud in the entity, including any
specific risks of fraud
o Management’s communication, if any, to those charged with governance
o Management’s communication, if any, to employees regarding its views on business practices and ethical
behaviour.
o whether they have knowledge of any actual, suspected or alleged fraud affecting the entity

Unless all of TCWG are involved in managing the entity, the auditor shall obtain an understanding of how TCWG
exercise oversight of management’s processes for identifying and responding to the risks of fraud in the entity

The auditor shall make inquiries of those charged with governance to determine whether they have knowledge of
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any actual, suspected or alleged fraud affecting the entity

IT provides auditor
o insights regarding the susceptibility of the entity to management fraud,
o the adequacy of internal control over risks of fraud, and

o the competency and integrity of management

The auditor shall evaluate whether unusual or unexpected rvelationships that have been identified in performing
analytical procedures

That indicate ROMM due to fraud

The auditor shall consider whether other information obtained by the auditor indicates ROMM due to fraud

Evaluation of Fraud Risk Factors
The auditor shall evaluate whether the information obtained indicates that one or wore fraud risk factors
are present
fraud risk factors may indicate ROMM due to fraud

ldentification and Assessment of the ROMM Due to Fraud

In accordance with SA 315, the auditor shall identify and assess the risks of material misstatement due to
fraud at the financial statement level, and at the assertion level

The auditor shall treat those assessed ROMM due to fraud as significant risks and accordingly obtain an
understanding of the entity’s related controls, including control activities, relevant to such risks.
Responses to the Assessed ROMM Due to Fraud
Overall response at F.ST level
o Assign and supervise personnel taking account of the knowledge, skill and ability
o Evaluate whether the selection and application of accounting policies may be indicative of fraudulent
financial reporting

e Incorporate an element of unpredictability
Response at assertion level
in accordance with SA 330, the auditor shall design and perform further audit procedures whose NTE are
responsive to the assessed ROMM due to fraud at the assertion level.
Responsive to Risks Related to MGT Override of Controls

MGT is in a unique position to perpetrate fraud because of management’s ability to manipulate accounting
records and prepare fraudulent F.ST by overriding controls that otherwise appear to be operating effectively.
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Auditor shall design appropriate audit procedures irrespective of auditor's assessment of the risk of mgt

overvride of control

the auditor shall design and perform audit procedures to: -

I. Test the appropriateness of journal entries recorded in the general ledger and other adjustments made
in the preparation of the financial statements.

li. Review accounting estimates for biases and evaluate whether the circumstances producing the bias, if
any, represent a risk of material misstatement due to fraud.

(ii. For significant transactions that are outside the normal course of business for the entity, or that
otherwise appear to be unusual given the auditor's understanding of the entity and its environment and
other information obtained during the audit, the auditor shall evaluate whether the business rationale
(or the lack thereof) of the transactions suggests that they may have been entered into to engage in

fraudulent financial reporting or to conceal misappropriation of assets.

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 veliability of management representations

If the auditor identifies a misstatement, whether material or not, and the auditor has reason to believe that it is
or may be the result of fraud and that management (in particular, senior management) is involved, the auditor
shall re evaluate the assessment of the risks of material misstatement due to fraud and its resulting impact on
the nature, timing and extent of audit procedures to respond to the assessed risks

When the auditor confirms that, or is unable to conclude whether, the financial statements are materially

misstated as a result of fraud the auditor shall evaluate the implications for the audit.

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 shall:
o Determine the professional and legal responsibilities applicable in the circumstances, including whether there
is a requivement for the auditor to report to the person or persons who made the audit appointment or, in
some cases, to regulatory authorities;
o Consider whether it is appropriate to withdraw from the engagement, where withdrawal from the
engagement is legally permitted; and
o If the auditor withdraws:
= Discuss with the appropriate level of mgt 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 or persons who
made the audit appointment or, in some cases, to regulatory authorities, the auditor’s withdrawal from
the engagement and the reasons for the withdrawal.

Because of the variety of the circumstances that may arise, it is not possible to describe definitively when
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withdrawal from an engagement is appropriate. Factors that affect the auditor’s conclusion include the
implications of the involvement of a member of management or of those charged with governance (which may
affect the reliability of management representations) and the effects on the auditor of a continuing association
with the entity.

If the auditor has identified a fraud or has obtained information that indicates that a fraud may exist, the
auditor shall communicate these matters on a timely basis to the appropriate level of management in order to
inform those with primary responsibility for the prevention and detection of fraud of matters relevant to their

responsibilities.

Unless all of TCWG are involved in managing the entity, if the auditor has identified or suspects fraud involving:
o Management;
o Employees who have significant roles in internal control; or

o Others where the fraud results in a material misstatement in the financial statements.

The auditor shall communicate these matters to TCWG on a timely basis. If the auditor suspects fraud involving
management, the auditor shall communicate these suspicions to TCWG and discuss with them the NT&E of
audit procedures necessary to complete the audit

If the auditor has identified or suspects a fraud, the auditor shall determine whether there is a responsibility to
report the occurrence or suspicion to a party outside the entity. Although the auditor’s professional duty to
maintain the confidentiality of client information may preclude such reporting, the auditor’s legal responsibilities

may override the duty of confidentiality in some circumstances

The auditor’s documentation of the understanding of the entity and its environment and the assessment of the
ROMM required by SA 315 shall include:
a. The significant decisions reached during the discussion among the engagement team regarding the
susceptibility of the entity’s financial statements to material misstatement due to fraud; and
b. The identified and assessed ROMM due to fraud at the financial statement level and at the assertion level.

The auditor'’s documentation of the responses to the assessed risks of material misstatement required by SA 330
shall include:

a. The overall responses to the assessed ROMM due to fraud at the financial statement level and the NT&E of
audit procedures, and the linkage of those procedures with the assessed ROMM due to fraud at the assertion
level; and

b. The results of the audit procedures, including those designed to address the risk of management override of

controls.

The auditor shall document communications about fraud made to management, those charged with governance,

regulators and others
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Additional content on Fraud Risk Factors

[A] Risk factors relating to misstatements arising from fraudulent financial reporting

The following are examples of risk factors relating to misstatements arising from fraudulent financial reporting: -

Incentives/Pressures

Financial stability or profitability is threatened by economic, industry, or entity operating conditions, such as (or as
indicated by): -

* High degree of competition or market saturation, accompanied by declining margins.

e High vulnerability to rapid changes, such as changes in technology, product obsolescence, or interest rates.

* Significant declines in customer demand and increasing business failures in either the industry or overall economy.

* Operating losses making the threat of bankruptcy, foreclosure, or hostile takeover imminent.

e Recurrving negative cash flows from operations or an inability to generate cash flows from operations while

reporting earnings and earnings growth.
e Rapid growth or unusual profitability especially compared to that of other companies in the same industry.
* New accounting, statutory, or requlatory requirements.

Information available indicates that the personal financial situation of management or TCWG is threatened by the
entity’s financial performance arising from the following: -
* Significant financial interests in the entity.
* Significant portions of their compensation (for example, bonuses, stock options, and earn-out arrangements) being
contingent upon achieving aggressive targets for stock price, operating results, financial position, or cash flow.
s Personal guarantees of debts of the entity.
e There is excessive pressure on management or operating personnel to meet financial targets established by those
charged with governance, including sales or profitability incentive goals.

Opportunities:
The nature of the industry or the entity’s operations provides opportunities to engage in fraudulent financial
reporting that can arise from the following: -
s Significant related-party transactions not in the ordinary course of business or with related entities not audited
or audited by another firm.
* A strong financial presence or ability to dominate a certain industry sector that allows the entity to dictate terms
or conditions to suppliers or customers that may result in inappropriate or non-arm’s-length transactions.
s Assets, liabilities, revenues, or expenses based on significant estimates that involve subjective judgments or
uncertainties that are difficult to corroborate.
* Significant, unusual, or highly complex transactions, especially those close to period end that pose difficult
“substance over form” questions.
* Significant operations located or conducted across international borders in jurisdictions where differing business
environments and cultures exist.
e Use of business intermediaries for which there appears to be no clear business justification.
* Significant bank accounts or subsidiary or branch operations in tax-haven jurisdictions for which there appears to

be no clear business justification.
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Attitudes/Rationalizations

s Communication, implementation, support, or enforcement of the entity’s values or ethical standards by
management, or the communication of inappropriate values or ethical standards, that are not effective.

* Non-financial management’s excessive participation in or preoccupation with the selection of accounting policies or
the determination of significant estimates.

e Known history of violations of securities laws or other laws and regulations, or claims against the entity, its senior
management, or those charged with governance alleging fraud or violations of laws and regulations.

s Excessive interest by management in maintaining or increasing the entity’s stock price or earnings trend.

 The practice by management of committing to analysts, creditors, and other third parties to achieve aggressive or
unrealistic forecasts.

* Management failing to remedy known significant deficiencies in internal control on a timely basis.

e An interest by management in employing inappropriate means to minimize reported earnings for tax-motivated
reasons.

s Low morale among senior management.

s The owner-manager makes no distinction between personal and business transactions.

e Dispute between shareholders in a closely held entity.

*Recurring attempts by management to justify marginal or inappropriate accounting on the basis of materiality.

[B] Risk factors relating to misstatements arising from misappropriation of assets

The following are examples of risk factors relating to misstatements arising from misappropriation of assets: -

Incentives/Pressures
Personal financial obligations may create pressure on management or employees with access to cash or other assets
susceptible to theft to misappropriate those assets. Adverse relationships between the entity and employees with
access to cash or other assets susceptible to theft may motivate those employees to misappropriate those assets. For
example, adverse relationships may be created by the following:

s Known or anticipated future employee layoffs.

*Recent or anticipated changes to employee compensation or benefit plans.

* Promotions, compensation, or other rewards inconsistent with expectations.

Opportunities
Certain characteristics or circumstances may increase the susceptibility of assets to misappropriation.
For example, opportunities to misappropriate assets increase when there are the following: -
e Large amounts of cash on hand.
e Inventory items that are small in size, of high value, or in high demand.
e Easily convertible assets, such as bearer bonds, diamonds, or computer chips.
s Fixed assets which are small in size, marketable, or lacking observable identification of ownership.
e Inadequate internal control over assets may increase the susceptibility of misappropriation of those assets.

Attitudes/Rationalizations
e Disregard for the need for monitoring or reducing risks related to misappropriations of assets.
e Disregard for internal control over misappropriation of assets by overriding existing controls or by failing to take
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appropriate remedial action on known deficiencies in internal control.
* Behaviour indicating displeasure or dissatisfaction with the entity or its treatment of the employee.
* Changes in behaviour or lifestyle that may indicate assets have been misappropriated.
s Tolerance of petty theft.
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SA 250% Consideration of Laws and Regulations in an

Audit of Financial Statements

Deals with the auditor’s responsibility to consider laws and requlations when performing an audit of financial statements.

Responsibility of Management

It is the responsibility of management, with the oversight of those charged with governance, to ensure that the
entity’s operations are conducted in accordance with the provisions of laws and regulations, including compliance
with the provisions of laws and requlations that determine the reported amounts and disclosures in an entity’s
financial statements

Procedure for ensuring compliance

» Monitoring legal requirements and ensuring that operating procedures are designed to meet these requirements.

* Instituting and operating appropriate systems of internal control.

* Developing, publicising and following a code of conduct.

* Ensuring employees are properly trained and understand the code of conduct.

» Monitoring compliance with the 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

Responsibility of the Auditor

The requirements in this SA are designed to assist the auditor in identifying material misstatement of the financial
statements due to non-compliance with laws and requlations.

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

This SA distinguishes the auditor’s responsibilities in relation to compliance with two different categories of laws and
regulations as follows:

a. The provisions of those laws and regulations generally recognised to have a direct effect on the determination of
material amounts and disclosures in the financial statements such as tax and labour laws. and - the auditor’s
responsibility is to obtain sufficient appropriate audit evidence about compliance with the provisions of such law
and regulations

b. Other laws and regulations that do not have a direct effect on the determination of the amounts and disclosures
in the financial statements, but compliance with which may be fundamental to the operating aspects of the
business, to an entity’s ability to continue its business, or to avoid material penalties- the auditor’s responsibility
is limited to undertaking specified audit procedures to help identify non-compliance with laws and regulations

that may have a material effect on the financial statements
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The objectives of the auditor are:

i. To obtain sufficient appropriate audit evidence regarding compliance with the provisions of those laws and
regulations generally recognised to have a direct effect on the determination of material amounts and disclosures in
the financial statements;

ii. To perform specified audit procedures to help identify instances of non-compliance with other laws and regulations
that may have a material effect on the financial statements; and

iii. To respond appropriately to non-compliance or suspected non-compliance with laws and regulations identified
during the audit

To meet above objective

As part of obtaining an understanding of the entity and its environment in accordance with SA 315, the auditor shall
obtain a general understanding of:
i. The legal and regulatory framework applicable to the entity and the industry or sector in which the entity operates;
and

ii. How the entity is complying with that framework.

The auditor shall obtain sufficient appropriate audit evidence regarding compliance with the provisions of those laws and
regulations generally recognised to have a direct effect on the determination of material amounts and disclosures in the
financial statements.

The auditor shall perform the following audit procedures to help identify instances of non-compliance with other laws
and regulations that may have a material effect on the financial statements:
i. Inquiring of management and, where appropriate, those charged with governance, as to whether the entity is in
compliance with such laws and regulations; and

ii. Inspecting correspondence, if any, with the relevant licensing or regulatory authorities.

During the audit, the auditor shall remain alert to the possibility that other audit procedures applied may bring
instances of non-compliance or suspected non-compliance with laws and requlations to the auditor’s attention

The auditor shall request management and, where appropriate, those charged with governance to provide written

representations that all known instances of non-compliance or suspected non-compliance with laws and requlations
whose effects should be considered when preparing financial statements have been disclosed to the auditor
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If the auditor becomes aware of information concerning an instance of non compliance or suspected non-compliance
with laws and regulations, the auditor shall obtain:

i. An understanding of the nature of the act and the circumstances in which it has occurred; and

fi. Further information to evaluate the possible effect on the financial statements

If the auditor suspects there may be non-compliance, the auditor shall discuss the matter with management and, where
appropriate, those charged with governance. If management or, as appropriate, those charged with governance do not
provide sufficient information that supports that the entity is in compliance with laws and requlations and, in the
auditor’s judgment, the effect of the suspected non-compliance may be material to the financial statements, the auditor

shall consider the need to obtain legal advice.

If sufficient information about suspected non-compliance cannot be obtained, the auditor shall evaluate the effect of the

lack of sufficient appropriate audit evidence on the auditor’s opinion.

The auditor shall evaluate the implications of non-compliance in relation to other aspects of the audit, including the
auditor’s risk assessment and the reliability of written representations, and take appropriate action.

When the auditor becomes aware of the existence of, or information about, the following matters, it may be an

indication of non-compliance with L&R;

s Investigations by regulatory organisations and government departments or payment of fines or penalties.

» Payments for unspecified services or loans to consultants, related parties, employees or government employees.

* Sales commissions or agent’s fees that appear excessive in relation to those ordinarily paid by the entity or in its
industry or to the services actually received.

» Purchasing at prices significantly above or below market price.

o Unusual payments in cash, purchases in the form of cashiers’ cheques payable to bearer or transfers to numbered
bank accounts.

s Unusual payments towards legal and retainership fees.

o Unusual transactions with companies registered in tax havens.

o Payments for goods or services made other than to the country from which the goods or services originated.

o Pagments without proper exchange control documentation.

« Existence of an information system which fails, whether by design or by accident, to provide an adequate audit
trail or sufficient evidence.

» Unauthorised transactions or improperly recorded transactions.

e Adverse media comment

Unless all of those charged with governance are involved in management of the entity, and therefore are aware of
matters involving identified or suspected non-compliance already communicated by the auditor, the auditor shall
communicate with those charged with governance matters involving non-compliance with laws and regulations that
come to the auditor’s attention during the course of the audit, other than when the matters are clearly

inconsequential.
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If, in the auditor’s judgment, the non-compliance referred above is believed to be intentional and material, the

auditor shall communicate the matter to those charged with governance as soon as practicable.

If the auditor suspects that management or those charged with governance are involved in non-compliance, the
auditor shall communicate the matter to the next higher level of authority at the entity, if it exists, such as an audit
committee or supervisory board. Where no higher authority exists, or if the auditor believes that the communication
may not be acted upon or is unsure as to the person to whom to report, the auditor shall consider the need to
obtain legal advice.

Reporting Non-Compliance in the Auditor’s Report on the Financial Statements

If the auditor concludes that the non-compliance has a material effect on the financial statements, and has not been
adequately reflected in the financial statements, the auditor shall, in accordance with SA 705 express a qualified or
adverse opinion on the financial statements.

If the auditor is precluded by management or those charged with governance from obtaining sufficient appropriate
audit evidence to evaluate whether non-compliance that may be material to the financial statements has, or is likely
to have, occurred, the auditor shall express a qualified opinion or disclaim an opinion on the financial statements on
the basis of a limitation on the scope of the audit in accordance with SA 705

If the auditor is unable to determine whether non-compliance has occurred because of limitations imposed by the
circumstances rather than by management or those charged with governance, the auditor shall evaluate the effect

on the auditor’s opinion in accordance with SA 705
Reporting Non-Compliance to Regulatory and Enforcement Authorities
If the auditor has identified or suspects non-compliance with laws and regulations, the auditor shall determine

whether the auditor has a responsibility to report the identified or suspected non-compliance to parties outside the
entity.

Documentation

The auditor shall document identified or suspected non-compliance with laws and regulations and the results of
discussion with management and, where applicable, those charged with governance and other parties outside the entity

AGRAWAL KARTIK COACHING INSTITUTE Page 43



SA 260(Revised) * Communication with Those Charged

with Governance

Scope
deals with the auditor’s responsibility to communicate with those charged with governance

Recognizing the importance of effective two-way communication. It help in assisting
e The auditor and TCWG in understanding matters related to the audit
¢ The auditor in obtaining from TCWG information relevant to the audit
e TCWG in fulfilling their responsibility to oversee the financial reporting process

Objectives

The objectives of the auditor are:

a. To communicate clearly with TCWG the responsibilities of the auditor in relation to the F.ST. audit, and an overview of
the planned scope and timing of
the audit;

b. To obtain from TCWG information relevant to the audit;

¢. To provide TCWG with timely observations arising from the audit that are significant and relevant to their
responsibility to oversee the financial
reporting process; and

d. To promote effective two-way communication between the auditor and TCWG.

Requirements

To meet above objective

\ ! ! }

Those Matters to Be Communicated The Documentation
Charged with Communicat
Governance The Auditor’s Responsibilities in ion Process

Relation to the F.ST. Audit
Planned Scope and Timing of
the Audit

Significant Findings from the
Audit

Auditor Independence

Those Charged with Governance

The auditor shall determine the appropriate person(s) within the entity’s governance structure with whom to communicate
Communication with a Subgroup of TCWG
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Communication with a Subgroup of TCWG
If the auditor communicates with a subgroup of TCWG , the auditor shall determine whether the auditor also needs to
communicate with the

governing body

When All of TCWG Are Involved in Managing the Entity

In some cases, all of TCWG are involved in managing the entity

In these cases, if matters required by this SA are communicated with person(s) with management responsibilities, and
those person(s) also have
governance responsibilities, the matters need not be communicated again with those same person(s) in their

governance role.

The auditor shall nonetheless be satisfied that communication with person(s) with management responsibilities
adequately informs all of those with
whom the auditor would otherwise communicate in their governance capacity

Matters to Be Communicated

The Auditor’s Responsibilities in Relation to the F.ST. Audit, including that

o The auditor is responsible for forming and expressing an opinion on the F.ST. that have been prepared by MGT with
the oversight of TCWG;

o The audit of the F.ST. does not reliecve MGT or TCWG of their responsibilities

Planned Scope and Timing of the Audit

The auditor shall communicate with TCWG an overview of the planned scope and timing of the audit, which includes
communicating about the
significant risks identified by the auditor

Significant Findings from the Audit

o The auditor’s views about significant qualitative aspects of the entity’s accounting practices, including accounting
policies, accounting estimates and
F.ST. disclosures. When applicable, the auditor shall explain to TCWG why the auditor considers a significant
accounting practice, that is acceptable
under the AFRF, not to be most appropriate to the particular circumstances of the entity

o Significant difficulties, if any, encountered during the audit
= Significant delays by management, the unavailability of entity personnel, or an unwillingness by management
to provide information
necessary for the auditor to perform the auditor’s procedures.
= An unreasonably brief time within which to complete the audit.
= Extensive unexpected effort required to obtain sufficient appropriate audit evidence.
* The unavailability of expected information.

= Restrictions imposed on the auditor by management.
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* Management’s unwillingness to make or extend its assessment of the entity’s ability to continue as a going

concern when requested.

o Unless all of TCWG are involved in managing the entity:
. Significant matters arising during the audit that were discussed, or subject to correspondence, with
management; and

ii. WR the auditor is requesting;
o Circumstances that affect the form and content of the auditor’s report, if any; and

o Any other significant matters arising during the audit that, in the auditor’s professional judgment, are relevant to
the oversight of the financial
reporting process

Auditor Independence

In the case of listed entities, the auditor shall communicate with TCWG

A statement that the engagement team and others in the firm as appropriate, the firm and, when applicable,
network firms have complied with
relevant ethical requirements regarding independence; and
i. All relationships and other matters between the firm, network firms, and the entity that, in the auditor’s
professional judgment, may

reasonably be thought to bear on independence

ii. The related safequards that have been applied to eliminate identified threats to independence or reduce them

to an acceptable level

The Communication Process

Establishing the Communication Process

The auditor shall communicate with TCWG the form, timing and expected general content of communications

Clear communication helps establish the basis for effective two-way communication

Forms of Communication
The auditor shall communicate in writing with TCWG regarding significant findings from the audit if, in the auditor’s
professional judgment, oral

communication would not be adequate.

The auditor shall communicate in writing with those charged with governance regarding auditor independence when
required
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In addition to the significance of a particular matter, the form of communication may be affected by such factors as:

o Whether a discussion of the matter will be included in the auditor’s report.

o Whether the matter has been satisfactorily resolved.

o Whether management has previously communicated the matter.

o The size, operating structure, control environment, and legal structure of the entity.

o In the case of an audit of special purpose financial statements, whether the auditor also audits the entity’s general
purpose financial statements.

o Legal requirements. In some entities, a written communication with TCWG is required in a prescribed form by local
law.

o The expectations of TCWG, including arrangements made for periodic meetings or communications with the
auditor.

o The amount of ongoing contact and dialogue the auditor has with TCWG.

o Whether there have been significant changes in the membership of a governing body.

The auditor shall communicate with TCWG on a timely basis
Timely communication helps in achieving two-way dialogue between TCWG and the auditor
However, the appropriate timing for communications will vary with the circumstances

Relevant circumstances include significance and nature of the matter, and the action expected to be TCWG. For
example:
» Communications regarding planning matters may often be made early in the audit engagement

e It may be appropriate to communicate a significant difficulty encountered during the audit as soon as practicable

Other factors that may be relevant to the timing of communications include:
 The size, operating structure, control environment, and legal structure of the entity being audited.
* Any legal obligation to communicate certain matters within a specified timeframe.
» The expectations of TCWG

The auditor shall evaluate whether the two-way communication between the auditor and TCWG has been adequate for
the purpose of the audit. If it

has not, the auditor shall evaluate the effect, if any, on the auditor’s assessment of the risks of material misstatement
and ability to obtain sufficient

appropriate audit evidence, and shall take appropriate action

Where matters required by this SA to be communicated are communicated orally, the auditor shall include them in the
audit documentation, and when and
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to whom they were communicated.

Where matters have been communicated in writing, the auditor shall retain a copy of the communication as part of the

audit documentation
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SA 299(Revised)* Joint Audit of Financial Statements

Scope

A joint audit is an audit of financial statements of an entity by two or more auditors appointed with the objective of
issuing the audit report. Such auditors are described as joint auditors
This Standard lays down the principles for effective conduct of joint audit to achieve the overall objectives of the

auditor

This Standard deals with the special considerations in carrying out audit by joint auditors. Accordingly, in addition to
the requirements enunciated in this Standard, the joint auditors also need to comply with all the relevant
requirements of other applicable Standards on Auditing.

This Standard does not deal with the relationship between a principal auditor who is appointed to report on the
financial statements of an entity and another auditor who is appointed to report on the financial statements of one
or more component (divisions, branches, subsidiary, joint venture, associates, other entity) included in the financial
statements of the entity

Objectives

The objectives of this Standard are:

e To lay down broad principles for the joint auditors in conducting the joint audit.

* To provide a uniform approach to the process of joint audit.

* To identify the distinct areas of work and coverage thereof by each joint auditor,

e To identify individual responsibility and joint responsibility of the joint auditors in relation to audit

Requirements

To meet above objective

U 7 ! l

Audit Planning, Responsibility and Co-  pydit Communication
Risk Assessment ordination Conclusion with Those

and Allocation of among and Charged with
Work Joint Auditors Reporting Governance

Audit Planning, Risk Assessment and Allocation of Work

» The engagement partner and other key members of the engagement team from each of the joint auditors shall be
involved in planning the audit.

 The joint auditors shall jointly establish an overall audit strategy that sets the scope, timing and direction of the
audit, and that guides the development of the audit plan.
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* Prior to the commencement of the audit, the joint auditors shall discuss and develop a joint audit plan. In
developing the joint audit plan, the joint auditors shall:

o ldentify division of audit areas and common audit areas amongst the joint auditors that define the scope of
the work of each joint auditor '

o Ascertain the reporting objectives of the engagement to plan the timing of the audit and the nature of the
communications required

o Consider and communicate among all joint auditors the factors that, in their professional judgment, are
significant in directing the engagement team’s efforts;

o Consider the results of preliminary engagement activities and, where applicable, whether knowledge gained on
other or similar engagements performed earlier by the respective engagement partner(s) for the entity is
relevant

o Ascertain the nature, timing and extent of resources necessary to perform the engagement.

» At this stage, ROMM need to be considered and assessed by each of the joint auditors and shall be communicated
to other joint auditors, and documented, whether pertaining to the overall financial statements level or to the

area of allocation among the other joint auditors.

e The joint auditors shall discuss and document the nature, timing, and the extent of the audit procedures for
common and specific allotted areas of audit to be performed by each of the joint auditors and the same shall be
communicated to those charged with governance.

* The joint auditors shall obtain common engagement letter and common management representation letter.

» After identification and allocation of work among the joint auditors, the work allocation document shall be
signed by all the joint auditors and the same shall be communicated to those charged with governance of the
entity.

a. In respect of audit work divided among the joint auditors, each joint auditor shall be responsible only for the

work allocated to such joint auditor including proper execution of the audit procedures
b. All the joint auditors shall be jointly and severally responsible for:

i. the audit work which is not divided among the joint auditors and is carried out by all joint auditors;

ii. decisions taken by all the joint auditors under audit planning in respect of common audit areas concerning
the nature, timing and extent of the audit procedures to be performed by each of the joint auditors.

lii. matters which are brought to the notice of the joint auditors by any one of them and on which there is an
agreement among the joint auditors;

iv. examining that the financial statements of the entity comply with the requirements of the relevant statutes;

v. presentation and disclosure of the financial statements as required by the applicable financial reporting
framework;

vi. ensuring that the audit report complies with the requirements of the relevant statutes, the applicable
Standards on Auditing and the other relevant pronouncements issued by ICAI.
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Where, in the course of the audit, a joint auditor comes across matters which are relevant to the areas of
responsibility of other joint auditors and which deserve their attention, or which require disclosure or require
discussion with, or application of judgment by other joint auditors, the said joint auditor shall communicate the

same to all the other joint auditors in writing prior to the completion of the audit.

The joint auditors are required to issue common audit report,

however, where the joint auditors are in disagreement with regard to the opinion or any matters to be covered
by the audit report, they shall express their opinion in a separate audit report.

A joint auditor is not bound by the views of the majority of the joint auditors regarding the opinion or matters
to be covered in the audit report and shall express opinion formed by the said joint auditor in separate audit

report in case of disagreement.

In such circumstances, the audit report(s) issued by the joint auditor(s) shall make a reference to the separate
audit report(s) issued by the other joint auditor(s).

Further, separate audit report shall also make reference to the audit report issued by other joint auditors.

Such reference shall be made under the heading “Other Matter Paragraplh’ as per SA 706(Revised), “Emphasis of
Matter Paragraphs and Other Matter Paragraphs in the Independent Auditor’s Report

Each joint auditor is entitled to assume that:

[. The other joint auditors have carried out their part of the audit work and the work has actually been
performed in accordance with the SA issued by the ICAL. It is not necessary for a joint auditor to review the
work performed by other joint auditors or perform any tests in order to ascertain whether the work has
actually been performed in such a manner.

ii. The other joint auditors have brought to said joint auditor’s notice any departure from applicable financial
reporting framework or significant observations that are relevant to their responsibilities noticed in the course
of the audit

Before finalizing their audit report, the joint auditors shall discuss and communicate with each other their
respective conclusions that would form the content of the audit report.

When the joint auditors expect to modify the opinion in the auditor’s report, the joint auditors shall communicate
with TCWG the circumstances that led to the expected modification and the proposed wording of the
modification to ensure compliance with SA 705(Revised)
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If the joint auditors expect to include an Emphasis of Matter or an Other Matter paragraph in the auditor’s
report, the joint auditors shall communicate with TCWG regarding this expectation and the proposed wording of
this paragraph to ensure compliance with SA 706(Revised)
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SA 402 Audit Considerations Relating to an Entity

Using a Service Organisation

obtain SAAE when a user entity uses the services of one or more service organisations
When services provided by a service organization are relevant to the audit of a user entity’s financial statements?

Sevvices provided by a service organisation are relevant to the audit of a user entity’s financial statements when
those services, and the controls over

them, are part of the user entity’s information system, including related business processes, relevant to financial
reporting. Although most controls

at the service organisation are likely to relate to financial reporting, there may be other controls that may also be
relevant to the audit, such as

controls over the safequarding of assets.

A service organisation’s services are part of a user entity’s information system, including related business processes,
relevant to financial reporting if these
services affect any of the following: -

* The classes of transactions in the user entity’s operations that are significant to the user entity’s financial statements

o The procedures, within both information technology (IT) and manual systems, by which the user entity’s transactions
are initiated, recorded,
processed, corrected as necessary, transferved to the general ledger and reported in the financial statements

 The related accounting records, either in electronic or manual form, supporting information and specific accounts in
the user entity’s financial
statements that are used to initiate, record, process and report the user entity’s transactions

o How the user entity’s information system captures events and conditions, other than transactions, that are
significant to the financial statements

* The financial reporting process used to prepare the user entity’s financial statements, including significant
accounting estimates and disclosures and

 Controls surrounding journal entries, including non-standard journal entries used to record non recurring, unusual
transactions or adjustments

The nature and extent of work to be performed by the user auditor regarding the services provided by a service

organisation depend on the nature and
significance of those services to the user entity and the relevance of those services to the audit.

The objectives of the user auditor, when the user entity uses the services of a service organisation, are:
a. To obtain an understanding of the nature and significance of the services provided by the service organisation and

their effect on the user entity’s
internal control relevant to the audit, sufficient to identify and assess the ROMM; and
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b. To design and perform audit procedures responsive to those risks

Requirements

TO MEET ABOVE OBJECTIVE

l 1 1 1 ‘

Obtaining an Responding to  Fraud, Non-Compliance with Type 1 and Type 2 Reporting
Understanding of the the Assessed Laws and Regulations and Reports that by the
Sevvices Provided by a ROMM Uncorrected Misstatements in Exclude the Services User
Sevvice Organization, Relation to Activities at the of a Subservice Auditor
Including Internal Sevvice Organisation Organization

Control

Obtaining an Understanding of the Services Provided by a Service Organization, Including Internal Control

When obtaining an understanding of the user entity in accordance with SA 315, the user auditor shall obtain an
understanding of how a user entity uses
the services of a service organisation in the user entity’s operations, including:

a. The nature of the services provided by the service organisation and the significance of those services to the user
entity, including the effect thereof
on the user entity’s internal control;

b. The nature and materiality of the transactions processed or accounts or financial reporting processes affected by the

sevvice organisation;
¢. The degree of interaction between the activities of the service organisation and those of the user entity; and

d. The nature of the relationship between the user entity and the service organisation, including the relevant
contractual terms for the activities
undertaken by the service organisation

When obtaining an understanding of internal control relevant to the audit in accordance with SA 315,

the user auditor shall evaluate the design and implementation of relevant controls at the user entity that relate to the
services provided by the service

organisation, including those that are applied to the transactions processed by the service organisation

The user auditor shall determine whether a sufficient understanding of the nature and significance of the services
provided by the service organisation

and their effect on the user entity’s internal control relevant to the audit has been obtained to provide a basis for the
identification and assessment

ROMM.

If the user auditor is unable to obtain a sufficient understanding from the user entity, the user auditor shall obtain that

AGRAWAL KARTIK COACHING INSTITUTE Page 54



understanding from one or more

of the following procedures:
(a) Obtaining a Type 1 or Type 2 report, if available;
(b) Contacting the service organisation, through the user entity, to obtain specific information;

(¢) Visiting the service organisation and performing procedures that will provide the necessary information about the
relevant controls at the service

organisation; or

(d) Using another auditor to perform procedures that will provide the necessary information about the relevant controls
at the service organisation.

Using Type 1 or Type 2 Report to Support the User Auditor’s Understanding of The Service Organisation :
g 1yp yp p pp g 9

In determining the sufficiency and appropriateness of the audit evidence provided by a Type 1 or Type 2 report, the
user auditor shall be satisfied as
to: -

a. The service auditor’s professional competence (except where the service auditor is a member of the Institute of
Chartered Accountants of India) and
independence from the service organisation; and

b. The adequacy of the standards under which the Type 1 or Type 2 report was issued.

If the user auditor plans to use a Type 1 or Type 2 report as audit evidence to support the user auditor's understanding
about the design and

implementation of controls at the service organisation, the user auditor shall:

a. Evaluate whether the description and design of controls at the service organisation is at a date or for a period that
is appropriate for the user
auditor’s purposes;

b. Evaluate the sufficiency and appropriateness of the evidence provided by the report for the understanding of the
user entity’s internal control
relevant to the audit; and

¢. Determine whether complementary user entity controls identified by service organisation are relevant to the user
entity and, if so, obtain an

understanding of whether the user entity has designed and implemented such controls.

In responding to assessed risks in accordance with SA 330, the user auditor shall:

a. Determine whether SAAE concerning the relevant financial statement assertions is available from records held at the

user entity; and, if not,

b. Perform further audit procedures to obtain SAAE or use another auditor to perform those procedures at the service
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organisation on the user
auditor’s behalf

When the user auditor’s risk assessment includes an expectation that controls at the service organisation are operating
effectively, the user auditor shall
obtain audit evidence about the operating effectiveness of those controls from one or more of the following procedures:

a. Obtaining a Type 2 report, if available;
b. Performing appropriate tests of controls at the service organisation; or

¢. Using another auditor to perform tests of controls at the service organisation on behalf of the user auditor

Type 1 and Type 2 Reports that Exclude the Services of a Subservice Organization

If the user auditor plans to use a Type 1 or a Type 2 report that excludes the services provided by a subservice
organisation and those services are

relevant to the audit of the user entity’s financial statements, the user auditor shall apply the requirements of this SA
with respect to the services

provided by the subservice organisation

If a service organisation uses a subservice organisation, the service auditor’s report may either include or exclude the
subservice organisation’s relevant

control objectives and related controls in the service organisation’s description of its system and in the scope of the
service auditor’s engagement. These

two methods of reporting are known as the inclusive method and the carve -out method

Fraud, Non-Compliance with Laws and Regulations and Uncorrected Misstatements in Relation to Activities at the

Service Organisation

The user auditor shall inquire of management of the user entity whether the service organisation has reported to the
user entity, or whether the user

entity is otherwise aware of, any fraud, non-compliance with laws and regulations or uncorrected misstatements
affecting the financial statements of

the user entity.

The user auditor shall evaluate how such matters affect the NTE of the user auditor’s further audit procedures, including
the effect on the user auditor’s

conclusions and user auditor’s report

Reporting by the User Auditor

The user auditor shall modify the opinion in the user auditor’s report in accordance with SA 705(Revised)
if the user auditor is unable to obtain SAAE regarding the services provided by the service organisation relevant to the
audit of the user entity’s F.ST.
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The user auditor shall not refer to the work of a service auditor in the user auditor’s report containing an unmodified
opinion unless required by law or

regulation to do so. If such reference is required by law or requlation, the user auditor’s report shall indicate that the
reference does not diminish the user

auditor’s responsibility for the audit opinion

If reference to the work of a service auditor is relevant to an understanding of a modification to the user auditor’s
opinion, the user auditor’s report shall
indicate that such reference does not diminish the user auditor'’s responsibility for that opinion

Type 1 report

Report on the description and design of controls at a service organisation (referved to in this SA as a Type 1
report) — A report that comprises:

i. A description, prepared by management of the service organisation, of the service organisation’s system, control
objectives and related controls that
have been designed and implemented as at a specified date; and

ii. A report by the service auditor with the objective of conveying reasonable assurance that includes the service
auditor’s opinion on the description of
the service organisation’s system, control objectives and related controls and the suitability of the design of the
controls to achieve the specified

control objectives.
Type 2 report

Report on the description, design, and operating effectiveness of controls at a service organisation (veferved to in this
SA as a Type 2 report) — A
report that comprises:

I. A description, prepared by management of the service organisation, of the service organisation’s system, control
objectives and related controls,
their design and implementation as at a specified date or throughout a specified period and, in some cases, their
operating effectiveness throughout
a specified peviod; and

ii. A report by the service auditor with the objective of conveying reasonable assurance that includes:
a. The service auditor’s opinion on the description of the service organisation’s system, control objectives and
related controls, the suitability of the

design of the controls to achieve the specified control objectives, and the operating effectiveness of the controls;
and

AGRAWAL KARTIK COACHING INSTITUTE Page 57



b. A description of the service auditor’s tests of the controls and the results thereof

Service auditor —
An auditor who, at the request of the service organisation, provides an assurance report on the controls of a service

organisation.

Service organisation —
A third-party organisation (or segment of a third party organisation) that provides services to user entities that are
part of those entities’

information systems relevant to financial reporting.

Subservice organisation —

A service organisation used by another service organisation

User auditor —
An auditor who audits and reports on the financial statements of a user entity.

User entity —

An entity that uses a service organisation and whose financial statements are being audited.
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CHAPTER -3

Audit Planning
Strategy
& Execution
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SA 300* Planning an Audit of Financial Statements

Scope

plan an audit of financial statements

Planning is not a discrete phase of an audit, but rather a continual and iterative process that often begins shortly
after (or in connection with) the completion of the previous audit and continues until the completion of the
curvent audit engagement

Objective
The objective of the auditor is to plan the audit so that it will be performed in an effective manner

Requirements

TO MEET ABOVE OBJECTIVE

v v 1 v v

Involvement of Key Preliminary Planning Documentati Additional

Engagement Team Engagement Activities on Considerations in

Members Activities Initial Audit
Engagements

Involvement of Key Engagement Team Members
The engagement partner and other key members of the engagement team shall be involved in planning the
audit, including planning and participating in the discussion among engagement team members.
Preliminary Engagement Activities
The auditor shall undertake the following activities at the beginning of the current audit engagement:
a. Performing procedures required by SA 220, regarding the continuance of the client relationship and the
specific audit engagement;

b. Evaluating compliance with ethical requirements, including independence, as required by SA 220; and
¢. Establishing an understanding of the terms of the engagement, as required by SA 210.

Planning Activities

The auditor shall establish an overall audit strategy that sets the scope, timing and direction of the audit,
and that guides the development of the audit plan
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The auditor shall establish an overall audit strategy that sets the scope, timing and direction of the audit,
and that guides the development of the audit plan
In establishing the overall audit strategy, the auditor shall:
a. ldentify the characteristics of the engagement that define its scope;
b. Ascertain the reporting objectives of the engagement to plan the timing of the audit and the nature of
the communications required;
¢. Consider the factors that, in the auditor’s professional judgment, are significant in directing the
engagement team’s efforts;
d. Consider the results of preliminary engagement activities and, where applicable, whether knowledge
gained on other engagements performed by the engagement partner for the entity is relevant; and
e. Ascertain the NT&E of resources necessary to perform the engagement

The auditor shall develop an audit plan that shall include a description of:
a. The nature, timing and extent of planned risk assessment procedures, as determined under SA 315
b. The nature, timing and extent of planned further audit procedures at the assertion level, as determined

under SA 330
¢. Other planned audit procedures that are required to be carried out so that the engagement complies with

SAs.

The auditor shall update and change the overall audit strategy and the audit plan as necessary during the

course of the audit

Documentation

The auditor shall document:
a. The overall audit strategy;
b. The audit plan; and
¢. Any significant changes made during the audit engagement to the overall audit strategy or the audit

plan, and the reasons for such changes

Additional Considerations in Initial Audit Engagements

The auditor shall undertake the following activities prior to starting an initial audit
a. Performing procedures required by SA 220 regarding the acceptance of the client relationship and the
specific audit engagement4; and
b. Communicating with the predecessor auditor, where there has been a change of auditors, in compliance

with relevant ethical requirvements.

o Auliy . Ry Ity ¢ (nka
@cwwéa / P 409:4\ ATy QJuM
{

AGRAWAL KARTIK COACHING INSTITUTE Page 61



-, )

Ch %
L
U&QU D @/

AGRAWAL KARTIK COACHING INSTITUTE Page 62

du?m AT

QLP(AM



AUDIT PLANNING, STRATEGY & EXECUTION

Planning an audit involves establishing the overall audit strategy for the engagement and developing an audit plan.
Adequate planning benefits the audit of financial statements in several ways described hereunder -

() Attention to Important areas

(i) Timely resolution of Potential Problems

(iif) Proper Organisation and Management of Audit Engagement.

(iv) Proper Selection of Engagement Team

(v) Direction and Supervision of Engagement Team

(vi) Easy Coordination in work done by auditors of components and experts.

a. - If the size and complexity of organization of which audit is to be
conducted is large, then much more planning activities would be required as compared to an entity whose size
and complexity is small.

b. - The key engagement team members’ previous experience & expertise also

contributes towards variation in planning activities.

c. - Another factor contributing towards variation in planning activities is change in

circumstances.

Planning -

A Continuous Process Planning is not a discrete phase of an audit but rather a continual and iterative process. It
often begins shortly after (or in connection with) the completion of the previous audit and continues until the
completion of the current audit engagement. Planning includes consideration of the timing of certain activities and

audit procedures. It also involves Audit Programming.

Planning includes the need to consider such matters as:

» The analytical procedures to be applied as risk assessment procedures.
» Obtaining a understanding of the legal and regulatory framework applicable to the entity and how the entity is complying with that

framework.0 The determination of materiality.

» The involvement of experts.
» The performance of other risk assessment procedures

» When discussing matters about the overall audit strategy or audit plan, care is required in order not to compromise
the effectiveness of the audit to be taken to see there is no compromise in the effectiveness of the audit.

» The engagement partner and other key members of the engagement team should be involved in planning the audit.

* The involvement of the engagement partner and other key members of the engagement team in planning the audit
draws on their experience, thereby, enhancing the effectiveness and efficiency of the planning process
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* Consider results procedures regarding the acceptance and continuance of client relationships and audit
engagements

(all velevant points covered in SA 300 )

The auditor should develop an audit plan that shall include a description of -

1. The nature, timing and extent of planned risk assessment procedures, as determined under SA 315 “ldentifying
and Assessing the Risks of Material Misstatement through Understanding the Entity and Its Environment’.

2. The nature, timing and extent of planned further audit procedures at the assertion level, as determined under SA
330 “The Auditor's Responses to Assessed Risks”.

3. Other planned audit procedures that are required to be carrvied out so that the engagement complies with SAs.

The audit plan is more detailed than the overall audit strategy that includes the nature, timing and extent of audit
procedures to be performed by engagement team members. Planning for these audit procedures takes place over the
course of the audit as the audit plan for the engagement develops.

Planning of the auditor's risk assessment procedures occurs early in the audit process. However, planning the nature,
timing and extent of specific further audit procedures depends on the outcome of those risk assessment procedures.
In addition, the auditor may begin the execution of further audit procedures for some classes of transactions, account
balances and disclosures before planning all remaining further audit procedures.

The auditor may need to modify the overall audit strategy and audit plan due to below mentioned factors
() result of unexpected events,
(i) changes in conditions, or
(iif) the audit evidence obtained from the results of audit procedures.

Further, the auditor would also have to modify the nature, timing and extent of further audit procedures, based on the
revised consideration of assessed risks. This may be the case when information coming to the auditor differs
significantly from the information when he planned the audit procedures.

In addition to above, there may be a possibility of change in law, notifications, Govt. policies which warrants updation
of overall Audit strategy.

Overall audit strategy would involve -

I. Determination of Characteristics of Audit: Identify the characteristics of the engagement that defines its scope.

ii. Reporting Objectives: Ascertain the reporting objectives of the engagement to plan the timing of the audit and the
nature of the communications required.

iii. Team’s Efforts: Consider the factors that, in the auditor’s professional judgment, are significant in directing the
engagement team’s efforts.

iv. Preliminary Work: Consider the results of preliminary engagement activities and, where applicable, whether
knowledge gained on other engagements performed by the engagement partner for the entity is relevant.

v. Nature, timing and Extent of Resources: Ascertain the nature, timing and extent of resources necessary to perform
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the engagement.

The process of establishing the overall audit strategy assists the auditor to determine such matters as -

il

.

Employment of Qualitative Resources: The resources to deploy for specific audit areas, such as the use of
appropriately experienced team members for high risk areas or the involvement of experts on complex matters like

review of valuation, hedging transactions.

Allocation of Quantity of Resources: The amount of resources to allocate to specific audit areas, such as the number
of team members assigned to observe the inventory count at material locations, the extent of review of other
auditors’ work in the case of group audits, or the allocation of audit budgeted hours to high risk areas.

Timing of Deployment of Resources: When these resources are to be deployed, such as whether at an interim audit
stage or at or close to key cut-off dates.

Management of Resources: How such resources shall be managed, directed and supervised, such as when team
briefing and debriefing meetings are expected to be held, how engagement partner and manager reviews are
expected to take place (for example, on-site or off-site), and whether to complete engagement quality control
reviews.

Some of the examples of matters that the auditor may consider in establishing the overall audit strategy are given

hereunder.

Many of these matters will also influence the auditor’s detailed audit plan. All matters are not relevant to every audit

engagement and the [ist is not necessarily complete.

The financial reporting framework.

Industry-specific reporting requirements such as reports mandated by industry requlators.

The expected audit coverage, including the number and locations of components to be included.
The extent to which components are audited by other auditors.

S & o T »

The entity’s use of service organizations and how the auditor may obtain evidence concerning the design or
operation of controls performed by them

f. The expected use of audit evidence obtained in previous audits, for example, audit evidence related to risk
assessment procedures and tests of controls.

®

The effect of information technology on the audit procedures.
h. The availability of client personnel and data.

The entity's timetable for reporting.

The organization of meetings with management regarding audit work (Nature, timing and extent).
The discussion with management regarding type and timing of reports to be issued.

The discussion with management regarding communications on the status of audit work.
Communication with auditors of components regarding types and timing of reports to be issued.

- & & o & o

The nature and timing of communications among engagement team members.
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g. Whether there are any other expected communications with third parties, including any statutory or
contractual reporting responsibilities arising from the audit.

a. The determination of materiality in accordance with SA 320.

b. Preliminary identification of areas where there may be a higher risk of material misstatement.

¢. The impact of the assessed risk of material misstatement at the overall financial statement level on direction,
supervision and review.

d. The manner in which engagement team members needs to maintain an inquisitive/ questioning mind and
exercise professional Skepticism and unpredictability.

e. Results of previous audits including the identified deficiencies and action taken to address them.

f. The discussion of matters that may affect the audit with firm personnel responsible for performing other
services to the entity.

g. Evidence of management’s commitment to the design, implementation and maintenance of sound internal
controls.

h. Volume of transactions which may determine reliance on internal control.

Importance attached to internal control.
Significant business developments affecting the entity.

Significant industry specific developments and development in the economic environment.

Significant changes in the financial reporting framework, such as changes in accounting standards.
m. Other significant relevant developments, such as changes in the legal and requlatory environment affecting the
entity.

The auditor shall document -
I. The overall audit strategy;
ii. The audit plan; and
(ii. Any significant changes made during the audit engagement to the overall audit strategy or the audit plan, and the

reasons for such changes as under -

a. : The documentation of the overall audit strategy is a record of the key decisions considered
necessary to properly plan the audit and to communicate significant matters to the engagement team

b. The documentation of the audit plan is a
record of the planned nature, timing and extent of risk assessment procedures and additional audit procedures at
the assertion level in response to the assessed risks. It also serves as a record of the proper planning of the audit
procedures that can be reviewed and approved prior to their performance. The auditor may use standard audit
programs and/or audit completion checklists, tailored as needed to reflect the particular engagement

circumstances.

c. ¢ A record of the significant changes to the overall audit strategy and
the audit plan, and resulting changes to the planned nature, timing and extent of audit procedures, explains why
the significant changes were made, and the overall strategy and audit plan finally adopted for the audit. It also
reflects the appropriate response to the significant changes occurring during the audit.
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a. The selection of the engagement team and the assignment of audit work to the team members.
b. Engagement budgeting

The audit strategy is prepared before the audit plan.

The audit plan is more detailed than the overall audit strategy.

Audit strategy and audit plan are inter-related because change in one would result into change in the other.

The audit strategy provides the guidelines for developing the audit plan.

It establishes the scope and conduct of the audit procedures and thereby, works as basis for developing a detailed audit
plan.

Detailed audit plan would include the nature, timing and extent of the audit procedures so as to obtain sufficient
appropriate audit evidence

An audit programme is commonly prepared to allocate work to team members which may include the list of audit

procedures and instructions to be followed by the member. It also estimates the duration for completing an audit task

It is very useful for students to know how to plan an audit programme.

The programme may contain audit objectives for each area and should have sufficient detail to serve as a set of
instructions to the assistants involved in the audit and as means to control the proper execution of work.

It may be emphasised that a clear spelling out of audit objectives for each area is important to link up the procedures
with audit objectives and to ensure a purposeful audit.

The important matters which need to be considered in this regard are:

(a) Nature of business in which the organisation is engaged:
(b) Overall plan:

(¢) System of internal control and accounting procedures:

(d) Size of the organisation and structure of its management:
(e) Information as regards organisation of the business:

(A Accounting and management policies:

After the auditor has collected the aforementioned information, he will be in a position to draw up the programme of
audit. He can now decide the areas to be covered by audit, also those to be covered in detail and those which should be
covered by the applications of the test checks. He will also be able to decide the specific audit procedures which should
be applied in each case

When an auditor is appointed to audit the accounts of an entity for the first time, the audit programme should be
developed in three stages stated below:

a. To begin with, a broad outline of the audit programme should be drawn up.

b. After the internal and accounting procedures have been reviewed, the details should be filled up on a
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consideration of the deficiencies in the system of internal control.

¢. After the detailed checking procedure is over, the extent to which the special procedures (first time/ opening
balance audit procedures) that are required to be applied should be determined, e.g., independent verification of
balances of debtors and creditors, physical inspection of fixed assets, personal inspection of various items of
stock included in closing inventories and testing their values.

At each subsequent engagement, the programme should be reviewed and, if necessary, modified on account of:

a. experience gained during the previous audits;
b. important changes that have taken place in the business specially in the system of internal control, accounting
procedures or in the structure of management or of the scope of business; and

¢. evaluation of internal control made for the curvent year.

Given below are a few circumstances where in the audit programme would have to be suitably altered:

a. If the audit procedures were designed for a certain volume of turnover and subsequently the volume have
substantially increased. Also, when there have been significant changes in the accounting organisation,
procedures and personnel subsequent to the audit procedures.

b. Where during the course of an audit, it has been discovered that internal control procedures were not as
effective as assumed at the time the audit programme was framed.

¢. Where there has been an extraordinary increase in the amount of book debts or that in the value of stocks as
compared to that in the previous year.

d. When a suspicion has aroused during the course of audit or information has been received that assets of the
company have been misappropriated.

o Prior to commencement of an audit engagement, it is important to lay down the roadmap for audit execution
to ensure timely and quality audit results.

o The auditors need to plan their work in order to carry out the audit in an effective, efficient and timely
manner.

o A detailed audit program is prepared laying down the audit objectives, scope and audit approach.

o The manpower requirement, audit team qualifications, and the time element, etc. are some of the important
considerations during execution planning.

o In order to plan effectively, the auditor may need some more information about the audit area. A preliminary
survey would help in gathering the required information

o For each segment of audit, the auditors should conduct a detailed risk and control assessment l.e. list the risks
that must be reviewed in that segment, capture for each risk the controls that exist or those that are needed to
protect against the risk and show for each control, the work steps required to test the effectiveness of the
controls.

o While making Risk & Control assessment, it is necessary to bear in mind the Materiality levels as the same is
linked to Audit Risks.
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Once a comprehensive understanding is gained of the key risks and the controls to be evaluated in a given audit
area, the auditors should test the operating effectiveness of the controls to determine whether controls are
operating as designed. There are multiple test methods which can be used to arrive at the conclusions on the
effectiveness of the controls

o SA 700, “Forming an Opinion and Reporting on Financial Statements” establishes standards on the form and
content of the auditor’s report issued as a result of an audit performed by an auditor of the financial
statements of an entity.

o The auditor should review and assess the conclusions drawn from the audit evidence obtained as the basis for
the expression of an opinion on the financial statements.

o This review and assessment involves considering whether the financial statements have been prepared in
accordance with an acceptable financial reporting framework applicable to the entity under audit.

o It is also necessary to consider whether the financial statements comply with the relevant statutory
requirements such as compliance of Provisions & Enactments of the Company Law, Accounting Standards
framed by ICAL, latest Guidelines etc.

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

whole.
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SA 600 Using the Work of Another Auditor

(SA) 200, “Basic Principles Governing an Audit”, states

“When the auditor delegates work to assistants or uses work performed by other auditors and experts, he will
continue to be responsible for forming and expressing his opinion on the financial information.

However, he will be entitled to rely on work performed by others, provided he exercises adequate skill and care
and is not aware of any reason to believe that he should not have so relied.

In the case of any independent statutory appointment to perform the work on which the auditor has to rely in
forming his opinion, such as in the case of the work of branch auditors appointed under the Companies Act the
auditor’s report should expressly state the fact of such reliance

The purpose of (SA 60O) is to establish standards to be applied in situations where an auditor (referred to herein as
the ‘principal auditor’), reporting on the financial information of an entity, uses the work of another auditor
(referved to herein as the ‘other auditor’) with respect to the financial information of one or more components
included in the financial information of the entity.

This SA also discusses the principal auditor’s responsibility in relation to his use of the work of the other auditor

DEFINITION

"Principal auditor" means the auditor with responsibility for reporting on the financial information of an entity when

that financial information includes the financial information of one or more components audited by another auditor

"Other auditor" means an auditor, other than the principal auditor, with responsibility for reporting on the financial

information of a component which is included in the financial information audited by the principal auditor.

"Component" means a division, branch, subsidiary, joint venture, associated enterprises or other entity whose

financial information is included in the financial information audited by the principal auditor

principal auditor’s responsibility

| '

Acceptance as Principal The Principal

Auditor Auditor’s Procedures

principal auditor’s responsibility
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Acceptance as Principal Auditor

The auditor should consider whether the auditor's own participation is sufficient to be able to act as the principal
auditor.
For this purpose the auditor would consider:

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

b. the principal auditor's degree of knowledge regarding the business of the components;

¢. the ROMM in the financial information of the components audited by the other auditor; and

d. the performance of additional procedures as set out in this SA regarding the components audited by other

auditor resulting in the principal auditor having significant participation in such audit.

The Principal Auditor’s Procedures

visit a component and examine the books of account and other records of the said component

Where another auditor has been appointed for the component, the principal auditor would normally be entitled
to rely upon the work of such auditor unless there are special circumstances to make it essential for him to visit
the component and/or to examine the books of account and other records of the said component

When planning to use the work of another auditor, the principal auditor should consider the professional competence
of the other auditor in the context of specific assignment if the other auditor is not a member of the ICAI

The principal auditor should perform procedures to obtain SAAE, that the work of the other auditor is adequate for
the principal auditor's purposes

* advise the other auditor of the use that is to be made of the other auditor's work and report

o« make sufficient arrangements for co-ordination of their efforts at the planning stage of the audit.

 The principal auditor would inform the other auditor of matters such as areas requiring special consideration,

o procedures for the identification of inter-component transactions that may require disclosure and the time-table
for completion of audit

And
advise the other auditor of the significant accounting, auditing and reporting requirements and obtain

representation as to compliance with them

The principal auditor might discuss with the other auditor the audit procedures applied or review a written
summary of the other auditor’s procedures and findings which may be in the form of a completed questionnaire or
check-list. The principal auditor may also wish to visit the other auditor. The NTE of procedures will depend on the
circumstances of the engagement and the principal auditor's knowledge of the professional competence of the other
Auditor

The principal auditor should consider the significant findings of the other auditor
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The principal auditor may consider it appropriate to discuss with the other auditor and the management of the

component, the audit findings or other matters affecting the financial information of the components

He may also decide that supplemental tests of the records of the financial statements of the component are
necessary. Such tests may, depending upon the circumstances, be performed by the principal auditor or the other

audrtor

principal auditor should document

o components whose financial information was audited by other auditors; their significance to the financial
information of the entity as a whole

o the names of the other auditors

o conclusions reached that individual components are not material

s The principal auditor should also document the procedures performed and the conclusions reached

o Where the other auditor’s report is other than unmodified, the principal auditor should also document how he
has dealt with the qualifications or adverse remarks contained in the other auditor’s report in framing his own
report

Co-ordination Between Auditors

There should be sufficient liaison between the principal auditor and the other auditor. For this purpose, the principal

auditor may find it necessary to issue written communication(s) to the other auditor

The other auditor, knowing the context in which his work is to be used by the principal auditor, should co-ordinate
with the principal auditor

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

Reporting Consideration

When the principal auditor concludes, based on his procedures, that the work of the other auditor cannot be used

and the principal auditor has not been able to perform sufficient additional procedures regarding the financial
information of the component audited by the other auditor

principal auditor should express a qualified opinion or disclaimer of opinion because there is a limitation on the
scope of audit

if the other auditor issues, or intends to issue, a modified auditor's report, the principal auditor should consider
whether the subject of the modification is of such nature and significance, in relation to the financial information of
the entity on which the principal auditor is reporting that it requires a modification of the principal auditor's report

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

When the principal auditor has to base his opinion on the financial information of the entity as a whole relying upon
the statements and reports of the other auditors, his report should state clearly the division of responsibility for the
financial information of the entity by indicating the extent to which the financial information of components audited
by the other auditors have been included in the financial information of the entity
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SA 610 Using the Work of Internal Auditors

(SA) deals with the external auditor’s responsibilities if using the work of internal auditors.
This includes

using the work of the internal audit function in obtaining audit evidence
And

using internal auditors to provide direct assistance under the direction, supervision and review of the external

audrtor

Nothing in this SA requires the external auditor to use the work of the internal audit function

In some cases, the external auditor may be prohibited, or restricted to some extent, by law or regulation from using
the work of the internal audit function or using internal auditors to provide direct assistance. The SAs do not

override laws or requlations that govern an audit of financial statements

The external auditor has sole responsibility for the audit opinion expressed, and that responsibility is not reduced by
the external auditor’s use of the work of the internal audit function or internal auditors to provide divect assistance

on the engagement
This SA, therefore, defines the conditions that are necessary for the external auditor to be able to use the work of

internal auditors. It also defines the necessary work effort to obtain sufficient appropriate evidence that the work of
the internal audit function, or internal auditors providing direct assistance, is adequate for the purposes of the audit

In case , where the entity has an internal audit function and the external auditor expects to use the work of the

function or, to use internal auditors to provide direct assistance
The objectives of the external auditor, are;
To determine whether the work of the internal audit function or direct assistance from internal auditors can be
used, and if so, in which areas and to what extent
having made that determination, determine
* If using the work of the internal audit function, to determine whether that work is adequate for purposes of the

audit
o If using internal auditors to provide direct assistance, to appropriately direct, supervise and review their work.

TO MEET ABOVE OBJECTIVE
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Determining Whether,

in Which Areas, and to What Extent the Work of the Internal Audit Function Can Be Used
Evaluating the Internal Audit Function

The external auditor shall determine whether the work of the internal audit function can be used for purposes of the
audit
by evaluating the following:
(a) The extent to which the internal audit function’s organizational status and relevant policies and procedures
support the objectivity of the internal auditors; -
Objectivity refers to the ability to perform those tasks without allowing bias, conflict of interest or undue
influence of others to override professional judgments
Factors that may affect the external auditor’s evaluation include the following
o Whether the organizational status of the internal audit function, including the function’s authority and
accountability, supports the ability of the function to be free from bias, conflict of interest or undue influence
of others to override professional judgments
o Whether the internal audit function is free of any conflicting responsibilities
o Whether TCWG oversee employment decisions related to the internal audit function
o Whether there are any constraints or restrictions placed on the internal audit function by management or
TCWG
o Whether the internal auditors are members of relevant professional bodies and their memberships obligate
their compliance with relevant professional standards relating to objectivity, or whether their internal

policies achieve the same objectives
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(b) The level of competence of the internal audit function; -
Competence of the internal audit function refers to the attainment and maintenance of knowledge and skills
of the function as a whole at the level required to enable assigned tasks to be performed diligently and in

accordance with applicable professional standards

Factors that may affect the external auditor’s determination include the following:

[}

Whether there are established policies for hiring, training and assigning internal auditors to internal audit

engagements

o

Whether the internal auditors have adequate technical training and proficiency in auditing

o

Whether the internal auditors possess the required knowledge relating to the entity’s financial reporting and
the AFRF and whether the internal audit function possesses the necessary skills

[¢]

Whether the internal auditors are members of relevant professional bodies that oblige them to comply with

the relevant professional standards including continuing professional development requirements

(¢) Whether the internal audit function applies a systematic and disciplined approach, including quality control.-

The application of a systematic and disciplined approach to planning, performing, supervising, reviewing and

documenting its activities

Factors that may affect the external auditor’s determination of whether the internal audit function applies a

systematic and disciplined approach include the following

o The existence, adequacy and use of documented internal audit procedures
o Whether the internal audit function has appropriate quality control policies and procedures

The external auditor shall not use the work of the internal audit function if the external auditor determines that:
(a) The function’s organizational status and relevant policies and procedures do not adequately support the
objectivity of internal auditors;

(b) The function lacks sufficient competence; or
(¢) The function does not apply a systematic and disciplined approach, including quality control.

As a basis for determining the areas and the extent to which the work of the internal audit function can be used,
the external auditor shall consider the nature and scope of the work that has been performed, or is planned to be
performed, by the internal audit function and its relevance to the external auditor’s overall audit strategy and audit
plan

The external auditor shall make all significant judgments in the audit engagement

to prevent undue use of the work of the internal audit function, shall plan to use less of the work of the function

and perform more of the work directly:
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a. The more judgment is involved in:
i. Planning and performing relevant audit procedures; and
ii. Evaluating the audit evidence gathered;
b. The higher the assessed ROMM at the assertion level, with special consideration given to risks identified as
significant;
¢. The less the internal audit function’s organizational status and relevant policies and procedures adequately
support the objectivity of the internal auditors; and
d. The lower the level of competence of the internal audit function.

The external auditor shall also evaluate whether, in aggregate, using the work of the internal audit function to the
extent planned would still result in the external auditor being sufficiently involved in the audit, given the external
auditor’s sole responsibility for the audit opinion expressed

The external auditor shall, in communicating with TCWG an overview of the planned scope and timing of the audit
in accordance with SA 260, communicate how the external auditor has planned to use the work of the internal
audit function

Examples of work of the internal audit function that can be used

@ Testing of the operating effectiveness of controls.

( Substantive procedures involving limited judgment.

(® Observations of inventory counts.

(& Tracing transactions through the information system relevant to financial reporting.
& Testing of compliance with regulatory requirements.

Significant judgments include the following:

(® Assessing the risks of material misstatement;

@ Evaluating the sufficiency of tests performed;

( Evaluating the appropriateness of management’s use of the going concern assumption;

(® Evaluating significant accounting estimates; and

@ Evaluating the adequacy of disclosures in the financial statements, and other matters affecting the auditor’s report

If the external auditor plans to use the work of the internal audit function, the external auditor shall discuss the
planned use of its work with the function

The external auditor shall read the reports of the internal audit function relating to the work of the function that
the external auditor plans to use to obtain an understanding of the nature and extent of audit procedures it
performed and the related findings

The external auditor shall perform sufficient audit procedures on the work of the internal audit function as a whole
that the external auditor plans to use to determine its adequacy for purposes of the audit, including evaluating
whether:
a. The work of the function had been properly planned, performed, supervised, reviewed and documented;
b. Sufficient appropriate evidence had been obtained to enable the function to draw reasonable conclusions; and
¢. Conclusions reached are appropriate in the circumstances and the reports prepared by the function are
consistent with the results of the work performed

AGRAWAL KARTIK COACHING INSTITUTE Page 77



The nature and extent of the external auditor’s audit procedures shall be responsive to the external auditor’s
evaluation of:
a. The amount of judgment involved;
b. The assessed risk of material misstatement;
¢. The extent to which the internal audit function’s organizational status and relevant policies and procedures
support the objectivity of the internal auditors; and
d. The level of competence of the function shall include reperformance of some of the work.

The external auditor shall also evaluate whether the external auditor’s conclusions regarding the internal audit
function and the determination of the nature and extent of use of the work of the function for purposes of the audit
remain appropriate.

in Which Areas, and to What Extent Internal Auditors Can Be Used to Provide Direct Assistance

Determining Whether Internal Auditors Can Be Used to Provide Direct Assistance for Purposes of the Audit

The external auditor may be prohibited by law or regulation from obtaining direct assistance from internal auditors.

If using internal auditors to provide direct assistance is not prohibited by law or regulation, and the external auditor
plans to use internal auditors to provide direct assistance on the audit

the external auditor shall evaluate

a. the existence and significance of threats to objectivity
b. the level of competence of internal auditors

The external auditor shall not use an internal auditor to provide direct assistance if:

(a) There are significant threats to the objectivity of the internal auditor; or
(b) The internal auditor lacks sufficient competence to perform the proposed work

In evaluating the existence and significance of threats to the objectivity of an internal auditor, the following factors
may be relevant:
 The extent to which the internal audit function’s organizational status and relevant policies and procedures
support the objectivity of the internal auditors.
 Family and personal relationships with an individual working in, or responsible for, the aspect of the entity to
which the work relates.
o Association with the division or department in the entity to which the work relates.
e Significant financial interests in the entity other than remuneration on terms consistent with those applicable to
other employees at a similar level of seniority

Determining the Nature and Extent of Work that Can Be Assigned to Internal Auditors Providing Direct Assistance

In determining the nature and extent of work that may be assigned to internal auditors and the NTE of direction,
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supervision and review that is appropriate in the circumstances, the external auditor shall consider:
(a) The amount of judgment involved in:
() Planning and performing relevant audit procedures; and
(i) Evaluating the audit evidence gathered;
(b) The assessed ROMM; and
(¢) The external auditor’s evaluation of the existence and significance of threats to the objectivity and level of
competence of the internal
auditors who will be providing such assistance.

The external auditor shall not use internal auditors to provide divect assistance to perform procedures that:
a. Involve making significant judgments in the audit;
b. Relate to higher assessed risks of material misstatement where the judgment required in performing the relevant
audit procedures or evaluating the audit evidence gathered is more than limited;
¢. Relate to work with which the internal auditors have been involved and which has already been, or will be,
reported to management or those charged with governance by the internal audit function; or
d. Relate to decisions the external auditor makes in accordance with this SA regarding the internal audit function

and the use of its work or direct assistance.

Having appropriately evaluated whether and, if so, to what extent internal auditors can be used to provide direct
assistance on the audit, the external auditor shall, in communicating with TCWG an overview of the planned scope
and timing of the audit in accordance with SA 260 communicate the nature and extent of the planned use of
internal auditors to provide divect assistance so as to reach a mutual understanding that such use is not excessive in

the circumstances of the engagement

since in accordance with SA 505 the external auditor is required to maintain control over external confirmation
requests and evaluate the results of external confirmation procedures, it would not be appropriate to assign these

responsibilities to internal auditor

Prior to using internal auditors to provide direct assistance for purposes of the audit, the external auditor shall:
a. Obtain written agreement from an authorized representative of the entity that the internal auditors will be
allowed to follow the external auditor’s instructions, and that the entity will not intervene in the work the

internal auditor performs for the external auditor; and

b. Obtain written agreement from the internal auditors that they will keep confidential specific matters as
instructed by the external auditor and inform the external auditor of any threat to their objectivity

The external auditor shall divect, supervise and review the work performed by internal auditors on the engagement
in accordance with SA 220.
a. The NTE of direction, supervision, and review shall recognize that the internal auditors are not independent of

the entity and be responsive to the outcome of the evaluation of the factors and

b. The review procedures shall include the external auditor checking back to the underlying audit evidence for some

of the work performed by the internal auditors.

The direction, supervision and review by the external auditor of the work performed by the internal auditors shall be
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sufficient in order for the external auditor to be satisfied that the internal auditors have obtained SAAE to support

the conclusions based on that work

In directing, supervising and reviewing the work performed by internal auditors, the external auditor shall remain

alert for indications that the external auditor’s evaluations are no longer appropriate

If the external auditor uses the work of the internal audit function, the external auditor shall include in the audit
documentation:
(a) The evaluation of:
i. Whether the function’s organizational status and relevant policies and procedures adequately support the
objectivity of the internal auditors;
ii. The level of competence of the function; and
iii. Whether the function applies a systematic and disciplined approach, including quality control; (b) The nature
and extent of the work used and the basis for that decision; and
(b) The audit procedures performed by the external auditor to evaluate the adequacy of the work used.

If the external auditor uses internal auditors to provide direct assistance on the audit, the external auditor shall
include in the audit documentation:
i. The evaluation of the existence and significance of threats to the objectivity of the internal auditors, and the
level of competence of the internal auditors used to provide direct assistance;
ii. The basis for the decision regarding the nature and extent of the work performed by the internal auditors;
(ii. Who reviewed the work performed and the date and extent of that review
iv. The written agreements obtained from an authorized representative of the entity and the internal auditors
v. The working papers prepared by the internal auditors who provided direct assistance on the audit

engagement
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SA 620* Using the Work of an Auditor’s Expert

(SA) deals with the auditor’s responsibilities regarding the use of an individual or organisation’s work in a field of
expertise other than accounting or auditing, when that work is used to assist the auditor in obtaining SAAE

This SA does not deal with-
1. engagement team includes a member with expertise
2. a management’s expert

The auditor has sole responsibility for the audit opinion expressed, and that responsibility is not reduced by the
auditor’s use of the work of an auditor's expert

Auditor’s expert — An individual or organisation possessing expertise in a field other than accounting or auditing,
whose work in that field is used by the auditor to assist the auditor in obtaining SAAE

Expertise in a field other than accounting or auditing may include expertise in relation to such matters as:

 The valuation of complex financial instruments, land and buildings, plant and machinery, jewellery, works of art,
antiques, intangible assets, assets acquired and liabilities assumed in business combinations and assets that may
have been impaired.

 The actuarial calculation of liabilities associated with insurance contracts or employee benefit plans.

 The estimation of oil and gas reserves.

o The valuation of environmental liabilities, and site clean-up costs.

 The interpretation of contracts, laws and regulations.

 The analysis of complex or unusual tax compliance issues.

The objectives of the auditor are:

a. To determine whether to use the work of an auditor’s expert
b. If using the work of an auditor’s expert, to determine whether that work is adequate for the auditor’s purposes.

TO MEET ABOVE OBJECTIVE

v i '

Determining the Need nature, timing and extent of Reference to the Auditor’s

for an Auditor’s Expert the auditor procedures Expert in the Auditor’s Report

{
' ' { '

The Competence, Obtaining an Understanding of Evaluating the Agreement
Capabilities and Objectivity the Field of Expertise of the Adequacy of the with the

AGRAWAL KARTIK COACHING INSTITUTE Page 81



The Competence, Obtaining an Understanding of Evaluating the Agreement

Capabilities and Objectivity the Field of Expertise of the Adequacy of the with the
of the Auditor’s Expert Auditor’s Expert Auditor’s Expert’s Auditor’s
Work Expert

Determining the Need for an Auditor’s Expert

If expertise in a field other than accounting or auditing is necessary to obtain SAAE, the auditor shall determine
whether to use the work of an
auditor’s expert

Considerations when deciding whether to use an auditor’s expert may include:
« Whether management has used a management’s expert in preparing the financial statements
» The nature and significance of the matter, including its complexity.
e The ROMM in the matter.
» The expected nature of procedures to respond to identified risks, including the auditor’s knowledge of and
experience with the work of experts
in relation to such matters; and the availability of alternative sources of audit evidence.

An auditor’s expert may be needed to assist the auditor in one or more of the following:

* Obtaining an understanding of the entity and its environment, including its internal control.

* ldentifying and assessing the ROMM

o Determining and implementing overall responses to assessed risks at the financial statement level.

e Designing and performing further audit procedures to respond to assessed risks at the assertion level, comprising
tests of controls or substantive
procedures.

e Evaluating the sufficiency and appropriateness of audit evidence obtained in forming an opinion on the financial

statements.

When management has used a management’s expert in preparing the financial statements, the auditor’s decision on
whether to use an auditor’s
expert may also be influenced by such factors as:
0 The nature, scope and objectives of the management’s expert’s work.
0 Whether the management’s expert is employed by the entity, or is a party engaged by it to provide relevant
sevvices.
0 The extent to which management can exercise control or influence over the work of the management’s expert.
0 The management’s expert's competence and capabilities.
0 Whether the management’s expert is subject to technical performance standards or other professional or
industry requirements.

0 Any controls within the entity over the management’s expert’s work.

Nature, timing and extent of the auditor procedures

In determining the NTE of those procedures, the auditor shall consider matters including:
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(a) The nature of the matter to which that expert's work relates;

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

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

(d) The auditor's knowledge of and experience with previous work performed by that expert; and
(e) Whether that expert is subject to the auditor’s firm'’s quality control policies and procedures.

The NTE of the auditor’s procedures with respect to the requirements of this SA will vary depending on the
circumstances -
the following factors may suggest the need for different or more extensive procedures than would otherwise be the
case: -
« The work of the auditor’s expert relates to a significant matter that involves subjective and complex judgments.
o The auditor has not previously used the work of the auditor’s expert, and has no prior knowledge of that expert’s
competence, capabilities and
objectivity.
 The auditor’s expert is performing procedures that are integral to the audit, rather than being consulted to
provide advice on an individual
matter.
s The expert is an auditor’s external expert and is not, therefore, subject to the firm'’s quality control policies and
procedures

The Competence, Capabilities and Objectivity of the Auditor’s Expert

The auditor shall evaluate whether the auditor’s expert has the necessary competence, capabilities and objectivity for
the auditor's purposes.

In the case of an auditor’s external expert, the evaluation of objectivity shall include inquiry regarding interests and
relationships that may create a

threat to that expert's objectivity.

Competence relates to the nature and level of expertise of the auditor’s expert.

Capability relates to the ability of the auditor’s expert to exercise that competence in the circumstances of the
engagement.

Objectivity relates to the possible effects that bias, conflict of interest, or the influence of others may have on the
professional or business judgment of

the auditor’s expert.

Information regarding the competence, capabilities and objectivity of an auditor’s expert may come from a variety of
sources, such as
 Personal experience with previous work of that expert.
o Discussions with that expert.
o Discussions with other auditors or others who are familiar with that expert’s work.
» Knowledge of that expert’s qualifications, membership of a professional body or industry association, license to
practice, or other forms of
external recognition.
o Published papers or books written by that expert.
 The auditor’s firm’s quality control policies and procedures
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When evaluating the objectivity of an auditor’s external expert, it may be relevant to:
1. Inquire of the entity about any known interests or relationships that the entity has with the auditor’s external
expert that may affect that
expert's objectivity.
2. Discuss with that expert any applicable safequards, including any professional requirements that apply to that
expert; and evaluate whether the
safequards are adequate to reduce threats to an acceptable level. Interests and relationships that may be relevant
to discuss with the auditor’s
expert include:
o Financial interests.
o Business and personal relationships.
o Provision of other services by the expert, including by the organisation in the case of an external expert that
IS an organisation.
o In some cases, it may also be appropriate for the auditor to obtain a written representation from the
auditor’s external expert about any
interests or relationships with the entity of which that expert is aware.

Obtaining an Understanding of the Field of Expertise of the Auditor’s Expert

The auditor shall obtain a sufficient understanding of the field of expertise of the auditor's expert to enable the
auditor to:

(a) Determine the nature, scope and objectives of that expert’s work for the auditor’s purposes; and

(b) Evaluate the adequacy of that work for the auditor’s purposes.

Aspects of the auditor’s expert’s field relevant to the auditor’'s understanding may include:
o Whether that expert’s field has areas of specialty within it that are relevant to the audit
o Whether any professional or other standards, and requlatory or legal requirements apply.
o What assumptions and methods, including models where applicable, are used by the auditor’s expert, and
whether they are generally accepted
within that expert’s field and appropriate for financial reporting purposes.
» The nature of internal and external data or information the auditor’s expert uses.

Agreement with the Auditor’s Expert

The auditor shall agree, in writing when appropriate, on the following matters with the auditor’s expert:
(a) The nature, scope and objectives of that expert’s work;
(b) The respective roles and responsibilities of the auditor and that expert;
(¢) The NTE of communication between the auditor and that expert, including the form of any report to be
provided by that expert; and
(d) The need for the auditor’s expert to observe confidentiality requirements

the following factors may suggest the need for more a detailed agreement than would otherwise be the case, or for
the agreement to be set out in
writing:

(® The auditor’s expert will have access to sensitive or confidential entity information.
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& The respective roles or responsibilities of the auditor and the auditor’s expert are different from those normally expected.
& Multi-jurisdictional legal or regulatory requirements apply.

(® The matter to which the auditor’s expert’s work relates is highly complex.

(® The auditor has not previously used work performed by that expert.

@ The greater the extent of the auditor’s expert’s work, and its significance in the context of the audit.

Evaluating the Adequacy of the Auditor’s Expert’s Work

The auditor shall evaluate the adequacy of the auditor’s expert’s work for the auditor’s purposes, including:

1. The relevance and reasonableness of that expert’s findings or conclusions, and their consistency with other audit
evidence;

2. If that expert’s work involves use of significant assumptions and methods, the relevance and reasonableness of
those assumptions and methods in
the circumstances; and

3. If that expert’s work involves the use of source data that is significant to that expert’s work, the relevance,
completeness, and accuracy of that
source data.

If the auditor determines that the work of the auditor’s expert is not adequate for the auditor’s purposes, the auditor
shall:

(a) Agree with that expert on the nature and extent of further work to be performed by that expert; or

(b) Perform further audit procedures appropriate to the circumstances

The auditor shall not refer to the work of an auditor’s expert in an auditor’s report containing an unmodified
opinion unless required by law or
regulation to do so

If such reference is required by law or regulation, the auditor shall indicate in the auditor’s report that the reference
does not reduce the auditor’s
responsibility for the audit opinion.

If the auditor makes reference to the work of an auditor’s expert in the auditor’s report because such reference is
relevant to an understanding of a

modification to the auditor’s opinion, the auditor shall indicate in the auditor's report that such reference does not
reduce the auditor’s responsibility

for that opinion
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SA 540 * Auditing Accounting Estimates, Including Fair
Value Accounting Estimates, and Related Disclosures

(SA) deals with the auditor’s responsibilities regarding accounting estimates, including fair value accounting

estimates, and related disclosures in an audit of financial statements

Some financial statement items cannot be measured precisely, but can only be estimated. For purposes of this SA,

such financial statement items are referred to as accounting estimates

The measurement objective of accounting estimates can vary depending on the AFRF and the financial item being

reported

measurement objective for some accounting estimates is to forecast the outcome of one or more transactions,

events or conditions giving rise to the need for the accounting estimate

accounting estimate
EXAMPLES
= Allowance for doubtful accounts.
* Inventory obsolescence.
* Warranty obligations.
*» Depreciation method or asset useful life.
* Provision against the carrying amount of an investment where there is uncertainty regarding its
recoverability.
» Outcome of long term contracts.
* Financial Obligations / Costs arising from litigation settlements and judgments.

For other accounting estimates, including many fair value accounting estimates, the measurement objective is
different, and is expressed in terms of the value of a current transaction or financial statement item based on
conditions prevalent at the measurement date, such as estimated market price for a particular type of asset or
liability. For example, the AFRF may require fair value measurement based on an assumed hypothetical current
transaction between knowledgeable, willing parties in an arm’s length transaction, rather than the settlement of

a transaction at some past or future date

other accounting estimates, including many fair value accounting estimate
EXAMPLES
o Complex financial instruments, which are not traded in an active and open market.
o Share-based payments.
o Property or equipment held for disposal.
o Certain assets or liabilities acquired in a business combination, including goodwill and intangible assets.
o Transactions involving the exchange of assets or liabilities between independent parties without

monetary consideration

nature and reliability of information available in making of an accounting estimate varies widely, which thereby

affects the degree of estimation uncertainty associated with accounting estimates.
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The degree of estimation uncertainty affects, in turn, the ROMM of accounting estimates,

A difference between the outcome of an accounting estimate and the amount originally recognised or disclosed in the
financial statements does not necessarily represent a misstatement of the financial statements. This is particularly
the case for fair value accounting estimates, as any observed outcome is invariably affected by events or conditions
subsequent to the date at which the measurement is estimated for purposes of the financial statements

Objective
The objective of the auditor is to obtain SAAE whether in the context of the AFRF:

a. accounting estimates, including fair value accounting estimates, in the financial statements, whether recognised

or disclosed, are reasonable; and

b. related disclosures in the financial statements are adequate.

Requirements

> Risk Assessment Procedures and Related Activities

> ldentifying and Assessing the ROMM

> Responses to the Assessed ROMM

» Further Substantive Procedures to Respond to Significant Risks

» Evaluating the Reasonableness of the Accounting Estimates, and Determining Misstatements
> Disclosures Related to Accounting Estimates

> Indicators of Possible Management Bias

> WR

> Documentation

Risk Assessment Procedures and Related Activities

When performing risk assessment procedures and related activities to obtain an understanding of the entity and its
environment, including the entity’s internal control, the auditor shall obtain an understanding of the following in
order to provide a basis for the identification and assessment of the ROMM for accounting estimates

a. The requirements of the AFRF relevant to accounting estimates, including related disclosures.

b. How management identifies those transactions, events and conditions that may give rise to the need for
accounting estimates to be recognised or disclosed in the financial statements. In obtaining this understanding,
the auditor shall make inquiries of management about changes in circumstances that may give rise to new, or

the need to revise existing, accounting estimates.

Inquiries of management about changes in circumstances may include, for example, inquiries about
whether:

» The entity has engaged in new types of transactions that may give rise to accounting estimates.

» Terms of transactions that gave rise to accounting estimates have changed.

= Accounting policies relating to accounting estimates have changed, as a result of changes to the
requirements of the applicable financial reporting framework or otherwise.
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* Regulatory or other changes outside the control of management have occurred that may require
management to revise, or make new, accounting estimates.

» New conditions or events have occurred that may give rise to the need for new or revised accounting
estimates.

¢ . How management makes the accounting estimates, and an understanding of the data on which they are based,
including:
» The method, including where applicable the model, used in making the accounting estimate;
* Relevant controls;
» Whether management has used an expert;
» The assumptions underlying the accounting estimates;
» Whether there has been or ought to have been a change from the prior period in the methods for making
the accounting estimates, and if so, why; and
= Whether and, if so, how management has assessed the effect of estimation uncertainty

The auditor shall review the outcome of accounting estimates included in the prior period financial statements.

the auditor shall evaluate the degree of estimation uncertainty associated with an accounting estimate

The auditor shall determine whether, in the auditor’s judgment, any of those accounting estimates that have been
identified as having high estimation uncertainty give rise to significant risk

Examples of accounting estimates that may have high estimation uncertainty include the following

o Accounting estimates that are highly dependent upon judgment, for example, judgments about the outcome of
pending litigation or the amount

o Accounting estimates that are not calculated using recognised measurement techniques.

» Accounting estimates where the results of the auditor’s review of similar accounting estimates made in the prior
period financial statements indicate a substantial difference between the original accounting estimate and the

actual outcome.

* Fair value accounting estimates for which a highly specialised entity-developed model is used or for which there
are no observable inputs.

e Based on the assessed ROMM , the auditor shall determine:

a. Whether management has appropriately applied the requirements of the AFRF relevant to the accounting
estimate;
and

b. Whether the methods for making the accounting estimates are appropriate and have been applied

consistently, and whether changes, if any, in accounting estimates or in the method for making them from
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the prior period are appropriate in the circumstances.

* In responding to the assessed risks of material misstatement, as required by SA 330,
the auditor shall undertake one or more of the following, taking account of the nature of the accounting
estimate:
a. Determine whether events occurving up to the date of the auditor’s report provide audit evidence regarding
the accounting estimate.
b. Test how management made the accounting estimate and the data on which it is based. In doing so, the
auditor shall evaluate whether
i. The method of measurement used is appropriate in the circumstances; and
ii. The assumptions used by management are reasonable in light of the measurement objectives of the AFRF
This can be achieved by
> Testing the extent to which data on which accounting estimate is based is accurate, complete and
relevant and whether the accounting estimate has been properly determined using such data and
management assumptions.
> Considering the source, relevance and reliability of external data.
> Recalculating the accounting estimate and reviewing information about an accounting estimate

for internal consistency.

¢. Test the operating effectiveness of the controls over how management made the accounting estimate,
together with appropriate substantive procedures.
d. Develop a point estimate or a range to evaluate management’s point estimate. For this purpose:

i. When the auditor uses assumptions or methods that differ from management’s, the auditor shall obtain
an understanding of management’s assumptions or methods sufficient to establish that the auditor’s point
estimate or range takes into account relevant variables and to evaluate any significant differences from
management’s point estimate.

ii. When the auditor concludes that it is appropriate to use a range, the auditor shall narvow the range,
based on audit evidence available, until all outcomes within the range are considered reasonable.

o the auditor shall consider whether specialised skills or knowledge in relation to one or more aspects of the

accounting estimates are required in order to obtain sufficient appropriate audit evidence

Accounting estimates that give rise to significant risks

in addition to other substantive procedures
performed to meet the requirements

of SA 330

the auditor shall evaluate the following

a. How management has considered alternative assumptions or outcomes, and why it has rejected them, or
how management has otherwise addressed estimation uncertainty in making the accounting estimate

b. Whether the significant assumptions used by management are reasonable

¢. Where relevant to the reasonableness of the significant assumptions used by management or the appropriate
application of the AFRF, management’s intent to carry out specific courses of action and its ability to do so.
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If, in the auditor’s judgment, management has not adequately addressed the effects of estimation uncertainty
on the accounting estimates that give rise to significant risks, the auditor shall, if considered necessary,
develop a range with which to evaluate the reasonableness of the accounting estimate

Recognition and Measurement Criteria
the auditor shall obtain SAAE whether the following are in accordance with the requirements of the AFRF

a. management’s decision to recognise, or to not recognise, the accounting estimates in the financial statements;
and

b. the selected measurement basis for the accounting estimates

The auditor shall evaluate, based on the audit evidence, whether the accounting estimates in the financial statements
are either reasonable in the context of the applicable financial reporting framework, or are misstated.

The auditor shall obtain SAAE about whether the disclosures in the financial statements related to accounting
estimates are in accordance with the requirements of the AFRF

For accounting estimates that give rise to significant risks, the auditor shall also evaluate the adequacy of the
disclosure of their estimation uncertainty in the financial statements in the context of the AFRF

a. The presentation of financial statement in accordance with the applicable financial reporting framework includes
adequate disclosure of material matters. These disclosures may include,
* The assumptions used.
* The method of estimation used, including any applicable model.
* The basis for the selection of the estimation.
* Any changes in the method of estimation from prior period and its subsequent effect.
* The sources and implication of estimation uncertainty.

b. In relation to accounting estimate having significant risk, even where the disclosures are in accordance with the
applicable financial reporting framework, the auditor may conclude that the disclosure of estimation uncertainty
is inadequate in light of the circumstances and facts involved.

The auditor shall review the judgments and decisions made by management in the making of accounting estimates
to identify whether there are indicators of possible management bias. Indicators of possible management bias do not
themselves constitute misstatements for the purposes of drawing conclusions on the reasonableness of individual
accounting estimates
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Examples of indicators of possible management bias with respect to accounting estimates include

s Changes in an accounting estimate, or the method for making it, where management has made a subjective

assessment that there has been a change in circumstances.

* Use of an entity's own assumptions for fair value accounting estimates when they are inconsistent with observable

marketplace assumptions.

« Selection or construction of significant assumptions that yield a point estimate favourable for management

objectives.

* Selection of a point estimate that may indicate a pattern of optimism or pessimism

Management bias can be difficult to detect at an account level. It may only be identified when considered in the
aggregate of groups of accounting estimates or all accounting estimates, or when observed over a number of
accounting periods.

Although some form of management bias is inherent in subjective decisions, in making such judgments, there may be
no intention by management to mislead the users of financial statements.

Where, however, there is intention to mislead, management bias is fraudulent in nature.

The auditor shall obtain WR from management and, where appropriate, TCWG whether they believe significant

assumptions used in making accounting estimates are reasonable.

The audit documentation shall include:
» The basis for the auditor’s conclusions about the reasonableness of accounting estimates and their disclosure that

give rise to significant risks; and
* Indicators of possible management bias, if any.
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SA 520* Analytical Procedures

(SA) deals with the auditor’s use of analytical procedures as substantive procedures (“substantive analytical procedures”),
And

as procedures near the end of the audit that assist the auditor when forming an overall conclusion on the financial
statements

“analytical procedures” means evaluations of financial information through analysis of plausible relationships among
both financial and non-financial data. Analytical procedures also encompass such investigation as is necessary of
identified fluctuations or relationships that are inconsistent with other relevant information or that differ from expected
values by a significant amount. The auditor’s choice of procedures, methods and level of application is a matter of
professional judgement.

Analytical procedures include the consideration of comparisons of the entity’s financial information with, for example:

» Comparable information for prior periods.

* Anticipated results of the entity, such as budgets or forecasts, or expectations of the auditor, such as an estimation

of depreciation.

 Similar industry information, such as a comparison of the entity’s ratio of sales to accounts receivable with industry

averages or with other entities of comparable size in the same industry.
Analytical procedures also include consideration of relationships, for example:
» Among elements of financial information that would be expected to conform to a predictable pattern based on the

entity’s experience, such as gross margin percentages.
* Between financial information and relevant non-financial information, such as payroll costs to number of employees.

The objectives of the auditor are:
(a) To obtain relevant and reliable audit evidence when using substantive analytical procedures; and

(b) To design and perform analytical procedures near the end of the audit that assist the auditor when forming an
overall conclusion as to whether the financial statements are consistent with the auditor’s understanding of the entity.

TO MEET ABOVE OBJECTIVE

When designing and performing substantive analytical procedures, either alone or in combination with tests of details, as
substantive procedures in accordance with SA 330 , the auditor shall:
(a) Determine the suitability of particular substantive analytical procedures for given assertions, taking account of
the assessed ROMM and tests of detalils, if any, for these assertions;

AGRAWAL KARTIK COACHING INSTITUTE Page 92



Suitability of Particular Analytical Procedures

= Substantive analytical procedures are generally more applicable to large volumes of transactions that tend to
be predictable over time

* n some cases, even an unsophisticated predictive model may be effective as an analytical procedure

= Different types of analytical procedures provide different levels of assurance

* The determination of the suitability of particular substantive analytical procedures is influenced by the nature
of the assertion and the auditor’s assessment of the ROMM

= Particular substantive analytical procedures may also be considered suitable when tests of details are

performed on the same assertion
(b) Evaluate the veliability of data from which the auditor’s expectation of recorded amounts or ratios is developed

The reliability of data is influenced by its source and nature and is dependent on the circumstances under which it is
obtained. Accordingly, the following are relevant when determining whether data is reliable for purposes of designing
substantive analytical procedures:

= Source of the information available

= Comparability of the information available

* Nature and relevance of the information available

= Controls over the preparation of the information that are designed to ensure its completeness, accuracy and

validity.

(¢) Develop an expectation of recorded amounts or ratios and evaluate whether the expectation is sufficiently precise
to identify a misstatement that, individually or when aggregated with other misstatements, may cause the financial
statements to be materially misstated; and

(d) Determine the amount of any difference of recorded amounts from expected values that is acceptable without
further investigation as required

The auditor shall design and perform analytical procedures near the end of the audit that assist the auditor when
forming an overall conclusion as to whether the financial statements are consistent with the auditor’s understanding of
the entity

If analytical procedures performed in accordance with this SA identify fluctuations or relationships that are inconsistent
with other relevant information or that differ from expected values by a significant amount, the auditor shall investigate
such differences by

a) Inquiring of management and obtaining appropriate audit evidence relevant to management’s responses; and

(b) Performing other audit procedures as necessary in the circumstances
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CHAPTER -4

Materiality,

Risk Assessment
And Internal
Control
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SA 315% ldentifying and Assessing the Risks of Material
Misstatement Through Understanding the Entity and its

Environment

Scope

auditor’s responsibility to identify and assess the ROMM in the financial statements, through understanding the entity
and its environment, including

the entity’s internal control.
Objective

The objective of the auditor is to identify and assess the ROMM

whether due to fraud or error, at the F.ST. and assertion levels,

through understanding the entity and its environment, including the entity’s internal control,
thereby providing a basis for designing and implementing responses to the assessed ROMM.
This will help the auditor to reduce the ROMM to an acceptably low level

Requirements

To meet above objective

J J | 1

Risk Assessment The Required Understanding of ldentifying and Documentation
Procedures and the Entity and its Environment, Assessing the
Related Activities Including the Entity’s Internal ROMM

Control

The auditor shall perform risk assessment procedures

to provide a basis for the identification and assessment of ROMM at the financial statement and assertion levels.
Risk assessment procedures by themselves, however, do not provide SAAE on which to base the audit opinion
The risk assessment procedures shall include the following:

(a) Inquiries of management,

(b) Analytical procedures.

(¢) Observation and inspection.

The auditor shall consider whether information obtained from the auditor’s client acceptance or continuance process is
relevant to identifying ROMM

Where the engagement partner has performed other engagements for the entity, the engagement partner shall

consider whether information
obtained is relevant to identifying ROMM
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consiaer wnetner inrormation

obtained is relevant to identifying ROMM

When the auditor intends to use information obtained from the auditor’s previous experience with the entity and
from audit procedures performed in

previous audits, the auditor shall determine whether changes have occurred since the previous audit that may affect
its relevance to the currentaudit

ENVIRONMENT

The Entity and Its Environment
The auditor shall obtain an understanding of the following:
a. Relevant industry, requlatory, and other external factors including the AFRF
b. The nature of the entity, including:
I. its operations;
ii. its ownership and governance structures;
fii. the types of investments that the entity is making and plans to make, including investments in special -
purpose entities; and
iv. the way that the entity is structured and how it is financed;
to enable the auditor to understand the classes of transactions, account balances, and disclosures to be
expected in the financial statements.

¢. The entity’s selection and application of accounting policies, including the reasons for changes thereto
d. The entity’s objectives and strategies, and those related business risks that may result in ROMM
e. The measurement and review of the entity’s financial performance

major sources of obtaining information about the client's business?

Information about the client's business: The auditor can obtain information about client's business from the
following sources:

o The client's annual Reports to shareholders;

o Minutes of meetings of shareholders, board of directors and important committees;
o Internal financial management report for curvent and previous periods, including budgets, if any;

o The previous year's audit working papers, and other relevant files;

o Firm personnel responsible for non-audit services to the client who may be able to provide information on
matters that may affect the
audit;

o Discussions with the client;
o The client's policy and procedures manual;

o Relevant publications of the Institute of Chartered Accountants of India and other professional bodies, industry
publication, trade Journals,

magazines, newspapers or text books;

o Visits to the client's premises and plant facilities to the management.
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o Consideration of the state of the economy and its effects on the client's business

INTERNAL CONTROL

The auditor shall obtain an understanding of internal control relevant to the audit. Although most controls
relevant to the audit are likely to

relate to financial reporting, not all controls that relate to financial reporting are relevant to the audit. It is a
matter of the auditor’s professional

Jjudgment whether a control, individually or in combination with others, is relevant to the audit

auditor shall evaluate the design of those controls and determine whether they have been implemented,
Components of Internal Control
Control environment

The auditor shall obtain an understanding of the control environment. As part of obtaining this understanding,
the auditor shall evaluate
whether:

a. Management, with the oversight of TCWG, has created and maintained a culture of honesty and ethical
behaviour; and

b. The strengths in the control environment elements collectively provide an appropriate foundation for the
other components of internal

control
The entity’s risk assessment process

The auditor shall obtain an understanding of whether the entity has a process for:
(a) ldentifying business risks relevant to financial reporting objectives;

(b) Estimating the significance of the risks;

(¢) Assessing the likelihood of their occurrence; and

(d) Deciding about actions to address those risks.

Risks can arise or change due to circumstances such as the following

o Changes in operating environment

o New personnel

o Rapid growth

o New or revamped information systems

o New technology

o Corporate restructuring

o Expanded foreign operations

o New business models, products, or activities

o New accounting pronouncements
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The information system, including the related business processes, relevant to financial reporting, and

communication

An information system consists of infrastructure (physical and hardware components), software, people,
procedures, and data. Many information
systems make extensive use of information technology (IT).

The information system relevant to financial reporting objectives, which includes the financial reporting system,
encompasses methods and
records that:

o Initiate, record, process, and report entity transactions

o Resolve incorrect processing of transactions

o Process and account for system overrides or bypasses to controls

o Transfer information from transaction processing systems to the general ledger

o Capture information relevant to financial reporting for events and conditions other than transactions, such as
the depreciation

o Ensure information required to be disclosed by the applicable financial reporting framework is accumulated,
recorded, processed,
summarised and appropriately reported in the financial statements.

IT benefits an entity’s internal control by enabling an entity to:
o Consistently apply predefined business rules and perform complex calculations in processing large volumes of
transactions or data;
o Enhance the timeliness, availability, and accuracy of information;
o Facilitate the additional analysis of information;
o Enhance the ability to monitor the performance of the entity’s activities and its policies and procedures;
o Reduce the risk that controls will be circumvented; and
o Enhance the ability to achieve effective segregation of duties

IT also poses specific risks to an entity’s internal control, including, for example:

o Reliance on systems or programs that are inaccurately processing data, processing inaccurate data, or both.

o Unauthorised access to data that may result in destruction of data or improper changes to data,

o The possibility of IT personnel gaining access privileges beyond those necessary to perform their assigned duties
thereby breaking down
segregation of duties.

o Unauthorised changes to data in master files.

o Unauthorised changes to systems or programs.

o Failure to make necessary changes to systems or programs.

o Inappropriate manual intervention.

o Potential loss of data or inability to access data as required
Control activities relevant to the audit
The auditor shall obtain an understanding of control activities relevant to the audit, being those the auditor judges
it necessary to understand in

order to assess the risks of material misstatement at the assertion level and design further audit procedures
responsive to assessed risks
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In understanding the entity’s control activities, the auditor shall obtain an understanding of how the entity has

responded to risks arising from IT

Monitoring of controls

Management’s monitoring of controls includes considering whether they are operating as intended and that they
are wmodified as appropriate for

changes in conditions

The auditor shall obtain an understanding of the
o major activities that the entity uses to monitor internal control over financial reporting, including those
related to those control activities
relevant to the audit
o If the entity has an internal audit function
o The sources of the information used in the entity’s monitoring activities

ldentifying and Assessing the ROMM

The auditor shall identify and assess the ROMM at:
(a) the financial statement level; and
(b) the assertion level for classes of transactions, account balances, and disclosures;

to provide a basis for designing and performing further audit procedures.

For this purpose, the auditor shall:
1. ldentify risks throughout the process of obtaining an understanding of the entity and its environment, including

relevant controls that relate to the risks,
2. Assess the identified risks, and evaluate whether they relate more pervasively to the financial statements as a

whole and potentially affect many assertions;
3. Relate the identified risks to what can go wrong at the assertion level taking account of relevant controls that the

auditor intends to test
4. Consider the likelihood of misstatement, including the possibility of multiple misstatements, and whether the

potential misstatement is of a magnitude that could result in a material misstatement

Significant Risks Require Special Audit Consideration

the auditor shall determine whether any of the risks identified are, in the auditor’s judgment, a significant risk. In
exercising this judgment, the auditor shall exclude the effects of identified controls related to the risk

When the auditor has determined that a significant risk exists, the auditor shall obtain an understanding of the

entity’s controls, including control activities, relevant to that risk.

In exercising judgment as to which risks are significant risks, the auditor shall consider at least the following:

1. Whether the risk is a risk of fraud;

AGRAWAL KARTIK COACHING INSTITUTE Page 99



2. Whether the risk is related to recent significant economic, accounting, or other developments like changes in
regulatory environment, etc., and, therefore, requires specific attention;

3. The complexity of transactions;

4. Whether the risk involves significant transactions with related parties;

5. The degree of subjectivity in the measurement of financial information related to the risk, especially those
measurements involving a wide range of measurement uncertainty; and

6. Whether the risk involves significant transactions that are outside the normal course of business for the entity, or
that otherwise appear to be unusual

Risks for Which Substantive Procedures Alone Do Not Provide SAAE

In such cases, the entity's controls over such risks are relevant to the audit and the auditor shall obtain an
understanding of them.

Revision of Risk Assessment

In circumstances where the auditor obtains audit evidence from performing further audit procedures, or if new
information is obtained, either of

which is inconsistent with the audit evidence on which the auditor originally based the assessment, the auditor shall
revise the assessment and modify

the further planned audit procedures accordingly

Documentation
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SA 320 Materiality in Planning and Performing an
Audit

Scope

apply the concept of materiality in planning and performing an audit of financial statements

SA 450 explains how materiality is applied in evaluating the effect of identified misstatements on the audit and of
uncorvected misstatements, if

any, on the financial statements

Objective

The objective of the auditor is to apply the concept of materiality appropriately in planning and performing the
audit

Requirements

TO MEET ABOVE OBJECTIVE

Determining Materiality and Revision as the Audit Progresses Documentation

Performance Materiality when
Planning the Audit

Determining Materiality and Performance Materiality when Planning the Audit

When establishing the overall audit strategy, the auditor shall determine materiality for the financial statements as

a whole.

If, in the specific circumstances of the entity, there is one or more particular classes of transactions, account
balances or disclosures for which

misstatements of lesser amounts than the materiality for the financial statements as a whole could reasonably be
expected to influence the economic

decisions of users taken on the basis of the financial statements, the auditor shall also determine the materiality
level or levels to be applied to those

particular classes of transactions, account balances or disclosures.

The auditor shall determine performance materiality for purposes of assessing the risks of material misstatement

and determining the nature,
timing and extent of further audit procedures

Use of Benchmarks in Determining Materiality for the Financial Statements as a Whole

AGRAWAL KARTIK COACHING INSTITUTE Page 102



Determining materiality involves the exercise of professional judgment.
A percentage is often applied to a chosen benchmark as a starting point in determining materiality for the financial
statements as a whole.

Factors that may affect the identification of an appropriate benchmark include the following:

 The elements of the financial statements (for example, assets, liabilities, equity, revenue, expenses);

o Whether there are items on which the attention of the users of the particular entity’s financial statements tends
to be focused (for example,
for the purpose of evaluating financial performance users may tend to focus on profit, revenue or net assets);

» The nature of the entity, where the entity is at in its life cycle, and the industry and economic environment in
which the entity operates;

» The entity’s ownership structure and the way it is financed (for example, if an entity is financed solely by debt
rather than equity, users may
put more emphasis on assets, and claims on them, than on the entity’s earnings); and

* The relative volatility of the benchmark

Performance Materiality

Planning the audit solely to detect individually material misstatements overlooks the fact that the aggregate of
individually immaterial

misstatements may cause the financial statements to be materially misstated, and leaves no margin for possible
undetected misstatements.

Performance materiality is set to reduce to an appropriately low level the probability that the aggregate of
uncorrected and undetected

misstatements in the financial statements exceeds materiality for the financial statements as a whole

Revision as the Audit Progresses

The auditor shall revise materiality for the financial statements as a whole (and, if applicable, the materiality level
or levels for particular classes of

transactions, account balances or disclosures) in the event of becoming aware of information during the audit that
would have caused the auditor to

have determined a different amount (or amounts) initially.

the auditor shall determine whether it is necessary to revise performance materiality, and whether the nature,
timing and extent of the further
audit procedures remain appropriate

Documentation

The audit documentation shall include the following amounts and the factors considered in their determination:
a. Materiality for the financial statements as a whole
b. If applicable, the materiality level or levels for particular classes of transactions, account balances or disclosures
¢. Performance materiality ; and

d. Any revision of (a)-(c) as the audit progressed
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SA 330* The Auditor’s Responses to Assessed Risks

SCOPE

design and implement responses to the risks of material misstatement identified and assessed by the auditor in
accordance with SA 315

OBJECTIVE

The objective of the auditor is to obtain SAAE about the assessed ROMM, through designing and implementing
appropriate responses to those risks

Requirements

TO MEET ABOVE OBJECTIVE

v v | v ) b

overall Responses  Audit Procedures Adequacy of Evaluating the POCUMENTATION
Responsive to the Presentation and  Sufficiency and
Assessed ROMM at the Disclosure Appropriateness of
Assertion Level Audit Evidence

overall Responses

The auditor shall design and implement overall responses to address the assessed ROMM at the financial statement
level.

may include:

o Emphasizing to the audit team the need to maintain professional Skepticism.

» Assigning more experienced staff or those with special skills or using experts.

» Providing more supervision.

o Incorporating additional elements of unpredictability in the selection of further audit procedures to be
performed.

e Making general changes to the NTE of audit procedures,

An effective control environment may allow the auditor to have more confidence in internal control and the
reliability of audit evidence generated

internally within the entity and thus, allow the auditor to conduct some audit procedures at an interim date rather
than at the period end

Audit Procedures Responsive to the Assessed ROMM at the Assertion Level

The auditor shall design and perform further audit procedures whose nature, timing and extent are based on and are
responsive to the assessed
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ROMM at the assertion level.
In designing the further audit procedures to be performed, the auditor shall
Consider the reasons for the assessment given to the ROMM at the assertion level for each class of transactions,
account balance, and disclosure,
including:
a. The likelihood of material misstatement due to the particular characteristics of the relevant class of
transactions, account balance, or
disclosure (i.e., the inherent risk); and
b. Whether the risk assessment takes into account the relevant controls (i.e., the control risk), thereby requiring
the auditor to obtain audit

evidence to determine whether the controls are operating effectively

Obtain more persuasive audit evidence the higher the auditor’s assessment of risk

FURTHER AUDIT PROCEDURES

v { I | b

Nature and Timing of audit evidence Controls over Evaluating the

Extent of Tests Tests of obtained in significant risks Operating

of Controls Control previous audits Effectiveness of
Controls

The auditor shall design and perform tests of controls to obtain SAAE as to the operating effectiveness of relevant

controls when:

(a) The auditor’s assessment of ROMM at the assertion level includes an expectation that the controls are
operating effectively

(b) Substantive procedures alone cannot provide SAAE at the assertion level.
In designing and performing tests of controls, the auditor shall obtain more persuasive audit evidence the

greater the reliance the auditor
places on the effectiveness of a control

Nature and Extent of Tests of Controls
Perform other audit procedures in combination with inquiry to obtain audit evidence about the operating

effectiveness of the controls,

including:

AGRAWAL KARTIK COACHING INSTITUTE Page 106



WHO APPLIED HOW APPLIED CONSISTENCY

Determine whether the controls to be tested depend upon other controls (indirect controls), and if so,
whether it (s necessary to obtain

audit evidence supporting the effective operation of those indirect controls

Timing of Tests of Controls -

The auditor shall test controls for the particular time, or throughout the period, for which the auditor intends
to rely on those controls in

order to provide an appropriate basis for the auditor’s intended reliance

audit evidence obtained during an interim period

Auditor shall

Obtain audit evidence about significant changes to those controls subsequent to the interim period;
and

Determine the additional audit evidence to be obtained for the remaining period

audit evidence obtained in previous audits -

Auditor need to establish its continuing relevance by obtaining audit evidence about whether significant
changes in those controls have
occurved subsequent to the previous audit

If there have been changes that affect the continuing relevance of the audit evidence from the previous audit,
the auditor shall test the

controls in the current audit

If there have not been such changes, the auditor shall test the controls at least once in every third audit, and

shall test some controls each

audit

Auditor shall test the control in curvent period if;
* A deficient control environment.
= Deficient monitoring of controls
» A significant manual element to the relevant controls.
* Personnel changes that significantly affect the application of the control.
* Changing circumstances that indicate the need for changes in the control.
* Deficient general IT-control

Controls over significant risks - Test in curvent period

Evaluating the Operating Effectiveness of Controls -

When evaluating the operating effectiveness of relevant controls,
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the auditor shall evaluate whether misstatements that have been detected by substantive procedures indicate
that controls are not

operating effectively.

The absence of misstatements detected by substantive procedures, however, does not provide audit evidence
that controls related to the
assertion being tested are effective

When deviations from controls upon which the auditor intends to rely are detected, the auditor shall make
specific inquiries to understand
these matters and their potential consequences, and shall determine whether:

(a) The tests of controls that have been performed provide an appropriate basis for reliance on the controls;
(b) Additional tests of controls are necessary; or
(¢) The potential risks of misstatement need to be addressed using substantive procedures.

Substantive Procedures

Irvespective of the assessed ROMM, the auditor shall design and perform substantive procedures for each material
class of transactions, account

balance, and disclosure

AS

the auditor’s assessment of risk is judgmental and so may not identify all risks of material misstatement; and

there are inherent limitations to internal control, including management override.

Depending on the circumstances, the auditor may determine that:
Performing only substantive analytical procedures will be sufficient to reduce audit risk to an acceptably low level.

Only tests of details are appropriate.
A combination of substantive analytical procedures and tests of details are most responsive to the assessed risks.

Substantive analytical procedures are generally more applicable to large volumes of transactions that tend to be
predictable over time

The auditor shall consider whether external confirmation procedures are to be performed as substantive audit

procedures.

Factors that may assist the auditor in determining whether external confirmation procedures are to be
performed as substantive audit
procedures include

o The confirming party’s knowledge of the subject matter

e The ability or willingness of the intended confirming party to respond

 The objectivity of the intended confirming party

The auditor’s substantive procedures shall include the following audit procedures related to the financial statement

closing process:
(a) Agreeing or reconciling the financial statements with the underlying accounting records; and
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(b) Examining material journal entries and other adjustments made during the course of preparing the financial
statements.

Substantive Procedures Responsive to Significant Risks

When the auditor has determined that an assessed ROMM at the assertion level is a significant risk, the auditor
shall perform substantive

procedures that are specifically responsive to that risk. When the approach to a significant risk consists only of
substantive procedures, those

procedures shall include tests of details

Timing of Substantive Procedures

When substantive procedures are performed at an interim date, the auditor shall cover the remaining period by
performing:
a. substantive procedures, combined with tests of controls for the intervening period; or
b. if the auditor determines that it is sufficient, further substantive procedures only; that provide a reasonable
basis for extending the audit conclusions from the interim date to the period end.

If misstatements that the auditor did not expect when assessing the ROMM are detected at an interim date, the
auditor shall evaluate whether

the related assessment of risk and the planned NTE of substantive procedures covering the remaining period need
to be modified.
Adequacy of Presentation and Disclosure

The auditor shall perform audit procedures to evaluate whether the overall presentation of the F.ST., including the
velated disclosures, is in

accordance with the AFRF

Evaluating the Sufficiency and Appropriateness of Audit Evidence

Based on the audit procedures performed and the audit evidence obtained, the auditor shall evaluate before the
conclusion of the audit whether

the assessments of the ROMM at the assertion level remain appropriate.

The auditor shall conclude whether SAAE has been obtained. In forming an opinion, the auditor shall consider all
relevant audit evidence

If the auditor has not obtained SAAE as to a material financial statement assertion, the auditor shall attempt to

obtain further audit evidence. If
the auditor is unable to obtain SAAE, the auditor shall express a qualified opinion or a disclaimer of opinion

DOCUMENTATION

The auditor shall document:
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(a) The overall responses to address the assessed ROMM at the F.ST. level, and the NTE of the further audit
procedures performed;

(b) The linkage of those procedures with the assessed risks at the assertion level; and

(¢) The results of the audit procedures, including the conclusions where these are not otherwise clear.

If the auditor plans to use audit evidences about the operating effectiveness of controls obtained in previous audits,
the auditor shall document

the conclusions reached about relying on such controls that were tested in a previous audit.

The auditors’ documentation shall demonstrate that the financial statements agree or reconcile with the
underlying accounting records.
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RISK ASSESSMENT AND INTERNAL CONTROL

Risk assessment assesses the level of risk in the various business processes. Risk assessment focuses on the business
environment, regulatory environment, organisation structure, organizational and business environmental changes

and specific concerns of management and the audit committee to determine the areas of greatest risk.

Audit risk is the risk of expressing an inappropriate audit opinion on financial statements that are materially
misstated.

Mathematically Audit Risk (AR) can be expressed as a product of Inherent Risk (IR), Control Risk (CR) and Detection
Risk (DR), i.e. AR = IR x CR x DR

Audit Risk has two components: Risk of material misstatement (the risk that the financial statements contain a
material misstatement) and detection risk (the risk that the auditor will not be able to detect such misstatement).

Audit Risk = Risk of Material Misstatement X Detection Risk

Risk of material Misstatement: -
Risk of material misstatement is anticipated risk that a material misstatement may exist in financial statement
before start of the audit. It has two components inherent risk and control risk.
The relationship can be defined as Risk of material Misstatement = Inherent risk X Control risk

Inherent Risk-

Susceptibility of an assertion to a misstatement that could be material, individually or when aggregated with
other misstatements, assuming that there are no related controls.

Inherent risk is addressed at both the financial statement level and at the assertion level.

For example, technological developments might make a particular product obsolete, thereby causing inventory to
be more susceptible to overstatement.

These are the business and other risks that arise from the entity’s objectives, nature of operations and industry,

the regulatory environment in which it operates and its size and complexity.

Control Risk (Do internal controls in place mitigate the inherent risks?)

Risk that the entity’s internal control system will not prevent, or detect and correct on a timely basis, a
misstatement that could be material, individually or when aggregated with other misstatements.

The entity should identify and assess its business and other risks (such as fraud) and respond by designing and
implementing a system of internal control. Entity level controls such as board oversight, IT general controls, and

HR policies

Detection Risk
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Detection Risk

It is a risk that a material Misstatement remained undetected even if all Audit procedures applied.

This is the risk that the auditor will not detect a misstatement that exists in an assertion that could be material,
either individually or when aggregated with other misstatements. The acceptable level of detection risk for a
given level of audit risk bears an inverse relationship to the risks of material misstatement at the assertion level

It should be noted that the combined level of Inherent Risk and Control Risk is inversely related with Detection
Risk, and Audit Materiality is also inversely related with audit risk.

Assertions about classes of transactions and events for the period under audit:

1. Occurrence— transactions and events that have been recorded have occurred and pertain to the entity.
2. Completeness— all transactions and events that should have been recorded have been recorded.
3. Accuracy— amounts and other data relating to recorded transactions and events have been recorded

appropriately.

A

Cut-off— transactions and events have been recorded in the correct accounting period.
5. Classification- transactions and events have been recorded in the proper accounts.

Assertions about account balances at the period end.:

1. Existence— assets, liabilities, and equity interests exist.

2. Rights and obligations— the entity holds or controls the rights to assets, and liabilities are the obligations of the
entity.

3. Completeness— all assets, liabilities and equity interests that should have been.

4. Valuation and allocation— assets, liabilities, and equity interests are included in the FS at appropriate amounts

and any resulting valuation or allocation adjustments are appropriately recorded.
Assertions about presentation and disclosure:

1. Occurrence and rights and obligations — disclosed events, transactions, and other matters have occurred and
pertain to the entity.

2. Completeness— all disclosures that should have been included in the financial statements have been included.

3. Classification and understandability— financial information is appropriately presented and described, and
disclosures are clearly expressed.

4. Accuracy and valuation— financial and other information are disclosed fairly and at appropriate amounts.”

o Assess the significance of the assessed risk, impact of its occurrence and also revise the materiality accordingly for

the specific account balance.
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Determine the likelihood for assessed risk to occur and its impact on our auditing procedures.

Document the assertions that are effected

Consider the impact of the risk on each of the assertions

(completeness, existence, accuracy, validity, valuation and presentation) relevant to the account balance, class of
transactions, or disclosure.

ldentify the degree of Significant risks that would require separate attention and response by the auditor.
Planned audit procedures should directly address these risks.

Enquire and document the management’s response.

Consider the nature of the internal control system in place and its possible effectiveness in mitigating the risks
involved.

Consider any unique characteristics of the risk.

Consider the existence of any particular characteristics (inherent risks) in the class of transactions, account
balance or disclosure that need to be addressed in designing further audit procedures.

Completeness

Existence

Recording

Cut-Off Procedures

*Transactions not identified.
*Source documents not prepared.
*Source documents not captured.

*Source documents overstated.

*Transactions duplicated on source documents.

*Capture of source documents duplicated.

sInvalid source documents captured on subsidiary ledgers.

*Source documents captured inaccurately.
*Processing of transactions is inaccurate.
sInaccurate adjustments made in subsidiary ledgers.

*Transactions that occur in one period are recorded in another period.

Risk-based audit (RBA) is an approach to audit that analyses audit risks, sets materiality thresholds based on
audit risk analysis and develops audit programmes that allocate a larger portion of audit resources to high-risk

areas.

In the context of performance audit, it is the risk to delivery of an activity or scheme or programme of the
entity with economy, efficiency and effectiveness. Awareness of areas that puts the programme or resources at
visk from the point of view of economy, efficiency and effectiveness helps focus audit attention on them. The risk

analysis provides a framework for assurance in performance auditing.
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The auditor should perform an analysis of the audit risks that impact on the auditee before undertaking specific
audit procedures. Risk assessment is a subjective process. It is part of the professional judgment of the auditor
and of the particular circumstances.

Audit risks are brought about by error and fraud:

The auditor’s objective in a risk-based audit is to obtain reasonable assurance that no material misstatements
whether caused by fraud or errors exist in the financial statements.
This involves the following three key steps:
o Assessing the risks of material misstatement in the financial statements
o Designing and performing further audit procedures that respond to assessed risks and reduce the ROMM in
the financial statements to an acceptably low level; and
o Issuing an appropriate audit report based on the audit findings

The risk-based audit process is presented in three distinct phases:

The risk assessment phase of the audit involves the following steps:

* Performing client acceptance or continuance procedures;

* Planning the overall engagement;

» Performing risk assessment procedures to understand the business and identify inherent and control
risks;

o ldentifying relevant internal control procedures and assessing their design and implementation

* Assessing the risks of material misstatement in the financial statements;

s ldentifying the significant risks that require special audit consideration and those risks for which
substantive procedures alone are not sufficient;

s Communicating any material weaknesses in the design and implementation of internal control to
management and those charged with governance; and

» Making an informed assessment of the risks of material misstatement at the financial statement level
and at the assertion level.

This phase of the audit is to design and perform further audit procedures that respond to the assessed risks
of material misstatement and will provide the evidence necessary to support the audit opinion.

The final phase of the audit is to assess the audit evidence obtained and determine whether it is sufficient and
appropriate to reduce the risks of material misstatement in the financial statements to an acceptably low
level.

When all procedures have been performed and conclusions reached:

* Audit findings should be reported to management and those charged with governance; and

* An audit opinion should be formed, and a decision made on the appropriate wording for the auditor’s
report.
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"Internal Control System" means all the policies and procedures (internal controls) adopted by the management of
an entity to assist in achieving management's objective of ensuring, as far as practicable,

o the orderly and efficient conduct of its business, including adherence to management policies,

o the safeguarding of assets,

o the prevention and detection of fraud and ervor,

o the accuracy and completeness of the accounting records, and

o the timely preparation of reliable financial information.

The auditor should obtain an understanding of the control environment sufficient to assess management's attitudes,
awareness and actions regarding internal controls and their importance in the entity. Such an understanding would
also help the auditor to make a preliminary assessment of the adequacy of the accounting and internal control
systems as a basis for the preparation of the financial statements, and of the likely nature, timing and extent of

audit procedures.

When obtaining audit evidence about the effective operation of internal controls, the auditor considers :
* how they were applied,
o the consistency with which they were applied during the period and
* by whom they were applied.

a primary responsibility of every management to create and maintain an adequate system of internal control

appropriate to the size and nature of the business entity.

SA 315 defines the system of internal control as the process designed, implemented and maintained by those
charged with governance, management and other personnel to provide reasonable assurance about the achievement
of an entity’s objectives with regard to reliability of financial reporting, effectiveness and efficiency of operations,
safequarding of assets, and compliance with applicable laws and regulations.

 The scope of internal controls extends beyond mere accounting controls and includes all administrative controls
concerned with the decision - making process

o The fundamental therefore is that effective internal control is a process effected by people that supports the
organization in several ways, enabling it to provide reasonable assurance regarding risk and to assist in the
achievement of objectives.

s Fundamental to a system of internal control is that it is integral to the activities of the company, and not
something practiced in isolation.

* In an independent financial audit, the auditor is primarily concerned with those policies and procedures having a
bearing on the assertions underlying the financial statements. Administrative controls, on the other hand, have
only a remote relationship with financial records and the auditor may evaluate only those administrative controls
which have a bearing on the reliability of the financial records.

(i) Transactions are executed through general or specific management authorization.
(i) All transactions are promptly recorded in an appropriate manner
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(i) Assets and records are safequarded from unauthorized access, use or disposition.
(iv) Assets are verified at reasonable intervals and appropriate action is taken with regard to the discrepancies.

Ensure all transactions are
Recorded
Real
Properly
Valued
Recorded Timely
Properly Posted Properly Classified and Disclosed
Properly Summarized.

If the response to all the above answer is positive, the auditor would be justified in limiting his account balance
tests considerably.

In case of excellent companies it may also be possible to rely on account balance with minimum of external tests,
such as direct confirmation, management representation etc.

Where in a system a particular control is found to be deficient, audit attention can be focused on the areas
where basic accounting control objectives are not being adhered to.

s Management's consideration that the cost of an internal control does not exceed the expected benefits to be
derived.

The fact that wost internal controls do not tend to be directed at transactions of unusual nature.

» The potential for human error, such as, due to carelessness, distraction, mistakes of judgement and
misunderstanding of instructions.

 The possibility of circumvention of internal controls through collusion with employees or with parties outside the
entity.

 The possibility that a person responsible for exercising an internal control could abuse that responsibility, for

example, a member of management overriding an internal control.

Manipulations by management with respect to transactions or estimates and judgements required in the

preparation of financial statements

In order to achieve the objectives of internal controls, it is necessary to establish adequate control policies and

procedures. Most of these policies and procedures cover:

Transaction processing are allocated to different persons in such a manner that no one person can carry through
the completion of a transaction from start to finish or the work of one person is made complimentary to the
work of another person

Apart from segregation of duties, periodic rotation of duties of personnel is also desirable.
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Authorization of Transaction -

Authorization may be general or it may be specific with reference to a single transaction. It is necessary to
establish procedures which provide assurance that authorizations are issued by persons acting within the scope of
their authority, and that the transactions conform to the terms of the authorizations

Adequacy of Records and Documents -

Transactions are executed in accordance with management’s general or specific authorization. Transactions and
other events are promptly recorded at correct amounts. Transactions should be classified in appropriate accounts
and in the appropriate period to which it relates. Transaction should be recorded in a manner so as to facilitate
preparation of financial statements in accordance with applicable accounting standards, other accounting policies
and practices and relevant statutory requirements.

Accountability and Safequarding of Assets -

The process of accountability of assets commences from acquisitions of assets its use and final disposal.
Safeguarding of assets requires appropriate maintenance of records, their periodic reconciliation with the related
assets. For proper safequarding of assets, only authorized personnel should be given access to such asset.

Independent Checks -

Independent verification of the control systems, designed and implemented by the management, involves periodic
or regular review by independent persons to ascertain whether the control procedures are operating effectively
or not. Such process may be carvied out by specially assigned staff under the banner of external audit

COMPONENTS OF INTERNAL CONTROLS
In general, a system of internal control to be considered adequate should include the following five components:
(i) Control environment;
(i) Entity’s Risk assessment Process;
(iif) Control activities;
(V) Information system and communication;

(v) Monitoring of Controls

» The design of a control is considered first. Evaluating the design of a control involves considering whether the
control, individually or in combination with other controls, is capable of effectively preventing, or detecting and
correcting, material misstatements.

« An entity’s system of internal control contains manual elements and often contains automated elements.

The review of the internal control system enables the auditor -
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i. to formulate his opinion as to the reliance he may place on the system itself i.e. whether the system is such as
would enable the management to produce a true and fair set of financial statements; and

ii. to locate the areas of weakness in the system so that the audit programme and the nature, timing and extent of
substantive and compliance audit procedures can be adjusted to meet the situation.

Standard Operating Procedures (SOPs): A well defined set of SOPs helps define role, responsibilities, process &
controls & thus helps clearly communicate the operating controls to all touch points of a process

Following are some of the

An organization which has robust process to identify & mitigate risks across the enterprise & its periodical review
will assist in early identification of gaps & taking effective control measures. In such organizations, surprises of
failures in controls is likely to be few.

A key element of control is that multiple activities in a transaction/decision should not be concentrated with one
individual. Segregation of duties is an important element of control such that no two commercial activities should
be conducted by the same person.

fii.
Any job carried out by the same person over a long period of time is likely to lead to complacency & possible
misuse in sensitive areas. It is therefore important that in key commercial functions, the job rotation is regularly
followed

As the organization grows, it needs to delegate the financial & other powers to their employees. A clearly defined
document on delegation of powers allows controls to be clearly operated without being dependent on individuals.

With the advent of computers & enterprise resource planning (ERP) systems, it is much easier to embed controls
through the system instead of being human dependent. The failure rate for IT embedded controls is likely to be
low, is likely to have better audit trail & is thus easier to monitor.

o Most of the auditing firms have their own standardised internal control questionnaire on a generally
applicable basis

o A questionnaire is a set of questions framed in an organised manner, about each functional area, which has as
purpose the evaluation of the effectiveness of control and detection of its weakness if any.

o A questionnaire usually consists of several separate sections devoted to areas such as purchases, sales, trade
receivables, trade payables, wages, etc.

o Questions are so framed as generally to dispense with the requirement of a detailed answer to each question.

For this purpose, often one general question is broken down into a number of questions and sub-questions to
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enable the executive to provide a just Yes', ‘No’ or ‘Not applicable’ form of reply

Questions are also framed in such a manner that generally a “No” answer will effect weakness in the control
system. However, this should not be taken as an unbreakable rule. Questions may be framed also when a “Yes’
answer would indicate weakness. The only thing that should be borne in mind is that the scheme of questions
should be consistent, sequential, logical, and if possible corroborative.

In the use of standardized internal control questionnaire, certain basic assumptions about elements of good
control are taken into account. These are -
a.Organisations are such that permit an extensive division of duties and responsibilities. The larger the
organisation, the greater is the scope of such division.
b.Employees concerned with accounting function are not assigned any custodial function.
¢.No single person is thrust with the responsibility of completing a transaction all by himself.
d. There should always be evidence to identify the person who has done the work whether involving
authorisation, implementation or checking.
e. The work performed by each one is expected to come under review of another in the usual course of
routine.

f.There is proper documentation and recording of the transactions.

It is a series of instructions or questions on internal control which the auditor must follow or answer.

When a particular instruction is carvied out, the auditor initials the space opposite the instruction.

If it is in the form of a question, the answer generally Yes’, ‘No’ or ‘Not Applicable’ is entered opposite the
question.

A check list is more in the nature of a reminder to the auditor about the matters to be checked for testing
the internal control system.

While a questionnaire is basically a set of questions put to the client,

a check list which may be in a form of instructions, questions or just points to be checked may be meant for
the auditor’s own staff

Questions in the check list may be formed in the following manner (this is an illustrative set of questions to be
answered by the audit staff). Have you checked that the cashier - (i) is not responsible for opening the
incoming mails; (ii) does not authorise any of the ledgers; (iii) does not authorise any expenditure or
receipt;etc.

It is a graphic presentation of internal controls in the organisation and is normally drawn up to show the
controls in each section or sub-section.
it provides the most concise and comprehensive way for reviewing the internal controls and the evaluator’s
findings
it can successfully bring the whole control structure, specially the essential parts thereof, in a condensed but
wholly meaningful manner
It gives a bird’s eye view of the system
A properly drawn up flow chart can provide a neat visual picture of the whole activities of the section or
department involving flow of documents and activities. More specifically it can show-

a. at what point a document is raised internally or received from external sources;

b. the number of copies in which a document is raised or received;

the intermediate stages set sequentially through which the document and the activity pass;

c.
d. distribution of the documents to various sections, department or operations;
e. checking authorisation and matching at relevant stages;

f.

filing of the documents; and
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g. final disposal by sending out or destruction.

Material weaknesses are defined as absence of adequate controls on flow of transactions that increases the possibility

of errors and frauds in the financial statements of the entity

The auditor should communicate such material weaknesses to the management or the audit committee, if any, on a
timely basis.

This communication should be, preferably, in writing through a letter of weakness or management letter.

Important points with regard to such a letter are as follows:

a. The letter lists down the area of weaknesses in the system and offers suggestions for improvement.

b. It should clearly indicate that it discusses only weaknesses which have come to the attention of the auditor as a
result of his audit and that his examination has not been designed to determine the adequacy of internal control
for management.

¢. This letter serves as a valuable reference document for management for the purpose of revising the system and
insisting on its strict implementation.

d. The letter may also serve to minimize legal liability in the event of a major defalcation or other loss resulting

from a weakness in internal control

The objective of the auditor is to communicate appropriately to those charged with governance and management
deficiencies in internal control that the auditor has identified during the audit and that, in the auditor’s professional
Judgment, are of sufficient importance to merit their respective attentions.

Other relevant points already covered with SA 265

There are a number of global internal control frameworks that provide guidance to entities for developing and
establishing their internal control systems.

Control should be built and established within the processes through which the company pursues its objectives. It
follows that, rather than developing separate risk reporting systems, it would be more appropriate to build early
warning mechanisms into existing management information systems

» COSO’s Internal Control — Integrated Framework was introduced in 1992 as guidance on how to establish better
controls so companies can achieve their objectives.
s COSO categorizes entity -level objectives into
o Operations- related to the effectiveness and efficiency of the entity’s operations, including operational and
financial performance goals, and safequarding assets against loss.
o Reporting— related to internal and external financial and non-financial reporting to stakeholders, which
would encompass reliability, timeliness, transparency, or other terms as established by requlators, standard

setters, or the entity’s policies.
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o Compliance-In the Framework, the compliance objective was described as “relating to the entity’'s compliance
with applicable laws and regulations.”

o The framework includes more than 20 basic principles representing the fundamental concepts associated with its
five components: control environment, risk assessment, control activities, information and communication, and
monitoring. However, the Framework clarifies the requirements for effective internal control. This was largely
done through the articulation of the 17 principles.

o Limitations of Internal Control: The Framework acknowledges that there are limitations related to a system of
internal control. For example, certain events or conditions are beyond an organization’s control, and no system of
internal control will always do what it was designed to do. Controls are performed by people and are subject to
human ervor, uncertainties inherent in judgment, management override, and their circumvention due to
collusion. An effective system of internal control provides reasonable assurance, not absolute assurance, that the
entity will achieve its defined operating, reporting, and compliance objectives.

CoCo was introduced in 1992 with the objective of improving organizational performance and decision-making
with better controls, risk management, and corporate governance.

The Criteria of Control (CoCo) framework was developed by the Canadian Institute of Chartered Accountants
The framework includes 20 criteria for effective control in four areas of an organization: purpose (direction),
commitment (identity and values), capability (competence), and monitoring and learning (evolution)

In order to assess whether controls exist and are operating effectively, each criterion would be examined to
identify the controls that are in place to address them.

COBIT stands for Control Objectives for Information and Related Technology. It is a framework created by the
ISACA (Information Systems Audit and Control Association) for IT governance and management.

COBIT has 34 high-level processes that cover 210 control objectives categorized in four domains: planning and
organization, acquisition and implementation, delivery and support, and monitoring and evaluation

Business managers are equipped with a model to deliver value to the organization and practice better risk
management practices associated with the IT processes. It is a control model that guarantees the integrity of the
information system.

Overall, COBIT ensures quality, control and reliability of information systems in organization, which is also the

most important aspect of every modern business.

SOX Section 404 (Sarbanes-Oxley Act Section 404) mandates that all publicly-traded companies must establish
internal controls and procedures for financial reporting and must document, test and maintain those controls
and procedures to ensure their effectiveness.

The purpose of SOX is to reduce the possibilities of corporate fraud by increasing the stringency of procedures
and requivements for financial reporting

The SEC rules and PCAOB standard require that:
o Management perform a formal assessment of its controls over financial reporting including tests that confirm
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the design and operating effectiveness of the controls.
o Management include in its annual report an assessment of ICFR.
o The external auditors provide two opinions as part of a single integrated audit of the company:
* An independent opinion on the effectiveness of the system of ICFR.
» The traditional opinion on the financial statements.
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SA 265% Communicating Deficiencies in Internal Control

to Those Charged with Governance and Management

deals with the auditor’s responsibility to communicate appropriately to TCWG and management deficiencies in
internal control that the auditor has
identified in an audit of F.ST.

This SA does not impose additional responsibilities on the auditor regarding obtaining an understanding of internal
control and designing and
performing tests of controls over and above the requirements of SA 315 and SA 330

SA 260 establishes further requirements and provides guidance regarding the auditor’s responsibility to communicate
with TCWG

The auditor is required to obtain an understanding of internal control relevant to the audit when identifying and
assessing the ROMM.

In making those risk assessments, the auditor considers internal control in order to design audit procedures that are
appropriate in the circumstances,

but not for the purpose of expressing an opinion on the effectiveness of internal control.

This SA specifies which identified deficiencies the auditor is required to communicate to those charged with
governance and management

The objective of the auditor is to communicate appropriately to TCWG and MGT deficiencies in internal control that
the auditor has identified during
the audit and that, in the auditor’s professional judgment, are of sufficient importance

Deficiency in internal control — This exists when:
i. A control is designed, implemented or operated in such a way that it is unable to prevent, or detect and correct,
misstatements in the financial
statements on a timely basis; or
ii. A control necessary to prevent, or detect and correct, misstatements in the financial statements on a timely basis

IS missing

Significant deficiency in internal control — A deficiency or combination of deficiencies in internal control that, in the
auditor’s professional judgment, is
of sufficient importance to merit the attention of TCWG
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To meet above objective

The auditor shall determine whether, on the basis of the audit work performed, the auditor has identified one or more
deficiencies in internal control
Determine whether, individually or in combination, they constitute significant

Determine whether, individually or in combination, they

Matters that the auditor may consider in determining whether a deficiency constitutes a significant deficiency

include:

The likelihood of the deficiencies leading to material misstatements in the financial statements in the future.

s The susceptibility to loss or fraud of the related asset or liability.

 The subjectivity and complexity of determining estimated amounts, such as fair value accounting estimates.
 The financial statement amounts exposed to the deficiencies.

s The volume of activity that has occurred or could occur in the account balance or class of transactions exposed
to the deficiency or

deficiencies.

Indicators of significant deficiencies in internal control include, for example:

* Evidence of ineffective aspects of the control environment

o Absence of a risk assessment process within the entity where such a process would ordinarily be expected to
have been established.

e Evidence of an ineffective entity risk assessment process, such as management’s failure to identify a risk of
material misstatement that the
auditor would expect the entity’s risk assessment process to have identified.

o Evidence of an ineffective response to identified significant risks

 Misstatements detected by the auditor’s procedures that were not prevented, or detected and corrected, by
the entity’s internal control.

in writing significant deficiencies in internal control identified during the audit to on a timely
basis.

The auditor shall also at an appropriate level of responsibility on a timely basis:
I. In writing, significant deficiencies in internal control that the auditor has communicated or intends to
communicate to TCWG, unless it would be
inappropriate to communicate divectly to management in the circumstances; and
ii. Other deficiencies in internal control identified during the audit that have not been communicated to
management by other parties and that, in
the auditor’s professional judgment, are of sufficient importance to merit management’s attention

The auditor shall include in the of significant deficiencies in internal control
o A description of the deficiencies and an explanation of their potential effects; and
o Sufficient information to enable TCWG and MGT to understand the context of the communication. In particular,
the auditor shall explain that:
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I. The purpose of the audit was for the auditor to express an opinion on the F.ST.

ii. The audit included consideration of internal control relevant to the preparation of the F.ST. in order to design
audit procedures that are
appropriate in the civcumstances, but not for the purpose of expressing an opinion on the effectiveness of
internal control; and

(ii. The matters being reported are limited to those deficiencies that the auditor has identified during the audit
and that the auditor has
concluded are of sufficient importance to merit being reported to TCWG.
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SA 450 Evaluation of Misstatements ldentified during
the Audit

Scope
evaluate the effect of identified misstatements on the audit and of uncorrected misstatements, if any, on the
financial statements (SA320 +SA700)

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 financial reporting framework. Misstatements can arise from ervor or fraud.
When the auditor expresses an opinion on whether the financial statements give a true and fair view or are
presented fairly, in all material respects, misstatements also include those adjustments of amounts,
classifications, presentation, or disclosures that, in the auditor’s judgment, are necessary for the financial

statements to give a true and fair view or present fairly, in all material respects.

Misstatements may result from:

1. An inaccuracy in gathering or processing data from which the financial statements are prepared;

2. An omission of an amount or disclosure;

3. An incorvect accounting estimate arising from overlooking, or clear misinterpretation of, facts; and

4. Judgments of management concerning accounting estimates that the auditor considers unreasonable or the

selection and application of accounting policies that the auditor considers inappropriate.

Objective

The objective of the auditor is to evaluate:

(a) The effect of identified misstatements on the audit; and

(b) The effect of uncorrected misstatements, if any, on the financial statements.

Requirements
TO MEET ABOVE OBJECTIVE

' ' ' ' ' ' '

Accumulation  consideration Communicatio  Evaluating Communication  Written Documentat
of Identified of n and the Effect of  with TCWG Representat ion
Misstatements |dentified Corvection Uncorvrected ion

Misstatements  of Misstatements

as the Audit Misstatements

Progresses

Accumulation of Identified Misstatements
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The auditor shall accumulate misstatements identified during the audit, other than those that are clearly trivial.

The auditor may designate an amount below which misstatements would be clearly trivial and would not need to be
accumulated because the auditor expects that the accumulation of such amounts clearly would not have a material
effect on the financial statements.

“Clearly trivial” is not another expression for “not material’. Matters that are “clearly trivial” will be of a wholly
different (smaller) order of magnitude than materiality determined in accordance with SA 320, and will be
matters that are clearly inconsequential, whether taken individually or in aggregate and whether judged by any
criteria of size, nature or circumstances. When there is any uncertainty about whether one or more items are
clearly trivial, the matter is considered not to be clearly trivial.

To assist the auditor in evaluating the effect of misstatements accumulated during the audit and in communicating
misstatements to management and those charged with governance, it may be useful to distinguish between factual
misstatements, judgmental misstatements and projected misstatements.

Factual misstatements
o misstatements about which there is no doubt.
Judgmental misstatements
o differences arising from the judgments of management concerning accounting estimates that the auditor
considers unreasonable, or the selection or application of accounting policies that the auditor considers
inappropriate.
Projected misstatements
o the auditor’s best estimate of misstatements in populations, involving the projection of misstatements

identified in audit samples to the entire populations from which the samples were drawn.

The auditor shall determine whether the overall audit strategy and audit plan need to be revised if:

1. The nature of identified misstatements and the circumstances of their occurrence indicate that other
misstatements may exist that, when aggregated with misstatements accumulated during the audit, could be
material; or

2. The aggregate of misstatements accumulated during the audit approaches materiality determined in accordance
with SA 320.

If, at the auditor’s request, management has examined a class of transactions, account balance or disclosure and
corrected misstatements that were detected, the auditor shall perform additional audit procedures to determine

whether misstatements remain

The auditor shall communicate on a timely basis all misstatements accumulated during the audit with the

appropriate level of management, unless prohibited by law or regulation
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The auditor shall request management to corrvect those misstatements

If management refuses to corvect some or all of the misstatements communicated by the auditor, the auditor shall
obtain an understanding of management’s reasons for not making the corrections

and

shall take that understanding into account when evaluating whether the financial statements as a whole are free

from material misstatement.

Prior to evaluating the effect of uncorrected misstatements, the auditor shall reassess materiality determined in
accordance with SA 320 to confirm whether it remains appropriate in the context of the entity’s actual financial

result
The auditor shall determine whether uncorrected misstatements are material, individually or in aggregate. In
making this determination, the auditor shall consider:

(a) The size and nature of the misstatements, both in relation to particular classes of transactions, account balances

or disclosures and the financial statements as a whole, and the particular circumstances of their occurvence; and

(b) The effect of uncorvected misstatements related to prior periods on the relevant classes of transactions, account

balances or disclosures, and the financial statements as a whole.

The auditor shall communicate with TCWG uncorrected misstatements and the effect that they, individually or in
aggregate, may have on the opinion in the auditor’s report, unless prohibited by law or regulation.
The auditor’s communication shall identify material uncorrected misstatements individually. The auditor shall

request that uncorrected misstatements be corrected.

The auditor shall also communicate with TCWG the effect of uncorvected misstatements related to prior periods on

the relevant classes of transactions, account balances or disclosures, and the financial statements as a whole

The auditor shall request a WR from management and, where appropriate, TCWG whether they believe the effects
of uncorrected misstatements are immaterial, individually and in aggregate, to the financial statements as a whole.

A summary of such items shall be included in or attached to the written representation
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The audit documentation shall include:
(a) The amount below which misstatements would be regarded as clearly trivial
(b) All misstatements accumulated during the audit and whether they have been corrected and

(¢) The auditor’s conclusion as to whether uncorrected misstatements are material, individually or in aggregate, and
the basis for that conclusion
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CHAPTER -5

Audit Evidence
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SA 500 Audit Evidence

Scope

(SA) explains what constitutes audit evidence in an audit of financial statements, and deals with the auditor’s
responsibility to design and perform
audit procedures to obtain SAAE to be able to draw reasonable conclusions on which to base the auditor’s opinion.

This SA is applicable to all the audit evidence obtained during the course of the audit.

Objective

The objective of the auditor is to
design and perform audit procedures in such a way as to
enable the auditor to obtain SAAE

to be able to draw reasonable conclusions on which to base the auditor’s opinion

Requirements

To meet above objective

! ! ' '

Sufficient Information to be Selecting Items for Inconsistency in, or
Appropriate Audit Used as Audit Testing to Obtain Doubts over Reliability of,
Evidence Evidence Audit Evidence Audit Evidence

Sufficient Appropriate Audit Evidence

The auditor shall design and perform audit procedures that are appropriate in the circumstances for the purpose of
obtaining SAAE

Audit evidence is necessary to support the auditor’s opinion and report
(ALREADY DISCUSSED IN SA 200)

To obtain reasonable assurance, the auditor shall obtain sufficient appropriate audit evidence to reduce audit risk to
an acceptably low level and

thereby enable the auditor to draw reasonable conclusions on which to base the auditor’s opinion

Whether sufficient appropriate audit evidence has been obtained 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, is a matter of professional judgment

Audit Procedures for Obtaining Audit Evidence
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(a) Risk assessment procedures; and

(b) Further audit procedures, which comprise:
(i) Tests of controls, when required by the SAs or when the auditor has chosen to do so; and
(i) Substantive procedures, including tests of details and substantive analytical procedures.

Audit procedures ( inspection, observation, confirmation, recalculation, reperformance and analytical procedures)
may be used as risk assessment

procedures, tests of controls or substantive procedures, depending on the context in which they are applied by the
auditor

Inspection involves examining records or documents, whether internal or external
Obsevvation consists of looking at a process or procedure being performed by others

An external confirmation represents audit evidence obtained by the auditor as a direct written response to the

auditor from a third party
Recalculation consists of checking the mathematical accuracy of documents or records

Reperformance involves the auditor'’s independent execution of procedures or controls that were originally
performed as part of the entity’s

internal control.

Analytical procedures consist of evaluations of financial information made by a study of plausible relationships
among both financial and non-
financial data (SA520)

Inquiry consists of seeking information of knowledgeable persons, both financial and non- financial, within the
entity or outside the entity

When designing and performing audit procedures, the auditor shall consider the relevance and reliability of the
information to be used as audit

evidence

The quality of all audit evidence is affected by the relevance and reliability of the information upon which it is
based.

Relevance -

logical connection with assertion under consideration
Reliability -

influenced by its source and its nature, and the circumstances under which it is obtained, including the controls

over its preparation and
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maintenance

While recognising that exceptions may exist, the following generalisations about the reliability of audit evidence may
be useful

The reliability of audit evidence is increased when it is obtained from independent sources outside the entity.

 The reliability of audit evidence that is generated internally is increased when the related controls, including
those over its preparation and
maintenance, imposed by the entity are effective.

« Audit evidence obtained directly by the auditor is more reliable than audit evidence obtained indirectly .

 Audit evidence in documentary form, whether paper, electronic, or other medium, is more reliable than
evidence obtained orally

» Audit evidence provided by original documents is more reliable than audit evidence provided by photocopies

When information to be used as audit evidence has been prepared using the work of a management’s expert,

Management’s expert — An individual or organisation possessing expertise in a field other than accounting or
auditing, whose work in that field is
used by the entity to assist the entity in preparing the financial statements.

the auditor shall, to the extent necessary, having regard to the significance of that expert’s work for the auditor’s
purposes

e Evaluate the competence, capabilities and objectivity of that expert;
 Obtain an understanding of the work of that expert; and

e Evaluate the appropriateness of that expert’s work as audit evidence for the relevant assertion

The NTE of audit procedures in relation to the EXPERT WOEK, may be affected by such matters as

» The nature and complexity of the matter to which the management’s expert relates.

e The ROMM in the matter.

* The availability of alternative sources of audit evidence.

* The nature, scope and objectives of the management’s expert’s work.

» Whether the management’s expert is employed by the entity, or is a party engaged by it to provide relevant
services.

» The extent to which management can exercise control or influence over the work of the management’s expert.

o Whether the management’s expert is subject to technical performance standards or other professional or
industry requirements.

» The nature and extent of any controls within the entity over the management’s expert’s work.
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* The auditor’s knowledge and experience of the management’s expert’s field of expertise.
 The auditor’s previous experience of the work of that expert.

Competence relates to the nature and level of expertise of the management’s expert. Capability relates the ability of
the management’s expert to

exercise that competence in the circumstances

Objectivity relates to the possible effects that bias, conflict of interest or the influence of others may have on the
professional or business judgment

of the management’s expert

The competence, capabilities and objectivity of a management’s expert, and any controls within the entity over that
expert’s work, are important

factors in relation to the reliability of any information produced by a management’s expert

Information regarding the competence, capabilities and objectivity of a management’s expert may come from a

variety of sources, such as

* Personal experience with previous work of that expert.
o Discussions with that expert.
o Discussions with others who are familiar with that expert’s work

Knowledge of that expert’s qualifications, membership of a professional body or industry association, license to
practice, or other forms of

external recognition.

o Published papers or books written by that expert.

» An auditor’s expert, if any, who assists the auditor in obtaining SAAE with respect to information produced by
the management’s expert

Considerations when evaluating the appropriateness of the management’s expert’s work as audit evidence for the

relevant assertion may include:

 The relevance and reasonableness of that expert’s findings or conclusions, their consistency with other audit
evidence, and whether they have
been appropriately reflected in the financial statements;

o If that expert’s work involves use of significant assumptions and methods, the relevance and reasonableness of
those assumptions and methods;

and

o If that expert’s work involves significant use of source data, the relevance, completeness, and accuracy of that

source data

When using information produced by the entity, the auditor shall evaluate whether the information is
sufficiently reliable for the auditor’s

purposes,

L.E. sufficiently complete and accurate , sufficiently precise or detailed for the auditor’s purposes
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Selecting Items for Testing to Obtain Audit Evidence

When designing tests of controls and tests of details, the auditor shall determine means of selecting items for
testing that are effective in meeting

the purpose of the audit procedure

The means available to the auditor for selecting items for testing are:
(a) Selecting all items (100% examination); -
100% examination may be appropriate when, for example:
» The population constitutes a small number of large value items

e There is a significant risk and other means do not provide sufficient appropriate audit evidence
(b) Selecting specific items; - example -High value or key items

(¢) Audit sampling (SA520)

Inconsistency in, or Doubts over Reliability of, Audit Evidence

If:
(a) audit evidence obtained from one source is inconsistent with that obtained from another; or
(b) the auditor has doubts over the reliability of information to be used as audit evidence,

The auditor shall determine what modifications or additions to audit procedures are necessary to resolve the

matter, and shall consider the effect
of the matter, if any, on other aspects of the audit
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SA 501* Audit Evidence - Specific Considerations for
Selected Items

(SA) deals with specific considerations by the auditor in obtaining SAAE with respect to certain aspects of inventory,
litigation and claims involving the entity, and segment information in an audit of financial statements.

The objective of the auditor is to obtain SAAE regarding the:

(a) Existence and condition of inventory;

(b) Completeness of litigation and claims involving the entity; and

(¢) Presentation and disclosure of segment information in accordance with the AFRF

TO MEET ABOVE OBJECTIVE

I l |

Inventory Litigation and Claims Segment
Information

Inventory
When inventory is material to the financial statements
the auditor shall obtain SAAE regarding the existence and condition of inventory by:

(a) Attendance at physical inventory counting, unless impracticable, to:

() Evaluate management’s instructions and procedures for recording and controlling the results of the entity’s
physical inventory counting;

(i) Observe the performance of management’s count procedures;

(1i1) Inspect the inventory; and

(iv) Perform test counts;
and

(b) Performing audit procedures over the entity’s final inventory records to determine whether they accurately

veflect actual inventory count results

HOWEVER IF

¢ physical inventory counting is conducted at a date other than the F.ST. DATE
the auditor shall
In addition to the Above procedures
perform audit procedures to obtain audit evidence about whether changes in inventory between the count
date and the F.ST. DATE are properly recorded
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e auditor is unable to attend physical inventory counting due to unforeseen circumstances
the auditor shall
make or observe some physical counts on an alternative date, and perform audit procedures on intervening

transaction
o attendance at physical inventory counting is impracticable
the auditor shall

perform alternative audit procedures to obtain SAAE regarding the existence and condition of inventory.

If it is not possible to do so, the auditor shall modify the opinion in the auditor’s report in accordance with
SA 705

 Material inventory under the custody and control of a third party
the auditor shall
obtain SAAE regarding the existence and condition of that inventory by performing one or both of the

following

(a) Request confirmation from the third party as to the quantities and condition of inventory held on behalf
of the entity.

(b) Perform inspection or other audit procedures appropriate in the circumstances.

Litigation and Claims

The auditor shall design and perform audit procedures in order to identify litigation and claims involving the entity
which may give rise to a ROMM, including

Inquiry of management and, where applicable, others within the entity, including in-house legal counsel;
Reviewing minutes of meetings of TCWG and correspondence between the entity and its external legal counsel;
Reviewing legal expense accounts

If the auditor assesses a ROMM regarding litigation or claims that have been identified, or when audit procedures
performed indicate that other material litigation or claims may exist

the auditor shall, in addition to the procedures required by other SAs, seek direct communication with the entity’s

external legal counsel.

HOWEVER IF

management refuses to give the auditor permission to communicate or meet entity’s external legal counsel
Or

entity’s external legal counsel refuses to respond
or is prohibited from responding
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AND
the auditor is unable to obtain SAAE

by performing alternative audit procedures
the auditor shall modify the opinion in the auditor’s report in accordance with SA 705

The auditor shall obtain SAAE regarding the presentation and disclosure of segment information in accordance with
the AFRF by:

(a) Obtaining an understanding of the methods used by management in determining segment information, and:
(1) Evaluating whether such methods are likely to result in disclosure in accordance with the AFRF; and

(ify Where appropriate, testing the application of such methods; and

(b) Performing analytical procedures or other audit procedures appropriate in the circumstances

The auditor shall request management and, where appropriate, TCWG to provide WR that all known actual or
possible litigation and claims whose effects should be considered when preparing the financial statements have been
disclosed to the auditor and appropriately accounted for and disclosed in accordance with the AFRF
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SA 505* External Confirmations

auditor’s use of external confirmation procedures to obtain audit evidence

This SA is intended to assist the auditor in designing and performing external confirmations procedures to obtain
relevant and reliable audit

evidence

An external confirmation represents audit evidence obtained by the auditor as a direct written response to the
auditor from a third party

The objective of the auditor, when using external confirmation procedures, is to design and perform such
procedures to obtain relevant and
reliable audit evidence.

Negative Confirmations

Negative confirmations provide less persuasive audit evidence than positive confirmations. Accordingly, the auditor
shall not use negative
confirmation requests as the sole substantive audit procedure to address an assessed ROMM at the assertion level
unless all of the following are
present:
» The auditor has assessed the risk of material misstatement as low and has obtained sufficient appropriate
audit evidence regarding the
operating effectiveness of controls relevant to the assertion;
» The population of items subject to negative confirmation procedures comprises a large number of small,
homogeneous, account balances,
transactions or conditions;
» A very low exception rate is expected; and
 The auditor is not aware of circumstances or conditions that would cause recipients of negative confirmation
requests to disregard such
requests.

TO MEET ABOVE OBJECTIVE

J | ) ) ]

External Management’s Refusal Results of the Negative Evaluating

Confirmation to Allow the Auditor External Confirmations the Evidence

Procedures to Send a Confirmation Obtained
Confirmation Request Procedures
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When using external confirmation procedures, the auditor shall maintain control over external confirmation

requests, including:

(a) Determining the information to be confirmed or requested; -
eg. request information regarding account balances, terms of agreements, contracts, or transactions between

an entity and other parties
(b) Selecting the appropriate confirming party; -

Responses to confirmation requests provide more relevant and reliable audit evidence when confirmation
requests are sent to a confirming

party the auditor believes is knowledgeable about the information to be confirmed

@ Designing the confirmation requests, including determining that requests are properly addressed and contain
return information for responses
to be sent directly to the auditor; -

The design of a confirmation request may directly affect the confirmation response rate, and the reliability
and the nature of the audit

evidence obtained from responses

Factom&to consider when designing confirmation requests include:

o}

The assertions being addressed.

o

Specific identified risks of material misstatement, including fraud risks.

o

The layout and presentation of the confirmation request.

o

Prior experience on the audit or similar engagements.

e}

The method of communication (for example, in paper form, or by electronic or other medium)

(d) Sending the requests, including follow -up requests when applicable, to the confirming party.

If management refuses to allow the auditor to send a confirmation request,

o the auditor shall
Inquire as to management’s reasons
for the refusal, and
seek audit evidence as to their

validity and reasonableness
o Evaluate the implications of management’s refusal on the auditor’s assessment of the relevant ROMM ,

including the risk of fraud, and on the
NTE of other audit procedures
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 Perform alternative audit procedures designed to obtain relevant and reliable audit evidence.

If auditor conclude

management’s refusal unreasonable

OR

auditor is unable to obtain relevant and reliable audit evidence from alternative audit procedures

Auditor shall

communicate with TCWG in accordance with SA 260

AND

determine the implications for the audit and the auditor’s opinion in accordance with SA 705

Results of the External Confirmation Procedures
doubts about the reliability of the response - auditor shall obtain further audit evidence to resolve those doubts

response to a confirmation request is not reliable - evaluate the implications on the assessment of the relevant
ROMM, including the risk of fraud,
and on the related NTE of other audit procedures.

Non-Responses - perform alternative audit procedures to obtain relevant and reliable audit evidence

If the auditor has determined that a response to a positive confirmation request is necessary to obtain SAAE,
alternative audit procedures will

not provide the audit evidence the auditor requires. If the auditor does not obtain such confirmation, the auditor
shall determine the implications

for the audit and the auditor’s opinion in accordance with SA 705

The auditor shall investigate exceptions to determine whether or not they are indicative of misstatements

Evaluating the Evidence Obtained
The auditor shall evaluate whether the results of the external confirmation procedures provide relevant and

reliable audit evidence, or whether

performing further audit procedures is necessary
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SA 510% Initial Audit Engagements - Opening Balances

(SA) deals with the auditor’s responsibilities relating to opening balances when conducting an initial audit

engagement

In addition to financial statement amounts, opening balances include matters requiring disclosure that existed at the
beginning of the
period, such as contingencies and commitments

Initial audit engagement — An engagement in which either:
() The financial statements for the prior period were not audited; or
(i) The financial statements for the prior period were audited by a predecessor auditor

Opening balances — Those account balances that exist at the beginning of the period. Opening balances are based
upon the closing

balances of the prior period and reflect the effects of transactions and events of prior periods and accounting policies
applied in the

prior period. Opening balances also include matters requiring disclosure that existed at the beginning of the period,
such as contingencies

and commitments.

Predecessor auditor — The auditor from a different audit firm, who audited the financial statements of an entity in
the prior period
and who has been replaced by the curvent auditor.

In conducting an initial audit engagement, the objective of the auditor with respect to opening balances is to obtain
SAAE about
whether:

a. Opening balances contain misstatements that materially affect the current period’s financial statements; and
b. Appropriate accounting policies reflected in the opening balances have been consistently applied in the current
period’s financial

statements, or changes thereto are properly accounted for and adequately presented and disclosed in accordance
with the AFRF

TO MEET ABOVE OBJECTIVE

' '

Audit Procedures Audit Conclusions and Reporting
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Opening Balances

The auditor shall read the most recent financial statements, if any, and the predecessor auditor’s report thereon, if
any, for information

relevant to opening balances, including disclosures.

The auditor shall obtain SAAE about whether the opening balances contain misstatements that materially affect the
current period’s
financial statements by:
(a) Determining whether the prior period’s closing balances have been correctly brought forward to the
curvent period or, when
appropriate, any adjustments have been disclosed as prior period items in the currvent year's Statement of
Profit and Loss

(b) Determining whether the opening balances reflect the application of appropriate accounting policies; and

(¢) Performing one or more of the following:

i. Where the prior year financial statements were audited, perusing the copies of the audited financial
statements
including the other relevant documents relating to the prior period financial statements;

ii. Evaluating whether audit procedures performed in the current period provide evidence relevant to
the opening
balances; or

iii. Performing specific audit procedures to obtain evidence regarding the opening balances

If the auditor obtains audit evidence that the opening balances contain misstatements that could materially affect
the curvent period’s

financial statements, the auditor shall perform such additional audit procedures as are appropriate in the
circumstances to determine

the effect on the current period’s financial statements.

If the auditor concludes that such misstatements exist in the current period’s financial statements, the auditor shall
communicate the

misstatements with the appropriate level of management and those charged with governance in accordance with SA
450

Opening Balances

auditor is unable to obtain SAAE regarding the opening balance -
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the auditor shall express a qualified opinion or a disclaimer of opinion, as appropriate

auditor concludes that the opening balances contain a misstatement that materially affects the currvent period’s
financial statements
And the effect of the misstatement is not properly accounted for or not adequately presented or disclosed -

the auditor shall express a qualified opinion or an adverse opinion, as appropriate

Consistency of Accounting Policies

The auditor shall obtain SAAE about whether the accounting policies reflected in the opening balances have been
consistently applied in

the current period’s financial statements, and whether changes in the accounting policies have been properly
accounted for and

adequately presented and disclosed in accordance with the AFRF

Consistency of Accounting Policies

If the auditor concludes that:

a. the current period’s accounting policies are not consistently applied in relation to opening balances in accordance
with the applicable financial
reporting framework; or

b. a change in accounting policies is not properly accounted for or not adequately presented or disclosed in
accordance with the applicable

financial reporting framework,

~the auditor shall express a qualified opinion or an adverse opinion as appropriate in accordance with SA 705

Relevant Information in the Predecessor Auditor’s Report

If the prior period’s financial statements were audited by a predecessor auditor and there was a modification to the
opinion, the auditor

shall evaluate the effect of the matter giving rise to the modification in assessing the ROMM in the current period’s
financial statements

in accordance with SA 315

Modification to the Opinion in the Predecessor Auditor’s Report

If the predecessor auditor’s opinion regarding the prior period’s financial statements included a modification to the
auditor’s opinion that remains
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relevant and material to the current period’s financial statements, the auditor shall modify the auditor’s opinion on
the current period’s financial
statements in accordance with SA 705 and SA 710
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SA 530 Audit Sampling

This Standard on Auditing (SA) applies when the auditor has decided to use audit sampling in performing audit
procedures.

It deals with the auditor’s use of statistical and non-statistical sampling when designing and selecting the audit
sample, performing tests of controls and tests of details, and evaluating the results from the sample

o Audit sampling (sampling) — The application of audit procedures to less than 100% of items within a population
of audit relevance such that all sampling units have a chance of selection in order to provide the auditor with a

reasonable basis on which to draw conclusions about the entire population.

 Population — The entire set of data from which a sample is selected and about which the auditor wishes to draw

conclusions.

» Sampling risk — The risk that the auditor’s conclusion based on a sample may be different from the conclusion if
the entire population were subjected to the same audit procedure. Sampling risk can lead to two types of

erroneous conclusions:

() In the case of a test of controls, that controls are more effective than they actually are, or in the case of a test
of details, that a material misstatement does not exist when in fact it does. The auditor is primarily concerned
with this type of erroneous conclusion because it affects audit effectiveness and is more likely to lead to an

inappropriate audit opinion.

(if) In the case of a test of controls, that controls are less effective than they actually are, or in the case of a test
of details, that a material misstatement exists when in fact it does not. This type of erroneous conclusion affects
audit efficiency as it would usually lead to additional work to establish that initial conclusions were incorrvect.

» Non-sampling risk — The risk that the auditor reaches an erroneous conclusion for any reason not related to

sampling risk.

o Anomaly — A misstatement or deviation that is demonstrably not representative of misstatements or deviations

in a population.

o Statistical sampling — An approach to sampling that has the following characteristics:
(i) Random selection of the sample items; and
(if) The use of probability theory to evaluate sample results, including measurement of sampling risk.
A sampling approach that does not have characteristics (i) and (ii) is considered non-statistical sampling.

« Stratification — The process of dividing a population into sub-populations, each of which is a group of sampling

units which have similar characteristics (often monetary value).
* Tolerable misstatement — A monetary amount set by the auditor in respect of which the auditor seeks to obtain
an appropriate level of assurance that the monetary amount set by the auditor is not exceeded by the actual

misstatement in the population.

* Tolerable rate of deviation — A rate of deviation from prescribed internal control procedures set by the auditor
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in respect of which the auditor seeks to obtain an appropriate level of assurance that the rate of deviation set by
the auditor is not exceeded by the actual rate of deviation in the population.

The objective of the auditor when using audit sampling is to provide a reasonable basis for the auditor to draw
conclusions about the population from which the sample is selected

TO MEET ABOVE OBJECTIVE

| | I ) }

Sample Design, Performing Nature and Cause of Projecting Evaluating
Size and Audit Deviations and Misstatements Results of
Selection of Procedures Misstatements Audit
Items for Sampling
Testing

Sample Design, Size and Selection of Items for Testing

When designing an audit sample, the auditor shall consider the purpose of the audit procedure and the
characteristics of the population from which the sample will be drawn.

The auditor shall determine a sample size sufficient to reduce sampling risk to an acceptably low level.

The auditor shall select items for the sample in such a way that each sampling unit in the population has a chance of
selection.

Performing Audit Procedures

The auditor shall perform audit procedures, appropriate to the purpose, on each item selected.

If the audit procedure is not applicable to the selected item, the auditor shall perform the procedure on a
replacement item.

If the auditor is unable to apply the designed audit procedures, or suitable alternative procedures, to a selected item,
the auditor shall treat that item as a deviation from the prescribed control, in the case of tests of controls, or a
misstatement, in the case of tests of details

Natuve and Cause of Deviations and Misstatements

The auditor shall investigate the nature and cause of any deviations or misstatements identified, and evaluate their
possible effect on the purpose of the audit procedure and on other areas of the audit.
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In the extremely rarve circumstances when the auditor considers a misstatement or deviation discovered in a sample
to be an anomaly, the auditor shall obtain a high degree of certainty that such misstatement or deviation is not
representative of the population. The auditor shall obtain this degree of certainty by performing additional audit
procedures to obtain sufficient appropriate audit evidence that the misstatement or deviation does not affect the

remainder of the population

For tests of details, the auditor shall project misstatements found in the sample to the population.

The auditor shall evaluate
(a) The results of the sample; and
(b) Whether the use of audit sampling has provided a reasonable basis for conclusions about the population that
has been tested.

The principal methods are as follows:
a. Random selection (applied through random number generators, for example, random number tables).

b. Systematic selection, in which the number of sampling units in the population is divided by the sample size to
give a sampling interval, for example 50, and having determined a starting point within the first 50, each 50th
sampling unit thereafter is selected. Although the starting point may be determined haphazardly, the sample is
more likely to be truly random if it is determined by use of a computerised random number generator or
random number tables. When using systematic selection, the auditor would need to determine that sampling
units within the population are not structured in such a way that the sampling interval corresponds with a

particular pattern in the population.

¢. Monetary Unit Sampling is a type of value-weighted selection in which sample size, selection and evaluation

results in a conclusion in monetary amounts.

d. Haphazard selection, in which the auditor selects the sample without following a structured technique. Although
no structured technique is used, the auditor would nonetheless avoid any conscious bias or predictability (for
example, avoiding difficult to locate items, or always choosing or avoiding the first or last entries on a page) and
thus attempt to ensure that all items in the population have a chance of selection. Haphazard selection is not

appropriate when using statistical sampling.

e. Block selection involves selection of a block(s) of contiguous items from within the population. Block selection
cannot ordinarily be used in audit sampling because most populations are structured such that items in a
sequence can be expected to have similar characteristics to each other, but different characteristics from items
elsewhere in the population. Although in some circumstances it may be an appropriate audit procedure to
examine a block of items, it would rarely be an appropriate sample selection technique when the auditor intends

to draw valid inferences about the entire population based on the sample
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. The more the auditor is relying on other substantive procedures the smaller the sample size can be
. The higher the auditor’s assessment of the risk of material misstatement, the larger the sample size needs to be
. An increase in the auditor’s desired level of assurance that tolerable misstatement is not exceeded by actual

misstatement in the population will increase the sample size

. An increase in tolerable misstatement will decrease the sample size

. When stratification of the population is appropriate then sample size will decrease

. The greater the amount of misstatement the auditor expects to find in the population, the larger the sample size
. There will be negligible effect on sample size due to number of sampling units in the population

. the greater the reliance the auditor places on the operating effectiveness of controls in the risk assessment, the

greater is the extent of the auditor’s tests of controls

. If there is an increase in the tolerable rate of deviation. Then sample size will decrease
. higher the expected rate of deviation, larger the sample size
. An increase in the auditor’s desired level of assurance that the tolerable rate of deviation is not exceeded by the

actual rate of deviation in the population will increase the sample size

. In case of large populations, the actual size of the population has little, if any, effect on sample size
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SA 550 Related Parties

(SA) deals with the auditor's responsibilities regarding related party relationships and transactions when performing
an audit of financial statements

Owing to the inherent limitations of an audit, there is an unavoidable risk that some material misstatements of the
financial statements may not be detected, even though the audit is properly planned and performed in accordance
with the SAs. In the context of related parties, the potential effects of inherent limitations on the auditor’s ability to
detect material misstatements are greater. Planning and performing the audit with professional skepticism as
requived by SA 200 is therefore particularly important in this context

For purposes of the SAs, the following terms have the meanings attributed below:
Arm’s length transaction—A transaction conducted on such terms and conditions as between a willing buyer and a

willing seller who are unrelated and are acting independently of each other and pursuing their own best interests.

Related party — A party that is either:
I. A related party as defined in the applicable financial reporting framework; or
ii. Where the applicable financial reporting framework establishes minimal or no related party requirements:
a. A person or other entity that has control or significant influence, directly or indirectly through one or more
intermediaries, over the reporting entity;
b. Another entity over which the reporting entity has control or significant influence, directly or indirectly
through one or more intermediaries; or
¢. Another entity that is under common control with the reporting entity through having:
A. Common controlling ownership;
B. Owners who are close family members; or
C. Common key management
However, entities that are under common control by a state (i.e., a national, regional or local government) are
not considered related unless they engage in significant transactions or share resources to a significant extent
with one another

The objectives of the auditor are:

(a) lrrespective of whether the AFRF establishes related party requirements, to obtain an understanding of related
party relationships and
transactions
sufficient to be able:
I. To recognise fraud risk factors, if any, arising from related party relationships and transactions that are relevant
to the identification and assessment of the ROMM due to fraud; and

ii. To conclude whether the financial statements, insofar as they are affected by those relationships and transactions:
o Achieve a true and fair presentation (for fair presentation frameworks); or

o Are not misleading (for compliance frameworks); and

(b) In addition, where the AFRF establishes related party requirements, to obtain SAAE about whether related party
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relationships and transactions

have been appropriately identified, accounted for and disclosed in the financial statements in accordance with the

AFRF

Requirements

TO MEET ABOVE OBJECTIVE
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As part of the risk assessment procedures and related activities

the auditor shall perform Following the audit procedures and related activities

Documentation

to obtain information relevant to identifying the ROMM associated with related party relationships and transactions

i. Understanding the Entity’s Related Party Relationships and Transactions

The engagement team discussion -

shall include specific consideration of the susceptibility of the financial statements to material misstatement

due to fraud or ervor that could result from the entity’s related party relationships and transactions

matters that are to be addressed in the discussion among the engagement team include:

* Nature and extent of the entity's relationships and transactions with related parties.

= Emphasis on the importance of maintaining professional skepticism throughout the audit regarding the

potential for material misstatement associated with related party relationships and transactions.

Circumstances or conditions of the entity that may indicate the existence of related party relationships or
transactions that management has not identified or disclosed to the auditor.

Records or documents that may indicate the existence of related party relationships or transactions.
Importance that management and TCWG attach to the identification, appropriate accounting for, and
disclosure of related party relationships and transactions and the related risk of management override of

relevant controls.
In addition, the discussion in the context of fraud may include specific consideration of how related parties

may be involved in fraud. For example:
How special-purpose entities controlled by management might be used to facilitate earnings management.
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= How transactions between the entity and a known business partner of a key member of management
could be arranged to facilitate misappropriation of the entity's assets.

The auditor shall inquire of management regarding:
o The identity of the entity’s related parties, including changes from the prior period;
o The nature of the relationships between the entity and these related parties; and
o Whether the entity entered into any transactions with these related parties during the period and, if so, the
type and purpose of the transaction

The auditor shall inquire of management and others within the entity, and perform other risk assessment
procedures to obtain an understanding of the controls, if any, that management has established to
o ldentify, account for, and disclose related party relationships and transactions in accordance with the AFRF
o Authorise and approve significant transactions and arrangements with related parties;
o Authorise and approve significant transactions and arrangements outside the normal course of business

il. Maintaining Alertness for Related Party Information When Reviewing Records or Documents

During the audit, the auditor shall remain alert, when inspecting records or documents, for arrangements or
other information that may indicate the existence of related party relationships or transactions that management
has not previously identified or disclosed to the auditor.

In particular, the auditor shall inspect the following for indications of the existence of related party relationships
or transactions that management has not previously identified or disclosed to the auditor:
(a) Bank, legal and third party confirmations obtained as part of the auditor’s procedures;
(b) Minutes of meetings of shareholders and of those charged with governance; and
(¢) Such other records or documents as the auditor considers necessary in the circumstances of the entity. -
Eg.
 Entity income tax returns.
@ Information supplied by the entity to regulatory authorities.
& Shareholder registers to identify the entity’s principal shareholders.
() Statements of conflicts of interest from management and those charged with governance.
& Records of the entity’s investments and those of its pension plans.
& Contracts and agreements with key management or those charged with governance.
() Significant contracts and agreements not in the entity’s ordinary course of business.
& Specific invoices and correspondence from the entity’s professional advisors.
@ Life insurance policies acquired by the entity.
(& Significant contracts re-negotiated by the entity during the period.

@ Internal auditors’ reports.
& Documents associated with the entity’s filings with a securities regulator

If the auditor identifies significant transactions outside the entity’s normal course of business when performing
the audit procedures the auditor shall inquire of management about:

(a) The nature of these transactions; and

(b) Whether related parties could be involved.

iii. Sharing Related Party Information with the Engagement Team
The auditor shall share relevant information obtained about the entity’s related parties with the other
members of the engagement team

ldentification and Assessment of the ROMM Associated with Related Party Relationships and Transaction
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As per SA 315 the auditor shall identify and assess the ROMM associated with related party relationships and
transactions and determine whether any of those risks are significant risks

In making this determination, the auditor shall treat identified significant related party transactions outside the
entity’s normal course of business as giving rise to significant risks.

If the auditor identifies fraud risk factors (including circumstances relating to the existence of a related party with
dominant influence) when performing the risk assessment procedures and related activities in connection with related
parties, the auditor shall consider such information when identifying and assessing the ROMM due to fraud

Domination of management by a single person or small group of persons without compensating controls is a fraud risk
factor
Indicators of dominant influence exerted by a related party include:

* The related party has vetoed significant business decisions taken by management or TCWG.

* Significant transactions are referred to the related party for final approval

e There is little or no debate among management and TCWG regarding business proposals initiated by the related

party.
 Transactions involving the related party (or a close family member of the related party) are rarely independently

reviewed and approved

the auditor designs and performs further audit procedures to obtain SAAE about the assessed ROMM associated with
related party relationships and transactions. These audit procedures shall include following

a. ldentification of Previously Unidentified or Undisclosed Related Parties or Significant Related Party Transactions

If the auditor identifies arrangements or information that suggests the existence of related party relationships or
transactions that management has not previously identified or disclosed to the auditor, the auditor shall
determine whether the underlying circumstances confirm the existence of those relationships or transactions

If the auditor identifies related parties or significant related party transactions that management has not
previously identified or disclosed to the auditor, the auditor shall:
i. Promptly communicate the relevant information to the other members of the engagement team

ii. Where the AFRF establishes related party requirements:

1) Request management to identify all transactions with the newly identified related parties for the
auditor’s further evaluation; and

2) Inquire as to why the entity’s controls over related party relationships and transactions failed to
enable the identification or disclosure of the related party relationships or transactions;

lii. Perform appropriate substantive audit procedures relating to such newly identified related parties or
significant related part transactions;

iv. Reconsider the risk that other related parties or significant related party transactions may exist that
management has not previously identified or disclosed to the auditor, and perform additional audit
procedures as necessary; and

v. If the non-disclosure by management appears intentional (and therefore indicative of a risk of material

misstatement due to fraud), evaluate the implications for the audit
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b. ldentified Significant Related Party Transactions outside the Entity’s Normal Course of Business

a. For identified significant related party transactions outside the entity’s normal course of business, the auditor

shall:

(a) Inspect the underlying contracts or agreements, if any, and evaluate whether:
() The business rationale (or lack thereof) of the transactions suggests that they may have been entered
into to engage in fraudulent financial reporting or to conceal misappropriation of assets;
(i) The terms of the transactions are consistent with management’s explanations; and
(iif) The transactions have been appropriately accounted for and disclosed in accordance with the
applicable financial reporting framework; and

(b) Obtain audit evidence that the transactions have been appropriately authorised and approved.

Examples of transactions outside the entity's normal course of business, include the following:

i. Complex equity transactions, such as corporate restructurings or acquisitions.
ii. Transactions with offshore entities in jurisdictions with weak corporate laws.
lii. The leasing of premises or the rendering of management services by the entity to another party if no
consideration is exchanged.
iv. Sales transactions with unusually large discounts or returns.
v. Transactions with circular arrangements, for example, sales with a commitment to repurchase.
vi. Transactions under contracts whose terms are changed before expiry.

¢c. Assertions That Related Party Transactions Were Conducted on Terms Equivalent to Those Prevailing in an Arm'’s

Length Transaction

When management has made an assertion in the financial statements to the effect that a related party
transaction was conducted on terms equivalent to those prevailing in an arm’s length transaction, the auditor
shall obtain SAAE about the assertion

Evaluation of the Accounting for and Disclosure of Identified Related Party Relationships and Transactions

In forming an opinion on the financial statements in accordance with SA 700
the auditor shall evaluate:
1. Whether the identified related party relationships and transactions have been appropriately accounted for and
disclosed in accordance with the AFRF; and
2. Whether the effects of the related party relationships and transactions:
(i) Prevent the financial statements from achieving true and fair presentation (for fair presentation
frameworks); or

(if) Cause the financial statements to be misleading (for compliance frameworks).
Written Representations
Where the AFRF establishes related party requirements, the auditor shall obtain WR from management and, where
appropriate, TCWG that:

a. They have disclosed to the auditor the identity of the entity’s related parties and all the related party
velationships and transactions of which they are aware; and
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b. They have appropriately accounted for and disclosed such relationships and transactions in accordance with the
requirements of the AFRF

Communication with TCWG

Unless all of TCWG are involved in managing the entity, the auditor shall communicate with TCWG significant
matters arising during the audit in connection with the entity’s related parties.

Documentation

The auditor shall include in the audit documentation the names of the identified related parties and the nature of the
related party relationship
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CHAPTER -6

Completion and
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SA 560 Subsequent Events

(SA) deals with the auditor’s responsibilities relating to subsequent events in an audit of financial statements.

Financial statements may be affected by certain events that occur after the date of the financial statements. Many
FRF specifically refer to such events. Such FRF ordinarily identify two types of events:

(a) Those that provide evidence of conditions that existed at the date of the financial statements; and

(b) Those that provide evidence of conditions that arose after the date of the financial statements.

SA 700(Revised) explains that the date of the auditor’s report informs the reader that the auditor has considered the
effect of events and transactions of which the auditor becomes aware and that occurred up to that date

a. Date of the financial statements — The date of the end of the latest period covered by the financial statements.

b. Date of approval of the financial statements — The date on which all the statements that comprise the financial
statements, including the related notes, have been prepared and those with the recognised authority have
asserted that they have taken responsibility for those financial statements.

¢. Date of the auditor’s report — The date the auditor dates the report on the financial statements in accordance
with SA 700

d. Date the financial statements are issued — The date that the auditor’s report and audited financial statements
are made available to third parties.

e. Subsequent events — Events occurring between the date of the financial statements and the date of the auditor’s
report, and facts that become known to the auditor after the date of the auditor’s report

The objectives of the auditor are to:

a. Obtain SAAE about whether events occurring between the date of the financial statements and the date of the
auditor’s report that require adjustment of, or disclosure in, the financial statements are appropriately reflected
in those financial statements;
and

b. Respond appropriately to facts that become known to the auditor after the date of the auditor’s report, that, had
they been known to the auditor at that date, may have caused the auditor to amend the auditor’s report.

TO MEET ABOVE OBJECTIVE

v v v

Events Occurring Between Facts Which Become Known to the Facts Which Become

the Date of the Financial Auditor After the Date of the Known to the Auditor

Statements and the Date of Auditor’s Report but Before the Date After the Financial

the Auditor’s Report the Financial Statements are Issued Statements have been
Issued
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The auditor shall perform audit procedures designed

to obtain SAAE

that all events occurring between the date of the financial statements and the date of the auditor’s report that
require adjustment of, or disclosure in, the financial statements have been identified

v

The auditor shall take into account the auditor’s risk assessment in determining the nature and extent of such audit
procedures, which shall include the following

a. Obtaining an understanding of any procedures management has established to ensure that subsequent events are
identified.

b. Inquiring of management and, where appropriate, TCWG as to whether any subsequent events have occurred
which might affect the financial statements.

¢. Reading minutes, if any, of the meetings, of the entity’s owners, management and TCWG, that have been held
after the date of the financial statements and inquiring about matters discussed at any such meetings for which
minutes are not yet available.

d. Reading the entity’s latest subsequent interim financial statements, if any.

as a vesult of the procedures performed

the auditor identifies events that require adjustment of, or disclosure in, the financial statements, the auditor shall
determine whether each such event is appropriately reflected in those financial statements.

The auditor shall request management and, where appropriate, TCWG, to provide a WR that all events occurring
subsequent to the date of the financial statements and for which the AFRF requires adjustment or disclosure have
been adjusted or disclosed

The auditor has no obligation to perform any audit procedures regarding the financial statements after the date of
the auditor’s report

However, when, after the date of the auditor’s report but before the date the financial statements are issued, a fact
becomes known to the auditor that, had it been known to the auditor at the date of the auditor’s report, may have
caused the auditor to amend the auditor’s report, the auditor shall:

(a) Discuss the matter with management and, where appropriate, TCWG

(b) Determine whether the financial statements need amendment and, If so,

(¢) Inquire how management intends to address the matter in the financial statements

If management amends the financial statements, the auditor shall:

(a) Carry out the audit procedures necessary in the circumstances on the amendment
(b) Unless the circumstances in Below provided paragraph apply:
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(i) Extend the audit procedures referved to the date of the new auditor’s report; and
(if) Provide a new auditor’s report on the amended financial statements.
The new auditor’s report shall not be dated earlier than the date of approval of the amended financial statements

When law, requlation or the FRF does not prohibit management from restricting the amendment of the financial
statements to the effects of the subsequent events or events causing that amendments and those responsible for
approving the financial statements are not prohibited from restricting their approval to that amendment, the auditor
is permitted to restrict the audit procedures referred on subsequent events to that amendment.

In such cases, the auditor shall either:

a. Amend the auditor’s report to include an additional date restricted to that amendment that thereby indicates
that the auditor’s procedures on subsequent events are restricted solely to the amendment of the financial
statements described in the relevant note to the financial statements; ( The following is an illustration of such an
additional date:

“(Date of auditor’s report), except as to Note Y, which is as of (date of completion of audit procedures
restricted to amendment described in Note Y).
or

b. Provide a new or amended auditor’s report that includes a statement in an Emphasis of Matter paragraph or
Other Matter(s) paragraph that conveys that auditor’s procedures on subsequent events are restricted solely to the
amendment of the financial statements as described in the relevant note to the financial statements.

In some entities, management may not be required by the applicable law, regulation or the FRF to issue amended
financial statements and, accordingly, the auditor need not provide an amended or new auditor’s report.
However, when management does not amend the financial statements in circumstances where the auditor believes
they need to be amended, then
a. If the auditor’s report has not yet been provided to the entity, the auditor shall modify the opinion as required by
SA 705 and then provide the auditor’s report; or
b. If the auditor’s report has already been provided to the entity, the auditor shall notify management and TCWG,
unless all of TCWG are involved in managing the entity, not to issue the financial statements to third parties
before the necessary amendments have been made. If the financial statements are nevertheless subsequently issued
without the necessary amendments, the auditor shall take appropriate action, to seek to prevent reliance on the
auditor’s report

Facts Which Become Known to the Auditor After the Financial Statements have been [ssued

After the financial statements have been issued, the auditor has no obligation to perform any audit procedures
regarding such financial statements.

However, when, after the financial statements have been issued, a fact becomes known to the auditor that, had it
been known to the auditor at the date of the auditor’s report, may have caused the auditor to amend the auditor’s
report, the auditor shall:

a. Discuss the matter with management and, where appropriate, TCWG

b. Determine whether the financial statements need amendment and, if so,

¢. Inquire how management intends to address the matter in the financial statements

If the management amends the financial statements, the auditor shall:
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a. Carry out the audit procedures necessary in the circumstances on the amendment.
b. Review the steps taken by management to ensure that anyone in receipt of the previously issued financial
statements together with the auditor’s report thereon is informed of the situation.
¢. Unless the circumstances in BLUE PARAGRAPH apply:
i. Extend the audit procedures referred to the date of the new auditor’s report, and the date the new auditor’s
report no earlier than the date of approval of the amended financial statements; and
ii. Provide a new auditor’s report on the amended financial statements.
d. When the circumstances in BLUE paragraph apply, amend the auditor’s report, or provide a new auditor's report
as requived by BLUE paragraph

The auditor shall include in the new or amended auditor’s report an Emphasis of Matter paragraph or Other
Matter(s) paragraph referring to a note to the financial statements that more extensively discusses the reason for the
amendment of the previously issued financial statements and to the earlier report provided by the auditor

If management does not take the necessary steps to ensure that anyone in receipt of the previously issued financial
statements is informed of the situation and does not amend the financial statements in circumstances where the
auditor believes they need to be amended, the auditor shall notify management and, unless all of TCWG are involved
in managing the entity, TCWG, that the auditor will seek to prevent future reliance on the auditor’s report.

If, despite such notification, management or TCWG do not take these necessary steps, the auditor shall take
appropriate action to seek to prevent reliance on the auditor’s report.
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SA 570 Going Concern

(SA) deals with the auditor’s responsibilities in the audit of financial statements relating to going concern and the
implications for the auditor’s report

General purpose financial statements are prepared using the going concern basis of accounting, unless management

either intends to liquidate the entity or to cease operations, or has no realistic alternative but to do so

When the use of the going concern basis of accounting is appropriate, assets and liabilities are recorded on the basis
that the entity will be able to realize its assets and discharge its liabilities in the normal course of business.

the preparation of the financial statements requires management to assess the entity’s ability to continue as a going

concern even if the financial reporting framework does not include an explicit requirement to do so.

The auditor’s responsibilities are to obtain SAAE regarding, and conclude on, the appropriateness of management’s use
of the going concern basis of accounting in the preparation of the financial statements, and to conclude, based on the
audit evidence obtained, whether a material uncertainty exists about the entity’s ability to continue as a going concern.

However, as described in SA 200, the potential effects of inherent limitations on the auditor’s ability to detect
material misstatements are greater for future events or conditions that may cause an entity to cease to continue as a
going concern. The auditor cannot predict such future events or conditions. Accordingly, the absence of any reference
to a material uncertainty about the entity’s ability to continue as a going concern in an auditor’s report cannot be
viewed as a guarantee as to the entity’s ability to continue as a going concern.

A material uncertainty exists when the magnitude of its potential impact and likelihood of occurrence is such that, in
the auditor’s judgment, appropriate disclosure of the nature and implications of the uncertainty is necessary for:

(a) In the case of a fair presentation FRF, the fair presentation of the financial statements, or

(b) In the case of a compliance framework, the financial statements not to be misleading.

The objectives of the auditor are:

a. To obtain SAAE regarding, and conclude on, the appropriateness of management’s use of the going concern basis of
accounting in the preparation of the financial statements;

b. To conclude, based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the entity’s ability to continue as a going concern; and

¢. To report in accordance with this SA.

TO MEET ABOVE OBJECTIVE
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Risk Assessment Procedures and Related Activities

When performing risk assessment procedures

auditor shall consider whether events or conditions exist that may cast significant doubt on the entity’s ability to

continue as a going concern

In so doing, the auditor shall determine whether management has already performed a preliminary assessment of the
entity’s ability to continue as a

going concern, and:

a) If such an assessment has been performed, the auditor shall discuss the assessment with management and
determine whether management has

identified events or conditions that, individually or collectively, may cast significant doubt on the entity’s ability to
continue as a going concern

and, if so, management’s plans to address them; or

(b) If such an assessment has not yet been performed, the auditor shall discuss with management the basis for the
intended use of the going

concern basis of accounting, and inquire of management whether events or conditions exist that, individually or
collectively, may cast significant

doubt on the entity’s ability to continue as a going concern

The auditor shall remain alert throughout the audit for audit evidence of events or conditions that may cast significant
doubt on the entity’s ability to

continue as a going concern

The following are examples of events or conditions that, individually or collectively, may cast significant doubt on the
entity’s ability to continue as a

going concern

* Net liability or net current liability position

o Adverse key financial ratios.

* Inability to pay creditors on due dates.

e Inability to comply with the terms of loan agreements.

e Change from credit to cash-on-delivery transactions with suppliers.

* Inability to obtain financing for essential new product development or other essential investments.
* Management intentions to liquidate the entity or to cease operations.

e Loss of key management without replacement.
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* Loss of a major market, key customer(s), franchise, license, or principal supplier(s).

* Shortages of important supplies.

¢ Emergence of a highly successful competitor.

* Non-compliance with capital or other statutory or regulatory requirements,

» Pending legal or requlatory proceedings against the entity that may, if successful, result in claims that the entity is
unlikely to be able to satisfy.

» Changes in law or regulation or government policy expected to adversely affect the entity

The auditor shall evaluate management’s assessment of the entity’s ability to continue as a going concern

In evaluating management’s assessment of the entity’s ability to continue as a going concern, the auditor shall cover
the same period as that used by
management to make its assessment as requived by the applicable financial reporting framework, or by law or

regulation if it specifies a longer period.

If management’s assessment of the entity’s ability to continue as a going concern covers less than twelve months from
the date of the financial

statements as defined in SA 560, the auditor shall request management to extend its assessment period to at least
twelve months from that date.

In evaluating management’s assessment, the auditor shall consider whether management’s assessment includes all
relevant information of which the

auditor is aware as a result of the audit.

evaluating management’s assessment of the entity’s ability to continue as a going concern may include an evaluation of
the process management

followed to make its assessment, the assumptions on which the assessment is based and management’s plans for future
action and whether

management’s plans are feasible in the circumstances.

The auditor shall inquire of management as to its knowledge of events or conditions beyond the period of
management’s assessment that may cast
significant doubt on the entity’s ability to continue as a going concern

If events or conditions have been identified that may cast significant doubt on the entity’s ability to continue as a going

concern

the auditor shall obtain SAAE to determine whether or not a material uncertainty exists related to events or

conditions that may cast significant doubt
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on the entity’s ability to continue as a going concern (hereinafter referved to as “material uncertainty”) through

performing additional audit

procedures, including consideration of mitigating factors.

These procedures shall include

Where management has not yet performed an assessment of the entity’s ability to continue as a going concern,
requesting management to make
its assessment.
Evaluating management’s plans for future actions in relation to its going concern assessment, whether the outcome
of these plans is likely to
improve the situation and whether management’s plans are feasible in the circumstances.
Where the entity has prepared a cash flow forecast, and analysis of the forecast is a significant factor in
considering the future outcome of events
or conditions in the evaluation of management’s plans for future actions:

() Evaluating the reliability of the underlying data generated to prepare the forecast; and

(if) Determining whether there is adequate support for the assumptions underlying the forecast.
Considering whether any additional facts or information have become available since the date on which
management made its assessment.
Requesting written representations from management and, where appropriate, those charged with governance,
regarding their plans for future
actions and the feasibility of these plans.

Audit procedures that are relevant to the requirement may include the following:

Analysing and discussing cash flow, profit and other relevant forecasts with management.

Analysing and discussing the entity’s latest available interim financial statements.

Reading the terms of debentures and loan agreements and determining whether any have been breached.

Reading minutes of the meetings of shareholders, those charged with governance and relevant committees for
reference to financing difficulties.

Inquiring of the entity’s legal counsel regarding the existence of litigation and claims and the reasonableness of
management’s assessments of their

outcome and the estimate of their financial implications.

Confirming the existence, legality and enforceability of arrangements to provide or maintain financial support with
velated and third parties and

assessing the financial ability of such parties to provide additional funds.

Evaluating the entity’s plans to deal with unfilled customer orders.

Performing audit procedures regarding subsequent events to identify those that either mitigate or otherwise affect
the entity’s ability to continue

as a going concern.

Confirming the existence, terms and adequacy of borrowing facilities.

Obtaining and reviewing reports of requlatory action

The auditor shall evaluate whether SAAE has been obtained regarding, and shall conclude on, the appropriateness of

management’s use of the going

concern basis of accounting in the preparation of the financial statements
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Based on the audit evidence obtained, the auditor shall conclude whether, in the auditor’s judgment, a material
uncertainty exists related to events or

conditions that, individually or collectively, may cast significant doubt on the entity’s ability to continue as a going
concern

Al F il ihan Rt o7 Condions Ve Baan GRETG AR Materisl Uncrinty £t

If the auditor concludes that management’s use of the going concern basis of accounting is appropriate in the

circumstances but a material uncertainty

exists, the auditor shall determine whether the financial statements:

1. Adequately disclose the principal events or conditions that may cast significant doubt on the entity’s ability to
continue as a going concern and
management’s plans to deal with these events or conditions; and

2. Disclose clearly that there is a material uncertainty related to events or conditions that may cast significant doubt
on the entity’s ability to
continue as a going concern and, therefore, that it may be unable to realize its assets and discharge its liabilities in
the normal course of business.

If events or conditions have been identified that may cast significant doubt on the entity’s ability to continue as a going
concern but, based on the audit

evidence obtained the auditor concludes that no material uncertainty exists, the auditor shall evaluate whether, in view
of the requirements of the

AFRF, the financial statements provide adequate disclosures about these events or conditions.

Implications for the Auditor’s Report
Use of Going Concern Basis of Accounting is Inappropriate
If the financial statements have been prepared using the going concern basis of accounting but, in the auditor’s
judgment, management’s use of the
going concern basis of accounting in the preparation of the financial statements is inappropriate, the auditor shall
express an adverse opinion.
Use of Going Concern Basis of Accounting is Appropriate but a Material Uncertainty Exists
1. Adequate Disclosure of a Material Uncertainty is Made in the Financial Statements
auditor shall express an unmodified opinion and the auditor'’s report shall include a separate section under the
heading “Material Uncertainty

Related to Going Concern’ to

o Draw attention to the note in the financial statements that discloses the matters and
o State that these events or conditions indicate that a material uncertainty exists that may cast significant doubt
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on the entity’s ability to
continue as a going concern and that the auditor’s opinion is not modified in respect of the matter

2. Adequate Disclosure of a Material Uncertainty is Not Made in the Financial Statements

o Express a qualified opinion or adverse opinion, as appropriate,

o In the Basis for Qualified (Adverse) Opinion section of the auditor’s report, state that a material uncertainty
exists that may cast significant
doubt on the entity’s ability to continue as a going concern and that the financial statements do not adequately

disclose this matter
3. Management Unwilling to Make or Extend Its Assessment

If management is unwilling to make or extend its assessment when requested to do so by the auditor, the
auditor shall consider the
implications for the auditor’s report.

Unless all TCWG are involved in managing the entity,
the auditor shall communicate with TCWG events or conditions identified that may cast significant doubt on the
entity’s ability to continue as a going

concern.

Such communication with TCWG shall include the following:
(a) Whether the events or conditions constitute a material uncertainty;
(b) Whether management’s use of the going concern basis of accounting is appropriate in the preparation of the
financial statements;
(¢) The adequacy of related disclosures in the financial statements; and
(d) Where applicable, the implications for the auditor’s report.

If there is significant delay in the approval of the financial statements by management or TCWG after the date of the

financial statements,

the auditor shall inquire as to the reasons for the delay.

If the auditor believes that the delay could be related to events or conditions relating to the going concern assessment,
the auditor shall perform those

additional audit procedures necessary as well as consider the effect on the auditor’s conclusion regarding the existence

of a material uncertainty
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SA 580 Written Representations

Scope

(SA) deals with the auditor’s responsibility to obtain WR from management and, where appropriate, TCWG

WR are necessary information that the auditor requires in connection with the audit of the entity’s financial
statements. Accordingly, similar to responses to inquiries, WR are audit evidence

Although WR provide necessary audit evidence, they do not provide SAAE on their own about any of the matters
with which they deal

Written representations — A written statement by management provided to the auditor to confirm certain
matters or to support other audit evidence. WR in this context do not include financial statements, the assertions
therein, or supporting books and records

Objectives
The objectives of the auditor are:

a. To obtain WR from management and, where appropriate, TCWG that they believe that they have fulfilled their
responsibility for the preparation of the financial statements and for the completeness of the information
provided to the auditor;

b. To support other audit evidence relevant to the financial statements or specific assertions in the financial
statements by means of WR, if determined necessary by the auditor or required by other SAs; and

¢. To respond appropriately to WR provided by management and, where appropriate, TCWG, or if management
or, where appropriate, TCWG do not provide the WR requested by the auditor

Requirements

' ' ' ' ) '

Management WR about Other Written Date of and Form of Doubt as to the
from Whom Management’s  Representations — Period(s) Written Reliability of WR and
WR Responsibilities Covered by Representati Requested WR Not
Requested WR ons Provided

Management from Whom WR Requested

The auditor shall request WR from management with appropriate responsibilities for the financial statements and
knowledge of the matters concerned

WR about Management’s Responsibilities

a. Preparation of the Financial Statements
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The auditor shall request management to provide a WR that it has fulfilled its responsibility for the
preparation of the financial statements in accordance with the AFRF

b. Information Provided and Completeness of Transactions
o It has provided the auditor with all relevant information and access as agreed in the terms of the audit
engagement, and
o All transactions have been recorded and are reflected in the financial statement

¢. Description of Management’s Responsibilities in the WR
Management’s responsibilities shall be described in the WR in the manner in which these responsibilities are

described in the terms of the audit engagement.

Other SAs require the auditor to request WR. If, in addition to such required representations, the auditor
determines that it is necessary to obtain one or more WR to support other audit evidence relevant to the financial
statements or one or more specific assertions in the financial statements, the auditor shall request such other WR

The date of the WR shall be as near as practicable to, but not after, the date of the auditor’s report on the
financial statements. The WR shall be for all financial statements and period(s) referved to in the auditor’s report

The WR shall be in the form of a representation letter addressed to the auditor.
If law or regulation requires management to make written public statements about its responsibilities, and the
auditor determines that such statements provide some or all of the representations required , the relevant matters

covered by such statements need not be included in the representation letter

a. Doubt as to the Reliability of WR

auditor has concerns about the competence, integrity, ethical values or diligence of management

OR

In particular, if WR are inconsistent with other audit evidence,

the auditor shall perform audit procedures to attempt to resolve the matter.

If the matter remains unresolved, the auditor shall reconsider the assessment of the competence, integrity,
ethical values or diligence of management

the auditor shall determine the effect that such concerns may have on the reliability of representations

and audit evidence in general

If the auditor concludes that the WR are not reliable, the auditor shall take appropriate actions, including
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determining the possible effect on the opinion in the auditor’s report in accordance with SA 705
(DISCLAIM AN OPINION)

b. Requested WR Not Provided
If management does not provide one or more of the requested WR, the auditor shall:
= Discuss the matter with management;
* Re-evaluate the integrity of management and evaluate the effect that this may have on the reliability
of representations (oral or written) and audit evidence in general; and
= Take appropriate actions, including determining the possible effect on the opinion in the auditor’s
report in accordance with SA 705 (DISCLAIM AN OPINION
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CHAPTER - 7

Reporting
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SA 700 Forming an Opinion and Reporting

on Financial Statements

(SA) deals with the auditor’s responsibility to form an opinion on the financial statements
It also deals with the form and content of the auditor’s report

SA701 - communicate key audit matters

SA 705 and SA 706 - form and content of the auditor’s report are affected when the auditor expresses a modified
opinion or includes an EOM paragraph or an OM paragraph

This SA applies to an audit of a complete set of general purpose financial statements

General purpose financial statements — Financial statements prepared in accordance with a general purpose

framework

General purpose framework — A financial reporting framework designed to meet the common financial information
needs of a wide range of users.

The financial reporting framework may be a fair presentation framework or a compliance framework.

The term “fair presentation framework” is used to refer to a financial reporting framework that requires
compliance with the requirements of the framework and.:
I. Acknowledges explicitly or implicitly that, to achieve fair presentation of the financial statements, it may be
necessary for management to provide disclosures beyond those specifically required by the framework; or
ii. Acknowledges explicitly that it may be necessary for management to depart from a requirement of the
framework to achieve fair presentation of the financial statements. Such departures are expected to be necessary

only in extremely rare circumstances.

The term “compliance framework” is used to refer to a financial reporting framework that requires compliance with

the requirements of the framework, but does not contain the acknowledgements in (i) or (i) above

Unmodified opinion — The opinion expressed by the auditor when the auditor concludes that the financial
statements are prepared, in all material respects, in accordance with the AFRF

“financial statements” in this SA means “a complete set of general purpose financial statements, including the
velated notes
The requirements of the AFRF determine the form and content of the financial statements, and what constitutes a

complete set of financial statements

The objectives of the auditor are:
(a) To form an opinion on the financial statements based on an evaluation of the conclusions drawn from the
audit evidence obtained; and
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(b) To express clearly that opinion through a written report.

Requirements

TO MEET ABOVE OBJECTIVE

> Forming an Opinion on the Financial Statements

> Form of Opinion

» Auditor’s Report

> Auditor’s Report Prescribed by Law or Regulation

> Auditor’s Report for Audits Conducted in Accordance with Both Standards on Auditing issued by ICAl and
International Standards on Auditing or Auditing Standards of Any Other Jurisdiction

Supplementary Information Presented with the Financial Statements

Forming an Opinion on the Financial Statements

The auditor shall form an opinion on whether the financial statements are prepared, in all material respects, in
accordance with the AFRF

In order to form that opinion, the auditor shall conclude as to whether the auditor has obtained reasonable
assurance about whether the financial statements as a whole are free from material misstatement, whether due to
fraud or ervor

That conclusion shall take into account:

(a) The auditor’s conclusion, in accordance with SA 330, whether sufficient appropriate audit evidence has been
obtained;

(b) The auditor's conclusion, in accordance with SA 450, whether uncorrected misstatements are material,
individually or in aggregate

(¢) The evaluations -

o The auditor shall evaluate whether the financial statements are prepared, in all material respects, in
accordance with the requirements of the AFRF. This evaluation shall include consideration of the qualitative
aspects of the entity’s accounting practices, including indicators of possible bias in management’s judgments

o In particular, the auditor shall evaluate whether, in view of the requirements of the AFRF

» The financial statements adequately disclose the significant accounting policies selected and applied;

* The accounting policies selected and applied are consistent with the applicable financial reporting
framework and are appropriate;

» The accounting estimates made by management are reasonable;

» The information presented in the financial statements is relevant, reliable, comparable, and
understandable;

* The financial statements provide adequate disclosures to enable the intended users to understand the

AllLant AL wunadnininl dinaarandliniar and avsniadr e dlan ialaimian adlnie anmiaisniind fia dlan Ll aiaalal sdadninnniadr. A d
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understandable;

» The financial statements provide adequate disclosures to enable the intended users to understand the

effect of material transactions and events on the information conveyed in the financial statements; and

* The terminology used in the financial statements, including the title of each financial statement, is

appropriate

unmodified opinion

auditor concludes that the financial statements are prepared, in all material respects, in accordance with the

AFRF

modify the opinion

If the auditor concludes that, based on the audit evidence obtained, the financial statements as a whole are not

free from material misstatement

If the auditor is unable to obtain SAAE to conclude that the financial statements as a whole are free from

material misstatement

The auditor’s report shall be in writing.
Auditor’s Report for Audits Conducted in Accordance with SA

Title The auditor’s report shall have a title that clearly indicates that it is the report of an
independent auditor.
Addressee The auditor’s report shall be addressed, as appropriate, based on the circumstances of the

engagement

Auditor’s Opinion  The first section of the auditor’s report shall include the auditor’s opinion, and

shall have the heading “Opinion.”
The Opinion section of the auditor’s report shall also:
(a) Identify the entity whose financial statements have been audited;
(b) State that the financial statements have been audited;
(¢) Identify the title of each statement comprising the financial statements;
(d) Refer to the notes, including the summary of significant accounting policies; and
(e) Specify the date of, or period covered by, each financial statement comprising the

financial statements.

When expressing an unmodified opinion on financial statements prepared in accordance with a
fair presentation framework, the auditor’s opinion shall, unless otherwise required by law or
regulation, use one of the following phrases, which are regarded as being equivalent:
(a) In our opinion, the accompanying financial statements present fairly, in all material
respects, [...] in accordance with [the AFRF]; or

(b) In our opinion, the accompanying financial statements give a true and fair view of [...]
in accordance with [the AFRF].
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When expressing an unmodified opinion on financial statements prepared in accordance with a
compliance framework, the auditor’s opinion shall be that the accompanying financial
statements are prepared, in all material vespects, in accordance with [the AFRF]

Basis for Opinion

The auditor’s report shall include a section, directly following the Opinion section,
with the heading “Basis for Opinion”, that

a.States that the audit was conducted in accordance with SA

b.Refers to the section of the auditor’s report that describes the auditor’s responsibilities
under the SAs;

c.Includes a statement that the auditor is independent of the entity in accordance with the
relevant ethical requirements relating to the audit, and has fulfilled the auditor’s other
ethical responsibilities in accordance with these requirements. The statement shall refer to
the Code of Ethics issued by ICAL;

d.States whether the auditor believes that the audit evidence the auditor has obtained is
sufficient and appropriate to provide a basis for the auditor’s opinion.

Going Concern

Where applicable, the auditor shall report in accordance with SA 570

Key Audit Matters

For audits of complete sets of general purpose financial statements of listed entities, the
auditor shall communicate key audit matters in the auditor’s report in accordance with SA
701

Other Information

Where applicable, the auditor shall report in accordance with SA 720

Responsibilities for
the Financial

Statements

The auditor’s report shall include a section with a heading “Responsibilities of Management for
the Financial Statements.”

This section of the auditor’s report shall describe management’s responsibility for:

a.Preparing the financial statements in accordance with the applicable financial reporting
framework, and for such internal control as management determines is necessary to enable
the preparation of financial statements that are free from material misstatement, whether
due to fraud or error; and

b.Assessing the entity’s ability to continue as a going concern and whether the use of the
going concern basis of accounting is appropriate as well as disclosing, if applicable, matters
relating to going concern. The explanation of management’s responsibility for this
assessment shall include a description of when the use of the going concern basis of

accounting is appropriate.

Auditor’s
Responsibilities for
the Audit of the
Financial

Statements

The auditor’s report shall include a section with the heading “Auditor’s Responsibilities for the
Audit of the Financial Statements.”

This section of the auditor’s report shall:
a.State that the objectives of the auditor are to:
i.Obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error; and

ii.Issue an auditor’s report that includes the auditor’s opinion.

b.State that reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with SAs will always detect a material misstatement when
it exists; and
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c.State that misstatements can arise from fraud or ervor, and either:
i.Describe that they are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements or
ii. Provide a definition or description of materiality in accordance with the AFRF

The Auditor’s Responsibilities for the Audit of the Financial Statements section of the auditor’s
report shall further:
a.State that, as part of an audit in accordance with SAs, the auditor exercises professional
judgment and maintains professional Skepticism throughout the audit; and
b.Describe an audit by stating that the auditor’s responsibilities are:
I.To identify and assess the ROMM of the financial statements
(. To obtain an understanding of internal control relevant to the audit
(ii. To evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management
iv.To conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the entity’s

ability to continue as a going concern

Location of the description of the auditor’s responsibilities for the audit of the financial
statements
The description of the auditor’s responsibilities for the audit of the financial statements
a.Within the body of the auditor’s report;
b.Within an appendix to the auditor’s report, in which case the auditor’s report shall include
a reference to the location of the appendix; or
¢.By a specific reference within the auditor’s report to the location of such a description on a
website of an appropriate authority, where law, regulation or the applicable auditing
standards expressly permit the auditor to do so

&

Other Reporting
Responsibilities

If the auditor addresses other reporting responsibilities in the auditor’s report on the financial
statements that are in addition to the auditor’s responsibilities under the SAs, these other
reporting responsibilities shall be addressed in a separate section in the auditor’s report with a
heading titled “Report on Other Legal and Regulatory Requirements” or otherwise as
appropriate to the content of the section

Signature of the
Auditor

The auditor’s report shall be signed. The report is signed by the auditor (i.e. the engagement
partner) in his personal name. Where the firm is appointed as the auditor, the report is signed
in the personal name of the auditor and in the name of the audit firm. The partner/proprietor
signing the audit report also needs to mention the membership number assigned by the
Institute of Chartered Accountants of India. They also include the registration number of the
firm, wherever applicable, as allotted by ICAL, in the audit reports signed by them

Place of Signature

The auditor’s report shall name specific location, which is ordinarily the city where the

auditor’s report is signed.

Date of the
Auditor’s Report

The auditor’s report shall be dated no earlier than the date on which the auditor has obtained
sufficient appropriate audit evidence on which to base the auditor’s opinion on the financial

statements, including evidence that
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If the auditor is required by law or regulation applicable to the entity to use a specific layout, or wording of the
auditor’s report, the auditor’s report shall refer to SA only if the auditor’s report includes, at a minimum, each of
the following elements:

I. A title.

ii. An addressee, as required by the circumstances of the engagement.

iii. An Opinion section containing an expression of opinion on the financial statements and a reference to the AFRF
used to prepare the F.ST

iv. An identification of the entity’s financial statements that have been audited.

v. A statement that the auditor is independent of the entity in accordance with the relevant ethical requirements
relating to the audit, and has fulfilled the auditor’s other ethical responsibilities in accordance with these
requirements. The statement shall refer to the Code of Ethics issued by ICAI.

vi. Where applicable, a section that addresses, and is not inconsistent with, the reporting requirements of SA 570

vii. Where applicable, a Basis for Qualified (or Adverse) Opinion section that addresses, and is not inconsistent with,
the reporting requirements of SA 570 (Revised).

viii. Where applicable, a section that includes the information required by SA 701, or additional information about
the audit that is prescribed by law or requlation and that addresses, and is not inconsistent with, the reporting
requirements in that SA

ix. Where applicable, a section that addresses the reporting requirements of SA 720 .

x. A description of management’s responsibilities for the preparation of the financial statements and an
identification of those responsible for the oversight of the financial reporting process that addresses, and is not
inconsistent with this SA

xi. A reference to Standards on Auditing and the law or regulation, and a description of the auditor’s
responsibilities for an audit of the financial statements that addresses, and is not inconsistent with, the
requirements

xii. The auditor’s signature.

xiii. The Place of signature

xiv. The date of the auditor’s report.

An auditor may be required to conduct an audit in accordance with, in addition to the Standards on Auditing

issued by ICAI, the International Standards on Auditing or auditing standards of any other jurisdiction.

If this is the case, the auditor’s report may refer to Standards on Auditing in addition to the International
Standards on Auditing or auditing standards of such other jurisdiction, but the auditor shall do so only if:

a. There is no conflict between the requirements in the ISAs or such auditing standards of other jurisdiction and
those in SAs that would lead the auditor
i. to form a different opinion, or
ii. not to include an Emphasis of Matter paragraph or Other Matter paragraph that, in the particular
circumstances, is required by SAs; and
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b. The auditor’s report includes, at a minimum, each of the elements set out in paragraphs above

required by the AFRF
shall be covered by the auditor’s opinion

Not required by the AFRF
* integral part
shall be covered by the auditor’s opinion

e Not integral part
the auditor shall evaluate whether such supplementary information is presented in a way that sufficiently and
clearly differentiates it from the audited F.ST

YES
oK

NO
ask management to change presentation

If management refuses to do so, the auditor shall identify the unaudited supplementary information and

explain in the auditor’s report that such supplementary information has not been audited

INDEPENDENT AUDITOR’S REPORT

To the Members of ABC Company Limited

Report on the Audit of the Standalone Financial Statements
Opinion

We have audited the standalone financial statements of ABC Company Limited (“the Company’), which comprise
the balance sheet as at 31st March 20XX, and the statement of profit and loss, (statement of changes in equity)
and statement of cash flows for the year then ended, and notes to the financial statements, including a summary of
significant accounting policies and other explanatory information [in which are included the Returns for the year
ended on that date audited by the branch auditors of the Company’s branches located at (location of branches)]

In our opinion and to the best of our information and according to the explanations given to us, the aforesaid
standalone financial statements give the information required by the Companies Act, 2013 in the manner so
required and give a true and fair view in conformity with the accounting principles generally accepted in India, of
the state of affairs of the Company as at March 31, 20XX, and its profit/loss, (changes in equity) and its cash flows
for the year ended on that date.
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Basis for Opinion

We conducted our audit in accordance with the Standards on Auditing (SAs) specified under section 143(10) of the
Companies Act, 2013. Our responsibilities under those Standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are independent of the Company
in accordance with the Code of Ethics issued by the Institute of Chartered Accountants of India together with the
ethical requirements that are relevant to our audit of the financial statements under the provisions of the
Companies Act, 2013 and the Rules thereunder, and we have fulfilled our other ethical responsibilities in accordance
with these requirements and the Code of Ethics. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of
the financial statements of the curvent period. These matters were addressed in the context of our audit of the
financial statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on

these matters.

[Description of each key audit matter in accordance with SA 701.]

Assessment of carrying value of investment in subsidiaries, and associates carried at cost
As detailed in note xxx of the standalone financial statements, during the year

The Company has equity investments in various subsidiaries and associates. The Company accounts for equity
investments in subsidiaries and associates at cost (subject to impairment assessment).

For investments carried at cost where an indication of impairment exists, the carrying value of investment is

assessed for impairment and where applicable an impairment provision is recognized, if required.

The accounting for investments is a key audit matter as the determination of recoverable value for impairment
assessment involves significant management judgement. In measuring these investments, valuation methods are used
based on inputs that are not directly observable from market information and certain other unobservable inputs.

The key inputs and judgements involved in the impairment of investments include:
i) Forecast cash flows including assumptions on growth rates
i) Discount rates

ity Terminal growth rate

Our procedures to assess the carrying value of investment (including impairment) in subsidiaries, and associates
included the following:
¢ We obtained an understanding from the management, assessed and tested the design and operating effectiveness
of the Company'’s key controls over the impairment assessment of material investments.
o We evaluated the Company’s process regarding impairment assessment by involving auditor’s valuation experts
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to assist in assessing the appropriateness of the impairment model including the independent assessment of the
underlying assumptions relating to cash flow, discount rate, terminal value, ete. for material investments.

o We checked the mathematical accuracy of the impairment model and agreed relevant data back to the latest
budgets, actual past results and other supporting documents.

o We assessed the Company'’s sensitivity analysis and evaluated whether any reasonably foreseeable change in
assumptions could lead to impairment or material change in the carrying value.

» We assessed adequacy of relevant disclosures in the Standalone Financial Statements.

Based on the above audit procedures performed, the Management’s assessment of the carrying value of the

investments was considered to be reasonable.

Recognition of deferred tax asset on unused tax losses

As detailed in note xxx of the standalone financial statements, during the year, the Company has recognised
deferred tax asset (‘DTA’) of Rs. 1,xxxx crores on unabsorbed depreciation and long-term capital losses. The
Company’s ability to recover the deferred tax assets is assessed by the management at the end of each reporting
period which is based on an assessment of the probability that future taxable income will be available against which
the carried forward unused tax losses can be utilized. As per the assessment done by the management and election
of tax planning opportunities available with the Company, the management believes that the carried forward
unused tax losses will get offset against the capital gains projected by the Company in future years on sale of certain
investments in subsidiaries held by the Company.

Thus, auditing the Company's assessment of the recoverability of deferred tax assets is dependent on the Company's
ability to generate future taxable gains through sale of these investments. The valuation of these investments is
subject to significant judgments and estimates applied by the management. This is considered to be a key audit
matter, considering the past history of losses in the Company and complexity of the accounting requirements for
recognition of deferred tax assets.

How the matter was addressed in our audit

In view of the significance of the matter we applied the following audit procedures in this area to obtain sufficient
appropriate audit evidence. Test of Controls: We tested the design, implementation and operating effectiveness of
key controls over the key inputs and assumptions, used in valuation of its investments proposed to be sold as part of
the tax planning opportunities. Test of details: z Evaluated the appropriateness of the assumptions applied to key
inputs in valuation of the investments. z Involved independent valuation specialists in testing the appropriateness of
the valuation model including evaluating whether the comparable companies considered in the valuation are
appropriate

Performed necessary procedures to verify the accuracy of amounts disclosed in the financial statements and

adequacy of disclosures made for compliance with applicable indian Accounting Standards and accounting principles
generally accepted in India

Other Information [or another title if appropriate such as “Information Other than the Financial Statements and
Auditor’s Report Thereon’’] [Reporting in accordance with the reporting requirements in SA 720 (Revised)
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Responsibilities of Management and Those Charged with Governance for the Standalone Financial Statements

The Company’s Board of Directors is responsible for the matters stated in section 134(5) of the Companies Act,
2013 (“the Act”) with respect to the preparation of these standalone financial statements that give a true and fair
view of the financial position, financial performance, (changes in equity)40 and cash flows of the Company in
accordance with the accounting principles generally accepted in India, including the accounting Standards specified
under section 133 of the Act.

This responsibility also includes maintenance of adequate accounting records in accordance with the provisions of the
Act for safeguarding of the assets of the Company and for preventing and detecting frauds and other irregularities;
selection and application of appropriate accounting policies; making judgments and estimates that are reasonable
and prudent; and design, implementation and maintenance of adequate internal financial controls, that were
operating effectively for ensuring the accuracy and completeness of the accounting records, relevant to the
preparation and presentation of the financial statements that give a true and fair view and are free from material

misstatement, whether due to fraud or ervor.

In preparing the financial statements, the Board of Directors is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern
basis of accounting unless the Board of Directors either intends to liquidate the Company or to cease operations, or

has no realistic alternative but to do so.
Those Board of Directors are also responsible for overseeing the Company’s financial reporting process.
Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or ervor, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
SAs will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements

Paragraph 41(b) of this SA explains that the shaded material below can be located in an Appendix to the auditor’s
report. Paragraph 41(c) explains that when law, regulation or applicable auditing standards expressly permit,
reference can be made to a website of an appropriate authority that contains the description of the auditor’s
responsibilities, rather than including this material in the auditor’s report, provided that the description on the
website addresses, and is not inconsistent with, the description of the auditor’s responsibilities below. As part of an
audit in accordance with SAs, we exercise professional judgment and maintain professional skepticism throughout
the audit. We also: * Identify and assess the risks of material misstatement of the financial statements, whether due
to fraud or ervor, design and perform audit procedures responsive to those risks, and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control. * Obtain an understanding of internal control
relevant to the audit in order to design audit procedures that are appropriate in the circumstances. Under section
143(3)(i) of the Companies Act, 2013, we are also responsible for expressing our opinion on whether the company
has adequate internal financial controls system in place and the operating effectiveness of such controls. * Evaluate
the appropriateness of accounting policies used and the reasonableness of accounting estimates and related
disclosures made by management. « Conclude on the appropriateness of management’s use of the going concern
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basis of accounting and, based on the audit evidence obtained, whether a material uncertainty exists related to
events or conditions that may cast significant doubt on the Company’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention in our auditor’s report to the
related disclosures in the financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However, future events
or conditions may cause the Company to cease to continue as a going concern.

Evaluate the overall presentation, structure and content of the financial statements, including the disclosures, and
whether the financial statements represent the underlying transactions and events in a manner that achieves fair
presentation. We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in internal control
that we identify during our audit. We also provide those charged with governance with a statement that we have
complied with relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence, and where
applicable, related safequards. From the matters communicated with those charged with governance, we determine
those matters that were of most significance in the audit of the financial statements of the current period and are
therefore the key audit matters. We describe these matters in our auditor’s report unless law or requlation
precludes public disclosure about the matter or when, in extremely rare circumstances, we determine that a matter
should not be communicated in our report because the adverse consequences of doing so would reasonably be

expected to outweigh the public interest benefits of such communication.

Other Matter

We did not audit the financial statements/ information of ................. (number) branches included in the standalone
financial statements of the Company whose financial statements/financial information reflect total assets of Rs. ...
as at 31st March 20XX and total revenue of Rs. ......... for the year ended on that date, as considered in the
standalone financial statements. The financial statements/information of these branches have been audited by the
branch auditors whose reports have been furnished to us, and our opinion in so far as it relates to the amounts and
disclosures included in respect of branches, is based solely on the report of such branch auditors. Our opinion is not
modified in respect of this matter

Report on Other Legal and Regulatory Requirements

1. As required by the Companies (Auditor's Report) Order, 2020 (“the Order’), issued by the Central Government
of India in terms of sub-section (11) of section 143 of the Companies Act, 2013, we give in the Annexure a
statement on the matters specified in paragraphs 3 and 4 of the Order, to the extent applicable

As required by Section 143(3) of the Act, we report that:

For XYZ & Co
Chartered Accountants (Firm’s Registration
No.)

Signature (Name of the Member Signing the
Audit Report)

(Designation)

(Membership No.)

UDIN
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Place of Signature:
Date
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SA 701* Communicating Key Audit Matters
in the Independent Auditor’s Report

(SA) deals with the auditor’s responsibility to communicate key audit matters in the auditor’s report.

Key audit matters - Those matters that, in the auditor’s professional judgment, were of most significance in the audit
of the financial statements of the curvent period. Key audit matters are selected from matters communicated with
those charged with governance.

The purpose of communicating key audit matters is to enhance the communicative value of the auditor’s report by
providing greater transparency about the audit that was performed

Communicating key audit matters provides additional information to intended users of the financial statements
(“intended users”) to assist them in understanding those matters that, in the auditor’s professional judgment, were of
most significance in the audit of the financial statements of the curvent period

Communicating key audit matters may also assist intended users in understanding the entity and areas of significant
management judgment in the audited financial statements

SA 705 (Revised) prohibits the auditor from communicating key audit matters when the auditor disclaims an opinion
on the financial statements, unless such reporting is required by law or requlation

Communicating key audit matters in the auditor's report is not:
a. A substitute for disclosures in the financial statements that the AFRF requires management to make, or that are
otherwise necessary to achieve fair presentation;
b. A substitute for the auditor expressing a modified opinion when required by the circumstances of a specific audit
engagement in accordance with SA 705
¢. A substitute for reporting in accordance with SA 570 when a material uncertainty exists relating to events or
conditions that may cast significant doubt on an entity’s ability to continue as a going concern; or

d. A separate opinion on individual matters.

The objectives of the auditor are to determine key audit matters and, having formed an opinion on the financial
statements, communicate those matters by describing them in the auditor’s report.

TO MEET ABOVE OBJECTIVE

v ! ! '

Determining Communicating Communication Documentation
Key Audit Key Audit with TCWG
Matters Matters

AGRAWAL KARTIK COACHING INSTITUTE Page 186



Determining Key Audit Matters

The auditor shall determine, from the matters communicated with TCWG, those matters that required significant
auditor attention in performing the audit. In making this determination, the auditor shall take into account the

following

a. Areas of higher assessed ROMM, or significant risks identified in accordance with SA 315

b. Significant auditor judgments relating to areas in the financial statements that involved significant management
judgment, including accounting estimates that have been identified as having high estimation uncertainty.

¢. The effect on the audit of significant events or transactions that occurred during the period.

The auditor shall determine from the above matters
That were of most significance in the audit of the financial statements of the current period and therefore are the key
audit matters.

Communicating Key Audit Matters

The auditor shall describe each key audit matter, using an appropriate subheading, in a separate section of the auditor’s
report under the heading “Key Audit Matters,”
The introductory language in this section of the auditor’s report shall state that:
a. Key audit matters are those matters that, in the auditor's professional judgment, were of most significance in the
audit of the financial statements [of the current period]; and
b. These matters were addressed in the context of the audit of the financial statements as a whole, and in forming the

auditor’s opinion thereon, and the auditor does not provide a separate opinion on these matters.

Key Audit Matters Not a Substitute for Expressing a Modified Opinion

Descriptions of Individual Key Audit Matters

The description of each key audit matter in the Key Audit Matters section of the auditor’s report shall include a
reference to the related disclosure(s), if any, in the financial statements and shall address:

(a) Why the matter was considered to be one of most significance in the audit and therefore determined to be a key
audit matter; and
(b) How the matter was addressed in the audit

Circumstances in Which a Matter Determined to Be a Key Audit Matter is Not Communicated in the Auditor's Report

The auditor shall describe each key audit matter in the auditor’s report unless

a. Law or regulation precludes public disclosure about the matter; or
b. In extremely rare circumstances, the auditor determines that the matter should not be communicated in the
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auditor’s report because the adverse consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication

A matter giving rise to a modified opinion in accordance with SA 705

material uncertainty related to events or conditions that may cast significant doubt on the entity’s ability to continue
as a going concern in accordance with SA 570

Rather, the auditor shall:
a. Report on these matter(s) in accordance with the applicable SA(s); and
b. Include a reference to the Basis for Qualified (Adverse) Opinion or the Material Uncertainty Related to Going
Concern section(s) in the Key Audit Matters section.

The auditor shall communicate with TCWG
a. Those matters the auditor has determined to be the key audit matters; or
b. If applicable, depending on the facts and circumstances of the entity and the audit, the auditor’s determination
that there are no key audit matters to communicate in the auditor’s report.

The auditor shall include in the audit documentation:
a. The matters that required significant auditor attention as determined and the rationale for the auditor's
determination as to whether or not each of these matters is a key audit matter in accordance
b. Where applicable, the rationale for the auditor’s determination that there are no key audit matters to communicate
in the auditor’s report and
¢. Where applicable, the rationale for the auditor's determination not to communicate in the auditor’s report a
matter determined to be a key audit matter.

o the implementation of a new [T system (or significant changes to an existing IT system

o the auditor may have had extensive discussions with management and those charged with governance at various
stages throughout the audit about the effect on the financial statements of significant transactions with related
parties or significant transactions that are outside the normal course of business for the entity or that otherwise
appear to be unusual.
Management may have made difficult or complex judgments in relation to recognition, measurement, presentation

or disclosure of such transactions, which may have had a significant effect on the auditor’s overall strategy.
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Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the
financial statements of the current period. These matters were addressed in the context of our audit of the financial
statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these

matters.

[Description of each key audit matter in accordance with SA 701.]

Assessment of carrying value of investment in subsidiaries, and associates carried at cost
As detailed in note xxx of the standalone financial statements, during the year

The Company has equity investiments in various subsidiaries and associates. The Company accounts for equity
investments in subsidiaries and associates at cost (subject to impairment assessment).

For investments carried at cost where an indication of impairment exists, the carrying value of investment is assessed

for impairment and where applicable an impairment provision is recognized, if required.

The accounting for investments is a key audit matter as the determination of recoverable value for impairment
assessment involves significant management judgement. In measuring these investments, valuation methods are used

based on inputs that are not directly observable from market information and certain other unobservable inputs.

The key inputs and judgements involved in the impairment of investments include:
) Forecast cash flows including assumptions on growth rates

i) Discount rates

(i) Terminal growth rate

Our procedures to assess the carrying value of investment (including impairment) in subsidiaries, and associates included
the following:

» We obtained an understanding from the management, assessed and tested the design and operating effectiveness of
the Company’s key controls over the impairment assessment of material investments.

» We evaluated the Company’s process regarding impairment assessment by involving auditor’s valuation experts to
assist in assessing the appropriateness of the impairment model including the independent assessment of the
underlying assumptions relating to cash flow, discount rate, terminal value, etc. for material investments.

» We checked the mathematical accuracy of the impairment model and agreed relevant data back to the latest
budgets, actual past results and other supporting documents.

» We assessed adequacy of relevant disclosures in the Standalone Financial Statements.

Based on the above audit procedures performed, the Management’s assessment of the carrying value of the

investments was considered to be reasonable.

Recognition of deferred tax asset on unused tax losses

As detailed in note xxx of the standalone financial statements, during the year, the Company has recognised deferved
tax asset (‘DTA’) of Rs. 1,xxxx crores on unabsorbed depreciation and long-term capital losses.
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The Company’s ability to recover the deferved tax assets is assessed by the management at the end of each reporting
period which is based on an assessment of the probability that future taxable income will be available against which the
carvied forward unused tax losses can be utilized.

As per the assessment done by the management and election of tax planning opportunities available with the Company,
the management believes that the carried forward unused tax losses will get offset against the capital gains projected
by the Company in future years on sale of certain investments in subsidiaries held by the Company.

Thus, auditing the Company's assessment of the recoverability of deferved tax assets is dependent on the Company's
ability to generate future taxable gains through sale of these investments. The valuation of these investments is subject
to significant judgments and estimates applied by the management. This is considered to be a key audit matter,
considering the past history of losses in the Company and complexity of the accounting requirements for recognition of
deferrved tax assets.

How the matter was addressed in our audit

In view of the significance of the matter we applied the following audit procedures in this area to obtain sufficient
appropriate audit evidence.

Test of Controls:

We tested the design, implementation and operating effectiveness of key controls over the key inputs and assumptions,
used in valuation of its investments proposed to be sold as part of the tax planning opportunities.

Test of detalils:

Evaluated the appropriateness of the assumptions applied to key inputs in valuation of the investments.

Involved independent valuation specialists in testing the appropriateness of the valuation model including evaluating

whether the comparable companies considered in the valuation are appropriate
Performed necessary procedures to verify the accuracy of amounts disclosed in the financial statements and adequacy

of disclosures made for compliance with applicable Indian Accounting Standards and accounting principles generally
accepted in India
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SA 705 Modlifications to the Opinion in the
Independent Auditor’s Report

Scope

(SA) deals with the auditor’s responsibility to issue an appropriate report in circumstances when, in forming an opinion
in accordance with SA

700(Revised),1 the auditor concludes that a modification to the auditor’s opinion on the financial statements is
necessary

SA also deals with how the form and content of the auditor’s report is affected when the auditor expresses a modified

opinion

Pervasive —
A term used, in the context of misstatements, to describe the effects on the financial statements of misstatements or
the possible effects on the
financial statements of misstatements, if any, that are undetected due to an inability to obtain SAAE. Pervasive effects
on the financial statements are
those that, in the auditor’s judgment:

(1) Are not confined to specific elements, accounts or items of the financial statements;

(ii) If so confined, represent or could represent a substantial proportion of the financial statements; or

(i1} In relation to disclosures, are fundamental to users’ understanding of the financial statements.

Objective
The objective of the auditor is to express clearly an appropriately modified opinion on the financial statements that is
necessary when:

(a) The audrtor concludes, based on the audit evidence obtained, that the financial statements as a whole are not free
from material misstatement

or

(b) The auditor is unable to obtain SAAE to conclude that the financial statements as a whole are free from material

misstatement.

Requirements

TO MEET ABOVE OBJECTIVE

V v V V

Circumstances When a Determining the Form and Content of Communicat
Modification to the Type of Modification the Auditor’s Report ion with
Auditor’s Opinion is to the Auditor’s When the Opinion is TCWG
Required Opinion Modified
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Required Opinion Modified

Circumstances When a Modification to the Auditor’s Opinion is Required

The auditor shall modify the opinion in the auditor’s report when:

(a) The auditor concludes that, based on the audit evidence obtained, the financial statements as a whole are not
free from material

misstatement; or

(b) The auditor is unable to obtain SAAE to conclude that the financial statements as a whole are free from
material misstatement.

Determining the Type of Modification to the Auditor’s Opinion

Qualified Opinion
The auditor shall express a qualified opinion when:
a. The auditor, having obtained sufficient appropriate audit evidence, concludes that misstatements, individually or in
the aggregate, are material,
but not pervasive, to the financial statements; or
b. The auditor is unable to obtain sufficient appropriate audit evidence on which to base the opinion, but the auditor
concludes that the possible
effects on the financial statements of undetected misstatements, if any, could be material but not pervasive.

Adverse Opinion

The auditor shall express an adverse opinion when the auditor, having obtained sufficient appropriate audit evidence,
concludes that misstatements,

individually or in the aggregate, are both material and pervasive to the financial statements.
Disclaimer of Opinion

The auditor shall disclaim an opinion when the auditor is unable to obtain sufficient appropriate audit evidence on
which to base the opinion, and the

auditor concludes that the possible effects on the financial statements of undetected misstatements, if any, could be
both material and pervasive.

The auditor shall disclaim an opinion when, in extremely rare circumstances involving multiple uncertainties, the
auditor concludes that,

notwithstanding having obtained sufficient appropriate audit evidence regarding each of the individual uncertainties, it
is not possible to form an

opinion on the financial statements due to the potential interaction of the uncertainties and their possible cumulative
effect on the financial statements.
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effect on the tinancial statements.

Consequence of an Inability to Obtain Sufficient Appropriate Audit Evidence Due to a Management-Imposed Limitation
after the Auditor Has Accepted
the Engagement

If, after accepting the engagement, the auditor becomes aware that management has imposed a limitation on the
scope of the audit that the auditor

considers likely to result in the need to express a qualified opinion or to disclaim an opinion on the financial
statements, the auditor shall request that

management remove the limitation.

If management refuses to remove the limitation referved to in this SA, the auditor shall communicate the matter to
those charged with governance,

unless all of those charged with governance are involved in managing the entity and determine whether it is possible to
perform alternative procedures

to obtain sufficient appropriate audit evidence.

If the auditor is unable to obtain sufficient appropriate audit evidence, the auditor shall determine the implications as
follows:
a. If the auditor concludes that the possible effects on the financial statements of undetected misstatements, if any,
could be material but not
pervasive, the auditor shall qualify the opinion; or
b. If the auditor concludes that the possible effects on the financial statements of undetected misstatements, if any,
could be both material and
pervasive so that a qualification of the opinion would be inadequate to communicate the gravity of the situation,
the auditor shall:
[. Withdraw from the audit, where practicable and possible under applicable law or regulation; or
ii. If withdrawal from the audit before issuing the auditor’s report is not practicable or possible, disclaim an

opinion on the financial statements.

If the auditor withdraws as contemplated by paragraph (b)(7), before withdrawing, the auditor shall
communicate to those charged with
governance any matters regarding misstatements identified during the audit that would have given rise to a

modification of the opinion

Other Considerations Relating to an Adverse Opinion or Disclaimer of Opinion

When the auditor considers it necessary to express an adverse opinion or disclaim an opinion on the financial
statements as a whole, the auditor’s

report shall not also include an unmodified opinion with respect to the same financial reporting framework on a single
financial statement or one or

more specific elements, accounts or items of a financial statement. To include such an unmodified opinion in the same
report in these circumstances

would contradict the auditor’s adverse opinion or disclaimer of opinion on the financial statements as a whole.

Form and Content of the Auditor’s Report When the Opinion is Modified
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When the auditor modifies the audit opinion, the auditor shall use the heading “Qualified Opinion,” “Adverse Opinion,’
or “Disclaimer of Opinion,” as

appropriate, for the Opinion section.

When the auditor expresses a qualified opinion due to a material misstatement in the financial statements, the auditor
shall state that, in the auditor’s
opinion, except for the effects of the matter(s) described in the Basis for Qualified Opinion section:
a. When reporting in accordance with a faiv presentation framework, the accompanying financial statements present
fairly, in all material respects
(or give a true and fair view of) [...] in accordance with [the applicable financial reporting framework]; or
b. When reporting in accordance with a compliance framework, the accompanying financial statements have been
prepared, in all material respects,
in accordance with [the applicable financial reporting framework].

When the modification arises from an inability to obtain sufficient appropriate audit evidence, the auditor shall use
the corresponding phrase
“except for the possible effects of the matter(s) ...”” for the modified opinion.

When the auditor expresses an adverse opinion, the auditor shall state that, in the auditor’s opinion, because of the
significance of the matter(s)
described in the Basis for Adverse Opinion section:
a. When reporting in accordance with a fair presentation framework, the accompanying financial statements do not
present fairly (or give a true
and fair view of) [..] in accordance with [the applicable financial reporting framework]; or
b. When reporting in accordance with a compliance framework, the accompanying financial statements have not
been prepared, in all material
respects, in accordance with [the applicable financial reporting framework].

When the auditor disclaims an opinion due to an inability to obtain sufficient appropriate audit evidence, the auditor
shall:
a. State that the auditor does not express an opinion on the accompanying financial statements;
b. State that, because of the significance of the matter(s) described in the Basis for Disclaimer of Opinion section, the
auditor has not been able to
obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on the financial statements; and
¢. Amend the statement required by paragraph 24(b) of SA 700 (Revised), which indicates that the financial
statements have been audited, to state
that the auditor was engaged to audit the financial statements.
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Basis for Opinion

When the auditor modifies the opinion on the financial statements, the auditor shall, in addition to the specific
elements required by SA 700 (Revised):

a. Amend the heading “Basis for Opinion” required by paragraph 28 of SA 700 (Revised) to “Basis for Qualified
Opinion,” “Basis for Adverse
Opinion,” or “Basis for Disclaimer of Opinion,” as appropriate; and

b. Within this section, include a description of the matter giving rise to the modification.

If there is a material misstatement of the financial statements that relates to specific amounts in the financial
statements (including quantitative

disclosures in the notes to the financial statements), the auditor shall include in the Basis for Opinion section a
description and quantification of the

financial effects of the misstatement, unless impracticable.

If it (s not practicable to quantify the financial effects, the auditor shall so state in this section.

If there (s a material misstatement of the financial statements that relates to narrative disclosures, the auditor shall
include in the Basis for Opinion
section an explanation of how the disclosures are misstated.

If there is a material misstatement of the financial statements that relates to the non-disclosure of information
required to be disclosed, the auditor
shall:
a. Discuss the non-disclosure with those charged with governance;
b. Describe in the Basis for Opinion section the nature of the omitted information; and
¢. Unless prohibited by law or regulation, include the omitted disclosures, provided it is practicable to do so and the
auditor has obtained sufficient
appropriate audit evidence about the omitted information.

If the modification results from an inability to obtain sufficient appropriate audit evidence, the auditor shall include in
the Basis for Opinion section the

reasons for that inability.

When the auditor expresses a qualified or adverse opinion, the auditor shall amend the statement about whether the
audit evidence obtained is

sufficient and appropriate to provide a basis for the auditor’s opinion required by paragraph 28(d) of SA 700(Revised)
to include the word “qualified”

or “adverse”, as appropriate.

When the auditor disclaims an opinion on the financial statements, the auditor’s report shall not include the elements
required by paragraphs 28(b)
and 28(d) of SA 700 (Revised).
Those elements are:
a. A reference to the section of the auditor’s report where the auditor’s responsibilities are described; and
b. A statement about whether the audit evidence obtained is sufficient and appropriate to provide a basis for the

auditor’s opinion.
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Even if the auditor has expressed an adverse opinion or disclaimed an opinion on the financial statements, the auditor
shall describe in the Basis for

Opinion section the reasons for any other matters of which the auditor is aware that would have required a
wmodification to the opinion, and the effects

thereof.

Description of Auditor’s Responsibilities for the Audit of the Financial Statements When the Auditor Disclaims an
Opinion on the Financial Statements

When the auditor disclaims an opinion on the financial statements due to an inability to obtain sufficient appropriate
audit evidence, the auditor shall
amend the description of the auditor’s responsibilities required by SA 700 (Revised) to include only the following:

(a) A statement that the auditor’s responsibility is to conduct an audit of the entity’s financial statements in
accordance with Standards on Auditing

and to issue an auditor’s report;

(b) A statement that, however, because of the matter(s) described in the Basis for Disclaimer of Opinion section, the
auditor was not able to obtain

sufficient appropriate audit evidence to provide a basis for an audit opinion on the financial statements; and

(¢) The statement about auditor independence and other ethical responsibilities required by SA 700 (Revised).

Considerations When the Auditor Disclaims an Opinion on the Financial Statements

Unless required by law or regulation, when the auditor disclaims an opinion on the financial statements, the auditor’s
report shall not include a Key

Audit Matters section in accordance with SA 701 or an Other Information section in accordance with SA 720
(Revised)

When the auditor expects to modify the opinion in the auditor’s report, the auditor shall communicate with those
charged with governance the
circumstances that led to the expected modification and the wording of the modification
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SA 706(Revised)* Emphasis of Matter Paragraphs and
Other Matter Paragraphs in the Independent Auditor’s
Report

Scope

(SA) deals with additional communication in the auditor’s report when the auditor considers it necessary to:
a. Draw users’ attention to a matter or matters presented or disclosed in the financial statements that are of such
importance that they are fundamental to users’ understanding of the financial statements; or
b. Draw users’ attention to any matter or matters other than those presented or disclosed in the financial
statements that are relevant to users’ understanding of the audit, the auditor’s responsibilities or the auditor’s

report.

Emphasis of Matter paragraph — A paragraph included in the auditor’s report that refers to a matter
appropriately presented or disclosed in the financial statements that, in the auditor’s judgment, is of such

importance that it is fundamental to users’ understanding of the financial statements.

Other Matter paragraph — A paragraph included in the auditor’s report that refers to a matter other than those
presented or disclosed in the financial statements that, in the auditor’s judgment, is relevant to users’
understanding of the audit, the auditor’s responsibilities or the auditor’s report.

Objective

The objective of the auditor, having formed an opinion on the financial statements, is to draw users’ attention,
when in the auditor’s judgment it is necessary to do so, by way of clear additional communication in the auditor’s

report, to

a. A matter, although appropriately presented or disclosed in the financial statements, that is of such importance

that it is fundamental to users’ understanding of the financial statements; or
b. As appropriate, any other matter that is relevant to users’ understanding of the audit, the auditor’s
responsibilities or the auditor’s report.
Requirements

TO MEET ABOVE OBJECTIVE

' v ! !

Emphasis of Matter Other Matter Communica Placement of Emphasis of Matter
Paragraphs in the Paragraphs in the tion with Paragraphs and Other Matter
Auditor’s Report Auditor’s Report TCWG Paragraphs in the Auditor’s Report
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If the auditor considers it necessary to draw users’ attention to a matter presented or disclosed in the financial
statements that, in the auditor’s judgment, is of such importance that it is fundamental to users’ understanding of
the financial statements, the auditor shall include an Emphasis of Matter paragraph in the auditor’s report

provided:
(a) The auditor would not be required to modify the opinion in accordance with SA 705 as a result of the

matter; and

(b) When SA 701 applies, the matter has not been determined to be a key audit matter to be communicated in
the auditor’s report.

When the auditor includes an Emphasis of Matter paragraph in the auditor’s report, the auditor shall:
Include the paragraph within a separate section of the auditor’s report with an appropriate heading that
includes the term “Emphasis of Matter’;
Include in the paragraph a clear reference to the matter being emphasized and to where relevant disclosures
that fully describe the matter can be found in the financial statements. The paragraph shall refer only to
information presented or disclosed in the financial statements; and
Indicate that the auditor’s opinion is not modified in respect of the matter emphasized

Circumstances in Which an Emphasis of Matter Paragraph May Be Necessary

When a financial reporting framework prescribed by law or regulation would be unacceptable but for the fact
that it is prescribed by law or regulation.

To alert users that the financial statements are prepared in accordance with a special purpose framework.
When facts become known to the auditor after the date of the auditor’s report and the auditor provides a new

or amended auditor’s report

Examples of circumstances

@ An uncertainty relating to the future outcome of exceptional litigation or regulatory action.

@ A significant subsequent event that occurs between the date of the financial statements and the date of the auditor’s report.
& Early application (where permitted) of a new accounting standard that has a material effect on the financial statements.

@ A major catastrophe that has had, or continues to have, a significant effect on the entity’s financial position

If the auditor considers it necessary to communicate a matter other than those that are presented or disclosed in
the financial statements that, in the auditor’s judgment, is relevant to users’ understanding of the audit, the
auditor’s responsibilities or the auditor’s report, the auditor shall include an Other Matter paragraph in the
auditor’s report, provided:

(a) This is not prohibited by law or regulation; and

(b) When SA 701 applies, the matter has not been determined to be a key audit matter to be communicated in

the auditor’s report.

When the auditor includes an Other Matter paragraph in the auditor’s report, the auditor shall include the
paragraph within a separate section with the heading “Other Matter,” or other appropriate heading
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Communication with Those Charged with Governance

When the auditor expects to include an Emphasis of Matter or an Other Matter paragraph in the auditor’s report,
the auditor shall communicate with those charged with governance the circumstances that led to the expected

modification and the wording of the modification

Placement of Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Auditor’s Report

The placement of an Emphasis of Matter paragraph or Other Matter paragraph in the auditor’s report depends on
the nature of the information to be communicated, and the auditor’s judgment as to the relative significance of
such information to intended users compared to other elements required to be reported in accordance with SA 700

Emphasis of Matter Paragraphs

When the Emphasis of Matter paragraph relates to the AFRF, including circumstances where the auditor
determines that the FRF prescribed by law or requlation would otherwise be unacceptable, the auditor may consider
it necessary to place the paragraph immediately following the Basis of Opinion section to provide appropriate
context to the auditor’s opinion.

When a Key Audit Matters section is presented in the auditor’s report, an Emphasis of Matter paragraph may be
presented either directly before or after the Key Audit Matters section, based on the auditor’s judgment as to the
relative significance of the information included in the Emphasis of Matter paragraph

Other Matter Paragraphs

When a Key Audit Matters section is presented in the auditor’s report and an Other Matter paragraph is also
considered necessary, the auditor may add further context to the heading “Other Matter”, such as “Other
Matter — Scope of the Audit”, to differentiate the Other Matter paragraph from the individual matters described
in the Key Audit Matters section.

When an Other Matter paragraph is included to draw users’ attention to a matter relating to Other Reporting

Responsibilities addressed in the auditor’s report, the paragraph may be included in the Report on Other Legal and
Regulatory Requirements section.

Relationship between Emphasis of Matter Paragraphs and Key Audit Matters in the Auditor’s Report

Key audit matters Emphasis of Matter paragraph

Those matters that, in the auditor's professional A paragraph included in the auditor’s report that refers to a
Jjudgment, were of most significance in the audit of wmatter appropriately presented or disclosed in the financial
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the financial statements of the curvent period. Key
audit matters are selected from matters
communicated with those charged with governance.
[SA 701]

Matters that are determined to be key audit
matters in accordance with SA 701 may also be, in
the auditor’s judgment, fundamental to users’
understanding of the financial statements. In such
cases, in communicating the matter as a key audit
matter in accordance with SA 701, the auditor
may wish to highlight or draw further attention to
its relative importance.

Communicating key audit matters provides
additional information to intended users of the
financial statements to assist them in
understanding those matters that, in the auditor’s
professional judgment, were of most significance in
the audit and may also assist them in
understanding the entity and areas of significant
management judgment in the audited financial
statements.

The communication of key audit matters in the
auditor’s report may also provide intended users a
basis to further engage with management and those
charged with governance about certain matters
relating to the entity, the audited financial
statements, or the audit that was performed.

statements that, in the auditor’s judgment, is of such
importance that it is fundamental to users’ understanding of
the financial statements. [SA 706]

A widespread use of Emphasis of Matter paragraphs may
diminish the effectiveness of the auditor’s communication
about such matters.

Use of Emphasis of Matter paragraphs is not a substitute for a
description of individual key audit matters where SA 701 is
applicable.

There may be a matter that is not determined to be a key
audit matter in accordance with SA 701 (i.e., because it did
not require significant auditor attention), but which, in the
auditor’s judgment, is fundamental to users’ understanding of
the financial statements (e.g., a subsequent event). If the
auditor considers it necessary to draw users’ attention to such
a matter, the matter is included in an Emphasis of Matter
paragraph in the auditor’s report in accordance with this SA.

The auditor may do so by presenting the matter more
prominently than other matters in the Key Audit Matters
section (e.g., as the first matter) or by including additional
information in the description of the key audit matter to
indicate the importance of the matter to users’ understanding
of the financial statements.

Emphasis of Matter

We draw your attention to the following matters:

a. Note XXX to the Standalone Financial Statements, which describes the management’s assessment of the impact

of the outbreak of Coronavirus (COVID-14) on the business operations of the Company. In view of the uncertain

economic environment, a definitive assessment of the impact on the subsequent periods is highly dependent

upon circumstances as they evolve.

b. Note XXX to the Standalone Financial Statements relating to

non-realisation of foreign currency receivable balances as at March 31, 2022 aggregating to XXX million

outstanding beyond the stipulated time period permitted under the RBI Master Direction on Export of
Goods and Services vide FED Master Direction No. 16/2015-16 dated January 1, 2016 (as amended),
issued by the Reserve Bank of India (RBI). The Company has made the necessary application with the

Authorised Dealer (AD) banker/RBI seeking extension of time limit for remittance of certain balances and
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write-off the remaining balances.

Our opinion is not modified in respect of the above matters

Other Matter

The Standalone Financial Statements of the Company for the year ended 31st March, 2022, prepared in
accordance with Ind AS have been audited by the predecessor auditors. The report of the predecessor auditors
dated 6th May, 2022, expressed an unmodified opinion.

We did not audit the financial statements/ information of .................. (number) branches included in the standalone
financial statements of the Company whose financial statements/financial information reflect total assets of Rs. ...
as at 31st March 20XX and total revenue of Rs. ......... for the year ended on that date, as considered in the
standalone financial statements. The financial statements/information of these branches have been audited by the
branch auditors whose reports have been furnished to us, and our opinion in so far as it relates to the amounts and
disclosures included in respect of branches, is based solely on the report of such branch auditors. Our opinion is not
wmodified in respect of this matter
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SA 710* Comparative Information - Corresponding

Figures and Comparative Financial Statements

(SA) deals with the auditor’s responsibilities regarding comparative information in an audit of financial statements.
When the financial statements of the prior period have been audited by a predecessor auditor or were not audited,

the requirements and guidance in SA 510 regarding opening balances also apply

two different broad approaches to the auditor’s reporting responsibilities in respect of such comparative

information

a. corresponding figures

auditor’s opinion on the financial statements refers to the current period only

b. comparative financial statements.

the auditor’s opinion refers to each period for which financial statements are presented

 Comparative information — The amounts and disclosures included in the financial statements in respect of one
or more prior periods in accordance with the AFRF.

* Corresponding figures — Comparative information where amounts and other disclosures for the prior period are
included as an integral part of the curvent period financial statements, and are intended to be read only in
relation to the amounts and other disclosures relating to the curvent period (referred to as “current period
figures”). The level of detail presented in the corresponding amounts and disclosures is dictated primarily by its
relevance to the current period figures.

 Comparative financial statements — Comparative information where amounts and other disclosures for the
prior period are included for comparison with the financial statements of the current period but, if audited, are
referved to in the auditor’s opinion. The level of information included in those comparative financial statements
is comparable with that of the financial statements of the current period.

The objectives of the auditor are:
a. To obtain SAAE about whether the comparative information included in the financial statements has been
presented, in all material respects, in accordance with the requirements for comparative information in the
AFRF; and

b. To report in accordance with the auditor’s reporting responsibilities.

TO MEET ABOVE OBJECTIVE

v v

Audit Procedures Audit Reportina
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The auditor shall determine whether the financial statements include the comparative information required by the
AFRF and whether such information is appropriately classified. For this purpose, the auditor shall evaluate whether:
a. The comparative information agrees with the amounts and other disclosures presented in the prior period; and
b. The accounting policies reflected in the comparative information are consistent with those applied in the
curvent period or, if there have been changes in accounting policies, whether those changes have been properly
accounted for and adequately presented and disclosed.

If the auditor becomes aware of a possible material misstatement in the comparative information while performing
the current period audit, the auditor shall perform such additional audit procedures as are necessary in the
circumstances to obtain SAAE to determine whether a material misstatement exists. If the auditor had audited the
prior period’s financial statements, the auditor shall also follow the relevant requirements of SA 560

As required by SA 580 , the auditor shall request WR for all periods referved to in the auditor’s opinion

When corresponding figures are presented, the auditor’s opinion shall not refer to the corvesponding figures except
in the circumstances prescribed below

Prior Period Financial Statements Audited by a current Auditor

If the auditor’s report on the prior period, as previously issued, included a qualified opinion, a disclaimer of opinion,
or an adverse opinion and the matter which gave rise to the modification is unresolved, the auditor shall modify
the auditor’s opinion on the current period’s financial statements.

In the Basis for Modification paragraph in the auditor’s report, the auditor shall either:

a. Refer to both the curvent period’s figures and the corvesponding figures in the description of the matter giving
rise to the modification when the effects or possible effects of the matter on the current period’s figures are
material; or

b. In other cases, explain that the audit opinion has been modified because of the effects or possible effects of the
unresolved matter on the comparability of the curvent period’s figures and the corresponding figures
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If the auditor obtains audit evidence that a material misstatement exists in the prior period financial statements on
which an unmodified opinion has been previously issued, the auditor shall verify whether the misstatement has been
dealt with as required under the AFRF and, if that is not the case, the auditor shall express a qualified opinion or
an adverse opinion in the auditor’s report on the current period financial statements, modified with respect to the

corresponding figures included therein

Prior Period Financial Statements Audited by a Predecessor Auditor

If the financial statements of the prior period were audited by a predecessor auditor and the auditor is permitted
by law or regulation to refer to the predecessor auditor’s report on the corvesponding figures and decides to do so,
the auditor shall state in an Other Matter paragraph in the auditor’s report:

(a) That the financial statements of the prior period were audited by the predecessor auditor;

(b) The type of opinion expressed by the predecessor auditor and, if the opinion was modified, the reasons
therefore; and

(¢) The date of that report

Prior period financial statements were not audited

the prior period financial statements were not audited, the auditor shall state in an Other Matter paragraph in the
auditor’s report that the corresponding figures are unaudited.

Such a statement does not, however, relieve the auditor of the requirement to obtain sufficient appropriate audit
evidence that the opening balances do not contain misstatements that materially affect the current period’s

financial statements

When comparative financial statements are presented, the auditor's opinion shall refer to each period for which

financial statements are presented and on which an audit opinion is expressed

When reporting on prior period financial statements in connection with the curvent period’s audit, if the auditor’s
opinion on such prior period financial statements differs from the opinion the auditor previously expressed, the
auditor shall disclose the substantive reasons for the different opinion in an Other Matter paragraph in accordance
with SA 706

Prior Period Financial Statements Audited by a Predecessor Auditor

If the financial statements of the prior period were audited by a predecessor auditor
in addition to expressing an opinion on the current period’s financial statements,
the auditor shall state in an Other Matter paragraph:
(a) That the financial statements of the prior period were audited by a predecessor auditor;
(b) The type of opinion expressed by the predecessor auditor and, if the opinion was modified, the reasons
therefor; and
(¢) The date of that report

AGRAWAL KARTIK COACHING INSTITUTE Page 204



unless the predecessor auditor’s report on the prior period’s financial statements is revised with the financial

statements

If the auditor concludes that a material misstatement exists that affects the prior period financial statements on
which

the predecessor auditor had previously reported without modification,

the auditor shall communicate the misstatement with the appropriate level of management and TCWG and request
that the predecessor auditor be informed.

If the prior period financial statements are amended, and the predecessor auditor agrees to issue a new auditor’s
report on the amended financial statements of the prior period, the auditor shall report only on the curvent
peviod.

Prior Period Financial Statements Not Audited

If the prior period financial statements were not audited, the auditor shall state in an Other Matter paragraph
that the comparative financial statements are unaudited.

Such a statement does not, however, relieve the auditor of the requirement to obtain SAAE that the opening
balances do not contain misstatements that materially affect the current period’s financial statements
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SA 720(Revised)* The Auditor’s Responsibilities Relating

to Other Information

(SA) deals with the auditor’s responsibilities relating to other information, whether financial or non -financial
information (other than financial statements and the auditor’s report thereon), included in an entity’s annual
report.

The auditor’s opinion on the financial statements does not cover the other information, nor does this SA require

the auditor to obtain audit evidence beyond that required to form an opinion on the financial statements.

This SA requires the auditor to read and consider the other information

because other information that is materially inconsistent with the financial statements or the auditor’s knowledge
obtained in the audit may indicate that there is a material misstatement of the financial statements or that a
material misstatement of the other information exists, either of which may undermine the credibility of the
financial statements and the auditor’s report thereon.

Such material misstatements may also inappropriately influence the economic decisions of the users for whom the
auditor’s report is prepared

This SA does not apply to:
(a) Preliminary announcements of financial information; or

(b) Securities offering documents, including prospectuses.

The auditor’s responsibilities under this SA do not constitute an assurance engagement on other information or

impose an obligation on the auditor to obtain assurance about the other information.

Misstatement of the other information — A misstatement of the other information exists when the other
information is incorrvectly stated or otherwise misleading

The objectives of the auditor, having read the other information, are:
a. To consider whether there is a material inconsistency between the other information and the financial
statements;
b. To consider whether there is a material inconsistency between the other information and the auditor’s
knowledge obtained in the audit;
¢. To respond appropriately when the auditor identifies that such material inconsistencies appear to exist, or
when the auditor otherwise becomes aware that other information appears to be materially misstated; and
d. To report in accordance with this SA.

TO MEET ABOVE OBJECTIVE

f i ' i ' '
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Obtaining the Other Information

The auditor shall:

'

Responding
When the
Auditor
Concludes That
a Material
Misstatement of
the Other
Information

Exists

I '

Responding When a Reporting
Material Misstatement

in the Financial

Statements Exists or

the Auditor’s

Understanding of the

Entity and Its

Environment Needs to

Be Updated

a. Determine, through discussion with management, which document(s) comprises the annual report, and the

entity’s planned manner and timing of the issuance of such document(s);

b. Make appropriate arrangements with management to obtain in a timely manner and, if possible, prior to the

date of the auditor's report, the final version of the document(s) comprising the annual report; and

¢. When some or all of the document(s) determined in (a) will not be available until after the date of the auditor’s

report, request management to provide a written representation that the final version of the document(s) will

be provided to the auditor when available, and prior to its issuance by the entity, such that the auditor can

complete the procedures required by this SA.

Reading and Considering the Other Information

The auditor shall read the other information and, in doing so shall

a. Consider whether there is a material inconsistency between the other information and the financial statements.

As the basis for this consideration, the auditor shall, to evaluate their consistency, compare selected amounts or

other items in the other information with such amounts or other items in the financial statements; and

b. Consider whether there is a material inconsistency between the other information and the auditor’s knowledge

obtained in the audit, in the context of audit evidence obtained and conclusions reached in the audit

While reading the other information the auditor shall remain alert for indications that the other information not

related to the financial statements or the auditor’s knowledge obtained in the audit appears to be materially

misstated.

Responding When a Material Inconsistency Appears to Exist or Other Information Appears to Be Materially

Misstated

If the auditor identifies that a material inconsistency appears to exist the auditor shall discuss the matter with

management and, if necessary, perform other procedures to conclude whether:

(a) A material misstatement of the other information exists;

(b) A material misstatement of the financial statements exists; or
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(¢) The auditor’s understanding of the entity and its environment needs to be updated.

If the auditor concludes that a material misstatement of the other information exists, the auditor shall request
management to corrvect the other information.
If management:

(a) Agrees to make the corvection, the auditor shall determine that the correction has been made; or

(b) Refuses to make the correction, the auditor shall communicate the matter with TCWG and request that the

correction be made.

If the auditor concludes that a material misstatement exists in other information obtained prior to the date of the

auditor’s report, and the other information is not corvected after communicating with TCWG, the auditor shall
take appropriate action, including:
a. Considering the implications for the auditor’s report and communicating with TCWG about how the auditor
plans to address the material misstatement in the auditor’s report
b. Withdrawing from the engagement, where withdrawal is possible under applicable law or regulation.

If the auditor concludes that a material misstatement exists in other information obtained after the date of the
auditor’s report, the auditor shall:
a. If the other information is corrected, perform the procedures necessary in the circumstances; or
b. If the other information is not corrected after communicating with those charged with governance, take
appropriate action considering the auditor’s legal rights and obligations, to seek to have the uncorrected
material misstatement appropriately brought to the attention of users for whom the auditor’s report is

prepared

If, as a result of procedures performed the auditor concludes that a material misstatement in the financial
statements exists or the auditor’s understanding of the entity and its environment needs to be updated, the
auditor shall respond appropriately in accordance with the other SA

The auditor’s report shall include a separate section with a heading “Other Information”, or other appropriate
heading, when, at the date of the auditor’s report:

a. For an audit of financial statements of a listed entity, the auditor has obtained, or expects to obtain, the other

information; or

b. For an audit of financial statements of an unlisted corporate entity, the auditor has obtained some or all of the

other information.

When the auditor’s report is required to include an Other Information section
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this section shall include:
a. A statement that management is responsible for the other information;
b. An identification of:
i. Other information, if any, obtained by the auditor prior to the date of the auditor's report; and
ii. For an audit of financial statements of a listed entity, other information, if any, expected to be obtained
after the date of the auditor’s report;
¢. A statement that the auditor's opinion does not cover the other information and, accordingly, that the auditor
does not express (or will not express) an audit opinion or any form of assurance conclusion thereon;
d. A description of the auditor’s responsibilities relating to reading, considering and reporting on other
information as required by this SA; and
e. When other information has been obtained prior to the date of the auditor’s report, either:
i. A statement that the auditor has nothing to report; or
ii. If the auditor has concluded that there is an uncorrected material misstatement of the other information, a
statement that describes the uncorrected material misstatement of the other information.
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DUTIES OF AUDITORS

DUTIES OF AUDITORS

Sections 143 of the Companies Act, 2013 specifies the duties of an auditor of a company in a quite comprehensive

manner. It is noteworthy that scope of duties of an auditor has generally been extending over all these years.

a. Duty of Auditor to Inquire on certain matters

e

Vi.

It is the duty of auditor to inquire into the following matters -

. Whether loans and advances made by the company on the basis of security have been properly secured and

whether the terms on which they have been made are prejudicial to the interests of the company or its

members;

.. whether transactions of the company which are represented merely by book entries are prejudicial to the

interests of the company;

where the company not being an investment company or a banking company, whether so much of the assets
of the company as consist of shares, debentures and other securities have been sold at a price less than that at
which they were purchased by the company;

. whether loans and advances made by the company have been shown as deposits;

. whether personal expenses have been charged to revenue account;

where it is stated in the books and documents of the company that any shares have been allotted for cash,
whether cash has actually been received in respect of such allotment, and if no cash has actually been so
received, whether the position as stated in the account books and the balance sheet is correct, reqular and not
misleading.

“The auditor is not required to report on the matters specified in sub-section (1) unless he has any special
comments to make on any of the items referved to therein. If he is satisfied as a result of the inquiries, he has
no further duty to report that he is so satisfied. In such a case, the content of the Auditor’s Report will
remain exactly the same as the auditor has to inquire and apply his mind to the information elicited by the
enquiry, in deciding whether or not any reference needs to be made in his report. In our opinion, it is in this
light that the auditor has to consider his duties under section 143(1).”

Therefore, it could be said that the auditor should make a report to the members in case he finds answer to
any of these matters in adverse.

b. Duty to Sign the Audit Report

[

il.

As per section 145 of the Companies Act, 2013, the person appointed as an auditor of the company shall
sign the auditor's report or sign or certify any other document of the company, in accordance with the
provisions of sub-section (2) of section 141

the qualifications, observations or comments on financial transactions or matters, which have any adverse
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effect on the functioning of the company mentioned in the auditors’ report shall be read before the company
in general meeting and shall be open to inspection by any member of the company.

¢. Duty to comply with Auditing Standards:

As per sub-section (9) of section 143 of the Companies Act, 2013, every auditor shall comply with the
auditing standards.

Further, as per sub-section 10 of section 143 of the Act, the Central Government may prescribe the
standards of auditing or any addendum thereto, as recommended by the Institute of Chartered Accountants
of India, constituted under section 3 of the Chartered Accountants Act, 1949, in consultation with and after
examination of the recommendations made by the National Financial Reporting Authority.

Students may note that until any auditing standards are notified, any standard, or standards of auditing
specified by the Institute of Chartered Accountants of India shall be deemed to be the auditing standards.

d. Duty to audit report:

.

vi.

vil.

Vil

As per sub-section (3) of section 143, the auditor's report shall also state—

. whether he has sought and obtained all the information and explanations which to the best of his knowledge

and belief were necessary for the purpose of his audit and if not, the details thereof and the effect of such

information on the financial statements;

. whether, in his opinion, proper books of account as required by law have been kept by the company so far as

appears from his examination of those books and proper returns adequate for the purposes of his audit have

been received from branches not visited by him;

whether the report on the accounts of any branch office of the company audited under sub section (8) by a
person other than the company’s auditors has been sent to him under the proviso to that sub-section and the

manner in which he has dealt with it in preparing his report;

. whether the company’s balance sheet and profit and loss account dealt with in the report are in agreement

with the books of account and returns;

. Whether, in his opinion, the financial statements comply with the accounting standards;

the observations or comments of the auditors on financial transactions or matters which have any adverse

effect on the functioning of the company;

whether any director is disqualified from being appointed as a director under sub-section (2) of the section
164;

any qualification, reservation or adverse remark relating to the maintenance of accounts and other matters

connected therewith;

. Whether the company has adequate internal financial controls with reference to financial statements in place

and the operating effectiveness of such controls;
(Note: Clause (i) of Sub-Section (3) of Section143 shall not apply to a private company: (i) which is a one
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and the operating effectiveness of such controls;
(Note: Clause (i) of Sub-Section (3) of Section143 shall not apply to a private company: (i) which is a one
person company or a small company; or (if) which has turnover less than rupees fifty crores as per latest
audited financial statement and which has aggregate borrowings from banks or financial institutions or
anybody corporate at any point of time during the financial year less than rupees twenty five crore)

. such other matters as may be prescribed. Rule 11 of the Companies (Audit and Auditors) Rules, 2014
prescribes the other matters to be included in auditor's report. The auditor’s report shall also include their
views and comments on the following matters, namely: -

1) whether the company has disclosed the impact, if any, of pending litigations on its financial position in its

financial statement;

2) whether the company has made provision, as required under any law or accounting standards, for
material foreseeable losses, if any, on long term contracts including derivative contracts;

3) whether there has been any delay in transferring amounts, required to be transferred, to the Investor
Education and Protection Fund by the company.

4)

a) Whether the management has represented that, to the best of it's knowledge and belief, other than as
disclosed in the notes to the accounts, no funds have been advanced or loaned or invested (either from
borrowed funds or share premium or any other sources or kind of funds) by the company to or in any
other person(s) or entity(ies), including foreign entities (“Intermediaries”), with the understanding,
whether recorded in writing or otherwise, that the Intermediary shall, whether, directly or indirectly
lend or invest in other persons or entities identified in any manner whatsoever by or on behalf of the
company (“Ultimate Beneficiaries’) or provide any guarantee, security or the like on behalf of the
Ultimate Beneficiaries;

b) Whether the management has represented, that, to the best of it’s knowledge and belief, other than as
disclosed in the notes to the accounts, no funds have been received by the company from any person(s)
or entity(ies), including foreign entities (“Funding Parties”), with the understanding, whether recorded
in writing or otherwise, that the company shall, whether, directly or indirectly, lend or invest in other
persons or entities identified in any manner whatsoever by or on behalf of the Funding Party
(“Ultimate Beneficiaries”) or provide any guarantee, security or the like on behalf of the Ultimate
Beneficiaries; and

¢) Based on such audit procedures that the auditor has considered reasonable and appropriate in the
circumstances, nothing has come to their notice that has caused them to believe that the
representations under sub-clause (i) and (i) contain any material mis-statement.

5) Whether the dividend declared or paid during the year by the company is in compliance with section 123
of the Companies Act, 2013.

6) [Whether the company, in respect of financial years commencing on or after the 1st April, 2022.,] has
used such accounting software for maintaining its books of account which has a feature of recording audit
trail (edit log) facility and the same has been operated throughout the year for all transactions recorded
in the software and the audit trail feature has not been tampered with and the audit trail has been

preserved by the company as per the statutory requirements for record retention.]
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Audit Trail means, a step-by-step sequential record which provides evidence of the documented history of
financial transactions to its source. An auditor can trace every step of, the financial data of a particular

transaction right from the general ledger to its source document with the help of the audit trail.

“The auditor of the company shall, in his report under section 143, make a statement as to whether the
remuneration paid by the company to its directors is in accordance with the provisions of this section,
whether remuneration paid to any director is in excess of the limit laid down under this section and give
such other details as may be prescribed”

As per Advisory issued by ICAl on 09-09-2014, the aforesaid reporting requirement for auditors of
public companies needs to be covered in auditor’s report under the Section “Report on Other Legal and
Regulatory Requirements”. Accordingly, auditors of public companies are advised to comply with the
aforesaid reporting requirements in their auditor’s reports.

e. Duty to report on frauds:
I. Reporting to the Central Government -

1) As per sub-section (12) of section 143 of the Companies Act, 2013, if an auditor of a company in the
course of the performance of his duties as auditor,

2) has reason to believe that an offence of fraud involving amount of RS. 1 crore or above, is being or has
been committed in the company by its officers or employees,

3) the auditor shall veport the matter to the Central Government within such time and in such manner as
may be prescribed. -

a) the auditor shall report the matter to the Board or the Audit Committee, as the case may be,
immediately but not later than 2 days of his knowledge of the fraud, seeking their reply or
observations within 45 days;

b) on receipt of such reply or observations, the auditor shall forward his report and the reply or
observations of the Board or the Audit Committee along with his comments (on such reply or
observations of the Board or the Audit Committee) to the Central Government within 15 days from
the date of receipt of such reply or observations;

¢) in case the auditor fails to get any reply or observations from the Board or the Audit Committee
within the stipulated period of 45 days, he shall forward his report to the Central Government along
with a note containing the details of his report that was earlier forwarded to the Board or the Audit
Commiittee for which he has not received any reply or observations;

d) the report shall be sent to the Secretary, Ministry of Corporate Affairs in a sealed cover by Registered
Post with Acknowledgement Due or by Speed Post followed by an e-mail in confirmation of the same;

e) the report shall be on the letter-head of the auditor containing postal address, e-mail address and
contact telephone number or mobile number and be signed by the auditor with his seal and shall

indicate his Membership Number; and

f) the report shall be in the form of a statement as specified in Form ADT-4
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ii. Reporting to the Audit Committee or Board

1) Sub-section (12) of section 143 of the Companies Act, 2013 further prescribes that in case of a fraud
involving lesser than the specified amount [i.e. less than RS. 1 crore], the auditor shall report the matter
to the audit committee constituted under section 177 or to the Board in other cases within such time
and in such manner as may be prescribed. ( immediately but not later than 2 days of his knowledge of
the fraud and he shall report the matter specifying the following: )

Nature of Fraud with description; | (b) Approximate amount involved; and | (c) Parties involved.

iii. Disclosure in the Board's Report:

1) Sub-section (12) of section 143 of the Companies Act, 2013 furthermore prescribes that the companies,
whose auditors have reported frauds under this sub-section (12) to the audit committee or the Board, but
not reported to the Central Government, shall disclose the details about such frauds in the Board's report
in such manner as may be prescribed.

2) The company is required to disclose in the Board’s Report the following details of each of the fraud
reported to the Audit Committee or the Board under sub-rule (3) during the year:

(a) Nature of Fraud with description (b) Approximate Amount involved;

(¢) Parties involved, if remedial action not taken (d) Remedial actions taken

iv. Other Important Provisions

1) Sub-section (13) of section 143 of the Companies Act, 2013 safequards the act of fraud reporting by the
auditor If it is done in good faith.

2) It is very important to note that the provisions regarding fraud reporting shall also apply, mutatis
mutandis, to a cost auditor and a secretarial auditor during the performance of his duties under section
148 and section 204 respectively

3) If any auditor, cost accountant or company secretary in practice does not comply with the provisions of
sub-section (12) of section 143, he shall be liable to a penalty of five lakh rupees in case of a listed
company and a penalty of one lakh rupees in case of any other company.

4) The auditor is also required to report under clause (x) of paragraph 3 of Companies (Auditor’s Report)
Order, 2020 [CARO, 2020] on whether any fraud by the company or any fraud on the Company has
been noticed or reported during the year. If yes, the nature and the amount involved is to be indicated.

f. Duty to report on any other matter specified by Central Government:
I. The Central Government may, in consultation with the National Financial Reporting Authority (NFRA), by
general or special order, direct, in respect of such class or description of companies, as may be specified in the
order, that the auditor's report shall also include a statement on such matters as may be specified therein.

g. Duty to state the reason for qualification or negative report:

I. As per sub-section (4) of section 143, where any of the matters required to be included in the audit report is
answered in the negative or with a qualification, the report shall state the reasons there for
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CARO, 2020

In exercise of the powers conferved by section 143(11) of the Companies Act, 2013, the Central Government, after
consultation with the National Financial Reporting Authority constituted under section 132 of the Companies Act,
2013, has issued the Companies (Auditor’s Report) Order, 2020, (CARO, 20) dated 25th February, 2020.

Applicability of The CARO, 2020

The CARO, 2020 is an additional reporting requirement. The order applies to every company including a foreign
company as defined in clause (42) of section 2 of the Companies Act, 2013.

However, the Order specifically the following classes of companies:

1.a as defined in clause (c) of section 5 of the Banking Regulation Act, 1949 (10 of 194.9);

2.an as defined under the Insurance Act,1938 (4 of 1938);

3.a company licensed to operate under Act;

4.a as defined under clause (62) of section 2 of the Companies Act and a as
defined under clause (85) of section 2 of the Companies Act; and

5.a , ot being a subsidiary or holding company of a public company, having a paid up
capital and reserves and surplus not more than rupees one crore as on the balance sheet date and which does not
have total borrowings exceeding rupees one crore from any bank or financial institution at any point of time
during the financial year and which does not have a total revenue as disclosed in Scheduled 11l to the Companies
Act, 2013 (including revenue from discontinuing operations) exceeding rupees ten crore during the financial year
as per the financial statements.

Points to be noted

 The Order also applies to foreign companies as defined in clause (42) of section 2 of the Act. In the case of a
foreign company, wherever under any of the provisions of the Act, an audit of financial statements under
Chapter X of the Act is required to be carried out, the Order would be applicable.

*The Order is also applicable to the audits of branch(es) of a company

* The applicability of the Order would be based on the status of the company as at the balance sheet date.

ein case a company is covered under the definition of small company, it will remain exempted from the
applicability of the Order even if it falls under any of the criteria specified for private company.

o the exemption would also extend to companies licensed to operate under section 25 of the Companies Act, 1956.

esmall company means a company, other than a public company

i.paid-up share capital of which does not exceed 4 crore; and
ii.turnover of which as per its last profit and loss account for the immediately preceding financial year does not
exceed 40 crove.

» Paid-up Capital and Reserves and Surplus

% Paid - up capital
opaid-up share capital” as such aggregate amount of money credited as paid up in respect of shares
oamount originally paid-up on forfeited shares should be added to the figure of paid-up capital.
oamount of calls unpaid should be deducted
oshare application money received should not be considered as part of the paid -up capital.
o Convertible instruments whether optionally or fully convertible should be considered in paid up share
capital only once the actual shares are issued by the company.

% “Reserve & Surplus”
odefines the term “reserve” as, “the portion of earnings, receipts or other surplus of an enterprise
(whether capital or revenue) appropriated by the management for a general or a specific purpose other

than a provision for depreciation or diminution in the value of assets or for a known liability”.

oReserves & Surplus consists of: -
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( Capital Reserves;

(@ Capital Redemption Reserve;

@ Securities Premium;

( Debenture Redemption Reserve;

(® Revaluation Reserve;

( Share Options Outstanding Account;

& Other Reserves

@ Surplus i.e., balance in statement of profit and loss.

(Debit balance of statement of profit and loss shall be shown as a negative figure under the head

“Surplus”.)

> Borrowings

o Borrowings from banks or financial institutions can be long term or short term and are normally in the form
of term loans, demand loans, export credits, cash credits, overdraft facilities, bills purchased or discounted.

o Outstanding balances of such borrowings should be considered as borrowing outstanding .

o Non-fund based credit facilities, to the extent such facilities have devolved and have been converted into
fund based credit facilities, should also be considered as outstanding borrowings

oln case of term loans, interest accrued and due is considered as a borrowing whereas interest accrued but not
due is not considered as a borrowing

othe limit of “exceeding one crore rupees” would apply in aggregate to all borrowings and not with reference

to each bank or financial institution.

» Revenue
orevenue/total income would include other income as per Schedule 1.

oRevenue will also include revenue from discontinuing operations

Auditor's report to contain matters specified in paragraphs 3 and 4
Every report made by the auditor under section 143 of the Companies Act, 2013 on the accounts of every company
audited by him, to which this Order applies, for the financial year, shall in addition, contain the matters specified in

paragraphs 3 and 4, as may be applicable.

It may be noted that the Order shall except
clause (xxi) of paragraph 3

Matters to be included in the auditor's report (paragraph 3)

PARA PARTICULAR |DESCRIPTION
3

) Property, a.

Plant and A.whether the company is maintaining proper records showing full particulars, including
Equipment; quantitative details and situation of Property, Plant and Equipment;

B.whether the company is maintaining proper records showing full particulars of
maintaining intangible assets;
proper
records b.whether these Property, Plant and Equipment have been physically verified by the

management at reasonable intervals; whether any material discrepancies were noticed on

physically such verification and if so, whether the same have been properly dealt with in the books of
verified account;

title deeds c.whether the title deeds of all the immovable properties (other than properties where the
company is the lessee and the lease agreements are duly executed in favour of the lessee)
disclosed in the financial statements are held in the name of the company, if not, provide
the details thereof in the format below:-

Description Gross Held in | Whether promoter, Period held — Reason for not
of carrying name  director or their  indicate range,  being held in
property |value of relative or where name of
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Revalued

Benami

property

employee appropriate company*®

*also indicate if

in dispute

d.whether the company has revalued its Property, Plant and Equipment (including Right of

Use assets) or intangible assets or both during the year and, if so, whether the revaluation
is based on the valuation by a Registered Valuer; specify the amount of change, if change is
10% or more in the aggregate of the net carrying value of each class of Property, Plant and
Equipment or intangible assets;

e.whether any proceedings have been initiated or are pending against the company for

holding any benami property under the Benami Transactions (Prohibition) Act, 1988 (45
of 1988) and rules made thereunder, if so, whether the company has appropriately
disclosed the details in its financial statements;

Points to be noted ( Audit procedure to be followed in order to comply with reporting )
1.proper records
a.The Order does not define as to what constitutes ‘proper records'.
b.In general, however, the records relating to property, plant and equipment (PPE)
should contain, inter alia, the following details:
(i) sufficient description of the PPE to make identification possible;
(ii) classification, that is, the head under which it is shown in the accounts,
e.g., plant and machinery, office equipment, etc;
(ili) situation;
(iv) quantity, i.e., number of units;
(v) original cost;
(vi) year of purchase;
(vii) date of put to use;
(viiry useful life;
(ix) residual value;
(x) component-wise breakup; (wherever applicable)
(ki) adjustment for revaluation or for any increase or decrease in cost;
(xii) date of revaluation, if any;
(i) rate(s)/basis of depreciation;
(xiv) depreciation for the curvent year;
(xv) accumulated depreciation
(xvi) particulars vegarding impairment;
(xvii) particulars regarding sale, discarding, demolition, destruction, etc.

a.Where PPE register is not maintained by the company, it is a serious documentation
and control lacuna. This should be mentioned by the auditor while reporting under
this clause.

1.Physical verification

a.Physical verification of the assets is the responsibility of the management and,
therefore, has to be carried out by the management itself and not by the auditor.

b.1t is, however, necessary that the auditor satisfies himself that such verification
was done and that there is adequate evidence on the basis of which he can arrive
at such a conclusion.

¢. The auditor may prefer to observe the verification on test basis.

d.The auditor should examine whether the method of verification was reasonable

e. This clause requires the auditor to report whether the management has verified
the property, plant and equipment at reasonable intervals. What constitutes
“reasonable intervals” depends upon the circumstances of each case

f.The factors to be taken into consideration in this regard include the number of

assets, the nature of assets, the relative value of assets, difficulty in verification
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g-While an annual verification may be reasonable, it may be impracticable to carry
out the same in some cases. Even in such cases, the verification programme should
be such that all assets are verified at least once in every three years.

h.Where verification of all assets is not made during the year, it will be necessary for
the auditor to report that fact, but if he is satisfied regarding the frequency of
verification he should also make a suitable comment to that effect.

2.title deeds

a.ln general, title deeds mean a legal deed or document constituting evidence of a
right, especially to the legal ownership of the immovable property. In case of leased
assets, title deeds would imply the lease agreements and related documents.

b.Following documents mainly constitute title deeds of the immovable property:
Registered sale deed / transfer deed / conveyance deed, ete. of land, land &
building ete. purchased, allotted, transferred by any person including any
Government, government authority / body/ agency / corporation, etc. to the
company.

¢. The auditor should carry out detailed examination in the cases where immovable
property is transferrved as a result of conversion of partnership firm or limited
liability partnership into company or amalgamation of companies, as in such cases
title deeds may be in the name of the erstwhile entity.

d.Where the title deeds of the immovable property have been mortgaged with the
banks/financial institutions, etc., for securing the borrowings and loan raised by
the company, a confirmation about the same should be sought from the respective
institution to this effect.

e. There may be instances where the title deeds were lost accidentally or otherwise.
In such cases, the certified copies of the documents, as available with the company,
and details about the FIR filed about loss of such documents needs to be obtained
and documented. The auditor should also seek written representation from the
management in this regard.

3.Revaluation

Aspects to be considered by the auditor in this regard are:

(@ Date of revaluation carried out by the company.
& Name of the registered valuer or firm who carried out the valuation exercise,

place and date of valuation report.
(& Membership/license number of the registered valuer (registered valuer are to be
registered with the Insolvency and Bankruptcy Board of India).
& Review of valuation report issued under Rule 8 of the aforesaid Rules, by such
registered valuer.
@ Methods and significant assumptions applied in estimating fair values.

& Extent to which fair values were determined directly or estimated.
@ Accounting treatment of revaluation surplus.

4.benami property
a.For reporting under this clause, the auditor is required to examine whether
proceedings have been initiated or any proceedings are pending against the
company during any of the preceding financial years.
b.In case any proceedings are initiated or pending, the auditor is required to
examine whether appropriate disclosures are made in the financial statements
c.Appropriate disclosures shall include nature of property, carrying value of the
property in the books of account, status of proceedings before the relevant
authority, consequential impact on the financial statements and/ or the liability
that may arise in case the proceedings are decided against the company.
d.For the purpose of ascertaining whether any proceedings are initiated or are
pending,
i.the auditor should make necessary inquiries from the management including
obtaining a management representation letter
ii. The auditor may also review the legal expenses account to ascertain whether
any expenses have been incurved by the company in respect of a proceeding

under the aforesaid Act.
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(ii. The auditor should also review the minutes of meetings

e.It may be noted that reporting under this clause is [imited to the adequacy of
disclosure in the financial statements and to cases where proceedings are initiated
with the company being treated as a benamidar. The reporting is not applicable
where the notice is received by the company as a beneficial owner.

f.What constitutes “reasonable intervals” depends on circumstances of each case.
The periodicity of the physical verification of inventories depends upon the nature
of inventories, their location and the feasibility of conducting a physical

verification.

(i)

Inventory

physical

verification

working
capital limits

a.whether physical verification of inventory has been conducted at reasonable intervals by the

management and whether, in the opinion of the auditor, the coverage and procedure of
such verification by the management is appropriate; whether any discrepancies of 10% or
more in the aggregate for each class of inventory were noticed and if so, whether they have
been properly dealt with in the books of account;

b.whether during any point of time of the year, the company has been sanctioned working

capital limits in excess of five crore rupees, in aggregate, from banks or financial institutions
on the basis of security of current assets; whether the quarterly returns or statements filed
by the company with such banks or financial institutions are in agreement with the books
of account of the Company, if not, give details;

Points to be noted ( Audit procedure to be followed in order to comply with reporting )

1.physical verification

a.This clause requires the auditor to comment whether the management has
conducted physical verification of inventory at reasonable intervals, and whether
the coverage and procedure of such verification by the management is appropriate.
This clause also requires the auditor to comment on whether any discrepancies of
10% or more in the aggregate for each class of inventory were noticed and if so,
whether they have been properly dealt with in the books of account.

b.Physical verification of inventory is the responsibility of the management of the
company which should verify all material items at least once in a year

¢. The auditor should obtain reasonable assurance about existence and condition of
inventories. Observation of physical verification/ examination of records of physical
verification of inventory is the primary source of evidence for the purpose of
reporting under this clause.

d.The auditor may compare the final inventories with stock records and other

corvoborative evidence

2.sanctioned working capital

a.This clause does not require reporting where such limits are unsecured or
sanctioned on the basis of assets other than current assets.

b.1t may be noted that for the purpose of reporting under this clause, the auditor is
required to check the working capital sanctioned limit and not its utilisation.

¢. The auditor should determine the sanctioned limit with reference to the sanction
letter issued by banks or financial institutions and relevant agreements executed
with them.

d.The sanctioned l[imit may be less than five crore rupees but due to excess
withdrawals/ levy of interest/ temporary overdrawing, the balance may exceed
five crore rupees. Such cases are beyond the scope of reporting under this clause.

e. The term "sanction” here should include fresh sanction during the year as well as
limits renewed or due for renewal during the year. Moreover, both fund based and
non-fund based credit facilities availed by the company should be considered for
the purpose of checking the limit.

f.1t is also pertinent to note that the aforesaid threshold of five crore rupees should
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be examined for any day during the year for which the reporting is to be made,
and not as at the end of the financial year. This would mean that even if the limit
exceeds five crore rupees on a day during the year, the auditor is required to
report the same.

g.The limit would cover the working capital limits from all the banks and financial
institutions in aggregate. However, this would exclude any working capital limits
which are sanctioned without the security of the company's current assets

b

investments
guarantee or
security or
granted any
loans or

advances

whether during the year the company has made investments in, provided any guarantee or
security or granted any loans or advances in the nature of loans, secured or unsecured, to
companies, firms, Limited Liability Partnerships or any other parties, if so,-

a.whether during the year the company has provided loans or provided advances in the
nature of loans, or stood guarantee, or provided security to any other entity [not
applicable to companies whose principal business is to give loans], if so, indicate -

A.the aggregate amount during the year, and balance outstanding at the balance sheet
date with respect to such loans or advances and guarantees or security to subsidiaries,
Joint ventures and associates;

B.the aggregate amount during the year, and balance outstanding at the balance sheet
date with respect to such loans or advances and guarantees or security to parties
other than subsidiaries, joint ventures and associates;

b.whether the investments made, guarantees provided, security given and the terms and
conditions of the grant of all loans and advances in the nature of loans and guarantees
provided are not prejudicial to the company’s interest;

c.in respect of loans and advances in the nature of loans, whether the schedule of
repagment of principal and payment of interest has been stipulated and whether the
repayments or receipts are regular;

d.if the amount is overdue, state the total amount overdue for more than ninety days, and
whether reasonable steps have been taken by the company for recovery of the principal
and interest;

e.whether any loan or advance in the nature of loan granted which has fallen due during
the year, has been renewed or extended or fresh loans granted to settle the overdues of
existing loans given to the same parties, if so, specify the aggregate amount of such dues
renewed or extended or settled by fresh loans and the percentage of the aggregate to the
total loans or advances in the nature of loans granted during the year [not applicable to
companies whose principal business is to give loans];

f.whether the company has granted any loans or advances in the nature of loans either
repayable on demand or without specifying any terms or period of repayment, if so,
specify the aggregate amount, percentage thereof to the total loans granted, aggregate
amount of loans granted to Promoters, related parties as defined in clause (76) of section
2 of the Companies Act, 2013;

Points to be noted ( Audit procedure to be followed in order to comply with reporting )

e during the year

* The auditor should examine the agreement

o it is suggested that the auditor should ensure compliance with all the requirements
of sections 179, 180, 185, 186, 187 of the Act and rules thereunder.

e Under this clause the auditor’s duty is to determine whether, in his opinion, the
terms and conditions of the investments, guarantee, security, loans/advances in
nature of loans granted during the year are prejudicial to the interest of the

company
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e terms and conditions would primarily include rate of interest, security, terms and
period of repayment and restrictive covenants, nature of entity i.e. whether given to
a start-up or an entity having established track record etc

esection 186 of the Act states that no investment shall be made, or loan or
guarantee or security given by the company unless the resolution sanctioning it is
passed at a meeting of the Board with the consent of all directors present at the
meeting

* Reporting under this clause may warrant a cross referencing with reporting under
clause 3(iv).

* [t may be mentioned that clause (a) of sub-section (1) of section 143 of the Act also
requires the auditor to inquire whether loans and advances made by the company
on the basis of security have been properly secured and whether the terms on which
they have been made are prejudicial to the interests of the company or its members

o If there is no such agreement / arrangement or the agreement / arrangement does
not contain the schedule of repayment of principal and payment of interest, the
auditor shall report that there is no stipulation of schedule of repayment of principal
and payment of interest and may report that he is unable to make specific
comment on the regularity of repayment of principal & payment of interest

* Advances in nature of loans which do not contain the schedule of repayment and
payment of interest are required to be reported under this clause.

* Paragraph 3(iii) ( e ) is a new reporting requirement This clause is inserted to
identify instances of ‘evergreening’ of loans/advances in nature of loans.

e Paragraph (iii)(f) is a new reporting requirement.

(iv)

sections 185
and 186

in respect of loans, investments, guarantees, and security, whether provisions of sections 185
and 186 of the Companies Act have been complied with, if not, provide the details thereof;

Points to be noted ( Audit procedure to be followed in order to comply with reporting )

1.Compliance of Section 185 (Loan to directors, and person in which director
interested)

* Obtain from the management the details of the directors or any person in whom
any of the director of the company is interested.

* The auditor may also check the details of the persons covered under this clause from
the Form MBP-1 and from the register maintained under section 1849 of the Act.

« Obtain and check the details of the transactions carried out with such persons,
including of any guarantee given and security provided.

o Further examine the details to find out whether any of the transaction is attracting
the provisions of section 185 of the Act.

*In case of transactions that are covered under the exceptions as provided under
section 185 of the Act, the auditor should obtain the necessary evidence in support
of such exception

*Section 185 of the Act prohibits advance of any loan to directors, etc., directly or
indirectly

* The auditor should report the nature of non-compliance, the maximum amount
outstanding during the year and the amount outstanding as at the balance sheet
date in respect of:

(i) the directors; and
(i) any person in whom any of the director of the company is interested

2.Compliance of Section 186 (Loan and Investment by Company )
a.The duty of the auditor under this clause is to determine whether the loans and
investments made by the company comply with the requirements of the
provisions of section 186 of the Act.
b.Section 186 of the Act governs giving of loans, and guarantee or providing any
security in connection with a loan, by a company to any person or other body
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corporate and acquiring securities of any other body corporate by a company

¢. The section also prohibits a company from making investments through more
than two layers of investment companies

d.Obtain the details of, loans given and investment made during the year as well
as the outstanding balances as at the beginning of the year.

e.Check whether, at any point of time during the year in case of aforesaid
transactions, the company has exceeded the limit of sixty per cent of its paid -up
share capital, free reserves and securities premium account or one hundred per
cent of its free reserves and securities premium account, whichever is more.

f.Af it exceeds the limits specified above, check whether prior approval by means of
a special resolution passed at a general meeting has been obtained

g.Check whether the company has passed the board resolution as prescribed and
obtained the prior approval from the public financial institution concerned
where any term loan is subsisting.

h.Check whether the company has disclosed the full particulars of the loan given,
investment made or guarantee given or security provided in the financial
statements including the purpose for which the same is proposed to be utilized
by the recipient.

i.Check whether rate of interest is not lower than the prevailing yield of one year,
three year, five year or ten year government security closest to the tenor of the
loan granted.

J-Check if the company is in default in the repayment of any deposits accepted or
in payment of interest thereon, then the company is not allowed to give any
loan or guarantee or provide any security or make an acquisition till such default
(s subsisting.

k.Check whether the company has maintained a register (as per Form MBP-2)

)

deposits

*in respect of deposits accepted by the company or amounts which are deemed to be
deposits,

» whether the directives issued by the Reserve Bank of India and the provisions of sections 73
to 76 or any other relevant provisions of the Companies Act and the rules made
thereunder, where applicable, have been complied with,

«if not, the nature of such contraventions be stated;

«if an order has been passed by Company Law Board or National Company Law Tribunal or
Reserve Bank of India or any court or any other tribunal, whether the same has been
complied with or not;

(vi)

cost records

whether maintenance of cost records has been specified by the Central Government under
sub-section (1) of section 148 of the Companies Act and whether such accounts and records

have been so made and maintained;

Points to be noted ( Audit procedure to be followed in order to comply with reporting )

e Section 148(1) of the Act specifies that the Central Government may, by order, in
respect of such class of companies as may be prescribed, divect that particulars
relating to the utilization of material or labour or to other items of cost as may be
prescribed shall also be included in the books of account kept by that class of
companies.

* These rules also prescribed the items of cost to be included in the books of account.

*This clause requires the auditor to report whether cost accounts and records have
been made and maintained

* The auditor has to report under this clause irrespective of whether a cost audit has
been ordered by the central government.

* The auditor should obtain a written representation from the management

* The Order does not require a detailed examination of the cost records.

 The auditor should, therefore, conduct a general review of the cost records to ensure

that the records as prescribed are made and maintained. He should, of course, make
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such reference to the cost records as is necessary for the purposes of his audit of the
financial statements

(vi)

statutory
dues

a.whether the company is regular in depositing undisputed statutory dues including Goods
and Services Tax, provident fund, employees' state insurance, income-tax, sales-tax, service
tax, duty of customs, duty of excise, value added tax, cess and any other statutory dues to
the appropriate authorities and if not, the extent of the arrears of outstanding statutory
dues as on the last day of the financial year concerned for a period of more than six
months from the date they became payable, shall be indicated;

b.where statutory dues referred to in sub-clause (a) have not been deposited on account of
any dispute, then the amounts involved and the forum where dispute is pending shall be
mentioned (a mere representation to the concerned Department shall not be treated as a
dispute);

Points to be noted ( Audit procedure to be followed in order to comply with reporting )
1.undisputed statutory dues

a.This clause requires the auditor to report upon the reqularity of the company in
depositing undisputed statutory dues

b.If the company is not regular in depositing the above mentioned undisputed
statutory dues, the auditor is required to state the extent of arrears of statutory
dues which have remained outstanding as at the last day of the financial year
concerned for a period of more than six months from the date they became
payable

c.Any other statute and dues thereunder” is concerned, the auditor can draw
further guidance from SA 250, “Consideration of Laws and Regulations in an
Audit of Financial Statements”.

d.The intention of the Government, in this clause is to ascertain how regular the
company is in depositing statutory dues with the appropriate authorities.

e.Since the emphasis of this clause is on the regularity, the scope of auditor’s inquiry
is restricted to only those statutory dues, which the company is required to deposit
regularly to an authority.

f.any sum payable to an electricity company as electricity bill would not constitute a
statutory due despite the fact that such electricity company has been established
under a statute

g.payment of bonus to an employee though the same is under Payment of Bonus
Act, 1965 it will not be considered as a statutory due.

h.dividend declared and not paid to the shareholders within specified time limit and
which is required to be transferved to specified fund will be considered as a
statutory due.

l.interest and rent that are required to be incurred under section 61 of the
Customs Act, 1962 would come under category of other statutory dues and the
auditor would have to examine and comment upon the regularity of the company
in depositing such interest and rent

J-Non-payment of advance income tax would constitute default in payment of
statutory dues

k.company has deposited the relevant dues before the end of the year while it has
been in default in the matter for a significant part of the year. In cases where
there are no arrears on the balance sheet date but the company has been irreqular
during the year in depositing the statutory dues, the auditor should state this fact
while reporting under this clause

[.In order to ensure that deposit of the dues is made in time, the company may
make [ump -sum deposits of estimated amounts and adjust the excess or deficit
against the following monti’s deposit. If this method is consistently followed and
the difference between the total dues and the lump-sum deposit is not significant,
it need not be considered that dues have not been reqularly deposited and no

unfavourable comment is necessary

2.disputed statutory dues
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unfavourable comment is necessary

2.disputed statutory dues
a.the auditor should consider a matter as “disputed’ where there is a positive
evidence or action on the part of the company to show that it has not accepted
the demand for payment of tax or duty, e.g., where the company has gone into
appeal.
b.1t may also be noted that this clause has clarified that mere representation to the
concerned Department shall not be treated as a dispute.
¢.minor amounts would be required to be reported under this clause.
d.The auditor should report in a manner so that the reader is able to understand
the dispute and the amount involved therein
e. The auditor should also obtain a management representation about the disputed
dues, the amounts involved and the forum where the dispute is pending.
3.The auditor should obtain a written representation with reference to the date of the
balance sheet from the management:
a.specifying the cases and the amounts considered disputed;
b.containing a list of the cases and the amounts in respect of the statutory dues
which are undisputed and have remained outstanding for a period of more than
six months from the date they became payable; and
c.containing a statement as to the completeness of the information provided by the

management.

(viti)

undisclosed

income

whether any transactions not recorded in the books of account have been surrendered or
disclosed as income during the year in the tax assessments under the Income Tax Act, 1961
(43 of 1a61), if so, whether the previously unrecorded income has been properly recorded in
the books of account during the year;

Points to be noted ( Audit procedure to be followed in order to comply with reporting

A. This clause is a new reporting requirement.

B.Reporting under this clause shall be applicable only when the transactions not
recorded in the books of account have been surrendered or disclosed as income
during the year in the income tax assessments.

C.If yes, then the auditor shall also report on proper recording of the same in the
books of account during the year.

D.undisclosed income means transaction represents wholly or partly income or
property which has not been or would not have been disclosed for the purposes of
this Act, or any expense, deduction or allowance claimed under this Act which is
found to be false.

E.The emphasis is on the words survendered or disclosed which implies that the
company must have voluntarily admitted to the addition of such income

F.the auditor is required to review all the tax assessments completed during the year
under audit.

G.The auditor is also required to review the tax assessments completed subsequent to
the balance sheet date but prior to signing of the auditor’s report if the surrendered
or disclosed income relates to the year under audit or prior years.

H.The auditor should obtain a representation letter from the management that all the
assessments completed during the year have been duly informed to the auditor.

I.Proper recording, by implication, includes proper disclosure thereof in the financial
statements of the company. The disclosure in the financial statements should be

sufficient to enable the users understand the impact of such transactions.

(ix)

Defaulted in
repayment of

loans

a.whether the company has defaulted in repayment of loans or other borrowings or in the
payment of interest thereon to any lender, if yes, the period and the amount of default to
be reported as per the format below:-
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OR
Other
conditions

Nature of Name of |Amount not  Whether No. of days | Remarks
borrowing, including | lender*  paid on due | principal or  delay or , if any
debt securities date interest unpaid

*lender wise details to be provided in case of defaults to banks, financial institutions and

Government.

b.whether the company is a declared wilful defaulter by any bank or financial institution or
other lender;

c.whether term loans were applied for the purpose for which the loans were obtained; if not,
the amount of loan so diverted and the purpose for which it is used may be reported;

d.whether funds raised on short term basis have been utilised for long term purposes, if yes,
the nature and amount to be indicated;

e.whether the company has taken any funds from any entity or person on account of or to
meet the obligations of its subsidiaries, associates or joint ventures, if so, details thereof
with nature of such transactions and the amount in each case;

f.whether the company has raised loans during the year on the pledge of securities held in its
subsidiaries, joint ventures or associate companies, if so, give details thereof and also report
if the company has defaulted in repayment of such loans raised;

Points to be noted ( Audit procedure to be followed in order to comply with reporting
1.defaulted in repayment of loans

A.borrowings do not include public deposits as the reporting on public deposits is
covered by clause 3(v) of the Order.

B.for the purpose of reporting under this clause, preference share capital should not be
considered as borrowings.

C.format requires the auditor to report the number of days of delay or unpaid.

D.Accordingly, the auditor should report the amount of all defaults committed during
the year and the number of days of default.

E.Further, since the auditor is also required to report amounts remaining unpaid, it is
clarified that the auditor should also report the period and amount of all defaults
existing at the balance sheet date irrespective of when those defaults have occurred.

F.The auditor should consider the period up to the date of the audit report for
reporting of the delay in number of days or the amount that remains unpaid

G.financial institution includes all banks, public financial institutions, as well as non—
banking institutions and also includes non-banking financial companies.

H.The auditor should obtain the schedule of repayments

I.The auditor should examine the agreement containing the terms and conditions of
the loans and borrowings

J.Submission of application for reschedulement/ restructuring does not mean that no
default has occurrved. Accordingly, in such situations also the auditor should report
the period of default and the amount of default

K.The auditor may come across a situation where the company has adequate balance
in its current account on the due date of repayment of loan or payment of interest,
but such date is either a public holiday or a bank holiday. In such cases, the payment
is normally debited by banks/ financial institutions/ lenders on the next working
day. It is clarified that in such cases, the auditor should not consider the same as
default.

2.Term loans normally have a fixed or pre-determined repayment schedule. In the
common parlance of the expression, loans with repayment period beyond 36 months
are usually known as term loans. Cash credit, overdraft and call money
accounts/deposits are therefore not covered by the expression “Term Loans”
A.Term loan obtained from entities/persons other than banks/financial institutions
would also have to be examined by the auditor for the purpose of reporting under
this clause.
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B.Normally the end use of the funds raised by term loans is mentioned in the sanction
letter

C.During construction phase, companies, generally, temporarily invest the surplus
funds to reduce the cost of capital or for other business reasons. However,
subsequently the same are utilised for the stated objectives. In such cases, the auditor
should mention the fact that pending utilisation of the term loan for the stated
purpose, the funds were temporarily used for the purpose other than for which the

loan was sanctioned but were ultimately utilised for the stated end-use.

€3}

IPO/FPO

a.whether moneys raised by way of initial public offer or further public offer (including debt
instruments) during the year were applied for the purposes for which those are raised, if
not, the details together with delays or default and subsequent rectification, if any, as may
be applicable, be reported;

b.whether the company has made any preferential allotment or private placement of shares
or convertible debentures (fully, partially or optionally convertible) during the year and if
so, whether the requirements of section 42 and section 62 of the Companies Act, 2013
have been complied with and the funds raised have been used for the purposes for which
the funds were raised, if not, provide details in respect of amount involved and nature of

non-compliance;

Points to be noted ( Audit procedure to be followed in order to comply with reporting

A.IPO/FPO

1.Currently, there is no legal requirement under the Act to disclose the end use of
money raised by initial public offer or further public offer (including debt instruments)
in the financial statements.

2.The companies, however, make such a disclosure in the Board’s Report

3.Schedule 1l to the Act requires that only unutilized amount of any initial public offer
or further public offer (including debt instruments) made by the company should be
disclosed in the financial statements of a company

4.In the absence of any legal requirement of such disclosure, it appears that this clause
envisages that companies should disclose the end use of money raised by the initial
public offer or further public offer (including debt instruments) in the financial
statements by way of notes and the auditor should verify the same.

S.examination of the offer document

&.obtain a representation from the management

7.1n case, the company has appointed a monitoring agency for the purpose of the issue,
reports of such monitoring agency would also be helpful to the auditor while reporting
under this clause.

8.moneys raised from foreign capital markets in any form and by way of issuance of
Global Depository Receipts and American Depository Receipts may not fall within the
scope of reporting under this clause.

(xi)

fraud

a.whether any fraud by the company or any fraud on the company has been noticed or
reported during the year, if yes, the nature and the amount involved is to be indicated;

b.whether any report under sub-section (12) of section 143 of the Companies Act has been
filed by the auditors in Form ADT-4 as prescribed under rule 13 of Companies (Audit and
Auditors) Rules, 2014 with the Central Government;

c.whether the auditor has considered whistle-blower complaints, if any, received during the
year by the company

Points to be noted ( Audit procedure to be followed in order to comply with reporting
A.Fraud

AGRAWAL KARTIK COACHING INSTITUTE Page 226




1.Under this clause, the responsibilities of the auditor have been widened by removing
the words “officers or employees”

2.This clause requires the auditor to report whether any fraud has been noticed or
reported either on the company or by the company during the year and is not limited
to frauds by the officers or employees of the company

3.This clause does not require the auditor to discover such frauds on the company and
by the company. The scope of auditor’s inquiry under this clause is restricted to frauds
‘noticed or reported’ during the year.

4.irrespective of the auditor’'s comments under this clause, the auditor is also required to
comply with the requirements of SA 240, The Auditor’s Responsibilities Relating to
Fraud in an Audit of Financial Statements”.

S.Further, the auditor is required to comply with the requirements of section 143(12)
of the Companies Act, 2013.

&.Although fraud is a broad legal concept, the auditor is concerned with fraudulent acts
that cause a material misstatement in the financial statements

i.whistle-blower
a.This (s a new reporting requirement in the Order and requires the auditor to
consider whistle blower complaints, if any, received by the company during the
year (emphasis applied) under audit.
b.The auditor is not required to consider whistle-blower complaints pertaining to

earlier years while reporting under this clause

(xir)

Nidhi
Company

a.whether the Nidhi Company has complied with the Net Owned Funds to Deposits in the
ratio of 1:20 to meet out the liability;

b.whether the Nidhi Company is maintaining ten per cent. unencumbered term deposits as
specified in the Nidhi Rules, 2014 to meet out the liability;

c.whether there has been any default in payment of interest on deposits or repayment
thereof for any period and if so, the details thereof;

Points to be noted ( Audit procedure to be followed in order to comply with reporting
 "Nidhi" means a company which has been incorporated as a Nidhi with the object of
cultivating the habit of thrift and saving amongst its members, receiving deposits
from, and lending to, its members only, for their mutual benefit, and which complies
with the rules made by the central Government for regulation of such class of
companies.

* The auditor should note that as such a Nidhi Company can accept deposits not
exceeding twenty times of its net owned funds as per last audited balance sheet.

*“net owned funds” are defined as the aggregate of paid up equity share capital and
free reserves as reduced by accumulated losses and intangible assets appearing in the
last audited balance sheet: Provided that, the amount representing the proceeds of
issue of preference shares, shall not be included for calculating net owned funds.

e A Nidhi company can accept fixed deposits, recurring deposits accounts and savings
deposits from its members in accordance with the directions notified by the Central
Government. The aggregate of such deposits is referred to as “deposit liability”

* The auditor should ask the management to provide the computation of the deposit
liability and net owned funds on the basis of the requirements mentioned above

* This would enable the auditor to verify that the ratio of deposit liability to net owned
funds is in accordance with the requirements prescribed. in this regard

e The auditor should examine the documents such as Form NDH -3 filed by the Nidhi
Company half yearly containing the terms and conditions of the deposits. This
examination would enable the auditor in verifying the amount and due dates of the
payments mentioned in the documents.

* The auditor should obtain the schedule of payments of interest and repayments of
deposits

AGRAWAL KARTIK COACHING INSTITUTE Page 227




eIt is clarified that the auditor should report the period and amount of all defaults:
@ Existing as at the year-end; and
( Defaults existing during any period and made good during the year.

(xiir)

related
parties

s whether all transactions with the related parties are in compliance with sections 177 and
188 of Companies Act where applicable and the details have been disclosed in the financial
statements, etc., as requirved by the applicable accounting standards;

Points to be noted ( Audit procedure to be followed in order to comply with reporting

*The duty of the auditor under this clause is to report:

a.Whether all transactions with the related parties are in compliance with sections
177 and 188 of the Companies Act, 2013 (“Act”).

b.Whether related party disclosures as required by relevant Accounting Standards
(AS 18, “Related Party Disclosures” or Ind AS 24, “Related Party Disclosures”, as
may be applicable) are disclosed in the financial statements.

*Section 188 of the Act is applicable to all classes of companies (including private
companies). The Act envisages the approval of Board of Directors and/or the approval
of the shareholders (by way of resolution passed in the general meeting of the
company), as the case may be, in accordance with the provisions of section 188.

*SA 550, “Related Parties” has prescribed auditor’s responsibilities regarding related
party relationships and transactions when performing an audit of financial statements

* The auditor should obtain written representations from management and, where
appropriate, TCWG that:

a.They have disclosed to the auditor the identity of the entity’s related parties and all
the related party relationships and transactions of which they are aware; and

b.They have appropriately accounted for and disclosed such relationships and
transactions in accordance with the requirements of the applicable financial
reporting framework.

*In addition to management representation, the auditor may review the minutes of
audit committee meetings as well as Board of Directors meetings.

* The auditor should obtain a list of companies, firms or other parties, the particulars of
which are required to be entered in the register maintained under section 1849 of the
Act

e Section 177 of the Act requires that audit committee to approve transactions of the

company with related parties.

(xiv)

internal audit
system

a.whether the company has an internal audit system commensurate with the size and nature
of its business;

b.whether the reports of the Internal Auditors for the period under audit were considered by
the statutory auditor;

Points to be noted ( Audit procedure to be followed in order to comply with reporting

* This clause requires the auditor to comment whether the company has an internal
audit system commensurate with the size and nature of its business In accordance
with section 138 of the Act

*In respect of companies which are excluded from the ambit of internal audit under
section 138 of the Act, (with regard to mandatory applicability of internal audit
system), the auditor would still be well-advised to make inquiries regarding the
existence of internal audit system and to report the fact under this clause.

e[t is pertinent to note that where the auditor considers the work done by the internal
auditor for his audit purposes, compliance with SA 610(Revised), “Using the Work of
Internal Auditors”, is mandatory for the statutory auditor.

* The statutory auditor should also assess the impact of the control deficiencies, if any
pointed by the internal auditors, while framing his report on the internal financial
controls over financial reporting (IFCoFR)
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(xv)

non-cash

transactions

s whether the company has entered into any non-cash transactions with directors or persons
connected with him and if so, whether the provisions of section 192 of Companies Act have
been complied with;

Points to be noted ( Audit procedure to be followed in order to comply with reporting
Section 192 of the Act deals with restriction on non-cash transactions involving
divectors or persons connected with them. The section prohibits the company from
entering into following types of arrangements unless it meets the conditions laid out in
the said section:
a.An arrangement by which a director of the company or its holding, subsidiary or
associate company or a person connected with such director acquires or is to
acquire assets for consideration other than cash, from the company.
b.An arvangement by which the company acquires or is to acquire assets for
consideration other than cash, from such director or person so connected.

e Arrangements, as discussed herein above, can only be entered by the company on
fulfilment of the conditions laid out in section 192 of the Act which are as under:
a.The company should have obtained prior approval for such arrangement through a
resolution of the company in general meeting.
b.In case the concerned director or the person connected therewith, is also a director
of its holding company, a similar approval should have been obtained by the holding
company through a resolution at its general meeting
c.notice for approval of the resolution by the company or holding company in general
meeting shall include the particulars of the arrangement along with the value of
the assets involved in such arvangement duly calculated by a registered valuer.

eobtaining a management representation as to whether the company has undertaken

any non-cash transactions with the divectors or persons connected with the directors

(xvi)

Non-Banking
Financial

Company

a.whether the company is required to be registered under section 45-IA of the Reserve Bank
of India Act, 1934 (2 of 1934) and if so, whether the registration has been obtained;

b.whether the company has conducted any Non-Banking Financial or Housing Finance
activities without a valid Certificate of Registration (CoR) from the Reserve Bank of India as
per the Reserve Bank of India Act, 1934;

c.whether the company is a Core Investment Company (CIC) as defined in the regulations
made by the Reserve Bank of India, if so, whether it continues to fulfil the criteria of a CIC,
and in case the company is an exempted or unvegistered CIC, whether it continues to fulfil
such criteria;

d.whether the Group has more than one CIC as part of the Group, if yes, indicate the
number of CICs which are part of the Group;

Points to be noted ( Audit procedure to be followed in order to comply with reporting
1.Registration (a&b)

a.Under this clause, the auditor is required to examine whether the company is
engaged in the business which attract the requirements of the registration under
section 45- IA of the Reserve Bank of India Act, 1934

b.The registration is required where the company is engaged in the business of a
non-banking financial institution (as defined in section 45-I(a) of the Reserve
Bank of India Act, 1934) as its principal business.

¢. The Reserve Bank of India restricts companies from carrying on the business of a
non-banking financial institution without obtaining the certificate of registration.
Reference may be made to Section 45-IA of Reserve Bank of India Act, 1934

d.The auditor should report incorporating the following details: - (i) Whether the
registration is required under section 45- IA of the RBI Act, 1934 (ii) If so,

whether the company has obtained the registration. (iii) If the registration is not
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obtained, reasons thereof.

2.Core Investment Company.
a.Under this clause, the auditor is required to examine whether the company is
engaged in the business which attracts the requirement of registration as Core
Investment Company.
b.every Core Investment Company (CIC), that is to say, a NBFC carrying on the
business of acquisition of shares and securities and which satisfies the conditions as
on the date of the last audited balance sheet:

3.1f any of the non-compliance is reported in clause 3(xvi) of CARO 2020 regarding
NBFC / NHB / Core Investment Company Regulations, the auditor should also
consider whether such non-compliance should be reported by way of an Exception
Report to Reserve Bank of India in terms of Non-Banking Financial Companies
Auditor’s Report (Reserve Bank) Directions, 2016.

(xvii)

cash losses

s whether the company has incurrved cash losses in the financial year and in the immediately
preceding financial year, if so, state the amount of cash losses

(xviir)

resignation of
the statutory
auditors

e whether there has been any resignation of the statutory auditors during the year, if so,
whether the auditor has taken into consideration the issues, objections or concerns raised by
the outgoing auditors;

Points to be noted ( Audit procedure to be followed in order to comply with reporting

e This is a new reporting requirement in the Order wherein the auditor is required to
report if there has been any resignation of the statutory auditors during the year

*This clause is applicable where new auditor (‘incoming auditor’) is appointed during the
year to fill a casual vacancy caused by resignation of the auditor created in the office of
the previous auditor under section 140(2) of the Act. Auditor’s resignation can occur for
various reasons.

*When an incoming auditor is appointed by an entity, the incoming auditor, prior to
accepting the position as auditor, in accordance with the requirements of ICAl Code of
Ethicsé , is requived to communicate with the previous auditor to know the reasons for
the change in order to be able to safequard his own interest, the legitimate interest of the
public and the independence of the existing accountant.

e In case of listed companies, the incoming auditor should also comply with abovementioned
SEBI cireular for listed entities.

e incoming auditor should obtain a copy of letter of resignation stating the reasons as
submitted to the management and copy of Form ADT 3 as submitted to ROC. In case of
listed companies, incoming auditor should also obtain copy of Annexure A from the listed
company

* As part of obtaining ‘no objection’ from outgoing auditor, the incoming auditor should
enquire in respect of such modifications/adverse comments included by the outgoing
auditor in his last issued audit/review report, since this clause casts an obligation on the
incoming auditor to consider the issues, objections or concerns, if any, raised by the

outgoing auditors.

(xix)

Material
Uncertainty

eon the basis of the financial ratios, ageing and expected dates of realisation of financial
assets and payment of financial liabilities, other information accompanying the financial
statements, the auditor’s knowledge of the Board of Directors and management plans,
whether the auditor is of the opinion that no material uncertainty exists as on the date of
the audit report that company is capable of meeting its liabilities existing at the date of
balance sheet as and when they fall due within a period of one year from the balance sheet
date;
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Points to be noted ( Audit procedure to be followed in order to comply with reporting
* The auditor is required to report that no material uncertainty exists as on the date of
the audit report about company’s ability to meet its liabilities existing at the date of
balance sheet as and when they fall due within a period of one year from the balance
sheet date. The emphasis, therefore, is on the company’s ability to meet its liabilities.

* The auditor needs to form his opinion on the basis of the
ofinancial ratios,
oageing and expected dates of realization of financial assets and payment of financial
liabilities,
oother information accompanying the financial statements,
othe auditor’s knowledge of the Board of Directors and management plans

*AS 1, Disclosure of Accounting Policies, considers going concern as a fundamental
accounting assumption and paragraph 27 of AS 1 requires a disclosure where such
assumption is not followed.

*As per SA 570(Revised), Going Concern, the auditor’s responsibilities are to obtain
sufficient appropriate audit evidence regarding, and to conclude on, the
appropriateness of management’s use of the going concern basis of accounting in the
preparation of the financial statements, and to conclude, based on the audit evidence
obtained, whether a material uncertainty exists about the entity’s ability to continue as

a going concern

e Under this clause, the test of existence of material uncertainty is to be done as on the
date of audit report for the position of liabilities existing at the date of balance sheet.
In other words, the auditor needs to consider the subsequent period transactions
between the date of balance sheet and the date of audit report.

adverse
remark made
in individual
component
CARO Report

(xx)  Corporate a.whether, in respect of other than ongoing projects, the company has transferved unspent
Social amount to a Fund specified in Schedule VIl to the Companies Act within a period of six
Responsibility | months of the expiry of the financial year in compliance with second proviso to sub-section

(5) of section 135 of the said Act;

b.whether any amount remaining unspent under sub-section (5) of section 135 of the
Companies Act, pursuant to any ongoing project, has been transferred to special account in
compliance with the provision of sub-section (&) of section 135 of the said Act;

(xxi) | qualification/ a.whether there have been any qualifications or adverse remarks by the respective auditors in

the Companies (Auditor's Report) Order (CARO) reports of the companies included in the
consolidated financial statements, if yes, indicate the details of the companies and the
paragraph numbers of the CARO report containing the qualifications or adverse remarks.

Points to be noted ( Audit procedure to be followed in order to comply with reporting

e the term qualifications or adverse remarks used in this clause refers to the term
unfavourable or qualified answers used in paragraph 4 of the Order.

e when reporting under clause 3(xxi), the auditor is not required to re-evaluate the
materiality from a consolidation perspective. Hence every qualification/adverse remark
made by every individual component including the parent should be included while
reporting under clause 3(xxi).

Para 4. Reasons to be stated for unfavourable or qualified answers -

a. Where, in the auditor's report, the answer to any of the questions referred to in paragraph 3 is unfavourable or
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qualified, the auditor's report shall also state the basis for such unfavourable or qualified answer, as the case may be.

b. Where the auditor is unable to express any opinion on any specified matter, his report shall indicate such fact
together with the reasons as to why it is not possible for him to give his opinion on the same.

AGRAWAL KARTIK COACHING INSTITUTE Page 232



CHAPTER - 8

Specialized Areas
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SA 800 Special Considerations - Audits of Financial
Statements Prepared in Accordance with Special
Purpose Frameworks (REVISED)

The Standards on Auditing (SAs) in the 100-700 series apply to an audit of financial statements. This SA deals
with special considerations in the application of those SAs to an audit of financial statements prepared in
accordance with a special purpose framework.

This SA is written in the context of a complete set of financial statements prepared in accordance with a special
purpose framework.

SA 805 deals with special considerations relevant to an audit of a single financial statement or of a specific
element, account or item of a financial statement.

This SA does not override the requirements of the other SAs; nor does it purport to deal with all special
considerations that may be relevant in the circumstances of the engagement.

Reference to “financial statements” in this SA means “a complete set of special purpose financial statements”
including the related notes. The related notes ordinarily comprise a summary of significant accounting policies and
other explanatory information. The requirements of the applicable financial reporting framework determine the
form and content of the financial statements and what constitutes a complete set of financial statements.

For purposes of the SAs, the following terms have the meanings attributed below:

Special purpose financial statements — Financial statements prepared in accordance with a special purpose

framework.

Special purpose framework — A financial reporting framework designed to meet the financial information needs of
specific users. The financial reporting framework may be a fair presentation framework or a compliance framework

Examples of special purpose frameworks are:
o The cash basis of accounting and also cash flow information that an entity may be required to prepare for
creditors.
o The financial reporting provisions established by a regulator to meet the requirements of that regulator; or
o The financial reporting provisions of a contract, such as a bond indenture, a loan agreement, or a project
grant

There may be circumstances where a special purpose framework is based on a financial reporting framework
established by an authorised or recognised standards setting organization or by law or regulation, but does not

comply with all the requirements of that framework.

An example is a contract that requires financial statements to be prepared in accordance with most, but not all,
of the Financial Reporting Standards of Jurisdiction X.

AGRAWAL KARTIK COACHING INSTITUTE Page 234



When this is acceptable in the circumstances of the engagement, it is inappropriate for the description of the
applicable financial reporting framework in the special purpose financial statements to imply full compliance with
the financial reporting framework established by the authorised or recognized standards setting organization or
by law or regulation.

In the above example of the contract, the description of the applicable financial veporting framework may refer to
the financial reporting provisions of the contract, rather than make any reference to the Financial Reporting
Standards of Jurisdiction X

The related notes ordinarily comprise a summary of significant accounting policies and other explanatory information.
The requirements of the AFRF determine the form and content of the financial statements, and what constitutes a
complete set of financial statements

The objective of the auditor, when applying SAs in an audit of financial statements prepared in accordance with a
special purpose framework, is to address appropriately the special considerations that are relevant to:

a. The acceptance of the engagement;

b. The planning and performance of that engagement; and

¢. Forming an opinion and reporting on the financial statements.

TO MEET ABOVE OBJECTIVE

v v Y

SA 210 requires the auditor to determine the acceptability of the financial reporting framework applied in the
preparation of the financial statements. In an audit of special purpose financial statements, the auditor shall obtain an
understanding of:
a. The purpose for which the financial statements are prepared;
b. The intended users; and
c. The steps taken by management to determine that the applicable financial reporting framework is acceptable in
the circumstances.

In the case of special purpose financial statements, the financial information needs of the intended users are a key
factor in determining the acceptability of the FRF applied in the preparation of the financial statements.
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The applicable financial reporting framework may encompass the financial reporting standards established by an
organization that is authorized or recognized.

In that case, those standards will be presumed acceptable for that purpose if the organization follows an
established and transparent process involving deliberation and consideration of the views of relevant stakeholders.

Some law(s) or regulation(s) may prescribe the FRF to be used by management in the preparation of special
purpose financial statements for a certain type of entity. For example, a requlator may establish financial
reporting provisions to meet the requirements of that regulator. In the absence of indications to the contrary,
such a financial reporting framework is presumed acceptable for special purpose financial statements prepared by
such entity.

Where the financial reporting standards referved to in above paragraph are supplemented by legislative or
regulatory requirements, SA 210 requires the auditor to determine whether any conflicts between the financial
reporting standards and the additional requirements exist, and prescribes actions to be taken by the auditor if
such conflicts exist

The applicable financial reporting framework may encompass the financial reporting provisions of a contract, or
sources other than those described in above paragraphs . In that case, the acceptability of the financial reporting
framework in the circumstances of the engagement is determined by considering whether the framework exhibits
attributes normally exhibited by acceptable financial reporting frameworks as described in Appendix 2 of SA 210.
( Relevance, Completeness, Reliability, Neutrality, Understandability)

In the case of a special purpose framework, the relative importance to a particular engagement of each of the
attributes normally exhibited by acceptable financial reporting frameworks is a matter of professional judgment.
For example, for purposes of establishing the value of net assets of an entity at the date of its sale, the vendor and
the purchaser may have agreed that very prudent estimates of allowances for uncollectible accounts receivable are
appropriate for their needs, even though such financial information is not neutral when compared with financial
information prepared in accordance with a general purpose framework.

SA 200 requires the auditor to comply with all SAs relevant to the audit.

In planning and performing an audit of special purpose financial statements, the auditor shall determine whether
application of the SAs requires special consideration in the circumstances of the engagement.

Application of some of the requirements of the SAs in an audit of special purpose financial statements may require
special consideration by the auditor.

For example, in SA 320, judgments about matters that are material to users of the financial statements are based on
a consideration of the common financial information needs of users as a group. In the case of an audit of special
purpose financial statements, however, those judgments are based on a consideration of the financial information
needs of the intended users.

In the case of special purpose financial statements, such as those prepared in accordance with the requirements of a

contract, management may agree with the intended users on a threshold below which misstatements identified
during the audit will not be corrected or otherwise adjusted. The existence of such a threshold does not relieve the
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auditor from the requirement to determine materiality in accordance with SA 320 for purposes of planning and
performing the audit of the special purpose financial statements.

Communication with those charged with governance in accordance with SAs is based on the relationship between
those charged with governance and the financial statements subject to audit, in particular, whether those charged
with governance are responsible for overseeing the preparation of those financial statements. In the case of special
purpose financial statements, those charged with governance may not have such a responsibility. In such cases, the
requirements of SA 260(Revised) may not be relevant to the audit of the special purpose financial statements, except
when the auditor is also responsible for the audit of the entity’s general purpose financial statements or, for example,
has agreed with those charged with governance of the entity to communicate to them relevant matters identified
during the audit of the special purpose financial statements.

SA 315 requires the auditor to obtain an understanding of the entity’s selection and application of accounting policies.
In the case of financial statements prepared in accordance with the provisions of a contract, the auditor shall obtain
an understanding of any significant interpretations of the contract that management made in the preparation of
those financial statements. An interpretation is significant when adoption of another reasonable interpretation would
have produced a material difference in the information presented in the financial statements.

When forming an opinion and reporting on special purpose financial statements, the auditor shall apply the
requirements in SA 700 (Revised).

Description of the Applicable Financial Reporting Framework

SA 700 (Revised) requires the auditor to evaluate whether the financial statements adequately refer to or describe
the applicable financial reporting framework. In the case of financial statements prepared in accordance with the
provisions of a contract, the auditor shall evaluate whether the financial statements adequately describe any
significant interpretations of the contract on which the financial statements are based.

SA 700(Revised) deals with the form and content of the auditor’s report, including the specific ordering of certain
elements. In the case of an auditor’s report on special purpose financial statements:

a. The auditor’s report shall also describe the purpose for which the financial statements are prepared and, if
necessary, the intended users, or refer to a note in the special purpose financial statements that contains that
information; and

b. If management has a choice of financial reporting frameworks in the preparation of such financial statements, the
explanation of management’s responsibility for the financial statements shall also make reference to its
responsibility for determining that the applicable financial reporting framework is acceptable in the circumstances.

¢. When key audit matters are communicated in the auditor’s report on special purpose financial statements, SA
701 applies in its entivety.

d. SA 720(Revised) deals with the auditor’s responsibilities relating to other information. In the context of this SA,
reports containing or accompanying the special purpose financial statements — the purpose of which is to provide
owners (or similar stakeholders) with information on matters presented in special purpose financial statements —
are considered to be annual reports for the purposes of SA 720(Revised). In the case of financial statements
prepared using a special purpose framework, the term “similar stakeholders includes the specific users whose
financial information needs are met by the design of the special purpose framework used to prepare the special
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purpose financial statements. When the auditor determines that the entity plans to issue such a report, the
requirements of SA 720(Revised) apply to the audit of the special purpose financial statements.

e. The auditor may deem it appropriate to refer, in an Other Matter paragraph in the auditor’s report on the
special purpose financial statements, to the auditor’s report on the complete set of general purpose financial
statements or to matter(s) reported therein as per SA 706 (Revised). For example, the auditor may consider it
appropriate to refer in the auditor’s report on the special purpose financial statements to a Material Uncertainty
Related to Going Concern section included in the auditor’s report on the complete set of general purpose financial
statements.

Alerting Readers that the Financial Statements Are Prepared in Accordance with a Special Purpose Framework

The auditor’s report on special purpose financial statements shall include an Emphasis of Matter paragraph alerting
users of the auditor’s report that the financial statements are prepared in accordance with a special purpose
framework and that, as a result, the financial statements may not be suitable for another purpose. The auditor shall
include this paragraph under an appropriate heading that include an Emphasis of Matter paragraph

The special purpose financial statements may be used for purposes other than those for which they were intended. For
example, a regulator may require certain entities to place the special purpose financial statements on public record.
To avoid misunderstandings, the auditor alerts users of the auditor’s report that the financial statements are
prepared in accordance with a special purpose framework and, therefore, may not be suitable for another purpose.

Restriction on Distribution or Use

In addition to the alert required by above paragraph, the auditor may consider it appropriate to indicate that the
auditor’s report is intended solely for the specific users. Depending on the law or regulation of the particular
Jurisdiction, this may be achieved by restricting the distribution or use of the auditor’s report. In these circumstances,
the paragraph alerting readers may be expanded to include these other matters, and the heading modified
accordingly.

Example of Emphasis of Matter - Basis of Accounting and Restriction on Distribution and Use We draw attention to
Note X to the financial statements, which describes the basis of accounting. The financial statements are prepared to
assist the Company in complying with the financial reporting provisions of the contract referred to above. As a result,
the financial statements may not be suitable for another purpose. Our report is intended solely for the Company and
DEF Company Limited and should not be distributed to or used by parties other than the Company or DEF Company
Limited. Our opinion is not modified in respect of this matter.
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SA 805 Special Considerations—Audits of Single
Financial Statements and Specific Elements, Accounts or
Items of a Financial Statement (REVISED)

The Standards on Auditing (SAs) in the 100-700 series apply to an audit of financial statements and are to be
adapted as necessary in the circumstances when applied to audits of other historical financial information.

This SA deals with special considerations in the application of those SAs to an audit of a single financial statement or
of a specific element, account or item of a financial statement.

The single financial statement or the specific element, account or item of a financial statement may be prepared. in
accordance with a general or special purpose framework.

SA 805 does not apply to the report of a component auditor, issued as a result of work performed on the financial
information of a component at the request of a principal auditor for purposes of an audit of consolidated financial
statements.

If prepared in accordance with a special purpose framework, SA 800 (Revised) also applies to the audit.

This SA does not override the requirements of the other SAs; nor does it purport to deal with all special
considerations that may be relevant in the circumstances of the engagement

A single financial statement (for example, a cash flow statement) or to a specific element of a financial statement
(for example, cash and bank balances) includes the related notes. The related notes ordinarily comprise a summary of
significant accounting policies and other explanatory information relevant to the financial statement or to the
element.

The objective of the auditor, when applying SAs in an audit of a single financial statement or of a specific element,

account or item of a financial statement, is to address appropriately the special considerations that are relevant to:

a. The acceptance of the engagement;

b. The planning and performance of that engagement; and

¢. Forming an opinion and reporting on the single financial statement or on the specific element, account or item
of a financial statement but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control

TO MEET ABOVE OBJECTIVE
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SA 200 requires the auditor to comply with all SAs relevant to the audit . In the case of an audit of a single
financial statement or of a specific element of a financial statement, this requirement applies irvespective of whether
the auditor is also engaged to audit the entity’s complete set of financial statements. If the auditor is not also
engaged to audit the entity’s complete set of financial statements, the auditor shall determine whether the audit of a

single financial statement or of a specific element of those financial statements in accordance with SAs is practicable.

Compliance with the requirements of SAs relevant to the audit of a single financial statement or of a specific element
of a financial statement may not be practicable when the auditor is not also engaged to audit the entity’s complete
set of financial statements.
In such cases, the auditor often does not have the same understanding of the entity and its environment,
including its internal control, as an auditor who also audits the entity’s complete set of financial statements. The
auditor also does not have the audit evidence about the general quality of the accounting records or other
accounting information that would be acquired in an audit of the entity’s complete set of financial statements.
Accordingly, the auditor may need further evidence to corroborate audit evidence acquired from the accounting

records.

In the case of an audit of a specific element of a financial statement, certain SAs require audit work that may be
disproportionate to the element being audited. For example, although the requirements of SA 570(Revised) are likely
to be relevant in the circumstances of an audit of a schedule of accounts receivable, complying with those
requirements may not be practicable because of the audit effort required. If the auditor concludes that an audit of a
single financial statement or of a specific element of a financial statement in accordance with SAs may not be
practicable, the auditor may discuss with management whether another type of engagement might be more

practicable

SA 210 requires the auditor to determine the acceptability of the financial reporting framework applied in the
preparation of the financial statements. In the case of an audit of a single financial statement or of a specific element
of a financial statement, this shall include whether application of the financial reporting framework will result in a
presentation that provides adequate disclosures to enable the intended users to understand the information conveyed
in the financial statement or the element, and the effect of material transactions and events on the information

conveyed in the financial statement or the element
A single financial statement or a specific element of a financial statement may be prepared in accordance with an
applicable financial reporting framework that is based on a financial reporting framework established by an

authorised or recognised standards setting organisation for the preparation of a complete set of financial statements.

AGRAWAL KARTIK COACHING INSTITUTE Page 240



authorised or recognised standards setting organisation for the preparation of a complete set of financial statements.
If this is the case, determination of the acceptability of the applicable framework may involve considering
whether that framework includes all the requirements of the framework on which it is based that are relevant to
the presentation of a single financial statement or of a specific element of a financial statement that provides
adequate disclosures.

SA 200 states that SAs are written in the context of an audit of financial statements; they are to be adapted as
necessary in the circumstances when applied to audits of other historical financial information.

In planning and performing the audit of a single financial statement or of a specific element of a financial statement,

the auditor shall adapt all SAs relevant to the audit as necessary in the circumstances of the engagement.

The relevance of each of the SAs requires careful consideration. Even when only a specific element of a financial
statement is the subject of the audit, SAs such as SA 240, SA 550 and SA 570(Revised) are, in principle, relevant.
This is because the element could be misstated as a result of fraud, the effect of related party transactions, or the
incorrect application of the going concern assumption under the applicable financial reporting framework.

SA 260(Revised) requires the auditor to determine the appropriate person(s) within the entity’s governance
structure with whom to communicate. SA 260(Revised) notes that, in some cases, all of those charged with
governance are involved in managing the entity, and the application of communication requirements is modified to
recognise this position. When complete set of financial statements is also prepared by the entity, those person(s)
responsible for the oversight of the preparation of the single financial statement or the element may not be the same
as those charged with governance responsible for the oversight of the preparation of the complete set of financial
statements.

When auditing a single financial statement or a specific element of a financial statement in conjunction with the
audit of the entity’s complete set of financial statements, the auditor may be able to use audit evidence obtained as
part of the audit of the entity’s complete set of financial statements in the audit of the financial statement or the
element.

SAs, however, require the auditor to plan and perform the audit of the financial statement or element to obtain

sufficient appropriate audit evidence on which to base the opinion on the financial statement or on the element.

The individual financial statements that comprise a complete set of financial statements, and many of the elements
of those financial statements, including their related notes, are interrelated. Accordingly, when auditing a single
financial statement or a specific element of a financial statement, the auditor may not be able to consider the
financial statement or the element in isolation. Consequently, the auditor may need to perform procedures in
relation to the interrvelated items to meet the objective of the audit.

Furthermore, the materiality determined for a single financial statement or for a specific element of a financial

statement may be lower than the materiality determined for the entity’s complete set of financial statements; this
will affect the nature, timing and extent of the audit procedures and the evaluation of uncorrected misstatements
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SA 210 requires that the agreed terms of the audit engagement include the expected form of any reports to be
issued by the auditor. In the case of an audit of a single financial statement or of a specific element of a financial
statement, the auditor shall consider whether the expected form of opinion is appropriate in the circumstances.

The form of opinion to be expressed by the auditor depends on the AFRF and any applicable laws or regulations. In
accordance with SA 700 (Revised):

1. When expressing an unmodified opinion on a complete set of financial statements prepared in accordance with a
fair presentation framework, the auditor’s opinion, unless otherwise required by law or regulation, uses one of the
following phrases:

a. the financial statements present fairly, in all material respects, in accordance with [the AFRF]; or
b. the financial statements give a true and fair view in accordance with [the AFRF]; and

2. When expressing an unmodified opinion on a complete set of financial statements prepared in accordance with a
compliance framework, the auditor’s opinion states that the financial statements are prepared, in all material
respects, in accordance with [the AFRF]

In the case of a single financial statement or of a specific element of a financial statement, the applicable financial
reporting framework may not explicitly address the presentation of the financial statement or of the element. This
may be the case when the applicable financial reporting framework is based on a financial reporting framework
established by an authorised or recognised standards setting organization for the preparation of a complete set of
financial statements . The auditor therefore considers whether the expected form of opinion is appropriate in the
light of the applicable financial reporting framework.

Factors that may affect the auditor’s consideration as to whether to use the phrases “presents fairly, in all material

respects”, or “gives a true and fair view” in the auditor’s opinion include:

« Whether the AFRF is explicitly or implicitly restricted to the preparation of a complete set of financial
statements.

» Whether the single financial statement or the specific element of a financial statement will:
o Comply fully with each of those requirements of the framework relevant to the particular financial statement
or the particular element, and the presentation of the financial statement or the specific element of a
financial statement include the related disclosures.
o If necessary to achieve fair presentation, provide disclosures beyond those specifically required by the
framework or, in exceptional circumstances, depart from a requirement of the framework.

The auditor’s decision as to the expected form of opinion is a matter of professional judgment. It may be affected by
whether use of the phrases “presents fairly, in all material respects”, or “gives a true and fair view” in the auditor’s
opinion on a single financial statement or on a specific element of a financial statement prepared in accordance with
a fair presentation framework is generally accepted in the particular jurisdiction.

Forming an Opinion and Reporting Considerations

When forming an opinion and reporting on a single financial statement or on a specific element of a financial
statement, the auditor shall apply the requirements in SA 700 (Revised) and SA 800 ,adapted as necessary in the

circumstances of the engagement.

SA 700 (Revised) requires the auditor, in forming an opinion, to evaluate whether the financial statements
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provide adequate disclosures to enable the intended users to understand the effect of material transactions and
events on the information conveyed in the financial statements. In the case of a single financial statement or of a
specific element of a financial statement, it is important that the financial statement or the element, including
the related notes, in view of the requirements of the applicable financial reporting framework, provides adequate
disclosures to enable the intended users to understand the information conveyed in the financial statement or the
element, and the effect of material transactions and events on the information conveyed in the financial
statement or the element.

Going Concern:

Depending on the applicable financial reporting framework used in the preparation of the single financial
statement or the specific element of a financial statement, the description in the auditor’s report of
management’s responsibilities relating to going concern may need to be adapted, as necessary. The description in
the auditor’s report of the auditor’s responsibilities may also need to be adapted as necessary depending on how
SA 570(Revised) applies in the circumstances of the engagement.

Key Audit Matters:
SA 700(Revised) requires the auditor to communicate key audit matters in accordance with SA 701 for audits
of complete sets of general purpose financial statements of listed entities.

Other Information:

SA 720(Revised) deals with the auditor’s responsibilities relating to other information. In the context of this SA,
reports containing or accompanying the single financial statement or specific element of a financial statement —
the purpose of which is to provide owners (or similar stakeholders) with information on matters presented in the
single financial statement or the specific element of a financial statement — are considered to be annual reports
for the purposes of SA 720(Revised). When the auditor determines that the entity plans to issue such a report,
the requirements of SA 720(Revised) apply to the audit of the single financial statement or the element.

Signature of the Auditor:

The auditor’s report shall be signed. The report is signed by the auditor (i.e. the engagement partner) in his
personal name. Where the firm is appointed as the auditor, the report is signed in the personal name of the
auditor and in the name of the audit firm. The partner/proprietor signing the auditor’s report also needs to
mention the membership number assigned by the Institute of Chartered Accountants of India. They also include
the registration number of the firm, wherever applicable, as allotted by ICAL, in the auditor’s reports signed by
them.

This SA requires the auditor to consider the implications, if any, of certain matters included in the auditor's report

on the complete set of financial statements for the audit of the single financial statement or the specific element of a

financial statement and for the auditor's report thereon. Considering whether a matter included in the auditor’s

report on the complete set of financial statements is relevant in the context of an engagement to report on a single

financial statement or a specific element of a financial statement involves professional judgment.

Factors that may be relevant in considering those implications include:

The nature of the matter(s) being described in the auditor's report on the complete set of financial statements
and the extent to which it relates to what is included in the single financial statement or a specific element of a
financial statement.

The pervasiveness of the matter(s) described in the auditor’s report on the complete set of financial statements.
The nature and extent of the differences between the applicable financial reporting frameworks.

The extent of the difference between the period(s) covered by the complete set of the financial statements
compared to the period(s) or dates of the single financial statement or the element of a financial statement.
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 The time elapsed since the date of the auditor’s report on the complete set of the financial statements.

For example, in the case when there is a qualification of the auditor’s opinion in relation to accounts receivable in
the auditor’s report on the complete set of financial statements, and the single financial statement includes
accounts receivable, or the specific element of a financial statement relates to accounts receivable, it is likely that
there would be implications for the audit. On the other hand, if the qualification of the auditor’s opinion on the
complete set of financial statements relates to classification of long-term debt, then it is less likely that there
would be implications for an audit of the single financial statement that is the Statement of Profit and Loss, or if
the specific element of the financial statement relates to accounts receivable.

Inclusion of a reference to the auditor’s report on the complete set of financial statements: Even when certain
matters included in the auditor’s report on the complete set of financial statements do not have implications for
the audit of, or for the auditor’s report on, the single financial statement or the specific element of a financial
statement, the auditor may deem it appropriate to refer to the matter(s) in an Other Matter paragraph in an
auditor’s report on the single financial statement or on the specific element of a financial statement as per SA
706(Revised).

For example, the auditor may consider it appropriate to refer in the auditor's report on the single financial
statement or a specific element of the financial statement to a Material Uncertainty Related to Going Concern
section included in the auditor’s report on the complete set of financial statements.

Reporting on the Entity’s Complete Set of Financial Statements and on a Single Financial Statement or on a Specific
Element of Those Financial Statements

If the auditor undertakes an engagement to report on a single financial statement or on a specific element of a
financial statement in conjunction with an engagement to audit the entity’s complete set of financial statements, the

auditor shall express a separate opinion for each engagement.

An audited single financial statement or an audited specific element of a financial statement may be published
together with the entity’s audited complete set of financial statements. If the auditor concludes that the presentation
of the single financial statement or of the specific element of a financial statement does not differentiate it
sufficiently from the complete set of financial statements, the auditor shall ask management to rectify the situation.

the auditor shall also differentiate the opinion on the single financial statement or on the specific element of a
financial statement from the opinion on the complete set of financial statements. The auditor shall not issue the
auditor’s report containing the opinion on the single financial statement or on the specific element of a financial
statement until satisfied with the differentiation.

Considering the Implications of Certain Matters Included in the Auditor’s Report on the Entity’s Complete Set of
Financial Statements for the Audit of the Single Financial Statement or the Specific Element of a Financial
Statement and for the Auditor's Report Thereon

If the auditor’s report on an entity's complete set of financial statements includes:

1. A wmodified opinion in accordance with SA 705(Revised);

2. An Emphasis of Matter paragraph or an Other Matter paragraph in accordance with SA 706(Revised);

3. A Material Uncertainty Related to Going Concern section in accordance with SA 570(Revised); or

4. A statement that describes an uncorrected material misstatement of the other information in accordance with
SA 720(Revised).
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the auditor shall consider the implications, if any, that these matters, may have for the audit of the single financial
statement or of the specific element of a financial statement and for the auditor’s report thereon.

Even when certain matters included in the auditor’s report on the complete set of financial statements do not have
implications for the audit of, or for the auditor’s report on, the single financial statement or the specific element of a
financial statement, the auditor may deem it appropriate to refer to the matter(s) in an Other Matter paragraph in
an auditor’s report on the single financial statement or on the specific element of a financial statement (see SA
706(Revised)). For example, the auditor may consider it appropriate to vefer in the auditor’s report on the single
financial statement or a specific element of the financial statement to a Material Uncertainty Related to Going
Concern section included in the auditor’s report on the complete set of financial statements.

Adverse Opinion or Disclaimer of Opinion in the Auditor’s Report on the Entity’'s Complete Set of Financial
Statements:

If the auditor concludes that it is necessary to express an adverse opinion or disclaim an opinion on the entity’s
complete set of financial statements as a whole, SA 705(Revised) does not permit the auditor to include in the same
auditor’s report an unmodified opinion on a single financial statement that forms part of those financial statements
or on a specific element that forms part of those financial statements.

This is because such an unmodified opinion would contradict the adverse opinion or disclaimer of opinion on the
entity’s complete set of financial statements as a whole. .

If the auditor concludes that it is necessary to express an adverse opinion or disclaim an opinion on the entity’s
complete set of financial statements as a whole but, in the context of a separate audit of a specific element that is
included in those financial statements, the auditor nevertheless considers it appropriate to express an unmodified
opinion on that element, the auditor shall only do so if:

1. The auditor is not prohibited by law or regulation from doing so;

2. That opinion is expressed in an auditor’s report that is not published together with the auditor’s report
containing the adverse opinion or disclaimer of opinion; and

3. The specific element does not constitute a major portion of the entity's complete set of financial statements.

The auditor shall not express an unmodified opinion on a single financial statement of a complete set of financial
statements if the auditor has expressed an adverse opinion or disclaimed an opinion on the complete set of financial
statements as a whole. This is the case even if the auditor’s report on the single financial statement is not published
together with the auditor’s report containing the adverse opinion or disclaimer of opinion. This is because a single
financial statement is deemed to constitute a major portion of those financial statements

In the auditor’s report on an entity’s complete set of financial statements, the expression of a disclaimer of opinion
regarding the results of operations and cash flows, where relevant, and an unmodified opinion regarding the state of
affairs is permitted since the disclaimer of opinion is being issued in respect of the results of operations and cash
flows only and not in respect of the financial statements as a whole.

Examples of Specific Elements, Accounts or Items of a Financial Statement
» Accounts receivable, allowance for doubtful accounts receivable, inventory, the liability for accrued benefits of a

private pension plan, the recorded value of identified intangible assets, or the liability for “incurred but not
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reported” claims in an insurance portfolio, including related notes.

A schedule of externally managed assets and income of a private pension plan, including related notes.
A schedule of net tangible assets, including related notes.

A schedule of disbursements in relation to a lease property, including explanatory notes.

A schedule of profit participation or employee bonuses, including explanatory notes
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SA 810 Engagements to Report on Summary Financial
Statements

Scope

This Standard on Auditing (SA) deals with the auditor’s responsibilities when undertaking an engagement to report
on summary financial statements derived from financial statements audited in accordance with SAs by that same
auditor.

Objectives

The objectives of the auditor are to:
(a) Determine whether it is appropriate to accept the engagement to report on summary financial statements;
(b) Form an opinion on the summary financial statements based on an evaluation of the conclusions drawn from
the evidence obtained; and
(¢) Express clearly that opinion through a written report that also describes the basis for that opinion.

Definitions
For purposes of this SA, the following terms have the meanings attributed below:
o Applied criteria — The criteria applied by management in the preparation of the summary financial statements.

o Audited financial statements — Financial statements audited by the auditor in accordance with SAs, and from
which the summary financial statements are derived.

o Summary financial statements — Historical financial information that is derived from financial statements but
that contains less detail than the financial statements, while still providing a structured representation consistent
with that provided by the financial statements of the entity’s economic resources or obligations at a point in time
or the changes therein for a period of time. Different laws and regulations may use different terminology to
describe such historical financial information.

Requirements
TO MEET ABOVE OBJECTIVE

o Considerations When Accepting the Engagement Acceptability of the FRF

* Nature Of Procedures

* Form Of Opinion

s Timing of Work and Events Subsequent to the Date of the Auditor’s Report on the Audited F.St.
* Auditor’s Report on Summary Financial Statements

* Restriction on Distribution or Use or Alerting Readers to the Basis of Accounting

o Comparatives

e Unaudited Supplementary Information Presented with Summary Financial Statements
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The auditor shall, ordinarily, accept an engagement to report on summary financial statements in accordance with
this SA only when the auditor has been engaged to conduct an audit in accordance with SAs of the financial
statements from which the summary financial statements are derived

The audit of the financial statements from which the summary financial statements are devived provides the
auditor with the necessary knowledge to discharge the auditor’s responsibilities in relation to the summary
financial statements in accordance with this SA. Application of this SA will not provide sufficient appropriate
evidence on which to base the opinion on the summary financial statements if the auditor has not also audited
the financial statements from which the summary financial statements are derived.

Before accepting an engagement to report on summary financial statements, the auditor shall:
a. Determine whether the applied criteria are acceptable

Management is responsible for the determination of the information that needs to be reflected in the
summary financial statements so that they are consistent, in all material respects, with or represent a fair
summary of the audited financial statements. Because summary financial statements by their nature contain
aggregated information and limited disclosure, there is an increased risk that they may not contain the
information necessary so as not to be misleading in the circumstances. This risk increases when established
criteria for the preparation of summary financial statements do not exist.

Factors that may affect the auditor’s determination of the acceptability of the applied criteria include:
& The nature of the entity;

@ The purpose of the summary financial statements;

@® The information needs of the intended users of the summary financial statements; and

(® Whether the applied criteria will result in summary financial statements that are not misleading in the circumstances.

The criteria for the preparation of summary financial statements may be established by an authorised or
recognised standards setting organisation or by law or regulation. Similar to the case of financial statements,
as explained in SA 210, in many such cases, the auditor may presume that such criteria are acceptable.

Where established criteria for the preparation of summary financial statements do not exist, criteria may be
developed by management, for example, based on practice in a particular industry.

Criteria that are acceptable in the circumstances will result in summary financial statements that:

» Adequately disclose their summarised nature and identify the audited financial statements;

» Clearly describe from whom or where the audited financial statements are available or, if law or
regulation provides that the audited financial statements need not be made available to the intended users
of the summary financial statements and establishes the criteria for the preparation of the summary
financial statements, that law or regulation;

= Adequately disclose the applied criteria;

= Agree with or can be re-calculated from the related information in the audited financial statements; and

= In view of the purpose of the summary financial statements, contain the information necessary, and are

at an appropriate level of aggregation, so as not to be misleading in the circumstances.
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b. Obtain the agreement of management that it acknowledges and understands its responsibility:

o For the preparation of the summary financial statements in accordance with the applied criteria;

o To make the audited financial statements available to the intended users of the summary financial statements
without undue difficulty (or, if law or regulation provides that the audited financial statements need not be
made available to the intended users of the summary financial statements and establishes the criteria for the
preparation of the summary financial statements, to describe that law or regulation in the summary financial
statements); and

o To include the auditor’s report on the summary financial statements in any document that contains the
summary financial statements and that indicates that the auditor has reported on them

¢c. Agree with management the form of opinion to be expressed on the summary financial statements

If the auditor concludes that the applied criteria are unacceptable or is unable to obtain the agreement of
management , the auditor shall not accept the engagement to report on the summary financial statements, unless
required by law or regulation to do so.

An engagement conducted in accordance with such law or regulation does not comply with this SA. Accordingly, the
auditor’s report on the summary financial statements shall not indicate that the engagement was conducted in

accordance with this SA.
The auditor shall include appropriate reference to this fact in the terms of the engagement. The auditor shall also
determine the effect that this may have on the engagement to audit the financial statements from which the

summary financial statements are derived

The auditor’s evaluation whether the audited financial statements are available to the intended users of the summary

financial statements without undue difficulty is affected by factors such as whether:

o The summary financial statements describe clearly from whom or where the audited financial statements are

available;
e The audited financial statements are on public record; or
s Management has established a process by which the intended users of the summary financial statements can

obtain ready access to the audited financial statements.

The auditor shall perform the following procedures, and any other procedures that the auditor may consider
necessary, as the basis for the auditor’s opinion on the summary financial statements:

a. Evaluate whether the summary financial statements adequately disclose their summarised nature and identify the

audited financial statements.
b. When summary financial statements are not accompanied by the audited financial statements, evaluate whether

they describe clearly:
= From whom or where the audited financial statements are available; or
» The law or regulation that specifies that the audited financial statements need not be made available to the
intended users of the summary financial statements and establishes the criteria for the preparation of the

summary financial statements.

¢. Evaluate whether the summary financial statements adequately disclose the applied criteria.
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d. Compare the summary financial statements with the related information in the audited financial statements to
determine whether the summary financial statements agree with or can be re-calculated from the related
information in the audited financial statements.

e. Evaluate whether the summary financial statements are prepared in accordance with the applied criteria.

f. Evaluate, in view of the purpose of the summary financial statements, whether the summary financial statements
contain the information necessary, and are at an appropriate level of aggregation, so as not to be misleading in
the circumstances.

g. Evaluate whether the audited financial statements are available to the intended users of the summary financial
statements without undue difficulty, unless law or regulation provides that they need not be made available and
establishes the criteria for the preparation of the summary financial statements

When the auditor has concluded that an unmodified opinion on the summary financial statements is appropriate, the
auditor’s opinion shall, unless otherwise required by law or requlation, use one of the following phrases:
a. The summary financial statements are consistent, in all material respects, with the audited financial statements,
in accordance with [the applied criteria]; or
b. The summary financial statements are a fair summary of the audited financial statements, in accordance with
[the applied criteria].

If law or regulation prescribes the wording of the opinion on summary financial statements in terms that are
different from those described in above paragraph , the auditor shall:
a. Apply the procedures described earlier and any further procedures necessary to enable the auditor to express the
prescribed opinion; and
b. Evaluate whether users of the summary financial statements might misunderstand the auditor’s opinion on the
summary financial statements and, if so, whether additional explanation in the auditor’s report on the summary
financial statements can mitigate possible misunderstanding.

If, the auditor concludes that additional explanation in the auditor’s report on the summary financial statements
cannot mitigate possible misunderstanding, the auditor shall not accept the engagement, unless required by law or
regulation to do so. An engagement conducted in accordance with such law or regulation does not comply with this
SA. Accordingly, the auditor’s report on the summary financial statements shall not indicate that the engagement
was conducted in accordance with this SA.

Elements of the Auditor’s Report

The auditor’s report on summary financial statements shall include the following elementss:

a. A title clearly indicating it as the report of an independent auditor.

b. An addressee: If the addressee of the summary financial statements is not the same as the addressee of the
auditor’s report on the audited financial statements, the auditor shall evaluate the appropriateness of using a
different addressee. Factors that may affect the auditor’s evaluation of the appropriateness of the addressee of the
summary financial statements include the terms of the engagement, the nature of the entity, and the purpose of
the summary financial statements.

¢. ldentification of the summary financial statements on which the auditor is reporting, including the title of each
statement, included in the summary financial statements - When the auditor is aware that the summary
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financial statements will be included in a document that contains information other than the summary financial
statements and the auditor’s report thereon, the auditor may consider, if the form of presentation allows,
identifying the page numbers on which the summary financial statements are presented. This helps readers
identify the summary financial statements to which the auditor’s report relates.

d. Identification of the audited financial statements.

e. A clear expression of an opinion.

f. A statement indicating that the summary financial statements do not contain all the disclosures required by the
financial reporting framework applied in the preparation of the audited financial statements and that reading the
summary financial statements and the auditor’s report thereon is not a substitute for reading the audited
financial statements and the auditor’s report thereon.

g. If required, then a statement that the summary financial statements and the audited financial statements do not
veflect the effects of events that occurved subsequent to the date of the auditor’s report on the audited financial
statements.

h. Reference to the auditor’s report on the audited financial statements, the date of that report, and the fact that
an unmodified opinion is expressed on the audited financial statements.

I. A description of management’s responsibility for the summary financial statements, explaining that management
is responsible for the preparation of the summary financial statements in accordance with the applied criteria.

J- A statement that the auditor is responsible for expressing an opinion, based on the auditor’s procedures conducted
in accordance with this SA, on whether the summary financial statements are consistent, in all material respects,
with [or are a fair summary of] the audited financial statements.

k. The auditor’s signature along with the firm registration number, wherever applicable, and the membership
number assigned by the Institute of Chartered Accountants of India. Besides, UDIN is required to be stated.

[. The date of the auditor’s report.

The auditor shall date the auditor’s report on the summary financial statements no earlier than:

a. The date on which the auditor has obtained sufficient appropriate evidence on which to base the opinion,
including evidence that the summary financial statements have been prepared and those with the
recognised authority have asserted that they have taken responsibility for them; and

b. The date of the auditor’s report on the audited financial statements.

m. The place of signature.

Reference to the Auditor's Report on the Audited Financial Statements : When the auditor’s report on the audited
financial statements includes:

a. a qualified opinion in accordance with SA 705(Revised);

b. an Emphasis of Matter paragraph, or an Other Matter paragraph in accordance with SA 706(Revised);

¢. A Material Uncertainty Related to Going Concern section in accordance with SA 570(Revised);

d. Communication of key audit matters in accordance with SA 701; or

e. A statement that describes an uncorrected material misstatement of the other information in accordance with

SA 720(Revised);

and the auditor is satisfied that the summary financial statements are consistent, in all material vespects, with or are
a fair summary of the audited financial statements, in accordance with the applied criteria, the auditor’s report on

the summary financial statements shall, in addition to the elements discussed above:

a. State that the auditor’s report on the audited financial statements includes a qualified opinion, an Emphasis of
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Matter paragraph, an Other Matter paragraph, a Material Uncertainty Related to Going Concern section,
communication of key audit matters, or a statement that describes an uncorrected material misstatement of the
other information; and

b. Describe:

i. The basis for the qualified opinion on the audited financial statements and the effect thereof, if any, on the
summary financial statements;

ii. The matter referved to in the Emphasis of Matter paragraph or the Other Matter paragraph or the Material
Uncertainty Related to Going Concern section in the auditor’s report on the audited financial statements; and
the effect(s) thereof, if any, on the summary financial statements; or

(ii. The uncorvected material misstatement of the other information and the effect(s) thereof, if any, on the
information included in a document containing the summary financial statements and the auditor’s report

thereon.

When the auditor’s report on the audited financial statements contains an adverse opinion or a disclaimer of opinion,
the auditor’s report on the summary financial statements shall, in addition also contain following::
a. State that the auditor’s report on the audited financial statements contains an adverse opinion or disclaimer of
opinion;
b. Describe the basis for that adverse opinion or disclaimer of opinion; and
¢. State that, as a result of the adverse opinion or disclaimer of opinion, it is inappropriate to express an opinion on
the summary financial statements.

If the summary financial statements are not consistent, in all material respects, with or are not a fair summary of
the audited financial statements, in accordance with the applied criteria, and management does not agree to make
the necessary changes, the auditor shall express an adverse opinion on the summary financial statements.

When distribution or use of the auditor’s report on the audited financial statements is restricted, or the auditor’s
report on the audited financial statements alerts readers that the audited financial statements are prepared in
accordance with a special purpose framework, the auditor shall include a similar restriction or alert in the auditor’s

report on the summary financial statements.

If the audited financial statements contain comparatives, but the summary financial statements do not, the auditor
shall determine whether such omission is reasonable in the circumstances of the engagement. The auditor shall
determine the effect of an unreasonable omission on the auditor’s report on the summary financial statements.

If the summary financial statements contain comparatives that were reported on by another auditor, the auditor’s

report on the summary financial statements shall also contain the matters that SA 710 requires the auditor to
include in the auditor’s report on the audited financial statements.
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The auditor shall evaluate whether any unaudited supplementary information presented with the summary financial
statements is clearly differentiated from the summary financial statements. If the auditor concludes that the entity’s
presentation of the unaudited supplementary information is not clearly differentiated from the summary financial
statements, the auditor shall ask management to change the presentation of the unaudited supplementary
information. If management refuses to do so, the auditor shall explain in the auditor'’s report on the summary
financial statements that such information is not covered by that report.

(SA 700 (Revised) contains requirements and guidance to be applied when unaudited supplementary information is
presented with audited financial statements )

The auditor shall read the information included in a document containing the summary financial statements and
related auditor’s report to consider whether there is a material inconsistency between that information and the
summary financial statements. If the auditor identifies a material inconsistency, the auditor shall determine whether
the summary financial statements or the information needs to be revised. If the auditor determines that the
information needs to be revised and management refuses to revise the information as necessary, the auditor shall take
appropriate action in the circumstances, including considering the implications for the auditor’s report on the

summary financial statements.

If the auditor becomes aware that the entity plans to state that the auditor has reported on summary financial
statements in a document containing the summary financial statements, but does not plan to include the related
auditor’s veport, the auditor shall request management to include the auditor’s report in the document. If
management does not do so, the auditor shall determine and carry out other appropriate actions designed to prevent
management from inappropriately associating the auditor with the summary financial statements in that document.

The auditor may be engaged to report on the financial statements of an entity, while not engaged to report on the
summary financial statements. If, in this case, the auditor becomes aware that the entity plans to make a statement
in a document that refers to the auditor and the fact that summary financial statements are devived from the
financial statements audited by the auditor, the auditor shall be satisfied that:

(a) The reference to the auditor is made in the context of the auditor’s report on the audited financial statements;
and

(b) The statement does not give the impression that the auditor has reported on the summary financial statements.

If (a) or (b) are not met, the auditor shall request management to change the statement to meet them, or not to
vefer to the auditor in the document. Alternatively, the entity may engage the auditor to report on the summary
financial statements and include the related auditor’s report in the document. If management does not change the
statement, delete the reference to the auditor, or include an auditor’s report on the summary financial statements in
the document containing the summary financial statements, the auditor shall advise management that the auditor
disagrees with the reference to the auditor, and the auditor shall determine and carry out other appropriate actions
designed to prevent management from inappropriately referving to the auditor

Other appropriate actions the auditor may take when management does not take the requested action may include
informing the intended users and other known third-party users of the inappropriate reference to the auditor. The
auditor’s course of action depends on the auditor’s legal rights and obligations. Consequently, the auditor may
consider it appropriate to seek legal advice.
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The auditor’s report on the summary financial statements may be dated later than the date of the auditor’s report
on the audited financial statements. In such cases, the auditor’s report on the summary financial statements shall
state that the summary financial statements and audited financial statements do not reflect the effects of events that
occurred subsequent to the date of the auditor’s report on the audited financial statements that may require
adjustment of, or disclosure in, the audited financial statements.

The auditor may become aware of facts that existed at the date of the auditor’s report on the audited financial
statements, but of which the auditor previously was unaware. In such cases, the auditor shall not issue the auditor’s
report on the summary financial statements until the auditor’s consideration of such facts in relation to the audited
financial statements in accordance with SA 560 has been completed.

When the auditor reports on the summary financial statements after the completion of the audit of the financial
statements, the auditor is not required to obtain additional audit evidence on the audited financial statements, or
report on the effects of events that occurved subsequent to the date of the auditor’s report on the audited financial
statements since the summary financial statements are derived from the audited financial statements.
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CHAPTER -9

Audit Related
Services

AGRAWAL KARTIK COACHING INSTITUTE Page 255




SRS 4400 Engagements to Perform Agreed-upon

Procedures regarding Financial Information

The purpose of this Standard on Related Services (SRS) is to establish standards and provide guidance on the
auditor’s professional responsibilities when an engagement to perform agreed -upon procedures regarding financial
information is undertaken and on the form and content of the report that the auditor issues in connection with such

an engagement.

In an engagement to perform agreed -upon procedures, the auditor is engaged by the client to issue a report of
factual findings, based on specified procedures performed on specified subject matter of specified elements, accounts
or items of a financial statement.

For example, an engagement to perform agreed -upon procedures may require the auditor to perform certain
procedures concerning individual items of financial data, say, accounts payable, accounts receivable, purchases from
velated parties and sales and profits of a segment of an entity, or a financial statement, say, a balance sheet or even
a complete set of financial statements.

This SRS is directed towards engagements regarding financial information. However, it may provide useful guidance
for engagements to perform agreed -upon procedures regarding non-financial information; provided the auditor has
adequate knowledge of the subject matter in question and reasonable criteria exist on which to base his findings.

These Standards on Auditing is to be read in conjunction with the “Framework of Statements on Standard Auditing
Practices and Guidance Notes on Related Sevvices”. The principles laid down in the other SAs, issued by the Institute
of Chartered Accountants of India, may be used by the auditor, to the extent practicable, in applying this SRS.

However, a person performing related services need not necessarily be the auditor of the entity’s financial
statements.

Chartered Accountants in practice are often asked to provide services to clients which do not involve the expression
of an opinion on the truth and fairness of the financial statements.

For the purpose of standardising the procedures to perform such kind of non-assurance services, the AASB of ICAI
issued two Standards on two different services i.e. Standards on Related Services.

The following standards have been issued under Standards on Related Services: -

* SRS 4400 Engagements to Perform Agreed -upon Procedures Regarding Financial Information

* SRS 4410 Compilation Engagements

Not all engagements performed by practitioners are assurance engagements. Other frequently performed
engagements that do not meet the definition of assurance engagements include: -

* The preparation of tax returns where no conclusion conveying assurance is expressed.

* Consulting (or advisory) engagements such as management and tax consulting.

* Engagements covered by Standards for Related Services, such as agreed -upon procedures engagements and

compilations of financial or other

N
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information.

The objective of an agreed-upon procedures engagement is for the auditor to carry out procedures of an audit
nature to which the auditor and the entity and any appropriate third parties have agreed and to report on factual
findings.

As the auditor simply provides a report of the factual findings of agreed-upon procedures, no assurance is expressed
by him in his report.

Instead, users of the report assess for themselves the procedures and the findings reported by the auditor and draw
their own conclusions from the work done by the auditor.

The report is restricted to those parties that have agreed to the procedures to be performed since others, unaware
of the reasons for the procedures, may misinterpret the results. However, it is possible in certain civcumstances that
the report of the engagement may not be restricted only to those parties that have agreed to the procedures to be
performed, but made available to a wider range of entities or individuals, e.g., in case of government organisations.

TO MEET ABOVE OBJECTIVE

* General Principles of an Agreed-upon Procedures Engagement
o Defining the Terms of the Engagement

¢ Planning

e Procedures and Evidence

* Reporting

o Documentation

o Audit Vs. Agreed-upon Procedures

General Principles of an Agreed-upon Procedures Engagement

The auditor should comply with the Code of Ethics, issued by the Institute of Chartered Accountants of India. Ethical
principles governing the auditor’s professional responsibilities for this type of engagement are:

(a) Integrity;

(b) Objectivity;

(¢) Professional competence and due care;

(d) Confidentiality;

(e) Professional conduct; and

(f) Technical standards

Independence is not a requirement for agreed-upon procedures engagement, however, the terms or objective of the
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Independence is not a requirement for agreed-upon procedures engagement, however, the terms or objective of the
engagement may require the auditor to comply with the independence requirements of the Code of Ethics issued by
the Institute of Chartered Accountants of India.

Where the auditor is not independent, a statement to that effect should be made in the report of factual findings.
The auditor should conduct an agreed-upon procedure engagement in accordance with this SRS and the terms of the

engagement

The auditor should ensure with representatives of the entity and, ordinarily, other specified parties who will receive
copies of the report of factual findings, that there is a clear understanding regarding the agreed procedures and the
conditions of the engagement.

Matters to be agreed include the following:

a. Nature of the engagement including the fact that the procedures performed will not constitute an audit or a
review and that accordingly no assurance will be expressed.

b. Stated purpose for the engagement.

¢. ldentification of the financial information to which the agreed -upon procedures will be applied.

d. Nature, timing and extent of the specific procedures to be applied.

e. Limitations on distribution of the report of factual findings. When such limitation would be in conflict with the

legal requirements, if any, the auditor would not accept the engagement.

In certain circumstances, for example, when the procedures have been agreed to between the requlator, industry
representatives and representatives of the accounting profession, the auditor may not be able to discuss the
procedures with all the parties who will receive the report. In such cases, the auditor may consider, for example,
discussing the procedures to be applied with appropriate representatives of the parties involved, reviewing relevant

correspondence from such parties.

It is in the interests of both the client and the auditor that the auditor sends an engagement letter documenting the
key terms of the appointment. An engagement letter confirms the auditor’s acceptance of the appointment and
helps avoid misunderstanding regarding such matters as the objectives and scope of the engagement, the extent of
the auditor’s responsibilities and the form of reports to be issued.

Matters that would be included in the engagement letter include:
a. A listing of the procedures to be performed as agreed -upon between the parties.

b. A statement that the distribution of the report of factual findings would be restricted to the specified parties

who have agreed to the procedures to be performed.

The auditor should plan the work so that an effective engagement will be performed.
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The auditor should carry out the procedures agreed -upon and use the evidence obtained as the basis for the report
of factual findings.

The procedures applied in an engagement to perform agreed -upon procedures may include:

[0 Inquiry and analysis.

[0 Recomputation, comparison and other clerical accuracy checks.
[ Observation.

[ Inspection.

[0 Obtaining confirmations

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

The report should also clearly mention that no audit or review has been performed.

The report of factual findings should contain:
a. Title;
b. Addressee (ordinarily, the appointing authority );
¢. ldentification of specific financial or non-financial information to which the agreed -upon procedures have been
applied;
d. A statement that the procedures performed were those agreed -upon with the recipient;

[\

. A statement that the engagement was performed in accordance with the Standard on Related Services
applicable to agreed-upon procedures engagements;

. ldentification of the purpose for which the agreed -upon procedures were performed;

. A listing of the specific procedures performed;

S @ -

. A description of the auditor’s factual findings including sufficient details of errors and exceptions found;
I. A statement that the procedures performed do not constitute either an audit or a review and, as such, no
assurance (s expressed;
J- A statement that had the auditor performed additional procedures, an audit or a review, other matters might
have come to light that would have been reported;
k. A statement that the report is restricted to those parties that have agreed to the procedures to be performed;
[. A statement (when applicable) that the report relates only to the elements, accounts, items or financial and
non-financial information specified and that it does not extend to the entity’s financial statements taken as a
whole;
m. Date of the report;

S

. Place of signature ; and

0. Auditor’s signature

The report should be signed by the accountant in his personal name. Where the firm is appointed, the report should
be signed in the personal name of the accountant and in the name of the firm. The partner/proprietor signing the
report on agreed-upon procedures should also mention the membership number assigned by the Institute of
Chartered Accountants of India
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The auditor should document matters which are important in providing evidence to support the report of factual
findings, and evidence that the engagement was carried out in accordance with this SRS and the terms of the
engagement.

A key difference between an audit and agreed -upon procedures relates to assurance. An audit expresses an opinion
and provides assurance to users. However, in an agreed -procedures engagement, only a report of the factual findings
of agreed-upon procedures is provided. No assurance is given to users. Instead, users draw their own conclusions
based on factual findings stated in the report.

For example,
an agreed upon procedures engagement to evaluate validity of accounts payable may state the following:
a. Comparing of names of major suppliers and the amounts outstanding as on a date to the related names and
amounts in the trial balance
b. Obtaining suppliers statements or confirmations from suppliers to confirm balances outstanding on a date
¢. Comparison of such statements or confirmations to the amounts in trial balance

Further, actual findings like variation in balances reflected in trial balance and statements or confirmations are
given. The actual findings are reported as such without providing an assurance.
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SRS 4410(Revised) Compilation Engagements

Scope of this SRS

This Standard on Related Services (SRS) deals with the practitioner’s vesponsibilities when engaged to assist
management with the preparation and presentation of historical financial information without obtaining any
assurance on that information, and to report on the engagement in accordance with this SRS.

This SRS applies to compilation engagements for historical financial information. The SRS may be applied, adapted as
necessary, to compilation engagements for financial information other than historical financial information, and to

compilation engagements for non-financial information.
Hereinafter in this SRS, reference to “financial information’ means “historical financial information.”’

When the practitioner is requested to assist management with the preparation and presentation of financial
information, appropriate consideration may need to be given to whether the engagement should be undertaken in
accordance with this SRS.

Quality control systems, policies and procedures are the responsibility of the firm.

SQC 1 applies to firms of professional accountants in respect of a firm’s compilation engagements.

The provisions of this SRS regarding quality control at the level of individual compilation engagements are premised
on the basis that the firm is subject to SQC 1.

Management may request a professional accountant in public practice to assist with the preparation and presentation

of financial information of an entity.

The value of a compilation engagement performed in accordance with this SRS to users of financial information
vesults from the application of the practitioner’s professional expertise in accounting and financial reporting and
compliance with professional standards, including relevant ethical requirements, and the clear communication of the
nature and extent of the practitioner’s involvement with the compiled financial information.

Since a compilation engagement is not an assurance engagement, a compilation engagement does not require the
practitioner to verify the accuracy or completeness of the information provided by management for the compilation,
or otherwise to gather evidence to express an audit opinion or a review conclusion on the preparation of the financial

information.

Management retains responsibility for the financial information and the basis on which it is prepared and presented.
That responsibility includes application by management of the judgment required for the preparation and
presentation of the financial information, including the selection and application of appropriate accounting policies
and, where needed, developing reasonable accounting estimates.
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This SRS does not impose responsibilities on management or those charged with governance, or override laws and
regulations that govern their responsibilities. An engagement performed in accordance with this SRS is conducted on
the premise that management, or those charged with governance wheve appropriate, have agreed certain
responsibilities that are fundamental to the performance of the compilation engagement

Financial information that is the subject of a compilation engagement may be required for various purposes including:
a. To comply with mandatory periodic financial reporting requirements established in law or regulation, if any; or
b. For purposes unrelated to mandatory financial reporting under relevant law or regulation, including for example

 For management or TCWG, prepared on a basis appropriate for their particular purposes (such as preparation of
financial information for internal use).

* For periodic financial reporting undertaken for external parties under a contract or other form of agreement
(such as financial information provided to a funding body to support provision or continuation of a grant).

s For transactional purposes, for example to support a transaction involving changes to the entity's ownership or

financing structure (such as for a merger or acquisition).

Different financial reporting frameworks can be used to prepare and present financial information, ranging from a
simple entity-specific basis of accounting to established financial reporting standards. The financial reporting
framework adopted by management to prepare and present the financial information will depend on the nature of
the entity and the intended use of the information

The practitioner’s objectives in a compilation engagement under this SRS are to:

a. Apply accounting and financial reporting expertise to assist management in the preparation and presentation of
financial information in accordance with an applicable financial reporting framework based on information
provided by management; and

b. Report in accordance with the requirements of this SRS.

The Glossary of Terms (the Glossary) includes the terms defined in this SRS and also includes descriptions of other
terms found in this SRS, to assist in consistent interpretation.
The following terms have the meanings attributed below for the purposes of this SRS:

Compilation engagement — An engagement in which a practitioner applies accounting and financial reporting
expertise to assist management in the preparation and presentation of financial information of an entity in
accordance with an applicable financial reporting framework, and reports as required by this SRS. Throughout this
SRS, the words “compile”, “compiling” and “compiled” are used in this context.

Engagement team — All partners and staff performing the engagement, and any individuals engaged by the firm or
a network firm who perform procedures on the engagement. This excludes external experts engaged by the firm or a
network firm.

Misstatement — A difference between the amount, classification, presentation, or disclosure of a reported item in the

financial information, and the amount, classification, presentation, or disclosure that is required for the item to be in
accordance with the applicable financial reporting framework.
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Requirements

e Conduct of a Compilation Engagement in Accordance with this SRS

e Ethical Requirements

* Professional Judgment

e Engagement Level Quality Control

o Engagement Acceptance and Continuance

o Communication with Management and Those Charged with Governance
o Performing the Engagement

o Documentation

 The Practitioner’s Report

Conduct of a Compilation Engagement in Accordance with this SRS

The practitioner shall have an understanding of the entire text of this SRS, including its application and other
explanatory material, to understand its objectives and to apply its requirements properly.

Complying with Relevant Requirements

The practitioner shall comply with each requirement of this SRS unless a particular requirement is not relevant to
the compilation engagement, for example if the circumstances addressed by the requirement do not exist in the
engagement.

The practitioner shall not represent compliance with this SRS unless the practitioner has complied with all
requirements of this SRS relevant to the compilation engagement.

Ethical Requirements

The practitioner shall comply with relevant ethical requirements.

Under the Code of Ethics, in applying the principle of integrity, a professional accountant is required to not be
associated with reports, returns, communications or other information where he believes that the information:

(a) Contains a materially false or misleading statement;

(b) Contains statements or information furnished negligently; or

(¢) Omits or obscures any information required to be included where such omission or obscurity would be misleading.
Independence

Independence—Assurance Engagements of the ICAl's Code of Ethics does not apply to compilation engagements, laws
or regulations may specify requirements or disclosure rules pertaining to independence.

Professional Judgment

The practitioner shall exercise professional judgment in conducting a compilation engagement.
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The engagement partner shall take responsibility for:

a. The overall quality of each compilation engagement to which that partner is assigned; and

b. The engagement being performed in accordance with the firm’s quality control policies and procedures, by:

I

iil.

Following appropriate procedures regarding the acceptance and continuance of client relationships and

engagements;

. Being satisfied that the engagement team collectively has the appropriate competence and capabilities to

perform the compilation engagement;

Being alert for indications of non-compliance by members of the engagement team with relevant ethical
requirements, and determining the appropriate action if matters come to the engagement partner’s attention
indicating that members of the engagement team have not complied with relevant ethical requirements;

. Directing, supervising and performing the engagement in compliance with professional standards and

applicable legal and regulatory requirements; and

. Taking responsibility for appropriate engagement documentation being maintained.

The practitioner shall not accept the engagement unless the practitioner has agreed the terms of engagement with

management, and the engaging party if different, including:

a. The intended use and distribution of the financial information, and any restrictions on either its use or its

distribution where applicable

ldentification of the applicable financial reporting framework;

The objective and scope of the compilation engagement;

b.
¢
d. The responsibilities of the practitioner, including the requirement to comply with relevant ethical requirements;
e

The responsibilities of management for:

I.

iil.

The financial information, and for the preparation and presentation thereof, in accordance with a financial
reporting framework that is acceptable in view of the intended use of the financial information and the
intended users;

. Design, implementation and maintenance of such internal control as management determines is necessary to

enable the preparation of financial statements that are free from material misstatement, whether due to
fraud or ervor;
The accuracy and completeness of the records, documents, explanations and other information provided by

management for the compilation engagement; and

iv. Judgments needed in the preparation and presentation of the financial information, including those for which

the practitioner may provide assistance in the course of the compilation engagement; and

f. The expected form and content of the practitioner’s report.

The practitioner shall record the agreed terms of engagement in an engagement letter or other suitable form of

written agreement, prior to performing the engagement
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On recurring compilation engagements, the practitioner shall evaluate whether circumstances, including changes in
the engagement acceptance considerations, require the terms of engagement to be revised and whether there is need
to remind management of the existing terms of engagement.

The practitioner shall obtain an understanding of the following matters sufficient to be able to perform the
compilation engagement:

(a) The entity’s business and operations, including the entity’s accounting system and accounting records; and
(b) The AFRF, including its application in the entity’s industry.

The practitioner shall compile the financial information using the records, documents, explanations and other

information, including significant judgments, provided by management.

The practitioner shall discuss with management, or TCWG as appropriate, those significant judgments, for which the
practitioner has provided assistance in the course of compiling the financial information.

Prior to completion of the compilation engagement, the practitioner shall read the compiled financial information in
light of the practitioner’s understanding of the entity’s business and operations, and of the AFRF.

If, in the course of the compilation engagement, the practitioner becomes aware that the records, documents,
explanations or other information, including significant judgments, provided by management for the compilation
engagement are incomplete, inaccurate or otherwise unsatisfactory, the practitioner shall bring that to the attention

of management and request the additional or corrected information.

If the practitioner is unable to complete the engagement because management has failed to provide records,
documents, explanations or other information, including significant judgments, as requested, the practitioner shall
withdraw from the engagement and inform management and TCWG of the reasons for withdrawing

If the practitioner becomes aware during the course of the engagement that:
a. The compiled financial information does not adequately refer to or describe the applicable financial reporting
framework;
b. Amendments to the compiled financial information are required for the financial information not to be materially
misstated; or
¢. The compiled financial information is otherwise misleading, the practitioner shall propose the appropriate

amendments to management.
If management declines, or does not permit the practitioner to make the proposed amendments to the compiled
financial information, the practitioner shall withdraw from the engagement and inform management and those

charged with governance of the reasons for withdrawing.

If withdrawal from the engagement is not possible, the practitioner shall determine the professional and legal
responsibilities applicable in the circumstances.
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The practitioner shall obtain an acknowledgement from management or those charged with governance, as
appropriate, that they have taken responsibility for the final version of the compiled financial information

The practitioner shall communicate with management or those charged with governance, as appropriate, on a timely
basis during the course of the compilation engagement, all matters concerning the compilation engagement that, in
the practitioner’s professional judgment, are of sufficient importance to merit the attention of management or those
charged with governance, as appropriate

An important purpose of the practitioner’s report is to clearly communicate the nature of the compilation
engagement, and the practitioner’s vole and responsibilities in the engagement. The practitioner’s report is not a

vehicle to express an opinion or conclusion on the financial information in any form.

The practitioner’s report issued for the compilation engagement shall be in writing, and shall include the following
elements: -
a. The report title
b. The addressee(s), as required by the terms of the engagement
¢c. A statement that the practitioner has compiled the financial information based on information provided by
management
d. A description of the responsibilities of management, or those charged with governance as appropriate, in relation
to the compilation engagement, and in relation to the financial information
e. ldentification of the applicable financial reporting framework and, if a special purpose financial reporting
framework is used, a description or reference to the description of that special purpose financial reporting
framework in the financial information
f. ldentification of the financial information, including the title of each element of the financial information if it
comprises more than one element, and the date of the financial information or the period to which it relates
g. A description of the practitioner’s responsibilities in compiling the financial information, including that the
engagement was performed in accordance with this SRS, and that the practitioner has complied with relevant
ethical requirements
h. A description of what a compilation engagement entails in accordance with this SRS
i. Explanations that: -
a. Since a compilation engagement is not an assurance engagement, the practitioner is not required to verify the
accuracy or completeness of the information provided by management for the compilation and
b. Accordingly, the practitioner does not express an audit opinion or a review conclusion on whether the
financial information is prepared in accordance with the applicable financial reporting framework.
J- If the financial information is prepared using a special purpose financial reporting framework, an explanatory
paragraph that: -
a. Describes the purpose for which the financial information is prepared and, if necessary, the intended users, or
contains a reference to a note in the financial information that discloses this information and
b. Draws the attention of readers of the report to the fact that the financial information is prepared in
accordance with a special purpose framework and that, as a result, the information may not be suitable for
other purposes
k. The date of the practitioner’s report
[. The practitioner’s signature and
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m. The place of signature.

The practitioner shall include in the engagement documentation:
a. Significant matters arising during the compilation engagement and how those matters were addressed by the

practitioner;
b. A record of how the compiled financial information reconciles with the underlying records, documents,

explanations and other information, provided by management; and
¢. A copy of the final version of the compiled financial information for which management or those charged with

governance, as appropriate, has acknowledged their responsibility, and the practitioner’s report.
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CHAPTER - 10

Review Of Financial
Information
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SRE 2400(Revised) Engagements to Review Historical

Financial Statements

“Review’ is a limited assurance engagement. Limited assurance is the level of assurance obtained where engagement
risk is reduced to a level that is acceptable in the circumstances of the engagement, but where that risk is greater
than for a reasonable assurance engagement, as the basis for expressing a conclusion. The combination of the nature,
timing and extent of evidence gathering procedures is at least sufficient for the practitioner to obtain a meaningful
level of assurance. To be meaningful, the level of assurance obtained by the practitioner is likely to enhance the
intended users’ confidence about the financial statements.

In simpler terms, limited assurance engagement provides lower level of assurance than audit. It involves fewer
procedures and, gathers sufficient and appropriate evidence on basis of which limited conclusions can be drawn up.
However, “review” is related to financial statements prepared on basis of historical financial information just like an
audit.

It is worth remembering that Standards on Quality Control (SQCs) are to be applied for all services covered by
Engagement Standards. Standards on review engagements are part of Engagement Standards.

SRE 2400 deals with: -
o The practitioner’s responsibilities when engaged to perform a review of historical financial statements, when the
practitioner is not the auditor of the entity’s financial statements and
» The form and content of the practitioner’s report on the financial statements.

In a review of financial statements, the practitioner expresses a conclusion that is designed to enhance the degree of
confidence of intended users regarding the preparation of an entity’s financial statements in accordance with an
applicable financial reporting framework.

Such financial statements may have been prepared using general purpose framework or special purpose framework.

The practitioner’s conclusion is based on the practitioner obtaining limited assurance. The practitioner’s report
includes a description of the nature of a review engagement as context for the readers of the report to be able to
understand the conclusion.

The practitioner performs primarily inquiry and analytical procedures to obtain sufficient and appropriate evidence
as the basis for a conclusion on the financial statements as a whole. If the practitioner becomes aware of a matter
that causes the practitioner to believe the financial statements may be materially misstated, he/she designs and
performs additional procedures, as he/she considers necessary in the circumstances, to be able to conclude on the
financial statements.

SRE 2400 deals with the practitioner’s responsibilities performing a review of historical financial statements when
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the practitioner is not the auditor of the entity’s financial statements.

The practitioner’s objectives in a review of financial statements in accordance with SRE 2400 are as under:

a. Obtain limited assurance, primarily by making an inquiry and performing analytical procedures, about whether
the financial statements as a whole are free from material misstatement, thereby enabling the practitioner to
express a conclusion on whether anything has come to his attention that causes him to believe the financial
statements are not prepared, in all material respects, in accordance with an applicable financial reporting
framework

b. Report on the financial statements as a whole and communicate, as required by this SRE.

In all cases when limited assurance cannot be obtained and a modified conclusion in the practitioner’s report is
insufficient in the circumstances, this SRE requires that the practitioner either to disclaim a conclusion in the report
issued for the engagement or, where appropriate to withdraw from the engagement if withdrawal is possible under
applicable law or regulations.

The practitioner shall comply with relevant ethical requirements, including those pertaining to independence and the

engagement partner is responsible for overall quality of each review engagement

Unless required by law or regulation, the practitioner shall not accept a review engagement if:

a. The practitioner is not satisfied:

i. That there is a rational purpose for the engagement. Assurance engagements may only be accepted when the
engagement exhibits certain characteristics that are conducive to achieving the practitioner’s objectives
specified for the engagement. It may be unlikely that there is a rational purpose for the engagement if, for
example, there is a significant limitation on the scope of work or the practitioner suspects association of the
practitioner’s name with the financial statements in an inappropriate manner. Similarly, when the
engagement (s intended to meet compliance requirements of relevant law or regulation and such law or
regulation requires the financial statements to be audited, there is no rational purpose for such a review

engagement.

ii. That a review engagement would be appropriate in the circumstances. When the practitioner’s preliminary
understanding of the engagement circumstances indicates that accepting a review engagement would not be
appropriate, the practitioner may consider recommending that another type of engagement be undertaken.
Depending on the circumstances, the practitioner may, for example, believe that performance of an audit
engagement would be more appropriate than a review. In other cases, if the engagement circumstances
preclude the performance of an assurance engagement, the practitioner may recommend a compilation
engagement, or other accounting services engagement, as appropriate.
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b. The practitioner has reason to believe that relevant ethical requirements, including independence, will not be
satisfied.

¢. The practitioner’s preliminary understanding of the engagement circumstances indicates that information needed
to perform the review engagement is likely to be unavailable or unreliable.

d. The practitioner has cause to doubt management’s integrity such that it is likely to affect proper performance of
the review or

e. Management or those charged with governance impose a limitation on the scope of the practitioner’s work in the
terms of a proposed review engagement such that the practitioner believes that the limitation will result in the

practitioner disclaiming a conclusion on the financial statements.

a. Acceptability of financial reporting framework applied in preparation of financial statements.

b. Agreement of management in acknowledging and understanding its responsibility for preparation of financial
statements and internal control.

¢. Providing access to all information to the practitioner for the purpose of review and unrestricted access to

persons within the entity.

a. Determine whether the financial reporting framework applied in the preparation of the financial statements is
acceptable including, in the case of special purpose financial statements, obtaining an understanding of the
purpose for which the financial statements are prepared and of the intended users, and;

b. Obtain the agreement of management that it acknowledges and understands its responsibilities:

i. For the preparation of the financial statements in accordance with the applicable financial reporting
framework, including, where relevant, their fair presentation.
ii. For such internal control as management determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or ervor; and
lii. To provide the practitioner with: -
A. Access to all information of which management is aware that is relevant to the preparation of the
financial statements, such as records, documentation and other matters;
B. Additional information that the practitioner may request from management for the purpose of the
review; and
C. Unvrestricted access to persons within the entity from whom the practitioner determines it necessary to

obtain evidence

If the practitioner is not satisfied as to any of the matters set out above as preconditions for accepting a review
engagement, the practitioner shall discuss the matter with the management or TCWG.

If changes cannot be made to satisfy the practitioner as to those matters, the practitioner shall not accept the
proposed engagement unless required by law or regulation to do so.

However, an engagement conducted under such circumstances does not comply with this SRE. Accordingly, the
practitioner shall not include any reference within the practitioner’s report to the review having been conducted in
accordance with this SRE.

If it is discovered after the engagement has been accepted that the practitioner is not satisfied as to any of the above
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preconditions, the practitioner shall discuss the matter with the management or TCWG and shall determine:
(a) Whether the matter can be resolved
(b) Whether it is appropriate to continue with the engagement and
(¢) Whether and, if so, how to communicate the matter in the practitioner’s report.

The practitioner shall agree to the terms of the engagement with the management or those charged with
governance, as appropriate, prior to performing the engagement. The agreed terms of engagement shall be recorded
in an engagement letter or other suitable form of written agreement.

On recurring review engagements, the practitioner shall evaluate whether circumstances, including changes in the
engagement acceptance considerations, require the terms of engagement to be revised and whether there is a need
to remind management or those charged with governance, as appropriate, of the existing terms of engagement.
The practitioner shall not agree to a change in the terms of the engagement where there is no reasonable
Justification for doing so. If, prior to completing the review engagement, the practitioner is requested to change the
engagement to an engagement for which no assurance is obtained, the practitioner shall determine whether there is
reasonable justification for doing so. If the terms of engagement are changed during the course of the engagement,
the practitioner and the management or those charged with governance, as appropriate, shall agree on and record

the new terms of engagement in an engagement letter or any other suitable form of written agreement.

i. Determine materiality for financial statements as a whole
ii. Obtain understanding of entity and applicable financial reporting framework to identify areas of possible
material misstatements
(ii. Design and perform "lnquiry" and "Analytical procedures”
iv. Perform procedures to address specific circumstances

v. Perform other procedures, if necessary, in circumstances

(0

The practitioner shall determine materiality for the financial statements as a whole and apply this materiality in
designing the procedures and in evaluating the results obtained from those procedures.

The practitioner’s judgment about what is material in relation to the financial statements as a whole is the same
regardless of the level of assurance obtained by a practitioner as the basis for expressing the conclusion on the
financial statements.

The practitioner shall revise materiality for the financial statements as a whole in the event of becoming aware of
any information during the review that would have caused the practitioner to have determined a different amount
initially.

(i)

The practitioner shall obtain an understanding of the entity and its environment and the AFRF to identify areas in
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the financial statements where material misstatements are likely to arise and thereby provide a basis for designing
procedures to address those areas.

(iir)
In obtaining sufficient appropriate evidence as the basis for a conclusion on the financial statements as a whole, the
practitioner shall design and perform inquiry and analytical procedures: -

(a) To address all material items in the financial statements, including disclosures and

(b) To focus on addressing areas in the financial statements where material misstatements are likely to arise.

The requirements relating to designing and performing of inquiry and analytical procedures, and procedures
addressing specific circumstances, are designed to enable the practitioner to achieve the objectives of this SRE.

The circumstances of review engagements vary widely and, accordingly, there may be circumstances where the
practitioner may consider it effective or efficient to design and perform other procedures.

For example, if in the course of obtaining an understanding of the entity, the practitioner becomes aware of a
significant contract the practitioner may choose to read the contract.

The fact that the practitioner may deem it necessary to perform other procedures does not alter the practitioner’s
objective of obtaining limited assurance in relation to the financial statements as a whole.

The practitioner may consider, reviewing the accounting records with a view to identifying significant or unusual
transactions that may require specific attention in the review.

(a) Inquiry:

In a review, inquiry includes seeking information from management and other persons within the entity, as the
practitioner considers appropriate in the engagement circumstances.

Inquiries may include matters such as those relating to making of accounting estimates, identification of related
parties, about significant, complex or unusual transactions, existence of any actual, suspected or alleged fraud,
events occurving between the date of the financial statements and practitioner’s report, basis for management’s
assessment of the entity’s ability to continue as a going concern, events or conditions that appear to cast doubt
on the entity’s ability to continue as a going concern, material commitments, contractual obligations or
contingencies that have affected or may affect the entity’s financial statements including disclosures and material
non-monetary transactions or transactions for no consideration in the financial reporting period under

consideration.

The practitioner may also extend Inquiries to obtain non-financial data if appropriate. Evaluating the responses
provided by the management is integral to the inquiry process.

Depending on the engagement circumstances, inquiries may also include inquiries about:

o Actions taken at meetings of owners, those charged with governance and committees thereof, and
proceedings at other meetings, if any, that affect the information and disclosures contained in the financial
statements.

o Communications the entity has received, or expects to receive or obtain, from regulatory agencies.

o Matters arising in the course of applying other procedures.

When performing further inquiries in relation to identified inconsistencies, the practitioner considers the

reasonableness and consistency of management’s responses in light of the results obtained from other procedures,
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and the practitioner’s knowledge and understanding of the entity and the industry in which it operates.

(b) Analytical procedures:
In designing analytical procedures, the practitioner shall consider whether the data from the entity's accounting

system and accounting records are adequate for the purpose of performing the analytical procedures.

In a review, the practitioner mainly focuses upon inquiry and analytical procedures for obtaining sufficient
appropriate evidence as the basis for conclusion on financial statements as a whole.

Why “Inquiry” and “Analytical procedures” are important in Review?

Evidence obtained through inquiry is often the principal source of evidence about management intent. However,
information available to support management’s intent may be limited.

In that case, understanding management’s past history of carrying out its stated intentions, management’s stated
reasons for choosing a particular course of action, and management’s ability to pursue a specific course of action may
provide relevant information to corroborate the evidence obtained through inquiry.

Application of professional scepticism in evaluating responses provided by management is important to enable the
practitioner to evaluate whether there are any matters that would cause the practitioner to believe the financial
statements may be materially misstated.

Performing inquiry procedures also assists the practitioner in obtaining or updating the practitioner’s understanding
of the entity and its environment, to be able to identify areas where material misstatements are likely to arise in the
financial statements.

In a review of financial statements, performing analytical procedures assists the practitioner in:

* Obtaining or updating the practitioner'’s understanding of the entity and its environment, including to be able to
identify areas where material misstatements are likely to arise in the financial statements.

* ldentifying inconsistencies or variances from expected trends, values or norms in the financial statements such as
the level of congruence of the financial statements with key data, including key performance indicators.

s Providing corroborative evidence in relation to other inquiries or analytical procedures already performed.

* Serving as additional procedures when the practitioner becomes aware of matters that cause the practitioner to

believe that the financial statements may be materially misstated.

An example of such an additional procedure is a comparative analysis of monthly revenue and cost figures across
profit centers, branches or other components of the entity, to provide evidence about financial information contained
in line items or disclosures made in the financial statements.

Various methods may be used to perform analytical procedures ranging from performing simple comparisons to
performing complex analysis using statistical techniques.

The practitioner may, for example, apply analytical procedures to evaluate the financial information underlying the
financial statements and assessment of results for consistency with expected values. Expectations may be developed
by the practitioner on information obtained from relevant sources like information regarding the industry in which
entity operates.
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(iv)

Q Related parties:

During the review, the practitioner shall remain alert for arrangements or information that may indicate the
existence of related party relationships or transactions that the management has not previously identified or
disclosed to the practitioner. If the practitioner identifies significant transactions outside the entity’s normal course of
business during the course of review, the practitioner shall inquire with the management about the nature of those
transactions, possible involvement of related parties and the business rationale (or lack thereof) of those transactions.

Q Fraud and non-compliance with laws or regulations:

When there is an indication that fraud or non-compliance with laws or requlations, or suspected fraud or non-
compliance with laws or regulations, has occurred in the entity, the practitioner shall communicate that matter to
the appropriate level of senior management or those charged with governance as appropriate and request
management’s assessment of the effects, if any, on the financial statements. The practitioner has to consider the
effect, if any, of management’s assessment of the effects of fraud or non-compliance with laws or regulations
communicated to him on his conclusion on the financial statements and on his report and determine whether there

is a responsibility to report the occurvence or suspicion of fraud or illegal acts to a party outside the entity.

Q Going concern:

A review of financial statements includes consideration of the entity’s ability to continue as a going concern. If,
during the performance of the review, the practitioner becomes aware of events or conditions that may cast
significant doubt about the entity’s ability to continue as a going concern, the practitioner shall:

a. Inquire of management about plans for future actions affecting the entity’s ability to continue as a going concern
and about the feasibility of those plans, and also whether management believes that the outcome of those plans
will improve the situation regarding the entity's ability to continue as a going concern.

b. Evaluate the results of those inquiries, to consider whether management’s responses provide a sufficient basis
to: -

i. Continue to present the financial statements on the going concern basis if the AFRF includes the assumption
of an entity’s continuance as a going concern or

ii. Conclude whether the financial statements are materially misstated, or are otherwise misleading regarding
the entity’s ability to continue as a going concern and

¢. Consider management’s responses in light of all relevant information of which the practitioner is aware as a

result of the review

Q Use of work performed by others:

In performing the review, it may be necessary for the practitioner to use work performed by other practitioners, or
the work of an individual or organization possessing expertise in a field other than accounting or assurance. If the
practitioner uses work performed by another practitioner or an expert in the course of performing the review, the
practitioner shall take appropriate steps to be satisfied that the work performed is adequate for the practitioner’s
purposes.

When the practitioner is engaged to review the financial statements of a group of entities, the planned nature,

timing and extent of the procedures for the review are directed at achieving the practitioner’s objectives for the
review engagement in accordance with this Standard but in the context of the group financial statements.
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)

If the practitioner becomes aware of matters that causes the practitioner to believe that the financial statements
may be materially misstated, the practitioner shall design and perform additional procedures sufficient to enable the
practitioner to:
(a) Conclude that the matter(s) is not likely to cause the financial statements as a whole to be materially
misstated or

(b) Determine that the matter(s) causes the financial statements as a whole to be materially misstated.

Additional procedures are required under this SRE if the practitioner becomes aware of a matter that causes the
practitioner to believe the financial statements may be materially misstated. The practitioner’s response in
undertaking additional procedures with respect to an item the practitioner has cause to believe may be materially
misstated in the financial statements will vary, depending on the circumstances, and is a matter for the
practitioner’s professional judgment.

Additional procedures focus on obtaining sufficient appropriate evidence to enable the practitioner to form a
conclusion on matters that the practitioner believes may cause the financial statements to be materially misstated.
The procedures may be:
« Additional inquiry or analytical procedures, for example, being performed in greater detail or being focused on
the affected items (i.e. amounts or disclosures concerning the affected accounts or transactions as reflected in the
financial statements); or

e Other types of procedures, for example, substantive test of details or external confirmations.

Subsequent events
If the practitioner becomes aware of events occurring between the date of the financial statements and the date of
the practitioner’s report that require adjustment of, or disclosure in, the financial statements, the practitioner shall
request management to corrvect those misstatements. The practitioner has no obligation to perform any procedures
regarding the financial statement s after the date of the practitioner’s report. However, if, after the date of the
practitioner’s report but before the date the financial statements are issued, a fact becomes known to the
practitioner that, had it been known to the practitioner at the date of the practitioner’s report, may have caused
the practitioner to amend the report, the practitioner shall: -

(a) Discuss the matter with management or those charged with governance, as appropriate

(b) Determine whether the financial statements need amendment and

(¢) If so, inquire how management intends to address the matter in the financial statements.

If management does not amend the financial statements in circumstances where the practitioner believes they need
to be amended, and the practitioner’s report has already been provided to the entity, the practitioner shall notify
management and those charged with governance not to issue the financial statements to third parties before the
necessary amendments have been made. If the financial statements are nevertheless subsequently issued without the
necessary amendments, the practitioner shall take appropriate action to prevent reliance on the practitioner’s
report.

Written representations are an important source of evidence in a review engagement. If management modifies or
does not provide the requested written representations, it may alert the practitioner to the possibility that one or
more significant issues may exist.
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Further, a request for written, rather than oral, representations in many cases may prompt management to

consider such matters more rigorously, thereby enhancing the quality of the representations.

The practitioner shall request management to provide a written representation that management has fulfilled its
responsibilities described in the agreed terms of engagement. The written representation shall include that: -

a. Management has fulfilled its responsibility for the preparation of financial statements in accordance with the
applicable financial reporting framework, including where relevant their fair presentation, and has provided the
practitioner with all relevant information and access to information as agreed in the terms of the engagement;
and

b. All transactions have been recorded and are reflected in the financial statements.

If law or regulation requires management to make written public statements about its responsibilities, and the
practitioner determines that such statements provide some or all of the representations required above, the relevant

matters covered by such statements need not be included in the written representation.

In addition to the written representations required under this SRE, the practitioner may consider it necessary to
request other written representations about the financial statements. These may be needed, for example, to complete
the practitioner’s evidence with respect to certain items or disclosures reflected in the financial statements where the
practitioner considers such representations to be important in forming a conclusion on the financial statements on

either a modified or unmodified basis.

The practitioner shall also request management’s written representations that management has disclosed to the
practitioner: -
a. The identity of the entity’s related parties and all the related party relationships and transactions of which
management is aware;
b. Significant facts relating to any frauds or suspected frauds known to management that may have affected the
entity;
¢. Known actual or possible non-compliance with laws and regulations for which the effects of non-compliance
affect the entity’s financial statements;
d. All information relevant to use of the going concern assumption in the financial statements;
e. That all events occurring subsequent to the date of the financial statements and for which the applicable financial
reporting framework requires adjustment or disclosure, have been adjusted or disclosed;
f. Material commitments, contractual obligations or contingencies that have affected or may affect the entity’s
financial statements, including disclosures;
g. Material non-monetary transactions or transactions for no consideration undertaken by the entity in the

financial reporting period under consideration.

If management does not provide one or more of the requested written representations, the practitioner shall: -
a. Discuss the matter with management and those charged with governance, as appropriate;
b. Re-evaluate the integrity of management, and evaluate the effect that this may have on the reliability of
representations (oral or written) and evidence in general; and
¢. Take appropriate actions, including determining the possible effect on the conclusion in the practitioner’s report
in accordance with this SRE.

The practitioner shall disclaim a conclusion on the financial statements, or withdraw from the engagement if
withdrawal is possible under applicable law or regulation, as appropriate, if: -
a. The practitioner concludes that there is sufficient doubt about the integrity of management such that the written
representations are not reliable or
b. Management does not provide the required representations in respect of its responsibilities for preparation of
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financial statements and recording of all transactions in financial statements.

The practitioner shall evaluate whether sufficient appropriate evidence has been obtained from the procedures
performed and, if not, the practitioner shall perform other procedures judged by the practitioner to be necessary in
the circumstances to be able to form a conclusion on the financial statements.

In some circumstances, the practitioner may not have obtained the evidence that the practitioner had expected to
obtain through the design of primarily inquiry and analytical procedures and procedures addressing specific

circumstances.

In these circumstances, the practitioner considers that the evidence obtained from the procedures performed is not
sufficient and appropriate to be able to form a conclusion on the financial statements.

The practitioner may:

* Extend the work performed or

* Perform other procedures judged by the practitioner to be necessary in the circumstances.

Where neither of these is practicable in the circumstances, the practitioner will not be able to obtain sufficient
appropriate evidence to be able to form a conclusion and is required by this SRE to determine the effect on the

practitioner’s report, or on the practitioner’s ability to complete the engagement.

If the practitioner is not able to obtain sufficient appropriate evidence to form a conclusion, the practitioner shall
discuss with management and those charged with governance, as appropriate, the effects such limitations have on

the scope of the review.

Inability to perform a specific procedure does not constitute a limitation on the scope of the review if the
practitioner is able to obtain sufficient appropriate evidence by performing other procedures. Limitations on the
scope of the review imposed by management may have other implications for the review, such as for the
practitioner’s consideration of areas where the financial statements are likely to be materially misstated, and

engagement continuance.

a. Uncorrected misstatements identified during the review, and in the previous year’s review of the entity’s financial
statements, on the financial statements as a whole
b. Qualitative aspects of the entity’s accounting practices, including indicators of possible bias in management’s

Jjudgments.

If the financial statements are prepared using a fair presentation framework, the practitioner’s consideration
shall also include: -
i. The overall presentation, structure and content of the financial statements in accordance with the AFRF and
ii. Whether the financial statements, including the related notes, appear to represent the underlying transactions
and events in a manner that achieves fair presentation or gives a true and fair view, as appropriate, in the

context of the financial statements as a whole.

The practitioner’s conclusion on the financial statements, whether unmodified or modified, shall be expressed in the
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appropriate form in the context of the financial reporting framework applied in the financial statements.
Unmodified Conclusion:

The practitioner shall express an unmodified conclusion in the practitioner’s report on the financial statements as a
whole when the practitioner has obtained limited assurance to be able to conclude that nothing has come to the
practitioner’s attention that causes the practitioner to believe that the financial statements are not prepared, in all
material respects, in accordance with the applicable financial reporting framework.

When the practitioner expresses an unmodified conclusion, the practitioner shall, unless otherwise required by law or
regulation, use one of the following phrases, as appropriate: -

a. “Based on our review, nothing has come to our attention that causes us to believe that the financial statements
do not give a true and fair view (or do not present fairly, in all material respects), in accordance with the
applicable financial reporting framework,” (for financial statements prepared using a fair presentation
framework); or

b. “Based on our review, nothing has come to our attention that causes us to believe that the financial statements
are not prepared, in all material respects, in accordance with the applicable financial reporting framework,” (for
financial statements prepared using a compliance framework).

Modified Conclusion:

The practitioner shall express a modified conclusion in the practitioner’s report on the financial statements as a
whole when:
a. The practitioner determines, based on the procedures performed and the evidence obtained, that the financial
statements are materially misstated or

b. The practitioner is unable to obtain sufficient and appropriate evidence in relation to one or more items in the
financial statements that are material in relation to the financial statements as a whole.

When the practitioner modifies the conclusion expressed on the financial statements, the practitioner shall:

a. Use the heading “Qualified Conclusion,” “Adverse Conclusion” or “Disclaimer of Conclusion,” as appropriate, for
the conclusion paragraph in the practitioner’s report and

b. Provide a description of the matter giving rise to the modification, under an appropriate heading (for example,
“Basis for Qualified Conclusion,” “Basis for Adverse Conclusion’ or “Basis for Disclaimer of Conclusion,” as
appropriate) in a separate paragraph in the practitioner’s report immediately before the conclusion paragraph
(referved to as the basis for conclusion paragraph).

Financial statements are materially misstated.

If the practitioner determines that the financial statements are materially misstated, the practitioner shall express:
a. A qualified conclusion, when the practitioner concludes that the effects of the matter(s) giving rise to the
modification are material, but not pervasive to the financial statements; or
b. An adverse conclusion, when the effects of the matter(s) giving rise to the modification are both material and
pervasive to the financial statements.
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When the practitioner expresses a qualified conclusion on the financial statements because of a material
misstatement, the practitioner shall, unless otherwise required by law or requlation, use one of the following phrases,
as appropriate: -
a. “Based on our review, except for the effects of the matter(s) described in the Basis for Qualified Conclusion
paragraph, nothing has come to our attention that causes us to believe that the financial statements do not give
a true and fair view (or do not present fairly, in all material respects), in accordance with the applicable
financial reporting framework,” (for financial statements prepared using a fair presentation framework) or
b. “Based on our review, except for the effects of the matter(s) described in the Basis for Qualified Conclusion
paragraph, nothing has come to our attention that causes us to believe that the financial statements are not
prepared, in all material respects, in accordance with the applicable financial reporting framework,” (for

financial statements prepared using a compliance framework).

When the practitioner expresses an adverse conclusion on the financial statements, the practitioner shall, unless
otherwise required by law or regulation, use one of the following phrases, as appropriate:
a. “Based on our review, due to the significance of the matter(s) described in the Basis for Adverse Conclusion
paragraph, the financial statements do not give a true and fair view (or do not present fairly, in all material
respects), in accordance with the applicable financial reporting framework,” (for financial statements prepared

using a fair presentation framework); or

b. “Based on our review, due to the significance of the matter(s) described in the Basis for Adverse Conclusion
paragraph, the financial statements are not prepared, in all material respects, in accordance with the applicable

financial reporting framework,” (for financial statements prepared using a compliance framework).

In the basis for conclusion paragraph, in relation to material misstatements that give rise to either a qualified
conclusion or an adverse conclusion, the practitioner shall: -

a. Describe and quantify the financial effects of the misstatement if the material misstatement relates to specific
amounts in the financial statements (including quantitative disclosures), unless impracticable, in which case the
practitioner shall so state;

b. Explain how disclosures are misstated if the material misstatement relates to narrative disclosures; or

¢. Describe the nature of omitted information if the material misstatement relates to the non disclosure of
information required to be disclosed. Unless prohibited by law or requlation, the practitioner shall include the

omitted disclosures where practicable to do so.

Narrative accounting disclosures are an integral part of the corporate financial reporting package. They are
deemed to provide a view of the company “through the eyes of management”’. The narratives represent
management's construal of corporate events and are largely discretionary.

Inability to obtain sufficient and appropriate evidence:

If the practitioner is unable to form a conclusion on the financial statements due to the inability to obtain sufficient

appropriate and evidence, the practitioner shall:
a. Express a qualified conclusion if the practitioner concludes that the possible effects on the financial statements of
undetected misstatements, if any, could be material but not pervasive or
b. Disclaim a conclusion if the practitioner concludes that the possible effects on the financial statements of

undetected misstatements, if any, could be both material and pervasive.

The practitioner shall withdraw from the engagement if the following conditions are present: -
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a. Due to a limitation on the scope of the review imposed by management after the practitioner has accepted the
engagement, the practitioner is unable to obtain sufficient appropriate and evidence to form a conclusion on the
financial statements;

b. The practitioner has determined that the possible effects on the financial statements of undetected
misstatements are matevrial and pervasive and

¢. Withdrawal is possible under applicable law or regulation.

When the practitioner expresses a qualified conclusion on the financial statements due to inability to obtain sufficient
and appropriate evidence, the practitioner shall, unless otherwise required by law or regulation, use one of the
following phrases, as appropriate:

a. “Based on our review, except for the possible effects of the matter(s) described in the Basis for Qualified
Conclusion paragraph, nothing has come to our attention that causes us to believe that the financial statements
do not give a true and fair view (or do not present fairly, in all material respects) in accordance with the
applicable financial reporting framework,” (for financial statements prepared using a fair presentation

framework); or

b. “Based on our review, except for the possible effects of the matter(s) described in the Basis for Qualified
Conclusion paragraph, nothing has come to our attention that causes us to believe that the financial statements
are not prepared, in all material respects, in accordance with the applicable financial reporting framework,” (for

financial statements prepared using a compliance framework).

When disclaiming a conclusion on the financial statements the practitioner shall state in the conclusion paragraph
that:

a. Due to the significance of the matter(s) described in the Basis for Disclaimer of Conclusion paragraph, the
practitioner is unable to obtain sufficient appropriate evidence to form a conclusion on the financial statements;
and

b. Accordingly, the practitioner does not express a conclusion on the financial statements.

In the basis for conclusion paragraph, in relation to either the qualified conclusion due to inability of obtaining
sufficient and appropriate evidence or when the practitioner disclaims a conclusion, the practitioner shall include the

reason(s) for the inability to obtain sufficient and appropriate evidence.

(i) The Practitioner’s Report
The practitioner’s report for the review engagement shall be in writing and shall contain the following elements: -

a. A title, which shall clearly indicate that it is the report of an independent practitioner for a review engagement
b. The addressee(s), as required by the circumstances of the engagement
¢. An introductory paragraph that:
i. ldentifies the financial statements reviewed, including identification of the title of each of the statements
contained in the set of financial statements and the date and period covered by each financial statement
ii. Refers to the summary of significant accounting policies and other explanatory information and
ii. States that the financial statements have been reviewed
d. A description of the responsibility of management for the preparation of the financial statements, including an
explanation that management is responsible for:
i. Their preparation in accordance with the applicable financial reporting framework including, where relevant,
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their fair presentation;

ii. Such internal control as management determines is necessary to enable the preparation of financial

statements that are free from material misstatement, whether due to fraud or error;
e. If the financial statements are special purpose financial statements:

i. A description of the purpose for which the financial statements are prepared and, if necessary, the intended
users, or reference to a note in the special purpose financial statements that contains that information; and

ii. If management has a choice of financial reporting frameworks in the preparation of such financial
statements, a reference within the explanation of management’s responsibility for the financial statements to
management’s responsibility for determining that the applicable financial reporting framework is acceptable
in the circumstances

f. A description of the practitioner’s responsibility to express a conclusion on the financial statements including
reference to this SRE and, where relevant, applicable law or regulation.
g. A description of a review of financial statements and its limitations, and the following statements:

I. A review engagement under this SRE is a limited assurance engagement.

ii. The practitioner performs procedures, primarily consisting of making inquiries of management and others
within the entity, as appropriate, and applying analytical procedures, and evaluates the evidence obtained
and

(ii. The procedures performed in a review are substantially less than those performed in an audit conducted in
accordance with Standards on Auditing (SAs), and, accordingly, the practitioner does not express an audit
opinion on the financial statements.

h. A paragraph under the heading “Conclusion” that contains:

i. The practitioner’s conclusion on the financial statements as a whole as appropriate and

ii. A reference to the applicable financial reporting framework used to prepare the financial statements.
i. When the practitioner’s conclusion on the financial statements is modified:

i. A paragraph under the appropriate heading that contains the practitioner’s modified conclusion as
appropriate and

ii. A paragraph, under an appropriate heading, that provides a description of the matter(s) giving rise to the
wodification

J- A reference to the practitioner’s obligation under this SRE to comply with relevant ethical requirements

k. The date of the practitioner’s report: The practitioner shall date the report no earlier than the date on which the
practitioner has obtained sufficient appropriate evidence as the basis for the practitioner’s conclusion on the
financial statements, including being satisfied that: -

i. All the statements that comprise the financial statements under the applicable financial reporting
framework, including the related notes where applicable, have been prepared and

ii. Those with the recognized authority have asserted that they have taken responsibility for those financial
statements.

[. The practitioner’s signature and
m. The place of signature.

Emphasis of Matter and Other Matter Paragraphs in the Practitioner’s Report

The practitioner may consider it necessary to draw users’ attention to a matter presented or disclosed in the
financial statements that, in the practitioner’s judgment, is of such importance that it is fundamental to users’
understanding of the financial statements. In such cases, the practitioner shall include an Emphasis of Matter
paragraph in the practitioner’s report, provided the practitioner has obtained sufficient appropriate evidence to
conclude that the matter is not likely to be materially misstated as presented in the financial statements. Such
paragraph shall refer only to the information presented or disclosed in the financial statements.
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The practitioner shall include an Emphasis of Matter paragraph immediately after the paragraph that contains the
practitioner’s conclusion on the financial statements under the heading “Emphasis of Matter,” or other appropriate
heading.

If the practitioner considers it necessary to communicate a matter other than those that are presented or disclosed
in the financial statements that, in the practitioner’s judgment, is relevant to users’ understanding of the review, the
practitioner’s responsibilities or the practitioner’s report and this is not prohibited by law or regulation, the
practitioner shall do so in a paragraph in the practitioner’s report with the heading “Other Matter’ or other
appropriate heading.

Other Reporting Responsibilities

A practitioner may be requested to address other reporting responsibilities in the practitioner’s report on the
financial statements that are in addition to the practitioner’s responsibilities under this SRE to report on the
financial statements. In such situations, those other reporting responsibilities shall be addressed by the practitioner in
a separate section in the practitioner’s report headed “Report on Other Legal and Regulatory Requirements,” or
otherwise as appropriate to the context of the section, following the section of the report headed “Report on the
Financial Statements.”

Documentation

The preparation of documentation for the review provides evidence that the review was performed in accordance
with this SRE along with legal and regulatory requirements where relevant and a sufficient and appropriate record
of the basis for the practitioner’s report.

The practitioner shall document the following aspects of the engagement in a timely manner, sufficient to enable an
experienced practitioner, having no previous connection with the engagement, to understand:
a. The nature, timing, and extent of the procedures performed to comply with this SRE and applicable legal and
regulatory requirements
b. Results obtained from the procedures, and the practitioner’s conclusions formed on the basis of those results and
¢. Significant matters arising during the engagement, the practitioner’s conclusions reached thereon, and significant
professional judgments made in reaching those conclusions.

While documenting the nature, timing and extent of procedures performed as required in this SRE, the
practitioner shall record:

i. Who performed the work and the date such work was completed and

ii. Who reviewed the work performed for the purpose of quality control for the engagement, and the period and
extent of the review.

The practitioner shall also document discussions with the management, those charged with governance, and
others as relevant to the performance of the review of significant matters arising during the engagement,
including the nature of those matters.

If, in the course of the engagement, the practitioner identified information that is inconsistent with the

practitioner’s findings regarding significant matters affecting the financial statements, the practitioner shall
document how the inconsistency was addressed.
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Audit Vs. Review

An audit engagement has many similarities with a review engagement. However, there are certain important areas
of distinction relating to the nature of engagement, its performance, objective and reporting highlighted under: -

Overview of distinctive areas between Audit and Review

Audit Review

Audit is a type of reasonable assurance engagement Review is a type of limited assurance engagement providing a
providing reasonable level of assurance lower level of assurance than reasonable assurance engagement.
It performs elaborate and extensive procedures It performs fewer procedures primarily focusing on inquiry and
including tests of controls and substantive analytical procedures.

procedures.

It draws reasonable conclusions on the basis of It draws limited conclusions on the basis of sufficient

sufficient appropriate evidence. appropriate evidence.

It provides an assurance opinion. The language of | It provides an assurance conclusion. The language of assurance
assurance opinion is positively worded. conclusion is negatively worded
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SRE 2410 REVIEW OF INTERIM FINANCIAL
INFORMATION PERFORMED BY THE INDEPENDENT
AUDITOR OF THE ENTITY

SRE 2410 deals with the auditor’s professional responsibilities when the auditor undertakes an engagement to
review the interim financial information of an audit client and on the form and content of the report.

In other words, SRE 2410 applies when review of interim financial information is performed by the independent
auditor of the financial statements of the entity.

What is Interim Financial Information?

Interim financial information is financial information that is prepared and presented in accordance with an
applicable financial reporting framework and comprises either a complete or a condensed set of financial
statements for a period that is shorter than the entity’s financial year. For example, interim financial information

may relate to financial statements of a quarter of financial year.

The objective of an engagement to review interim financial information is to enable the auditor to express a
conclusion whether, on the basis of the review, anything has come to the auditor’s attention that causes the
auditor to believe that the interim financial information is not prepared, in all material respects, in accordance
with an applicable financial reporting framework. The auditor makes inquiries and performs analytical and other
review procedures in order to reduce to a moderate level risk of expressing an inappropriate conclusion when the

interim financial information is materially misstated.

The objective of a review of interim financial information differs significantly from that of an audit conducted in
accordance with Standards on Auditing (SAs). A review of interim financial information does not provide a basis
for expressing an opinion on whether the financial information gives a true and fair view, or is presented fairly, in

all material respects, in accordance with an applicable financial reporting framework.

A review, in contrast to an audit, is not designed to obtain reasonable assurance that the interim financial
information is free from material misstatement. A review consists of making inquiries, primarily of persons
vesponsible for financial and accounting matters, and applying analytical and other review procedures. A review
may bring significant matters affecting the interim financial information to the auditor’s attention, but it does

not provide all of the evidence that would be required in an audit.

SRE 2410 applies when review of interim financial information is performed by the independent auditor of the
financial statements of the entity.

Agreeing the Terms of the Engagement
The auditor and the client should agree on the terms of the engagement. The agreed terms of the engagement are

ordinarily recorded in an engagement letter. Such communication helps to avoid misunderstandings regarding the

nature of the engagement and, in particular, the objective and scope of the review, management’s responsibilities,
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the extent of the auditor’s responsibilities, the assurance obtained, and the nature and form of the report.

The auditor should have an understanding of the entity and its environment, including its internal control, as it
relates to the preparation of both annual and interim financial information, sufficient to plan and conduct the

engagement so as to be able to:

a. ldentify the types of potential material misstatement and consider the likelihood of their occurrence and

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

financial reporting framework.

The auditor who has audited the entity’s financial statements for one or more annual periods has obtained an
understanding of the entity and its environment, including its internal control, as it relates to the preparation of
annual financial information that was sufficient to conduct the audit.

In planning a review of interim financial information, the auditor updates this understanding. The auditor also
obtains a sufficient understanding of internal control as it relates to the preparation of interim financial

information as it may differ from internal control as it relates to annual financial information.

Some of the procedures performed by the auditor to update the understanding of the entity and its environment,
including its internal control, ordinarily include the following:

* Reading the documentation, to the extent necessary, of the preceding year’s audit and reviews of prior
interim period(s) of the current year and corresponding interim period(s) of the prior year, to enable the
auditor to identify matters that may affect the curvent-period interim financial information.

* Considering any significant risks, including the risk of management override of controls, that were identified in
the audit of the prior year's financial statements.

* Reading the most recent annual and comparable prior period interim financial information.

e Considering materiality with reference to the applicable financial reporting framework as it relates to interim
financial information to assist in determining the nature and extent of the procedures to be performed and
evaluating the effect of misstatements.

o Considering the nature of any corrected material misstatements and any identified uncorrected immaterial
misstatements in the prior year's financial statements.

e Considering significant financial accounting and reporting matters that may be of continuing significance such
as material weaknesses in internal control.

o Considering the results of any audit procedures performed with respect to the currvent year’s financial
statements.

* Considering the results of any internal audit performed and the subsequent actions taken by the management.

¢ Inquiring of management about the results of management’s assessment of the risk that the interim financial
information may be materially misstated as a result of fraud.

o Inquiring of management about the effect of changes in the entity’s business activities.

¢ Inquiring of management about any significant changes in internal control and the potential effect of any such
changes on the preparation of interim financial information.

¢ Inquiring of management of the process by which the interim financial information has been prepared and the

reliability of the underlying accounting records to which the interim financial information is agreed or
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reconciled.

In order to plan and conduct a review of interim financial information, a recently appointed auditor, who has not
yet performed an audit of the annual financial statements in accordance with SAs, should obtain an
understanding of the entity and its environment, including of its internal control, as it relates to the preparation
of both annual and interim financial information. Besides, the auditor determines the nature of the review
procedures, if any, to be performed for components and, where applicable, communicates these matters to other
auditors involved in the review.

The auditor should make inquiries, primarily of persons responsible for financial and accounting matters, and
perform analytical and other review procedures to enable the auditor to conclude whether, on the basis of the
procedures performed, anything has come to the auditor’s attention that causes the auditor to believe that the
interim financial information is not prepared, in all material respects, in accordance with the applicable financial
reporting framework.

A review ordinarily does not require tests of the accounting records through inspection, observation or
confirmation. Procedures for performing a review of interim financial information are ordinarily limited to
making inquiries, primarily of persons responsible for financial and accounting matters, and applying analytical
and other review procedures, rather than corroborating information obtained concerning significant accounting

matters relating to the interim financial information.

The auditor’s understanding of the entity and its environment including its internal control, the results of the risk
assessments relating to the preceding audit and the auditor’s consideration of materiality as it velates to the
interim financial information, affects the nature and extent of the inquiries made, and analytical and other review
procedures applied.

The auditor ordinarily performs the following procedures: -

* Reading the minutes of the meetings of shareholders, those charged with governance, and other appropriate
committees to identify matters that may affect the interim financial information, and inquiring about
matters dealt with at meetings for which minutes are not available that may affect the interim financial
information.

o Considering the effect, if any, of matters giving rise to a modification of the audit or review report,
accounting adjustments or unadjusted misstatements, at the time of the previous audit or reviews.

« Communicating, where appropriate, with other auditors who are performing a review of the interim financial
information of the reporting entity’s significant components.

o Inquiring of members of management responsible for financial and accounting matters, and others as
appropriate about the following:

o Whether the interim financial information has been prepared and presented in accordance with the
applicable financial reporting framework.

o Whether there have been any changes in accounting principles or in the methods of applying them.

o Whether any new transactions have necessitated the application of a new accounting principle.

o Whether the interim financial information contains any known uncorrected misstatements.

o Unusual or complex situations that may have affected the interim financial information, such as a business
combination or disposal of a segment of the business.

o Significant assumptions that are relevant to the fair value measurement or disclosures and management’s
intention and ability to carry out specific courses of action on behalf of the entity.

o Whether related party transactions have been appropriately accounted for and disclosed in the interim
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intention and ability to carry out specific courses of action on behalf of the entity.

o Whether related party transactions have been appropriately accounted for and disclosed in the interim
financial information.

o Significant changes in commitments and contractual obligations.

o Significant changes in contingent liabilities including litigation or claims.

o Compliance with debt covenants.

o Matters about which questions have arisen in the course of applying the review procedures.

o Significant transactions occurring in the last several days of the interim period or the first several days of
the next interim period.

o Knowledge of any fraud or suspected fraud affecting the entity involving management, employees who
have significant roles in internal control or others where the fraud could have a material effect on the
interim financial information.

o Knowledge of any allegations of fraud, or suspected fraud, affecting the entity’s interim financial
information communicated by employees, former employees, analysts, regulators, or others.

o Knowledge of any actual or possible non-compliance with laws and regulations that could have a material
effect on the interim financial information.

o Applying analytical procedures to the interim financial information designed to identify relationships and
individual items that appear to be unusual and that may reflect a material misstatement in the interim
financial information.

o Reading the interim financial information, and considering whether anything has come to the auditor’s
attention that causes the auditor to believe that the interim financial information is not prepared, in all

material respects, in accordance with the applicable financial reporting framework.

The auditor may perform many of the review procedures before or simultaneously with the entity’s preparation of
the interim financial information. For example, it may be practicable to update the understanding of the entity
and its environment, including its internal control, and begin reading applicable minutes before the end of the

interim period.

Performing some of the review procedures earlier in the interim period also permits early identification and
consideration of significant accounting matters affecting the interim financial information.

The auditor performing the review of interim financial information is also engaged to perform an audit of the
annual financial statements of the entity. For convenience and efficiency, the auditor may decide to perform

certain audit procedures concurrently with the review of interim financial information.

A review of interim financial information ordinarily does not require corroborating the inquiries about litigation or
claims. [t is, therefore, ordinarily not necessary to send an inquiry letter to the entity’s lawyer.

Direct communication with the entity’s lawyer with respect to litigation or claims may, however, be appropriate if
a matter comes to the auditor’s attention that causes the auditor to question whether the interim financial
information is not prepared, in all material respects, in accordance with the applicable financial reporting
framework, and the auditor believes the entity’s l[awyer may have pertinent information.

The auditor may obtain evidence that the interim financial information agrees or reconciles with the underlying
accounting records by tracing the interim financial information to:
a. The accounting records, such as the general ledger, or a consolidating schedule that agrees or reconciles with
the accounting records; and
b. Other supporting data in the entity’s records as necessary.
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The auditor should inquire whether management has identified all events up to the date of the review report that
may require adjustment to or disclosure in the interim financial information. It is not necessary for the auditor to

perform other procedures to identify events occurving after the date of the review report.

The auditor should inquire whether management has changed its assessment of the entity’s ability to continue as a
going concern. When, as a result of this inquiry or other review procedures, the auditor becomes aware of events
or conditions that may cast significant doubt on the entity’s ability to continue as a going concern, the auditor
should:

a. Inquire of management as to its plans for future actions based on its going concern assessment, the feasibility
of these plans, and whether management believes that the outcome of these plans will improve the situation
and

b. Consider the adequacy of the disclosure about such matters in the interim financial information.

Events or conditions which may cast significant doubt on the entity’s ability to continue as a going concern may
have existed at the date of the annual financial statements or may be identified as a result of inquiries of
management or in the course of performing other review procedures.

When such events or conditions come to the auditor’s attention, the auditor inquires of management as to its
plans for future action, such as its plans to liquidate assets, borrow money or restructure debt, reduce or delay
expenditures, or increase capital. The auditor also inquires as to the feasibility of management’s plans and whether
management believes that the outcome of these plans will improve the situation. However, it is not ordinarily
necessary for the auditor to corroborate the feasibility of management’s plans and whether the outcome of these

plans will improve the situation.

When a matter comes to the auditor’s attention that leads the auditor to question whether a material adjustment
should be made for the interim financial information to be prepared, in all material respects, in accordance with
the applicable financial reporting framework, the auditor should make additional inquiries or perform other

procedures to enable the auditor to express a conclusion in the review report.

For example, if the auditor’s review procedures lead the auditor to question whether a significant sales transaction
is recorded in accordance with the applicable financial reporting framework, the auditor performs additional
procedures sufficient to resolve the auditor’s questions, such as discussing the terms of the transaction with senior

marketing and accounting personnel, or reading the sales contract.

The auditor should evaluate, individually and in the aggregate, whether uncorrected misstatements that have

come to the auditor's attention are material to the interim financial information.

Misstatements which come to the auditor’s attention, including inadequate disclosures, are evaluated individually
and in the aggregate to determine whether a material adjustment is required to be made to the interim financial
information for it to be prepared, in all material respects, in accordance with the applicable financial reporting

framework.

The auditor exercises professional judgment in evaluating the materiality of any misstatements that the entity has

not corvected.
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The auditor should obtain written representation from management that: -
i. It acknowledges its responsibility for the design and implementation of internal control to prevent and detect
fraud and error
ii. The interim financial information is prepared and presented in accordance with the applicable financial
reporting framework
fii. It believes the effect of those uncorrected misstatements aggregated by the auditor during the review are
immaterial, both individually and in the aggregate, to the interim financial information taken as a whole. A
summary of such items is included in or attached to the written representations
iv. It has disclosed to the auditor all significant facts relating to any frauds or suspected frauds known to
management that may have affected the entity
v. It has disclosed to the auditor the results of its assessment of the risks that the interim financial information
may be materially misstated as a result of fraud
vi. It has disclosed to the auditor all known actual or possible non-compliance with laws and regulations whose
effects are to be considered when preparing the interim financial information; and
vii. It has disclosed to the auditor all significant events that have occurred subsequent to the balance sheet date
and through to the date of the review report that may require adjustment to or disclosure in the interim

financial information.

The auditor should read the other information that accompanies the interim financial information to consider
whether any such information is materially inconsistent with the interim financial information.

If the auditor identifies a material inconsistency, the auditor considers whether the interim financial information
or the other information needs to be amended.

If an amendment is necessary in the interim financial information and management refuses to make such
amendment, the auditor considers the implications for the review report.

If an amendment is necessary in the other information and management refuses to make such amendment, the
auditor considers including in the review report an additional paragraph describing the material inconsistency, or
taking other actions, such as withholding the issuance of the review report or withdrawing from the engagement.
For example, management may present alternative measures of earnings that more positively portray results of
operations than the interim financial information, and such alternative measures are given excessive prominence,
are not clearly defined, or not clearly reconciled to the interim financial information such that they are confusing
and potentially misleading. If a matter comes to the auditor’s attention that causes the auditor to believe that the
other information appears to include a material misstatement of fact, the auditor should discuss the matter with
the entity's management.

While reading the other information for the purpose of identifying material inconsistencies, an apparent material
misstatement of fact may come to the auditor’s attention (i.e., information, not related to matters appearing in
the interim financial information, that is incorvectly stated or presented).

When discussing the matter with the entity’s management, the auditor considers the validity of the other
information and management’s responses to the auditor’s inquiries, whether valid differences of judgment or
opinion exist and whether to request management to consult with a qualified third party to resolve the apparent
misstatement of fact. If an amendment (s necessary to correct a material misstatement of fact and management
refuses to make the amendment, the auditor considers taking further action as appropriate, such as notifying

those charged with governance and obtaining a legal advice.
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When, as a result of performing the review of interim financial information, a matter comes to the auditor’s
attention that causes the auditor to believe that it is necessary to make a material adjustment to the interim
financial information for it to be prepared, in all material respects, in accordance with the applicable financial
reporting framework, the auditor should communicate this matter as soon as practicable to the appropriate level
of management.

When, in the auditor’s judgment, management does not respond appropriately within a reasonable period of time,
the auditor should inform those charged with governance. The communication is made as soon as practicable,
either orally or in writing. The auditor’s decision whether to communicate orally or in writing is affected by
factors such as the nature, sensitivity and significance of the matter to be communicated and the timing of such

communications. If the information is communicated orally, the auditor documents the communication.

When, in the auditor’s judgment, those charged with governance do not respond appropriately within a
reasonable period, the auditor should consider:

(a) Whether to modify the report or

(b) The possibility of withdrawing from the engagement and

(¢) The possibility of resigning from the appointment to audit the annual financial statements.

When, as a result of performing the review of interim financial information, a matter comes to the auditor’s
attention that causes the auditor to believe in the existence of fraud or noncompliance by the entity with laws and
regulations, the auditor should communicate the matter as soon as practicable to the appropriate level of
management. The determination of which level of management is the appropriate one is affected by the likelihood
of collusion or the involvement of a member of management. The auditor also considers the need to report such
matters to those charged with governance and considers the implication for the review.

The auditor should communicate relevant matters of governance interest arising from the review of interim
financial information with those charged with governance. As a result of performing the review of the interim
financial information, the auditor may become aware of matters that in the opinion of the auditor are both
important and relevant to those charged with governance in overseeing the financial reporting and disclosure

process. The auditor communicates such matters to those charged with governance.

the Nature, Extent and Results of the Review of Interim Financial Information
The auditor should issue a written report that contains the following: - Content of Written Report:
i. An appropriate title.

ii. An addressee, as required by the circumstances of the engagement.

iii. ldentification of the interim financial information reviewed, including identification of the title of each of the
statements contained in the complete or condensed set of financial statements and the date and period
covered by the interim financial information.

iv. If the interim financial information comprises a complete set of general-purpose financial statements prepared

in accordance with a financial reporting framework designed to achieve fair presentation, a statement that
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management is responsible for the preparation and fair presentation of the interim financial information in
accordance with the applicable financial reporting framework.

v. In other circumstances, a statement that management is responsible for the preparation and presentation of
the interim financial information in accordance with the applicable financial reporting framework.

vi. A statement that the auditor is responsible for expressing a conclusion on the interim financial information
based on the review.

vii. A statement that the review of the interim financial information was conducted in accordance with Standard
on Review Engagements (SRE) 2410, “Review of Interim Financial Information Performed by the Independent
Auditor of the Entity,” and a statement that that such a review consists of making inquiries, primarily of
persons responsible for financial and accounting matters, and applying analytical and other review procedures.

viii. A statement that a review is substantially less in scope than an audit conducted in accordance with Standards
on Auditing and consequently does not enable the auditor to obtain assurance that the auditor would become
aware of all significant matters that might be identified in an audit and that accordingly no audit opinion is
expressed.

ix. If the interim financial information comprises a complete set of general purpose financial statements prepared
in accordance with a financial reporting framework designed to achieve fair presentation, a conclusion as to
whether anything has come to the auditor’s attention that causes the auditor to believe that the interim
financial information does not give a true and fair view, or does not present fairly, in all material respects, in
accordance with the applicable financial reporting framework.

X. In other circumstances, a conclusion as to whether anything has come to the auditor’s attention that causes
the auditor to believe that the interim financial information is not prepared, in all material respects, in
accordance with the applicable financial reporting framework

xi. The date of the report.

xii. Place of Signature.

xiii. The auditor’s signature and membership number assigned by the Institute of Chartered Accountants of India
(ICA).

xiv. The Firm’s registration number of the member of the Institute, wherever applicable, as allotted by ICAI.

Besides, UDIN has also to be generated and stated for review engagement as it is also in nature of an assurance
engagement. UDIN has to be stated for engagements performed in accordance with SRE 2400 or SRE 2410.

The auditor should express qualified or adverse conclusion when a matter has come to the auditor’s attention that
causes the auditor to believe that a material adjustment should be made to the interim financial information for
it to be prepared, in all material respects, in accordance with the applicable financial reporting framework.

If matters have come to the auditor’s attention that cause the auditor to believe that the interim financial
information is or may be materially affected by a departure from the applicable financial reporting framework,
and management does not corvect the interim financial information, the auditor modifies the review report. The
modification describes the nature of the departure and, if practicable, states the effects on the interim financial

information.
If the information that the auditor believes is necessary for adequate disclosure is not included in the interim

financial information, the auditor modifies the review report and, if practicable, includes the necessary

information in the review report.
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The modification to the review report is ordinarily accomplished by adding an explanatory paragraph to the
review report and qualifying the conclusion. When the effect of the departure is so material and pervasive to the
interim financial information that the auditor concludes a qualified conclusion is not adequate to disclose the
misleading or incomplete nature of the interim financial information, the auditor expresses an adverse conclusion.

A limitation on scope ordinarily prevents the auditor from completing the review. When the auditor is unable to
complete the review, the auditor should communicate, in writing, to the appropriate level of management and to
those charged with governance the reason why the review cannot be completed and consider whether it is
appropriate to issue a report

Limitation on Scope Imposed by Management

The auditor does not accept an engagement to review the interim financial information if the auditor’s
preliminary knowledge of the engagement circumstances indicates that the auditor would be unable to complete
the review because there will be a [imitation on the scope of the auditor’s review imposed by the management of
the entity.

If, after accepting the engagement, management imposes a limitation on the scope of the review, the auditor
requests the removal of that limitation. If management refuses to do so, the auditor is unable to complete the
review and express a conclusion. In such cases, the auditor communicates, in writing, to the appropriate level of
management and those charged with governance the reason why the review cannot be completed. Nevertheless, if
a matter comes to the auditor’s attention that causes the auditor to believe that a material adjustment to the
interim financial information is necessary for it to be prepared, in all material vespects, in accordance with the

applicable financial reporting framework, the auditor communicates such matters.

The auditor also considers the legal and reqgulatory responsibilities, including whether there is a requirement for
the auditor to issue a report. If there is such a requirement, the auditor disclaims a conclusion, and provides in the
review report the reason why the review cannot be completed. However, if a matter comes to the auditor’s
attention that causes the auditor to believe that a material adjustment to the interim financial information is
necessary for it to be prepared, in all material respects, in accordance with the applicable financial reporting
framework, the auditor also communicates such a matter in the report.

Other Limitations on Scope

A limitation on scope may occur due to circumstances other than a limitation on scope imposed by management.
In such circumstances, the auditor is ordinarily unable to complete the review and express a conclusion. There may
be, however, some rare circumstances where the limitation on the scope of the auditor’'s work is clearly confined
to one or more specific matters that, while material, are not in the auditor’s judgment pervasive to the interim
financial information. In such circumstances, the auditor modifies the review report by indicating that, except for
the matter which is described in an explanatory paragraph to the review report, the review was conducted in
accordance with this SRE, and by qualifying the conclusion.
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The auditor may have expressed a qualified opinion on the audit of the latest annual financial statements because
of a limitation on the scope of that audit. The auditor considers whether that limitation on scope still exists and, if
so, the implications for the review report.

If, as a result of inquiries or other review procedures, a material uncertainty relating to an event or condition
comes to the auditor’s attention that may cast significant doubt on the entity’s ability to continue as a going

concern, and adequate disclosure is made in the interim financial information the auditor modifies the review
report by adding an emphasis of matter paragraph.

The auditor may have modified a prior audit or review report by adding an emphasis of matter paragraph to
highlight a material uncertainty relating to an event or condition that may cast significant doubt on the entity’s
ability to continue as a going concern. If the material uncertainty still exists and adequate disclosure is made in
the interim financial information, the auditor modifies the review report on the curvent interim financial

information by adding a paragraph to highlight the continued material uncertainty.

If a material uncertainty that casts significant doubt about the entity's ability to continue as a going concern is
not adequately disclosed in the interim financial information, the auditor should express a qualified or adverse
conclusion, as appropriate. The report should include specific reference to the fact that there is such a material
uncertainty.

The terms of the engagement include management’s agreement that where any document containing interim
financial information indicates that such information has been reviewed by the entity’s auditor, the review report
will also be included in the document. If management has not included the review report in the document, the
auditor considers seeking legal advice to assist in determining the appropriate course of action in the

circumstances.

If the auditor has issued a modified review report and management issues the interim financial information
without including the modified review report in the document containing the interim financial information, the
auditor considers seeking legal advice to assist in determining the appropriate course of action in the

circumstances, and the possibility of resigning from the appointment to audit the annual financial statements

Interim financial information consisting of a condensed set of financial statements does not necessarily include all
the information that would be included in a complete set of financial statements, but may rather present an
explanation of the events and changes that are significant to an understanding of the changes in the state of
affairs and performance of the entity since the annual reporting date. This is because it is presumed that the users
of the interim financial information will have access to the latest audited financial statements, such as is the case
with listed entities.

In other circumstances, the auditor discusses with management the need for such interim financial information to

include a statement that it is to be read in conjunction with the latest audited financial statements. In the
absence of such a statement, the auditor considers whether, without a reference to the latest audited financial
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statements, the interim financial information is misleading in the circumstances, and the implications for the
review report

Documentation

The auditor should prepare review documentation that is sufficient and appropriate to provide a basis for the

auditor’s conclusion and to provide evidence that the review was performed in accordance with this SRE and
applicable legal and requlatory requirements.
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CHAPTER - 11

Prospective Financial
Information And
Other Assurance
Services
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SAE 3400 The Examination of Prospective Financial

Information

The purpose of this Standard on Assurance Engagement (SAE) is to establish standards and provide guidance on
engagements to examine and report on prospective financial information including examination procedures for best-
estimate and hypothetical assumptions.

Further, the principles laid down in the other Standards on Auditing, issued by the Institute of Chartered
Accountants of India, should be used by the auditor, to the extent practicable, in applying this SAE.

In an engagement to examine prospective financial information, the auditor should obtain sufficient appropriate
evidence as to whether:

a. management’s best-estimate assumptions on which the prospective financial information is based are not
unreasonable and, in the case of hypothetical assumptions, such assumptions are consistent with the purpose of
the information;

b. the prospective financial information is properly prepared on the basis of the assumptions;

c. the prospective financial information is properly presented and all material assumptions are adequately disclosed,
including a clear indication as to whether they are best-estimate assumptions or hypothetical assumptions; and

d. the prospective financial information is prepared on a consistent basis with historical financial statements, using
appropriate accounting principles.

“Prospective financial information” means financial information based on assumptions about events that may occur
in the future and possible actions by an entity. It is highly subjective in nature and its preparation requires the
exercise of considerable judgment. Prospective financial information can be in the form of a forecast, a projection, or
a combination of both, for example, a one year forecast plus a five year projection.

A “forecast” means prospective financial information prepared on the basis of assumptions as to future events which
management expects to take place and the actions management expects to take as of the date the information is
prepared (best-estimate assumptions).

A “projection’’ means prospective financial information prepared on the basis of:

I. hypothetical assumptions about future events and management actions which are not necessarily expected to take
place, such as when some entities are in a start-up phase or are considering a major change in the nature of
operations; or

ii. a mixture of best-estimate and hypothetical assumptions. Such information illustrates the possible consequences as
of the date the information is prepared if the events and actions were to occur (a “what -if’ scenario).

Prospective financial information can include financial statements or one or more elements of financial statements
and may be prepared.:

i. as an internal management tool, for example, to assist in evaluating a possible capital investment; or

ii. for the distribution/submission to third parties in, for example:

o a prospectus to provide potential investors with information about future expectations.
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o an annual report to provide information to shareholders, regulatory bodies and other interested parties.
o a document, for example, cash flow forecasts, for the information of lenders.

Management is responsible for the preparation and presentation of the prospective financial information, including
the identification and disclosure of the sources of information, the basis of forecasts and the underlying assumptions.
The auditor may be asked to examine and report on the prospective financial information to enhance its credibility,
whether it is intended for use by third parties or for internal purposes

The guidance provided in this Standard is in line with the provisions of clause (3) of Part | of the Second Schedule to
the Chartered Accountants Act, 1949 [as amended by the Chartered Accountants (Amendment) Act, 2006].

This clause provides that a chartered accountant in practice shall be deemed to be guilty of professional misconduct
“if he permits his name or the name of his firm to be used in connection with an estimate of earnings contingent
upon future transactions in a manner which may lead to the belief that he vouches for the accuracy of the forecast.”

As per the opinion of the Council while finalising the Guidance Note on Accountant’s Report on Profit Forecasts
and/or Financial Forecasts , a chartered accountant can participate in the preparation of profit or financial forecasts
and can review them, provided he indicates clearly in his report the sources of information, the basis of forecasts and
also the major assumptions made in arriving at the forecasts and so long as he does not vouch for the accuracy of the
forecasts.

The Council has further opined that the same opinion would also apply to projections made on the basis of
hypothetical assumptions about future events and management actions which are not necessarily expected to take
place so long as the auditor does not vouch for the accuracy of the projection. (emphasis added)

The term “auditor’ is used throughout this SAE when describing services involving examination of prospective
financial information. Such reference is not intended to imply that a member performing such services need
necessarily be the statutory auditor of the entity’s financial statements.

Prospective financial information relates to events and actions that have not yet occurved and might not occur. While
evidence may be available to support the assumptions on which the prospective financial information is based, such
evidence is itself generally future- oriented and, therefore, speculative in nature, as distinct from the evidence
ordinarily available in the examination of historical financial information. The auditor is, therefore, not in a position
to express an opinion as to whether the results shown in the prospective financial information will be achieved.

Further, given the types of evidence available in assessing the assumptions on which the prospective financial
information is based, it may be difficult for the auditor to obtain a level of satisfaction sufficient to provide a positive
expression of opinion that the assumptions are free of material misstatement. Consequently, in this SAE, when
reporting on the reasonableness of management’s assumptions, the auditor provides only a moderate level of
assurance. (nothing has come to our attention, which causes us to believe that assumptions do not provide a
reasonable basis for the forecast)
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Before accepting an engagement to examine prospective financial information, the auditor would consider, amongst
other things:

o the intended use of the information;

» whether the information will be for general or limited distribution;

o the nature of the assumptions, that is, whether they are best -estimates or hypothetical assumptions;

o the elements to be included in the information; and

e the period covered by the information.

The auditor should not accept, or should withdraw from, an engagement when the assumptions are clearly
unrealistic or when the auditor believes that the prospective financial information will be inappropriate for its
intended use.

In accordance with SA 210, “Terms of Audit Engagement”, it is necessary that the auditor and the client should
agree on the terms of the engagement. It is in the interest of both client and auditor that the auditor sends an
engagement letter to help in avoiding misunderstandings regarding the engagement. An engagement letter would
addvress the matters in above paragraph and set out the management’s responsibilities for the assumptions and for

providing the auditor with all relevant information and source data used in developing the assumptions.

The auditor should obtain a sufficient level of knowledge of the business to be able to evaluate whether all significant

assumptions required for the preparation of the prospective financial information have been identified.

The auditor should consider the extent to which reliance on the entity’s historical financial information is justified

The auditor should consider the period of time covered by the prospective financial information. Since assumptions
become more speculative as the length of the period covered increases, as that period lengthens, the ability of
management to make best-estimate assumptions decreases

When determining the nature, timing and extent of examination procedures, the auditor should consider matters
such as:

a. the knowledge obtained during any previous engagements;

b. management’s competence regarding the preparation of prospective financial information;

c. the likelihood of material misstatement;

d. the extent to which the prospective financial information is affected by the management’s judgment;

e. the sources of information considered by the management for the purpose, their adequacy, reliability of the

underlying data, including data derived from third parties, such as industry statistics, to support the assumptions;

™

the stability of entity’s business; and
g. the engagement team’s experience with the business and the industry in which the entity operates and with
reporting on prospective financial information.

The auditor would assess the source and reliability of the evidence supporting management’s best-estimate
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The auditor would assess the source and reliability of the evidence supporting management’s best-estimate
assumptions. Sufficient appropriate evidence supporting such assumptions would be obtained from internal and
external sources including consideration of the assumptions in the light of historical information and an evaluation of
whether they are based on plans that are within the entity’s capacity.

Examples of external sources are government publications, industry publications, economic forecast, existing or
proposed legislation, and reports of changing technology.

Examples of internal sources are budgets, project of the entity, wage agreements, patents, royalty agreements and
records, sales backlog records, and, debt agreements, etc.

The auditor would consider whether, when hypothetical assumptions are used, all significant implications of such
assumptions have been taken into consideration. For example, if sales are assumed to grow beyond the entity’s
curvent plant capacity, the prospective financial information will need to include the necessary investment in the
additional plant capacity or the costs of alternative means of meeting the anticipated sales, such as subcontracting
production.

The auditor would need to be satisfied that the hypothetical assumptions are consistent with the purpose of the
prospective financial information and that there is no reason to believe they are clearly unrealistic.

The auditor will need to be satisfied that the prospective financial information is properly prepared from
management’s assumptions by, for example, making checks such as recomputation

The auditor should obtain written representations from management regarding the intended use of the prospective
financial information, the completeness of significant management assumptions and management’s acceptance of its
responsibility for the prospective financial information. The management is also responsible for identification and
disclosure of uncontrollable factors, outstanding litigations, commitments, or any other material factors that are likely
to affect the prospective financial information

When assessing the presentation and disclosure of the prospective financial information and the underlying
assumptions, in addition to the specific requirements of any relevant statutes, requlations as well as the relevant
professional pronouncements, the auditor will need to consider whether:

a. the presentation of prospective financial information is informative and not misleading;

b. the accounting policies are clearly disclosed in the notes to the prospective financial information;

¢. the assumptions are adequately disclosed in the notes to the prospective financial information. It needs to be clear
whether assumptions represent management’s best —estimates or are hypothetical and, when assumptions are
made in areas that are material and are subject to a high degree of uncertainty, this uncertainty and the
resulting sensitivity of results needs to be adequately disclosed;

d. the date as of which the prospective financial information was prepared is disclosed. Management needs to
confirm that the assumptions are appropriate as of this date, even though the underlying information may have
been accumulated over a period of time;

e. the basis of establishing points in a range is clearly indicated and the range is not selected in a biased or

misleading manner when results shown in the prospective financial information are expressed in terms of a
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range; and

f. there is any change in the accounting policy of the entity from that disclosed in the most recent historical
financial statements and whether reason for the change and the effect of such change on the prospective financial
information has been adequately disclosed.

The report by an auditor on an examination of prospective financial information should contain the following:
a. Title;
b. Addressee;
¢. ldentification of the prospective financial information;
d. Reference to the Standards on Auditing applicable to the examination of prospective financial information;
e. Statement that management is responsible for the prospective financial information including the underlying
assumptions;
f. When applicable, a reference to the purpose and/or restricted distribution of the prospective financial
information;
g. Statement that the examination procedures included examination, on a test basis, of evidence supporting the
assumptions, amounts and other disclosures in the forecast or projection;
h. Statement of negative assurance as to whether the assumptions provide a reasonable basis for the prospective
financial information;
i. Opinion as to whether the prospective financial information is properly prepared on the basis of the assumptions
and is presented in accordance with the relevant financial reporting framework;
J- Appropriate caveats concerning the achievability of the results indicated by the prospective financial information;
k. Date of report (which should be the date procedures have been completed);
[. Place of signature; and
m. Signature

Such a report would

o State whether, based on the examination of the evidence supporting the assumptions, anything has come to the
auditor’s attention, which causes the auditor to believe that the assumptions do not provide a reasonable basis for
the prospective financial information.

» Express an opinion as to whether the prospective financial information is properly prepared on the basis of the
assumptions and is presented in accordance with the relevant financial reporting framework.

* State that:

o Actual results are likely to be different from the prospective financial information since anticipated events
frequently do not occur as expected and the variation could be material. Likewise, when the prospective
financial information is expressed as a range, it would be stated that there can be no assurance that actual
results will fall within the range; and

o In the case of a projection, the prospective financial information has been prepared for (intended use), using a
set of assumptions that include hypothetical assumptions about future events and management’s actions that
are not necessarily expected to occur. Consequently, readers are cautioned that the prospective financial
information should not be used for purposes other than the abovementioned intended use.

When the auditor believes that one or more significant assumptions do not provide a reasonable basis for the
prospective financial information prepared on the basis of best-estimate assumptions or that one or more significant
assumptions do not provide a reasonable basis for the prospective financial information given the hypothetical
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assumptions, the auditor should either express an adverse opinion setting out the reasons in the report on the
prospective financial information, or withdraw from the engagement.

When the examination is affected by conditions that preclude application of one or more procedures considered
necessary in the circumstances, the auditor should either withdraw from the engagement or disclaim the opinion and
describe the scope limitation in the report on the prospective financial information

When the auditor believes that the presentation and disclosure of the prospective financial information is not
adequate, the auditor should express a qualified or adverse opinion in the report on the prospective financial

information, or withdraw from the engagement as appropriate

The auditor should document matters, which are important in providing evidence to support his report on
examination of prospective financial information, and evidence that such examination was carvied out in accordance
with this SAE.

The working papers will include the sources of information, basis of forecasts and the assumptions made in arviving
the forecasts, hypothetical assumptions, evidence supporting the assumptions, management representations regarding
the intended use and distribution of the information, completeness of material assumptions, management’s
acceptance of its responsibility for the information, audit plan, the nature, timing and extent of examination
procedures performed, and, in case the auditor expresses a modified opinion or withdraws from the engagement, the
reasons forming the basis of such decision.
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SAE 3402 Assurance Reports on Controls at a Service

Organisation

This Standard on Assurance Engagements (SAE) deals with assurance engagements undertaken by a professional
accountant in public practice to provide a report for use by user entities and their auditors on the controls at a service
organization that provides a service to user entities that is likely to be relevant to user entities’ internal control as it
velates to financial reporting. It complements SA 402, in that reports prepared in accordance with this SAE are
capable of providing appropriate evidence under SA 402.

This SAE applies only when the service organization is responsible for, or otherwise able to make an assertion about,
the suitable design of controls. This SAE does not deal with assurance engagements:
a. To report only on whether controls at a service organization operated as described, or
b. To report only on controls at a service organization other than those related to a service that is likely to be
velevant to user entities’ internal control as it relates to financial reporting (for example, controls that affect user

entities’ production or quality control).

What is a Service Organisation?

Sevvice organization refers to a third-party organization (or segment of a third-party organization) that provides
services to user entities that are likely to be relevant to user entities internal control as it relates to financial reporting.
User entity refers to an entity that uses a service organization.

Why controls of a service organization are important to a user entity’s internal controls relating to financial reporting?

Controls related to a service organization’s operations and compliance objectives may be relevant to a user entity’s
internal control as it relates to financial reporting. Such controls may pertain to assertions about presentation and
disclosure relating to account balances, classes of transactions, or disclosures, or may pertain to evidence that the user
auditor evaluates or uses in applying auditing procedures.

For example, a company has outsourced its payroll processing functions to a service organization. The service
organization is responsible for the accurate preparation of payrolls and timely remittance of statutory dues to
government authorities on behalf of the company. Payroll processing service organization’s controls related to the
timely remittance of payroll deductions to government authorities may be relevant to the company (user entity) as
late remittances could result in interest and penalties resulting in liabilities for the user entity.

“Controls at the service organization’ includes aspects of user entities’ information systems maintained by the service
organization, and may also include aspects of one or more of the other components of internal control at a service

organization.

For example, such controls at a service organization may include aspects of a service organization’s control
environment, monitoring, and control activities when they relate to the services provided. It does not, however, include
controls at a service organization that are not related to the achievement of the control objectives stated in the service
organization’s description of its system, for example, controls related to the preparation of the service organization’s

own financial statements.
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The determination of whether controls at a service organization related to operations and compliance are likely to be
relevant to user entities’ internal control as it relates to financial reporting is a matter of professional judgment,
having regard to the control objectives set by the service organization and the suitability of the criteria.

User Auditor and Service Auditor

User auditor refers to an auditor who audits and reports on the financial statements of a user entity.
Sevvice auditor refers to a professional accountant in public practice who, at the request of the service organization,

provides an assurance report on controls at a service organization.

The objectives of the service auditor are: -

a. To obtain reasonable assurance about whether, in all material respects, based on suitable criteria: -

i. The service organization’s description of its system fairly presents the system as designed and implemented
throughout the specified period (or in the case of a type 1 report, as at a specified date)
ii. The controls related to the control objectives stated in the service organization’s description of its system were
suitably designed throughout the specified period (or in the case of a type 1 report, as at a specified date)
iii. Where included in the scope of the engagement, the controls operated effectively to provide reasonable
assurance that the control objectives stated in the service organization’s description of its system were achieved
throughout the specified period.

b. To report on the matters in (a) above in accordance with the service auditor’s findings.

Type 1 Report & Type 2 Report
Type 1 report is a report that comprises:

() The service organization’s description of its system;
(i) A written assertion by the service organization that, in all material respects, and based on suitable criteria:
a. The description fairly presents the service organization’s system as designed and implemented at the specified date
b. The controls related to the control objectives stated in the service organization’s description of its system were
suitably designed as at the specified date and
(1if) A service auditor’s assurance report that conveys reasonable assurance about the matters referred to in (ii)

Type 2 report is a report that comprises:

() The service organization’s description of its system
(i) A written assertion by the service organization that, in all material respects, and based on suitable criteria:
a. The description fairly presents the service organization’s system as designed and implemented throughout the
specified period
b. The controls related to the control objectives stated in the service organization’s description of its system were
suitably designed throughout the specified period and
¢. The controls related to the control objectives stated in the service organization’s description of its system operated
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suitably designed throughout the specified period and
¢. The controls related to the control objectives stated in the service organization’s description of its system operated
effectively throughout the specified period and
(fit) A service auditor’s assurance report that: -
a. Conveys reasonable assurance about the matters in (ii) and
b. Includes a description of the tests of controls and the results thereof.

Type 1 report is a report on the description and design of controls at a service organization whereas type 2 report is a
report on the description, design and operating effectiveness of controls at a service organization.

a. Compliance with ethical requirements: The service auditor shall comply with relevant ethical requirements,
including those pertaining to independence, relating to assurance engagements.

b. Determination of Management and those charged with governance and communication with them: The service
auditor shall inquire of, request representations from, communicate with, or otherwise interact with the service
organization wherever required. The service auditor shall determine the appropriate persons within the service

organization’s management or governance structure with whom to interact.

¢. Acceptance and changes in terms of engagement: Before, accepting such an engagement, it has to be ensured by
service auditor that necessary capabilities and competence to carry out such engagement are possessed by him. It
also needs to be ensured that the criteria to be applied by the service organization to prepare the description of its
system will be suitable and available to user entities and their auditors and the scope of the engagement and the
service organization’s description of its system will not be so limited that they are unlikely to be useful to user
entities and their auditors. If the service organization requests a change in the scope of the engagement before the
completion of the engagement, the service auditor shall be satisfied that there is a reasonable justification for the
change.

d. Assessing of suitability of the Criteria: The service auditor shall assess whether the service organization has used
suitable criteria in preparing the description of its system, in evaluating whether controls are suitably designed,
and, in the case of a type 2 reports, in evaluating whether controls are operating effectively.

e. Determination of Materiality: When planning and performing the engagement, the service auditor shall consider
materiality with respect to the fair presentation of the description, the suitability of the design of controls and, in
the case of a type 2 report, the operating effectiveness of controls.

f. Obtaining an understanding of the Service organization’s system: The service Auditor shall obtain an understanding
of the service organization’s system, including controls that are included in the scope of engagement.

g. Obtaining evidence regarding the description: The service auditor shall obtain and read the service organization’s
description of its system and evaluate whether those aspects of the description included in the scope of engagement
are fairly presented.

h. Obtaining evidence regarding the design of controls: The service auditor shall determine which of the controls at

the service organization are necessary to achieve the control objectives stated in the service organization’s
description of its system and shall assess whether those controls were suitably designed.
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i. Obtaining evidence regarding operating effectiveness of controls: When providing a type 2 report, the service

d.
e.

auditor shall test those controls that the service auditor has determined are necessary to achieve the control
objectives stated in the service organization’s description of its system, and assess their operating effectiveness
throughout the period.

. Understanding the internal audit function: If the service organization has an internal audit function, the service

auditor shall obtain an understanding of the nature of the responsibilities of the internal audit function and of the
activities performed in order to determine whether the internal audit function is likely to be relevant to the
engagement in order for the service auditor to use specific work of the internal auditors.

. Asking for Written Representations: The service auditor shall request the service organization to provide written

representations: -
Asking for Written Representation from the service organization -
A. That reaffirm the assertion accompanying the description of the system
B. That it has provided the service auditor with all relevant information and access agreed to and
C. That it has disclosed to the service auditor any of the following of which it is aware:-
i. Non-compliance with laws and regulations, fraud, or uncorrected deviations attributable to the service
organization that may affect one or more user entities
fi. Design deficiencies in controls
fii. Instances where controls have not operated as described and
iv. Any events subsequent to the period covered by the service organization’s description of its system up to the
date of the service auditor’s assurance report that could have a significant effect on the service auditor’s
assurance report

Subsequent Events: The service auditor shall inquire whether the service organization is aware of any events
subsequent to the period covered by the service organization’s description of its system up to the date of the service
auditor’s assurance report that could have a significant effect on the service auditor’s assurance report.

A title that clearly indicates the report is an independent service auditor’s assurance report.

An addressee

ldentification of:

i. The service organization’s description of its system, and the service organization’s assertion, which includes the
matters for a type 2 report, or for a type 1 report.

ii. Those parts of the service organization’s description of its system, if any, that are not covered by the service
auditor’s opinion.

iii. If the description refers to the need for complementary user entity controls, a statement that the service
auditor has not evaluated the suitability of design or operating effectiveness of complementary user entity
controls, and that the control objectives stated in the service organization’s description of its system can be
achieved only if complementary user entity controls are suitably designed or operating effectively, along with
the controls at the service organization.

iv. If services are performed by a subservice organization, the nature of activities performed by the subservice
organization as described in the service organization’s description of its system.

Identification of the criteria, and the party specifying the control objectives.

A statement that the report and, in the case of a type 2 report, the description of tests of controls are intended

only for user entities and their auditors, who have a sufficient understanding to consider it, along with other

information including information about controls operated by user entities themselves, when assessing the risks of
material misstatements of user entities’ financial statements.
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f. A statement that the service organization is responsible for: -
i. Preparing the description of its system, and the accompanying assertion, including the completeness, accuracy
and method of presentation of that description and that assertion;
ii. Providing the services covered by the service organization’s description of its system;
iii. Stating the control objectives (where not identified by law or regulation, or another party, for example, a user
group or a professional body) and
iv. Designing and implementing controls to achieve the control objectives stated in the service organization’s
description of its system.

g. A statement that the service auditor’s responsibility is to express an opinion on the service organization’s
description, on the design of controls related to the control objectives stated in that description and, in the case of
a type 2 report, on the operating effectiveness of those controls, based on the service auditor’s procedures.

h. A statement that the engagement was performed in accordance with SAE 3402, “Assurance Reports on Controls
at a Service Organization,” which requires that the service auditor comply with ethical requirements and plan and
perform procedures to obtain reasonable assurance about whether, in all material respects, the service
organization’s description of its system is fairly presented and the controls are suitably designed and, in the case of
a type 2 report, are operating effectively.

i. A summary of the service auditor’s procedures to obtain reasonable assurance and a statement of the service
auditor’s belief that the evidence obtained is sufficient and appropriate to provide a basis for the service auditor’s
opinion, and, in the case of a type 1 report, a statement that the service auditor has not performed any
procedures regarding the operating effectiveness of controls and therefore no opinion is expressed thereon.

J- A statement of the limitations of controls and, in the case of a type 2 report, of the risk of projecting to future
periods any evaluation of the operating effectiveness of controls.

k. The service auditor’s opinion, expressed in the positive form, on whether, in all material respects, based on suitable
criteria:

i. In the case of a type 2 report: -
a. The description fairly presents the service organization’s system that had been designed and implemented
throughout the specified period;
b. The controls related to the control objectives stated in the service organization’s description of its system
were suitably designed throughout the specified period; and
¢. The controls tested, which were those necessary to provide reasonable assurance that the control objectives
stated in the description were achieved, operated effectively throughout the specified period.
ii. In the case of a type 1 report: -
a. The description fairly presents the service organization’s system that had been designed and implemented
as at the specified date and
b. The controls related to the control objectives stated in the service organization’s description of its system
were suitably designed as at the specified date.

[. The date of the service auditor’s assurance report, which shall be no earlier than the date on which the service
auditor has obtained sufficient appropriate evidence on which to base the opinion.

m. Signature-The report should be signed by the practitioner.

n. The place of signature — the report should name specific location, which is ordinarily the city where the report is

signed.

Additional matters requiring reporting in type 2 report:

In the case of a type 2 report, the service auditor’s assurance report shall include a separate section after the opinion,
or an attachment, that describes the tests of controls that were performed and the results of those tests.

In describing the tests of controls, the service auditor shall clearly state which controls were tested, identify whether
the items tested represent all or a selection of the items in the population, and indicate the nature of the tests in
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sufficient detail to enable user auditors to determine the effect of such tests on their risk assessments.

If deviations have been identified, the service auditor shall include the extent of testing performed that led to
identification of the deviations (including the sample size where sampling has been used), and the number and nature
of the deviations noted.

The sevvice auditor shall report deviations even if, on the basis of tests performed, the service auditor has concluded
that the related control objective was achieved.

Modified Opinions

If the service auditor concludes that:

a. The service organization’s description does not fairly present, in all material respects, the system as designed and
implemented,;

b. The controls related to the control objectives stated in the description were not suitably designed, in all material
respects

¢. In the case of a type 2 report, the controls tested, which were those necessary to provide reasonable assurance that
the control objectives stated in the service organization’s description of its system were achieved, did not operate
effectively, in all material respects or

d. The service auditor is unable to obtain sufficient appropriate evidence, the service auditor’s opinion shall be
wodified, and the service auditor’s assurance report shall contain a clear description of all the reasons for the
wodification.

The sevvice auditor shall prepare documentation that is sufficient to enable an experienced service auditor, having no
previous connection with the engagement, to understand:
a. The nature, timing, and extent of the procedures performed to comply with this SAE and applicable legal and
regulatory requirements
b. The results of the procedures performed, and the evidence obtained and
¢. Significant matters arising during the engagement, and the conclusions reached thereon and significant professional
Judgments made in reaching those conclusions
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SAE 3420* Assurance Engagements to Report on the
Compilation of Pro Forma Financial Information

Included in a Prospectus

This Standard on Assurance Engagements (SAE) deals with reasonable assurance engagements undertaken by a
practitioner to report on the responsible party’s compilation of pro forma financial information included in a
prospectus.

The SAE applies where:
* Such reporting is required by securities law or the regulation of the securities exchange (“relevant law or
regulation”) in the jurisdiction in which the prospectus is to be issued; or
¢ This reporting is generally accepted practice in such jurisdiction.

Applicable criteria — The criteria used by the responsible party when compiling the pro forma financial information.
Criteria may be established by an authorized or recognized standard-setting organization or by law or regulation.
Where established criteria do not exist, they will be developed by the responsible party.

Nature of the Practitioner’s Responsibility

In an engagement performed under this SAE, the practitioner has no responsibility to compile the pro forma
financial information for the entity; such responsibility rests with the responsible party. The practitioner’s sole
responsibility is to report on whether the pro forma financial information has been compiled, in all material respects,
by the responsible party on the basis of the applicable criteria.

This SAE does not deal with non-assurance engagements in which the practitioner is engaged by the entity to
compile its historical financial statements.

Purpose of Pro Forma Financial Information Included in a Prospectus

The purpose of pro forma financial information included in a prospectus is solely to illustrate the impact of a
significant event or transaction on unadjusted financial information of the entity as if the event had occurred or the
transaction had been undertaken at an earlier date selected for purposes of the illustration. This is achieved by
applying pro forma adjustments to the unadjusted financial information. Pro forma financial information does not
represent the entity’s actual financial position, financial performance, or cash flows

Pro forma financial information — Financial information shown together with adjustments to illustrate the impact of
an event or transaction on unadjusted financial information as if the event had occurred or the transaction had been
undertaken at an earlier date selected for purposes of the illustration. In this SAE, it is presumed that pro forma
financial information is presented in columnar format consisting of

(a) the unadjusted financial information;

(b) the pro forma adjustments; and
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(¢) the resulting pro forma column

Compilation of Pro Forma Financial Information

The compilation of pro forma financial information involves the responsible party gathering, classifying, summarizing
and presenting financial information that illustrates the impact of a significant event or transaction on unadjusted
financial information of the entity as if the event had occurred or the transaction had been undertaken at the
selected date. Steps involved in this process include:
o Identifying the source of the unadjusted financial information to be used in compiling the pro forma financial
information, and extracting the unadjusted financial information from that source;
 Making pro forma adjustments to the unadjusted financial information for the purpose for which the pro forma
financial information is presented; and
* Presenting the resulting pro forma financial information with accompanying disclosures.

Nature of Reasonable Assurance Engagement

In such an engagement performed under this SAE, the practitioner has no responsibility to compile the pro forma
financial information for the entity. Such responsibility rests with the responsible party. The practitioner’s sole
responsibility is to report on whether the pro forma financial information has been compiled, in all material respects,
by the responsible party on the basis of the applicable criteria.

It is a reasonable assurance engagement to report on the compilation of pro forma financial information involving
performing the procedures to assess whether the applicable criteria used by the responsible party in the compilation
of the pro forma financial information provide a reasonable basis for presenting the significant effects directly
attributable to the event or transaction.

The objectives of the practitioner are:
a. To obtain reasonable assurance about whether the pro forma financial information has been compiled, in all
material respects, by the responsible party on the basis of the applicable criteria; and
b. To report in accordance with the practitioner’s findings

Steps involved in such an Engagement

Engagement acceptance

Planning and performing the engagement
Written Representations

Forming the opinion

Preparing the assurance report
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Before agreeing to accept an engagement to report on whether pro forma financial information included in a
prospectus has been compiled, in all material respects, on the basis of the applicable criteria, the practitioner shall:
a. Determine that the practitioner has the capabilities and competence to perform the engagement

b. On the basis of a preliminary knowledge of the engagement circumstances and discussion with the responsible
party, determine that the applicable criteria are suitable and that it is unlikely that the pro forma financial
information will be misleading for the purpose for which it is intended;

¢. Evaluate the wording of the opinion prescribed by the relevant law or regulation, if any, to determine that the
practitioner will likely be able to express the opinion so prescribed based on performing the procedures specified
in this SAE;

d. Where the sources from which the unadjusted financial information and any acquiree or divestee financial
information have been extracted have been audited or reviewed and a modified audit opinion or review
conclusion has been expressed, or the report contains an Emphasis of Matter paragraph, consider whether or not
the relevant law or regulation permits the use of, or reference in the practitioner’s report to, the modified audit
opinion or review conclusion or the report containing the Emphasis of Matter paragraph with respect to such

sources;

e. If the entity’s historical financial information has never been audited or reviewed, consider whether the
practitioner can obtain a sufficient understanding of the entity and its accounting and financial reporting
practices to perform the engagement;

f. If the event or transaction includes an acquisition and the acquiree’s historical financial information has never
been audited or reviewed, consider whether the practitioner can obtain a sufficient understanding of the acquiree

and its accounting and financial reporting practices to perform the engagement; and

g. Obtain the agreement of the responsible party that it acknowledges and understands its responsibility for:
i. Adequately disclosing and describing the applicable criteria to the intended users if these are not publicly
available;

ii. Compiling the pro forma financial information on the basis of the applicable criteria; and

lii. Providing the practitioner with:

= Access to all information (including, when needed for purposes of the engagement, information of the
acquiree(s) in a business combination), such as records, documentation and other material, relevant to
evaluating whether the pro forma financial information has been compiled, in all material respects, on
the basis of the applicable criteria

= Additional information that the practitioner may request from the responsible party for the purpose of
the engagement;

= Access to those within the entity and the entity’s advisors from whom the practitioner determines it
necessary to obtain evidence relating to evaluating whether the pro forma financial information has been
compiled, in all material respects, on the basis of the applicable criteria; and

» When needed for purposes of the engagement, access to appropriate individuals within the acquiree(s) in a

business combination.
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o The practitioner shall assess whether the applicable criteria are suitable, as required by the Framework for
Assurance Engagements

» When planning and performing the engagement, the practitioner shall consider materiality with respect to
evaluating whether the pro forma financial information has been compiled, in all material respects, on the basis
of the applicable criteria.

o An understanding of how the responsible party has compiled the pro forma financial Information and other

engagement circumstances

 The practitioner shall obtain evidence about the appropriateness of the source from which the unadjusted
financial information has been extracted

o If there is no audit or review report on the source from which the unadjusted financial information has been
extracted, the practitioner shall perform procedures to be satisfied that the source is appropriate.

» The practitioner shall determine whether the responsible party has appropriately extracted the unadjusted

financial information from the source.

 The practitioner shall obtain evidence about the appropriateness of the pro forma adjustments. In relation to
unadjusted financial information, Pro forma adjustments include:
a. Adjustments to unadjusted financial information that illustrate the impact of a significant event or
transaction as if the event had occurred or the transaction had been undertaken at an earlier date selected
for purposes of the illustration and

b. Adjustments to unadjusted financial information that are necessary for the pro forma financial information
to be compiled on a basis consistent with the applicable financial reporting framework of the reporting entity
and its accounting policies under that framework.

* The practitioner shall evaluate the presentation of pro forma financial information.

* The practitioner shall read the other information included in the Prospectus containing the pro forma financial
information to identify material inconsistencies, if any, with pro forma financial information.

The practitioner shall request written representations from the responsible party that: -
a. In compiling the pro forma financial information, the responsible party has identified all appropriate pro forma
adjustments necessary to illustrate the impact of the event or transaction at the date or for the period of the

illustration and

b. The pro forma financial information has been compiled, in all material respects, on the basis of the applicable

criteria.
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Unmodified Opinion
The practitioner shall express an unmodified opinion when the practitioner concludes that the pro forma financial
information has been compiled, in all material respects, by the responsible party on the basis of the applicable

criteria.

Modified Opinion
i. Where the relevant law or regulation precludes publication of a prospectus that contains a modified opinion with
regard to whether the pro forma financial information has been compiled, in all material respects, on the basis of
the applicable criteria and the practitioner concludes that a modified opinion is nevertheless appropriate in
accordance with the Framework for Assurance Engagements, the practitioner shall discuss the matter with the
responsible party.

If the responsible party does not agree to make the necessary changes, the practitioner shall: - Withdraw

from the engagement or Consider seeking legal advice.

i. Where the relevant law or regulation may not preclude publication of a prospectus that contains a modified
opinion with regard to whether the pro forma financial information has been compiled, in all material respects,
on the basis of the applicable criteria and the practitioner determines that a modified opinion is appropriate in
accordance with the Framework for Assurance Engagements, the practitioner shall apply the requirements in the

Framework for Assurance Engagements regarding modified opinions

Emphasis of Matter Paragraph

In some circumstances, the practitioner may consider it necessary to draw the user’s attention to a matter
presented or disclosed in the pro forma financial information or the accompanying explanatory notes. This would be
the case when, in the practitioner’s opinion, the matter is of such importance that it is fundamental to the user’s
understanding of whether the pro forma financial information has been compiled, in all material respects, on the
basis of the applicable criteria.

In such circumstances, the practitioner shall include an Emphasis of Matter paragraph in the practitioner’s report
provided that the practitioner has obtained sufficient appropriate evidence that the matter does not affect whether
the pro forma financial information has been compiled, in all material respects, on the basis of the applicable criteria.
Such a paragraph shall refer only to information presented or disclosed in the pro forma financial Information or the

accompanying explanatory notes.

a. A title that clearly indicates that the report is an independent assurance report
b. An addressee(s), as agreed in the terms of engagement

¢. Introductory paragraphs that identify: -
i. The pro forma financial information
ii. The source from which the unadjusted financial information has been extracted and whether or not an audit
or review report on such a source has been published
iii. The period covered by, or the date of, the pro forma financial information and
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iv. A reference to the applicable criteria on the basis of which the responsible party has performed the

compilation of the pro forma financial information, and the source of the criteria

d. A statement that the responsible party is responsible for compiling the pro forma financial information on the

basis of the applicable criteria

e. A description of the practitioner’s responsibilities, including statements that: -

I

.

The practitioner’s responsibility is to express an opinion about whether the pro forma financial information
has been compiled, in all material respects, by the responsible party on the basis of the applicable criteria

. For purposes of this engagement, the practitioner is not responsible for updating or reissuing any reports or

opinions on any historical financial information used in compiling the pro forma financial information, nor
has the practitioner, in the course of this engagement, performed an audit or review of the financial
information used in compiling the pro forma financial information and

The purpose of pro forma financial information included in a prospectus is solely to illustrate the impact of a
significant event or transaction on unadjusted financial information of the entity as if the event had occurred
or the transaction had been undertaken at an earlier date selected for purposes of the illustration.
Accordingly, the practitioner does not provide any assurance that the actual outcome of the event or
transaction at that date would have been as presented

f. A statement that the engagement was performed in accordance with SAE 3420, ‘Assurance Engagements to

Report on the Compilation of Pro Forma Financial Information Included in a Prospectus’, which requires that the

practitioner comply with ethical requirements and plan and perform procedures to obtain reasonable assurance

about whether the responsible party has compiled, in all material respects, the pro forma financial information

on the basis of the applicable criteria

g. Statements that: -

i

iil.

A reasonable assurance engagement to report on whether the pro forma financial information has been
compiled, in all material respects, on the basis of the applicable criteria involves performing procedures to
assess whether the applicable criteria used by the responsible party in the compilation of the pro forma
financial information provide a reasonable basis for presenting the significant effects directly attributable to
the event or transaction and to obtain sufficient appropriate evidence about whether: - The related pro
forma adjustments give appropriate effect to those criteria; and The pro forma financial information reflects
the proper application of those adjustments to the unadjusted financial information

. The procedures selected depend on the practitioner’s judgment, having regard to the practitioner’s

understanding of the nature of the entity, the event or transaction in respect of which the pro forma
financial information has been compiled, and other relevant engagement circumstances and

The engagement also involves evaluating the overall presentation of the pro forma financial information

h. Unless otherwise required by law or requlation, the practitioner’s opinion using one of the following phrases,

which are regarded as being equivalent: -

.

if.

The pro forma financial information has been compiled, in all material respects, on the basis of the applicable
criteria or

The pro forma financial information has been properly compiled on the basis stated.

i. The practitioner’s signature

J- The date of the report and

k. The place of signature.
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Documentation

As in case of all assurance engagements, documentation has to be ensured by the practitioner while performing
engagement under SAE 34-20.
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CHAPTER - 12 ( ICAI
CHAPTER 19 )

Professional Ethics
And
Liabilities Of Auditors




Professional Ethics

Professional —>  Ethical behavior expected from professional
Ethics )

Code of Ethics establishes ethical . . . . .
) . — > Chartered Accountant, either in practice or in service
requirements for Professional !

tants.
Accountants follow the fundamental principles

foundation

\

ensure and uphold its credibility deviation from the ethical responsibilities brings the disciplinary

mechanism into action against the Chartered Accountants

Our Institute’s Motto — ‘“Ya Esha Supteshu Jagrati’ is
adopted from Kathopanishad and it denotes ‘eternal
vigilance’ — awakening when the world is asleep:

Code of Ethics

\’ ’ ’ ¥
Part 1 Part 2 Part 3 Part 4

l \ | |

Professional Accountants in Public

all Professional  Professional
professional  Accountants — Accountants Practice
accountants.  in Service in Public l/

Practice Independence Standards

!
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Part 4A Part 413
Audrt and Other
Review than Audit
Engagements and Review
Engagements

Fundamental Principle

Integrity
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A professional accountant shall comply with the principle of integrity, which requires an accountant to be
straightforward and honest

A professional accountant shall not knowingly be associated with reports, returns, communications or other
information where the accountant believes that the information:

(a) Contains a materially false or misleading statement;

(b) Contains statements or information provided negligently; or

(¢) Omits or obscures required information where such omission or obscurity would be misleading.

However, a professional accountant will not be considered to be in breach of matters mentioned above in paragraph

if the professional accountant provides a modified report in respect of such above mentioned matter.

When a professional accountant becomes aware of having been associated with information described in above

paragraph the accountant shall take steps to be disassociated from that information

A professional accountant shall comply with the principle of objectivity, which requires an accountant not to

compromise professional or business judgment because of bias, conflict of interest or undue influence of others

A professional accountant shall not undertake a professional activity if a circumstance or relationship unduly
influences the accountant’s professional judgment regarding that activity

A professional accountant shall comply with the principle of professional competence and due care, which requires

an accountant to:

1. Attain and [ at the level required to ensure that a client or employing
organization receives competent professional service, based on currvent technical and professional standards and
relevant legislation; and

2. act diligently in accordance with applicable

Maintaining professional competence requires a and an understanding of relevant technical,

professional and business developments.

enables a professional accountant to develop and maintain the capabilities to
perform competently within the professional environment.

the responsibility to act in accordance with the requirements of an assignment,

In complying with the principle of professional competence and due care, a professional accountant shall take
reasonable steps to ensure

Where appropriate, a professional accountant shall make clients, the employing organization, or other users of the

accountant’s professional services or activities, in the services or activities
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professional accountant shall comply with the principle of confidentiality
An accountant shall:

of information disclosed by a prospective client or employing organization

Not disclose confidential information acquired as a result of professional and employment relationships

e
Not use confidential information acquired as a result of professional and employment relationships
of the accountant or for the advantage of a third party
Not use or disclose any confidential information, either acquired or received as a result of a professional or
employment relationship, ;
and Take reasonable steps to ensure and individuals from whom

advice and assistance are obtained,

Following are circumstances where professional accountants are or might be required to disclose confidential

information or when such disclosure might be appropriate

(a) Disclosure is required by law
(b) Disclosure is permitted by law and is authorized by the client or the employing organisation
(¢) There is a professional duty or right to disclose, when not prohibited by law:
() To comply with the requirements of Peer Review or Quality Review of the Institute;
(if) To respond to an inquiry or investigation by a professional or requlatory body;
(i) To protect the professional interests of a professional accountant in legal proceedings; or
(V) To comply with technical and professional standards, including ethics requirement

A professional accountant shall comply with the principle of professional behaviour, which requires an accountant to

comply with relevant laws and regulations and

A professional Accountant is required to conduct his affairs in a manner that he remains outside the boundaries of

professional and other misconduct. A professional accountant shall be honest and truthful and should not make:

1. Exaggerated claims for the services they are able to offer, the qualifications they possess, or experience they have
gained; or

2. Disparaging references or unsubstantiated comparisons to the work of others.

3. Any direct or indirect measures to advertise any professional/other facts which are in violation of Advertisement

Guidelines issued by the Council of the Institute from time to time

A professional accountant shall comply with each of the fundamental principles.

The fundamental principles of ethics establish the standard of behaviour expected of a professional accountant.

The conceptual framework establishes the approach which an accountant is required to apply to assist in complying
with those fundamental principles.

A professional accountant might face a situation in which complying with one fundamental principle conflicts with

complying with one or more other fundamental principles. In such a situation, the accountant might consider
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consulting, with:

* Others within the firm or employing organization.

* Those charged with governance.

* The Institute
* Legal counsel

However, such consultation does not relieve the accountant from the responsibility to exercise professional judgment

to resolve the conflict or, if necessary, and unless prohibited by law or regulation, disassociate from the matter

creating the conflict.

The professional accountant is encouraged to document the substance of the issue, the details of any discussions, the

decisions made and the rationale for those decisions

Conceptual framework

approach for a professional accountant

!

— the
threat that a financial or
other interest will
inappropriately influence
a professional accountant’s

Jjudgment or behaviour;

— the
threat that a professional
accountant will not
appropriately evaluate the
results of a previous
Jjudgment made; or an
activity performed by the
accountant, or by another
individual within the
accountant’s firm or
employing organization,
on which the accountant
will rely when forming a
judgment as part of
performing a curvent

activity;

— the

The conditions,
policies and
procedures
described above
might impact the
evaluation of
whether a threat
to compliance
with the
fundamental

principles is at an

0

[: An
acceptable level is
a level at which a
professional
accountant using
the reasonable and
informed third
party test would
likely conclude
that the
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If the professional
accountant determines
that the identified threats
to compliance with the
fundamental principles

the accountant shall
address the threats by

The accountant shall do so
by:

1. Eliminating the
circumstances,
including interests or
relationships, that are
creating the threats;

2. Applying safeguards,
where available and
capable of being
applied, to reduce the
threats to an
acceptable level; or

3. Declining or ending the

Safeguards are actions
individually or in
combination that the
accountant takes that
effectively reduce
threats to an
acceptable [evel.
Safeguards vary
depending on the facts

and circumstances
Examples

Assigning additional
time and qualified
personnel

Having an appropriate
reviewer, who was not
a member of the team,
review the work
performed

Using different partners
and engagement teams
with separate reporting
lines for the provision

of non-assurance



likely conclude
that the

accountant

- the
threat that a professional

accountant will promote a complies with the

client’s or employing fundamental
organization’s position to principles.
the point that the
accountant’s objectivity is (i
compromised;

: The

reasonable and
informed third
party test is a

— the
threat that due to a long
or close relationship with
a client, or employing consideration by
organization, a the professional
professional accountant accountant about
will be too sympathetic to whether the same
their interests or too conclusions would
accepting of their work; likely be reached
and by another party
— the
threat that a professional
accountant will be
deterved from acting
objectively because of
actual or perceived
pressures, including
attempts to exercise
undue influence over the

accountant.

MEMBERSHIP OF THE INSTITUTE

acceptable level; or

3. Declining or ending the
specific professional
activity

Actions to Eliminate
Threats : Depending on the
facts and circumstances, a
thrreat might be addressed
by eliminating the
circumstance creating the
threat. However, there are
some situations in which
threats can only be
addressed by declining or
ending the specific
professional activity. This is
because the circumstances
that created the threats
cannot be eliminated and
safequards are not capable
of being applied to reduce
the threat to an acceptable

level

lines for the provision
of non-assurance
services to an assurance
client

Involving another firm
to perform or re-
perform part of the
engagement

Separating teams when
dealing with matters of

a confidential nature

On acceptance of application by the Council, the applicant's name shall be entered in the Register and a

certificate of membership in the appropriate Form shall be issued to the applicant

Disabilities for the Purpose of Membership Section 8 of the Chartered Accountants Act, 1949

enumerates the circumstances under which a person is debarred from having his name entered in or borne on the

Register of Members, as follows:

1. If he has not attained the age of 21 years at the time of his application for the entry of his name in the

Register; or

2. If he is of unsound mind and stands so adjudged by a competent court; or

o

If he is an undischarged insolvent; or

4. If he, being a discharged insolvent, has not obtained from the court a certificate stating that his insolvency

was caused by misfortune without any misconduct on his part; or

P AR U R N . LR P A e
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4. If he, being a discharged insolvent, has not obtained from the court a certificate stating that his insolvency
was caused by misfortune without any misconduct on his part; or

5. If he has been convicted by a competent Court whether within or without India, of an offence involving moral
turpitude and punishable with transportation or imprisonment or of an offence, not of a technical nature,
committed by him in his professional capacity unless in respect of the offence committed he has either been
granted a pardon or, on an application made by him in this behalf, the Central Government has, by an order
in writing, removed the disability; or

6. If he has been removed from membership of the Institute on being found on inquiry to have been guilty of

professional or other misconduct;

It may be noted that a person who has been removed from membership for a specified period, shall not be
entitled to have his name entered in the Register until the expiry of such period.

In addition, failure on the part of a person to disclose the fact that he suffers from any one of the disabilities
aforementioned would constitute professional misconduct. The name of the person, who is found to have been
subject at any time to any of the disabilities aforementioned, can be removed from the Register of Members by
the Council

Classes of Members of the Institute

Any person, whose name has The name of following types of members shall be entered into the

been entered in the Register Register as a Fellow of the Institute, o
shall be deemed to have
become an Associate of the (1) An associate member who has been in
Institute and shall also be
entitled to use the letters
A.C.A. after his name to

indicate that he is an

(i A member
and who possesses such qualifications as may be

Associate Member of the prescribed by the Council with a view to ensuring that he has

Institute as a result

of continuous practice for a period of 5 years as a Chartered
Accountant.

The abovementioned members shall be entitled to use the letters F.C.A.
after his name to indicate that he is a Fellow Member of the Institute

Significance of the Certificate of Practice
Section & of the Chartered Accountants Act, 1949 provides that: -

(1) No member of the Institute shall be entitled to practise whether in India or elsewhere unless he has obtained

from the Council a certificate
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of practice: .
(2) Every such member shall pay such annual fee for his certificate as may be determined, by notification, by the
Council [..]
(3) The certificate of practice obtained under sub-section (1) may be cancelled by the Council under such

circumstances as may be prescribed.

The Council of the institute is of view that-

1.

Once the person concerned becomes a member of the Institute, he is bound by the provisions of the Chartered
Accountants Act and its Regulations. If and when he appears before the Income-tax Tribunal as an Income-tax
representative after having become a member of the Institute, he could so appear only in his capacity as a
Chartered Accountant and a member of the Institute. Having, as it were, brought himself within the jurisdiction
of the Chartered Accountants Act and its Regulations, he could not set them at naught by contending that even
though he continues to be a member of the Institute and has been punished by suspension from practice as a
member, he would be entitled, in substance, to practice in some other capacity.

. A member of the Institute can have no other capacity in which he can take up such practice, separable from his

capacity to practice as a member of the Institute.”

Members - deemed to be in Practice

A member of the Institute shall be deemed “to be in practice” when individually or in partnership with Chartered

Accountants in practice, or in partnership with members of such other recognised professions as may be prescribed,

he, in consideration of remuneration received or to be received

i

. engages himself in the practice of accountancy; or
. offers to perform or performs service involving the auditing or verification of financial transactions, books,

accounts or records, or the
preparation, verification or certification of financial accounting and related statements or holds himself out to

the public as an accountant; or

. renders professional services or assistance in or about matters of principle or detail relating to accounting

procedure or the recording,
presentation or certification of financial facts or data; or

. renders such other services as, in the opinion of the Council, are or may be rendered by a Chartered Accountant

in practice;

“Management Consultancy and other Services” shall include the following-
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lo.
17.

138.

14q.

20.

21.

22.
23.
24.
25.
26.

27.
28.

. Financial management planning and financial policy determination.”

. Capital structure planning and advice regarding raising finance.”

. Working capital management.*

. Preparing project reports and feasibility studies.®

. Preparing cash budget, cash flow statements, profitability statements, statements of sources and application of

funds etc.

. Budgeting including capital budgets and revenue budgets.
. Inventory management, material handling and storage.

. Market research and demand studies.

. Price-fixation and other management decision making.
10.
11.
12.
13.
14.
15.

Management accounting systems, cost control and value analysis.
Control methods and management information and reporting.
Personnel recruitment and selection.
Setting up executive incentive plans, wage incentive plans etc.
Management and operational audits.
Valuation of shares and business and advice regarding amalgamation, merger and acquisition. Acting as
Registered Valuer under the Companies Act, 2013 read with The Companies (Registered Valuers and Valuation)
Rules, 2017
Business Policy, corporate planning, organisation development, growth and diversification.
Organisation structure and behaviour, development of human resources including design and conduct of training
programmes, work study, job-description, job evaluation and evaluation of workloads
Systems analysis and design, and computer related services including selection of hardware and development of
software in all areas of services which can otherwise be rendered by a Chartered Accountant in practice and also
to carry out any other professional services relating to EDP.
as:
a. Drafting of prospectus and memorandum containing salient futures of prospectus. Drafting and filing of
listing agreement and completing formalities with Stock Exchanges, Registrar of Companies and SEBI.
b. Preparation of publicity budget,
¢. Advice regarding selection of various agencies connected with issue, namely Registrars to Issue, printers and
advertising agencies.
d. Advice on the post issue activities
e. Explanation - For removal of doubts, it is hereby clarified that the activities of broking, underwriting and
portfolio management are not permitted.
Investment counselling in respect of securities [as defined in the Securities Contracts (Requlation) Act, 1956 and
other financial instruments.] (In doing so, the relevant provisions of the Code of Ethics must be kept in mind).
Acting as registrar to an issue and for transfer of shares/other securities. (In doing so, the relevant provisions of
the Code of Ethics must be kept in mind).
Quality Audit.
Environment Audit.
Energy Audit.
Acting as Recovery Consultant in the Banking Sector.
Insurance Financial Advisory Services under the Insurance Regulatory & Development Authority Act, 1944,
including Insurance Brokerage.
Acting as Insolvency Professional in terms of Insolvency and Bankruptey Code, 2016
Administrative Services.
Administrative services involve assisting clients with their routine or mechanical tasks within the normal
course of operations.
Such services require little to no professional judgment and are clerical in nature.
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Pursuant to Section 2(2)(iv) of the Chartered Accountants Act, 1949, read with Regulation 191 of Chartered
Accountants Regulations, 1988

a member shall be deemed to be in practice if he, in his professional capacity and neither in his personal capacity
nor in his capacity as an employee, acts as a liquidator, trustee, executor, administrator, arbitrator, receiver,
adviser or representative for costing, financial or taxation matters or

takes up an appointment made by the Central Government or a State Government or a court of law or any other
legal authority or

acts as a Secretary unless his employment is on a salary-cum-full-time basis.

It is necessary to note that a person is deemed to be in practice not only when he is actually engaged in the practice
of accountancy but also when he offers to render accounting services whether or not he in fact does so. In other
words, the act of setting up of an establishment offering to perform accounting services would tantamount to being
in practice even though no client has been served. It may also be noted that a member of the Institute is deemed to

be in practice during the period he renders ‘service with armed forces’.

The above provisions need to be correlated with the provisions of section 144 of the Companies Act, 2013 which
prohibits an auditor of the company from rendering certain services directly or indirectly to the company or its

holding company or its subsidiary company

Removal of Name from the Register As per section 20 of the Act,

the Council may remove, from the Register, the name of any member of the Institute in the following cases -

1. who is dead; or

2. from whom a request has been received to that effect; or

3. who has not paid any prescribed fee required to be paid by him; or

4. who is found to have been subject at the time when his name was entered in the Register, or who at any time
thereafter has become subject, to any of the disabilities mentioned in Section 8, or who for any other reason has
ceased to be entitled to have his name borne on the Register.

5. The Council shall remove the name of any member from the Register in respect of whom an order has been

passed under this Act removing him from membership of the Institute

Restoration of Membership In addition to the provisions of the section 20 of the Chartered Accountants Act, 1949
(as discussed in above Para), Regulation 19 of the Chartered Accountants Regulations, 1988,

states that the name of the member may be restored by the Council in the Register on an application, in the
appropriate Form, received in this behalf whose name has been removed from the Register for non-payment of
prescribed fee as required to be paid by him, if he is otherwise eligible to such membership, on his paying the arrears
of annual membership fee, entrance fee and additional fee determined by the Council under the Act. However, the
effective date in case of restoration of cancelled membership, in different situations, shall be in the following

manner:

Application for restoration and requisite fees are made within the same year of removal

Restoration shall be with effect from the date on which it was removed from the Register

Removal of name under the orders of the Board of Discipline or the Disciplinary Committee or the Appellate
Authority or the High Court
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Restoration shall be in accordance with such orders.

In other cases

Restoration shall be with effect from the date on which the application and fee are received.

Penalty for Falsely Claiming to be a Member etc. Section 24 of the Chartered Accountants Act, 19449 provides that
any person who-
1. not being a member of the Institute;
a. represents that he is a member of the Institute; or
b. uses the designation Chartered Accountant;
2. being a member of the Institute, but not having a certificate of practice, represents that he is in practice or
practices as a Chartered Accountant,
shall be punishable on first conviction with fine which may extend to 1000, and on any subsequent conviction
with imprisonment which may extend to 6 months or with fine which may extend to 5,000, or with both

Companies not to Engage in Accountancy Section 25 of the Chartered Accountants Act, 19449 provides that:

1. No company, whether incorporated in India or elsewhere, shall practise as chartered accountants. Here, the
term “company”’ shall include any limited liability partnership which has company as its partner for the purpose
of this section.

2. If any company contravenes this provision then, without prejudice to any other proceedings which may be taken
against the company, every director, manager, secretary and any other officer thereof who is knowingly a party
to such contravention shall be punishable with fine which may extend on first conviction to 1,000 and on any
subsequent conviction to 5,000.

3. In addition, as per section 141(2) of the Companies Act, 2013, where a firm (including a limited liability
partnership) is appointed as an auditor of a company, then, only the partners who are chartered accountants
shall be authorised to act and sign on behalf of the firm. Thought the LLPs are allowed to be appointed as an
auditor in accordance with the Companies Act, 2013, however, it can not be engaged into practice, if it has
company as its partner, as per the Chartered Accountants Act, 19449. Therefore, it can be inferved that the LLP
not having any company as its partner, can be engaged into practicing and thus take audit assignments

Mewmber in Practice Prohibited from using a Designation Other Than Chartered Accountant

Mewmbers of the Institute are now permitted to use the word 'CA' as prefix before their name irrespective of the fact
that they are in practice or not.

of the Chartered Accountants Act, 1949 a member in practice cannot use any designation other
than that of a Chartered Accountant, nor he can use any other description, whether in addition thereto or in
substitution therefor,
but a member who is not in practice and does not use the designation of a Chartered Accountant may use any other
description.
Nevertheless a member in practice may use any other letters or description indicating to membership of such other
Institute of accountancy, whether in India or elsewhere, as may be recognised in this behalf by the Council, or any

other qualification that he may possess so long as such use does not imply adoption of designation
e: The members may apply for and obtain registration as category IV

Merchant Banker under the SEBI's rules and regulations and act as Advisor or Consultant to an issue. In client
Companies’ offer documents and advertisements regarding capital issue, name and address of the Chartered
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Accountant or firm of Chartered Accountants acting as Advisor or Consultant to the Issue could be indicated under
the caption “Advisor/Consultant to the Issue’. However, the name and address of such Chartered Accountant/firm
of Chartered Accountants should not appear prominently.

position in clubs, etc.: The members of the Institute who are
also Directors in Companies, members of Political parties or Chartered Accountants Cells in the political parties,
holding different positions in clubs or other organisations are not permitted to mention these positions as these
would be violative of the provisions of Section 7 of the Act.

: Though a member cannot designate himself as a Cost Accountant, he can
use the letters A.C.M.A (Associate) or F.C.M.A (Fellow) after his name, when he is a member of that Institute.

Permission to mention qualifications of certain Institutions:

The members are permitted to
through a Memorandum of Understanding (MoU) / Mutual Recognition Agreement (MRA)
with the said Institute

It is

, Cost Consultant or a Management Consultant. Member are
allowed to appear before the various authorities including Company Law Board, Income Tax Appellate Tribunal,
Sales Tax Tribunal where the law has permitted the same, so far as the designation “Corporate Lawyer’ (s
concerned, the Council was of the view that as per the existing provisions of law, a Chartered Accountant in practice
is not entitled to use the designation “Corporate Lawyer”.

Further, the members are (standing for Certified Public Accountant) on their
visiting cards. Members of the Institute in practice who are otherwise eligible may also practice as Company
Secretaries and/or Cost Accountants. Such members shall, however, not use designation/s of the aforesaid Institute/s
simultaneously with the designation “Chartered Accountant”

Maintenance of Branch Offices In terms of Section 27 of the Act, if a Chartered Accountant in practice or a Firm of
Chartered Accountants has more than one office in India, each one of such offices should be in the

Failure on the part of a member or a firm to have a member in charge of its branch and a separate member in case

of each of the branches, where there is more than one, would constitute professional misconduct.

It is necessary to mention that the Chartered Accountant in-charge of the branch of another firm should be
associated with him or with the firm . If he is a paid assistant, he must be
in whole time employment with him

The requirement of Section 27 in regard to a member being in charge of an office of a Chartered Accountant in
practice or a firm of such Chartered Accountants shall be satisfied only if the member is with
such office. Such association shall be deemed to exist if the member resides in the place where the office is situated
for a period of

1. Such members/firm be allowed to open temporary offices in a city in the plains for a limited period not
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exceeding 3 months in a year.

2. The regular office need not be closed during this period and all corvespondence can continue to be made at the
regular office.

3. The name board of the firm in the temporary office should not be displayed at times other than the period such
office is permitted to function as above.

4. The temporary office should not be mentioned in the letterheads, visiting cards or any other documents as a
place of business of the member/firm.

5. Before commencement of every winter it shall be obligatory on the member/firm to inform the Institute that
he/it is opening the temporary office from a particular date and after the office is closed at the expiry of the
period of permission, an intimation to that effect should also be sent to the office of the Institute by registered
post

e, provided -
1. the second office is located in the same premises, in which the first office is located or,
2. the second office is located in the same city, in which the first office is located or,
3. the second office is located within a distance of 50 km. from the municipal limits of a city, in which the first
office is located.

A member having two offices of the type referred to above shall have to declare, which of the two offices is his main
office, which would constitute his professional address.

With regard to the use of the name-board, there will be no bar to the putting up of a name board in the place of
residence of a member with the designation of Chartered Accountant, provided it is a name-plate or a name-board

of an individual member and not of the firm

DISCIPLINARY PROCEDURE
the Chartered Accountants Act read with The Chartered Accountants Rules, 2007 have laid down
the following procedure in regard to the investigation of misconduct of members which has been summarized as

under
Receipt of (i) Complaint along with prescribed fee, or (i) Information, against W\ef\ber of ICAI of alleged misconduct
Disciplinary Di:[lectomte
Prima Facie Opinion
Guilty
Not Guilty
) ! g
Falling in First Schedule Falling in Second Schedule or Both Subwmit all MF?W,MFIOH & complaints
to Board of Discipline
Place the matter before Board of Discipline Place the matter before Disciplinary Committee .
\ll \ll Accepted Rejected
I l Accepted Rejected \l]
Accepted Rejected \l/ \l/
\l’ \l, Conduct enquiry Close the matter Advice the Director
Conduct enquiry Close the matter \l’ (Discipline) to
\l/ Found 5|“"{t3 T further investigate
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\4

Conduct enquiry Close the matter

Found guilty

Yes No
It ;Lam,
() reprimand the member
(if) remove name of the member upto a
period of 3 months
(iif) impose fine upto 1,00,000

Conduct enquiry Close the matter

Found guilty

Yes No

v

It can,

(i) reprimand the member

(if) remove name of the member permanently
or for any duration, it thinks fit

(iif) impose fine upto 5,00,000

Advice the Director
(Discipline) to
further investigate

\

May proceed with
the matter, if it’s
allied to the First
Schedule

-1

Refer the matter to
the Disciplinary
Commiittee, if it’s
allied to the Second
Schedule or Both

Any member or Director (Discipline) aggrieved by order of Board or Disciplinary Committee can prefer an

appeal within 90 days

V

Appellate Authority

\

It can,
(1) Confirm, modify or set aside the order.

(if) Impose, Set aside, Reduce or enhance penalty.
(iif) remit the case to the Board of Discipline or Disciplinary Committee for reconsideration.
(iv) Pass such order as the Authority thinks fit

Professional Misconduct

Professional misconduct has been defined in part I, [l and [Il of the First Schedule; and part | and Il of the
Second Schedule. A member who is engaged. in the profession of accountancy whether in practice or in
service should conduct/vestrict his actions in accordance with the provisions contained in the respective parts
of the schedules. If the member is found guilty of any of the acts or omissions stated in any of the respective

parts of the Schedule, he/she shall be deemed to be guilty of professional misconduct.

Other Misconduct

Other misconduct has been defined in part IV of the First Schedule and part Ill of the Second Schedule.

These provisions empower the Council to inquire into any misconduct of a member even it does not arise out

of his professional work. This is considered necessary because a chartered accountant is expected to maintain

the highest standards of integrity even in his personal affairs and any deviation from these standards, even

in his non-professional work, would expose him to disciplinary action

SCHEDULES TO THE ACT Acts or omissions which comprise professional misconduct within the meaning of
Section 22 of the Chartered Accountants Act are defined in two Schedules viz.

v
the First Schedule

\}

and.
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The First Schedule is divided into four parts

Professional
misconduct
in relation
to
Chartered
Accountants
in practice
No. of
Clauses: 12

Professional
misconduct
in relation
to Members
of the
Institute in
service

No. of
Clauses: 2

THE FIRST SCHEDULE

PART | - Professional Misconduct in relation to Chartered Accountants in Practice

Clause (1):

Professional
misconduct
in relation
to Members
of the
Institute
generally
No. of
Clauses: 3

Other
misconduct
in relation
to
Members
of the
Institute

generally

No. of
Clauses: 2

\%

The Second Schedule is divided into three parts

V

Part I
Professional
misconduct
in relation
to
Chartered
Accountants
in practice

No. of
Clauses: 10

v

Part Il:
Professional
misconduct
in relation
to Members
of the
Institute

generally

No. of
Clauses: 4

V

Part lI:
Other
misconduct
in relation
to Members
of the
Institute
generally
No. of
Clause: 1

allows any person to practice in his name as a chartered accountant unless such person is also a chartered

accountant in practice and is in partnership with or employed by him

Justification

The above clause is intended to safeguard the public against unqualified accountant practicing under the cover of

qualified accountants. It ensures that the work of the accountant will be carried out by a Chartered Accountant who

may be his partner or his employee and would work under his control and supervision.

Clause (2):

pays or allows or agrees to pay or allow, directly or indirectly, any share, commission or brokerage in the fees or

profits of his professional business, to any person other than a member of the Institute or a partner or a retived

partner or the legal representative of a deceased partner, or a member of any other professional body or with such

other persons having such qualification as may be prescribed, for the purpose of rendering such professional services

from time to time in or outside India
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Justification

The above clause ensure that CA acquires work through his copetency and not through services of agents and

relatives because in such assignments there may be threats which may affect fundamental code of ethics

- In this item, “partner’’ includes a person residing outside India with whom a chartered accountant in practice has

entered into partnership which is not in contravention of item (4) of this Part

The Council has prescribed the professional bodies, which are as under: -

1.
. The Institute of Cost & Works Accountants of India established under the Cost & Works Accountants Act, 19549.
. Bar Council of India established under the Advocates Act, 1961.

. The Indian Institute of Architects established under the Architects Act, 1972.

. The Institute of Actuaries of India established under the Actuaries Act, 2006.

TAESECERY)

The Institute of Company Secretaries of India established under the Company Secretaries Act, 1980.

Further, the Council has also prescribed the persons qualified in India, which are as under: Regulation 53A (3)

1.

o N & B A W N

Company Secretary within the meaning of the Company Secretaries Act, 1980;

. Cost Accountant within the meaning of the Cost and Works Accountants Act, 1959;

. Actuary within the meaning of the Actuaries Act, 2006;

. Bachelor in Engineering from a University established by law or an Institution recognised by law;

. Bachelor in Technology from a University established by law or an institution recognised by law;

. Bachelor in Architecture from a University established by law or an institution recognised by law;

. Bachelor in Law from a University established by law or an institution recognised by law;

. Master in Business Administration from Universities established by law or technical institutions recognised by All

India Council for Technical Education

Issue

certain amount of audit fee is payable to the concerned Government

The Council considered the issue and while noting that the Government is asking auditors to deposit such percentage

of their audit fee for recovering the administrative and other expenses incurred in the process, the Council decided

that as such there is no bar in the Code of Ethics to accept such assignment

In case of death of member

Legal Representative (say, widow) of the deceased partner can continue to receive a share of the firm

if the partnership agreement contains such provision - Yes
Otherwise - No
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Sole Proprietorship
Fees - No sharing of fees (Between purchaser and seller)
Goodwill -

Death of proprietor concerned occurrved on or after 30.2.1998 Provided such sale is completed in all aspects
within a year of the death of such proprietor concerned. The name of the concerned firm would be kept in
abeyance only upto a period of 1 year from the death of proprietor concerned as aforesaid ( NO DISPUTE )

Death of proprietor concerned occurred on or after 30.8.1998 and there existed a dispute as to the legal
heir of the deceased proprietor Provided the information as to the existence of the dispute is received by the
Institute within a year of the death of the proprietor concerned. The name of concerned firm shall be kept in
abeyance till 1 year from the date of settlement of dispute

Death of proprietor concerned had occurved on or before 2ath August, 1992 Provided such sale/transfer is
completed/effected and the Institute's permission to practice in the deceased's proprietary firm name is
sought for by 28th August, 1999 and the firm name concerned is still available with the Institute

Clause (3):

accepts or agrees to accept any part of the profits of the professional work of a person who is not a member of the
Institute. Provided that nothing herein contained shall be construed as prohibiting a member ‘from entering into
profit sharing or other similar arrangements, including receiving any share commission or brokerage in the fees, with
a member of such professional body or other person having qualifications, as is referred to in item (2) of this part.

The Council has prescribed the professional bodies, which are as under: -

1. The Institute of Company Secretaries of India established under the Company Secretaries Act, 1980.

. The Institute of Cost & Works Accountants of India established under the Cost & Works Accountants Act, 19549.
. Bar Council of India established under the Advocates Act, 1961.

. The Indian Institute of Architects established under the Architects Act, 1972.

. The Institute of Actuaries of India established under the Actuaries Act, 2006.

AESEIRY

Further, the Council has also prescribed the persons qualified in India, which are as under:

1. Company Secretary within the meaning of the Company Secretaries Act, 1980;

. Cost Accountant within the meaning of the Cost and Works Accountants Act, 1959;

. Actuary within the meaning of the Actuaries Act, 2006;

. Bachelor in Engineering from a University established by law or an Institution recognised by law;
. Bachelor in Technology from a University established by law or an institution recognised by law;

. Bachelor in Architecture from a University established by law or an institution recognised by law;

. Bachelor in Law from a University established by law or an institution recognised by law;

o N & B A W N

. Master in Business Administration from Universities established by law or technical institutions recognised by All
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India Council for Technical Education

Issue

s: It is not prohibited for a member in practice to charge Referral Fees, being the fees

obtained by a member in practice from another member in practice in relation to referving a client to him

enters into partnership, in or outside India, with any person other than Chartered Accountant in practice or such
other person who is a member of any other professional body having such qualifications as may be prescribed,
including a resident who but for his residence abroad would be entitled to be registered as a member under clause
(v) of sub section (1) of section 4 or whose qualifications are recognized by the Central Government or the Council
for the purpose of permitting such partnerships

The Council has prescribed Regulation 53A (3) (as discussed under clause (2) of this part) and Regulation 53B of the

Chartered Accountants Regulations, 1988 for the persons qualified and the professional bodies.

The Regulation 538 prescribes the membership of following professional bodies for entering into partnership:

1. Company Secretary, member, The Institute of Company Secretaries of India, established under the Company
Secretaries Act, 1980;

2. Cost Accountant, member, The Institute of Cost and Works Accountants of India established under the Cost and
Works Accountants Act, 1959;

3. Advocate, member, Bar Council of India established under the Advocates Act, 1961;

4. Engineer, member, The Institution of Engineers, or Engineering from a University established by law or an
institution recognized by law.

5. Architect, member, The Indian Institute of Architects established under the Arvchitects Act, 1972;

6. Actuary, member, The Institute of Actuaries of India, established under the Actuaries Act, 2006.

Secures either through the services of a person who is not an employee of such Chartered Accountant or who is not
his partner or by means which are not open to a Chartered Accountant, any professional business. Provided that
nothing herein contained shall be construed as prohibiting any agreement permitted in terms of item (2), (3) and
(4) of this part

Solicits clients or professional work either directly or indirectly by circular, advertisement, personal communication

or interview or by any other means.

Provided that nothing herein contained shall be construed as preventing or prohibiting -

1. Any Chartered Accountant from applying or requesting for or inviting or securing professional work from
another chartered accountant in practice; or

2. A member from responding to tenders or enquiries issued by various users of professional services or
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organizations from time to time and securing professional work as a consequence.

However, as per the guideline issued by the Council of the Institute of Chartered Accountants of India, a member
of the Institute in practice shall not respond to any tender issued by an organization or user of professional
services in areas of services which are exclusively reserved for chartered accountants, such as audit and
attestation services.

However, such restriction shall not be applicable where minimum fee of the assignment is prescribed in the
tender document itself or where the areas are open to other professionals along with the Chartered Accountants.

Further, keeping in view the broad purview of Clause (&) of Part | of the First Schedule to the Chartered
Accountants Act, 19449,

an advertisement of Coaching /teaching activities by a member in practice may amount to indirect solicitation, as
well as solicitation by any other means, and may therefore be violative of the provisions of Clause (&) of Part | of the
First Schedule to the Chartered Accountants Act, 1949. However, it may be noted that subject to the above
prohibition, such members may put, outside their Coaching/teaching premises, sign board mentioning the name of
Coaching/teaching Institute, contact details and subjects taught therein only. As regards the size and type of sign
board, the Council Guidelines as applicable to Firms of Chartered Accountants would apply

Justification

The members should not adopt any indirect methods to adventure their professional practice with a view to gain
publicity and thereby solicit clients or professional work. Such a restraint must be practiced so that members may
maintain their independence of judgment and may be able to command the respect of their prospective clients. An

advertisement is not a key to success in the profession. It is the quality service, which attracts and retains the clients

(@)
Mewmbers should not advertise for soliciting work or advertise in a manner which could be interpreted as
soliciting or offering to undertake professional work. Personal canvassing or canvassing for clients of previous

employer through the help of the employees are also not permitted.

The exceptions to the above rule are:

a. A member may request another Chartered Accountant in practice for professional work

b. a member may advertise changes in partnerships or dissolution of a firm, or of any change in address of
practice and telephone numbers. Such announcements should be limited to a bare statement of facts and
consideration given to the appropriateness of the area of distribution of the newspaper or magazine and

number of insertions.

¢. a member is also permitted to issue a classified advertisement in the journal/ newsletter of the Institute
intended to give information for sharing professional work on assignment basis or for seeking partnership or
salaried employment of an accountancy nature, provided it only contains the accountant’s name, address or
telephone number, fax number, e-mail address and address(es) of social Networking sites of members.
However, mere factual position of experience and area of specialization, relevant to seek response to the

advertisement, are permissible.
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(b) -

The Government departments, government companies/Corporations, courts, co-operative societies and banks and
other similar institutions prepare panels of chartered accountants for allotment of audit and other professional work.
Where the existence of such a panel is within the knowledge of a member, he is free to write to the concerned
organization with a request to place his name on the panel. However, it would not be proper for the Chartered
Accountant to make roving enquiries by applying to any such organization for having his name included in any such
panel.

It is permissible to quote fees on enquiries being received from such bodies, which maintain such panel.

It is not prohibited to the members to respond to tenders and requests made by users of professional work. This is
however subject to conditions that may be issued by the Council from time to time. The Council has issued Guidelines
which stipulate that a member of the Institute in practice shall not respond to any tender issued by an organization
or user of professional services in areas of services which are exclusively reserved for Chartered Accountants, such as

audit and attestation services.

However, such restriction shall not be applicable where minimum fee of the assignment is prescribed in the tender
document itself or where the areas are open to other professionals along with the Chartered Accountants. The
“minimum fee” for this purpose should be such that it commensurates with size, value, volume, manpower

requirement and nature of work.

It is not permissible for a member to mention in a book or an article published by him, or a presentation made by
him, any professional attainment(s), whether of the member or the firm of chartered accountants, with which he is
associated.

However, he may indicate in a book, article or presentation the designation “Chartered Accountant” as well as the

name of the firm.

The Council does not approve of the issue of greeting cards or personal invitations by members indicating their

professional designation, status and qualifications etc.

However, the Council is of the view that the designation “Chartered Accountant”’ as well as the name of the firm
may be used in greeting cards, invitations for marriages and religious ceremonies and any invitations for opening or
inauguration of office of the members, change in office premises and change in telephone numbers, provided that

such greeting cards or invitations etc. are sent only to clients, relatives and friends of the members concerned.

It is not permitted to advertise the events organised by a Firm of Chartered Accountants.
However, considering the need of interpersonal socialization/relationship of the members through such get together
occasions, the advertisement for Silver, Golden, Diamond, Platinum or Centenary celebrations of the Chartered
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Accountants Firms may be published in newspaper or newsletter.

1. A member in practice or a Firm of Chartered Accountants is not permitted to sponsor an event.

2. However, such member or Firm may sponsor an event conducted by a Programme Organizing Unit (PoU) of the
ICAI, provided such event has the prior approval of Continuing Professional Education (CPE) Directorate of the
ICAL

3. Members sponsoring activities relating to Corporate Social Responsibility may mention their individual name with

the prefix “CA”. However, the mention of Firm name or CA Logo is not permitted.

The members engaged in teaching /coaching activities, while advertising such teaching /coaching activities, shall
comply with the Regulation 190A of the Chartered Accountants Regulations, 1988(discussed in the Chapter in
Clause 11).

Keeping in view the broad purview of Clause (&) of Part | of the First Schedule to the Chartered Accountants Act,
1944, an advertisement of Coaching /teaching activities by a member in practice may amount to indirect
solicitation, as well as solicitation by any other means, and may therefore be violative of the provisions of Clause (&)
of Part | of the First Schedule to the Chartered Accountants Act, 1949. In view of the above, such members are
advised to abstain from advertising their association with Coaching /teaching activities through hoardings, posters,
banners and by any other means, failing which they may be liable for disciplinary action, as per the provisions of
Chartered Accountants Act, 1949 and Rules/Regulations framed thereunder. Subject to the above prohibition, such
members may put, outside their Coaching/ teaching premises, sign board mentioning the name of Coaching/teaching
Institute, contact details and subjects taught therein only. As regards the size and type of sign board, the Council
Guidelines as applicable to Firms of Chartered Accountants would apply.

It is not permitted to share Firm profile with a prospective Client unless it is in response to a proposed client’s
specific query, and otherwise not prohibited to be used by the client.

While sharing name of the member or Firm of Chartered Accountants for inclusion in Television or Movie Credits , it

must be taken care of that exhibition of name is not made differently as compared to other entries in the credits.

It is not permissible for a member to address letters, emails or circulars specifically to persons who are likely to

require services of a Chartered Accountant since it would tantamount to advertisement.

The issue of an advertisement or a circular by a Chartered Accountant, seeking work from professional colleagues on
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any basis whatsoever except as provided above would be in violation of this clause.

(m) Scope of representation which an auditor is entitled to make under Section 225(3) of the Companies Act, 1956
(Section 140(4) of the Companies Act, 2013) :

The right to make representation does not mean that an auditor has any prescriptive right or a lien to an audit. The
wording of his representation should be such that, apart from the opportunity not being abused to secure needless
publicity, it does not tantamount directly or indirectly to canvassing or soliciting for his continuance as an auditor.
The letter should merely set out in a dignified manner how he has been acting independently and conscientiously
through the term of office and may, in addition, indicate if he so chooses, his willingness to continue as auditor if
reappointed by the shareholders.

(n) Acceptance of original professional work by a member emanating from the client introduced to him by another

member:

The Council has decided that a member should not accept the original professional work emanating from a client
introduced to him by another member. If any professional work of such client comes to him directly, it should be his

duty to ask the client that he should come through the other member dealing generally with his original work.

(0) Giving Public Interviews:

While giving any interview or otherwise furnishing details about themselves or their firms in public interviews or to
the press or at any forum, the members should ensure that, it should not result in publicity. Due care should be
taken to ensure that such interviews or details about the members or their firms are not given in a manner
highlighting their professional attainments. Any detail which is given must, in addition to meeting the above

requirements, be given only as a response to a specific question, and of factual nature only.
(9) Educational Videos:
While the videos of educational nature may be uploaded on the internet by members, no reference should be made

to the Chartered Accountants Firm wherein the member is a partner/ proprietor. Further, it should not contain any

contact details or website addiess

Some of the decisions of the Council/High Courts on this clause are given below:

Solicitation —

A chartered accountant sent a printed circular to a person unknown to him offering his services in profit planning
and profit improvement programmes. The circular conveyed the idea that it was meant for strangers only. Held, the
chartered accountant was guilty of professional misconduct under the clause as he used the circulars to solicit clients
and professional work.

A chartered accountant wrote several letters to Assistant Registrars/ Registrars of Co-operative Societies,
Government of West Bengal requesting for allotment of audit work and to enrol his name on panel of auditors. Held
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he was guilty of professional misconduct under the clause. The activities of the chartered accountant went much
beyond the instructions of the Council to the effect that roving enquiries should not be made with the Government
Department for empanelling the name unless it had been ascertained in advance that specific panel was being

maintained.

An advertisement was published in a newspaper containing the member’s photograph wherein he was congratulated

on the occasion of the opening ceremony of his office. He was found guilty by the Council and later, by High Court of

violating the Clause (soliciting work by advertisement). The following observations of the High Court may be relevant.

1. The advertisement which had been put in by the member is a noticeable one and the profession of Chartered
Accountancy should maintain high standards of integrity, professional ethics and efficiency.

2. If soliciting of work is allowed the independence and forthrightness of a Chartered Accountant in the discharge of

duties cannot be maintained and therefore some discipline must be maintained by the profession.

A member who got an advertisement published in a newspaper offering his “services in matters of Accounts, Income
Tax, Labour laws, Law matters and Management Services” was found guilty in terms of this clause as also under
Clause (7).

Where a Chartered Accountant had sent a letter to another firm of Chartered Accountants, in which he had
introduced his firm as pioneer in liasoning with Central Government Ministries and its allied Departments for
getting various Government clearances for which he had claimed to have expertise and had given a list of his existing
clients and details of his staff etc. Held that he was guilty under the clause.

Where a Chartered Accountant had addressed an undated but signed letter to a bank requesting for empanelment of
his firm as auditor along with the particulars of his firm showing the past experience and other details of the firm;
and a Member of Parliament had also sent a letter to the bank recommending the name of the said Chartered
Accountant’s firm for immediate empanelling for Internal Audit/Inspection Audit/Management Audit, Expenditure
Audit. Held that the member was guilty under Clause (&) of Part | of the First Schedule.

Where a Chartered Accountant had sent a letter on the letterhead of his firm to a non-member introducing himself
as a chartered accountant giving details of services rendered by him and the schedule of his fees for rending various
kinds of services. Held that he was guilty under the clause.

A Chartered Accountant sent New Year Greeting Cards bearing his name, qualification, the name and address of his
firm and also contain: “List of super hit books written by Suresh D. Chauhan. Guide to win girls — Income-Tax raid.
Contact for any type of bank for institutional loans or deposits”. Held that the Chartered Accountant contravened
Clause (6) & (7) of Part-I of the First Schedule to the Chartered Accountants Act, 1949 in having solicited

assignment relating to any type of bank or institutional loans or deposits.

The Council has approved the detailed guidelines for posting the particulars on Website by Chartered Accountant(s)
in practice and firm(s) of Chartered Accountants in practice :-

. Firms would be free to create their own Website. ( standard format of the Website is not prescribed )

. The Chartered Accountants and/or Chartered Accountants’ Firms would ensure that their Websites are run on a
“pull’ model and not a “push’ model of the technology

. The Chartered Accountants and/or Chartered Accountants’ Firms should ensure that none of the information
contained in the Website be circulated on their own or through E-mail or by any other mode or technique except on
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a specific “pull” request.

. The Chartered Accountants would also not issue any circular or any other advertisement or any other material of

any kind whatsoever by virtue of which they solicit people to visit their Website.

. The Chartered Accountants would, however, be permitted to mention their Website address on their professional

stationery and email.

. The following information may be allowed to be displayed on the Firms/Members’ Websites:

() Member/Trade/Firm name (i) Year of establishment.

(i) Member/Firm’s Address (both Head Office and (iv) Nature of services rendered (to be displayable only
Branches) Tel. No(s) Fax No(s) E-mail ID(s) on specific “pull” request

(v)Partners Name Year of Qualification Other (vi) Details of Employees - Professional, Others,
Qualification(s) Tel.. Off.- Direct Res. Mobile E-mail Nawme, Designation,

addvress Area of Experience (to be displayable only on Area of experience (to be displayable only on specific
specific “pull” request) “pull” request)

(vi) Job vacancies for the Chartered Accountant/firm of  (viii) No. of articled assistants. (to be displayable only
Chartered Accountants (including articleship). on specific “pull” request).

(ix) Nature of assignments handled (to be displayable only on specific “pull” request). Names of clients and fee

charged cannot be given.

While the mention of names of clients is not permissible, members may take note of the following with regard to
website of the Firm:-

Note: Disclosure of names of clients and/or fees charged, on the website is permissible only where it is required by a
regulator, whether or not constituted under a statute, in India or outside India, provided that such disclosure is only
to the extent of requirement of the regulator and is made only till such period that the member works under the
purview of such Regulator/ such requirements of the Regulator are in force. Where such disclosure of names of clients
and/or fees charged is made on the website, the member/ firm shall ensure that it is mentioned on the website [in
italics], below such disclosure itself, that “This disclosure is in terms of the requirement of [name of the requlator]
having jurisdiction in [name of the country/ area where such regulator has jurisdiction] vide [Rule/ Directive etc.
under which the disclosure is required by the Regulator].

7. Display of Passport style photograph is permitted.

10.

11.

12.

13.

14.

1s.

le.

17.

. The members may include articles, professional information, bulletin boards, professional updation and other matters

of larger importance or of professional interest on the website. Educational videos on topics of professional relevance

are permissible.

. The chat rooms can be provided which permit chatting amongst members of the ICAl and between Firms and its

clients. The confidentiality protocol would have to be observed. The Firms can provide document management facility
with distinct log in and password facility to the clients to access copies of their documents on the Firm website.

The Firm can provide link of its page on Social Networking site. However, the members should not solicit people to
visit or like their respective page(s) on such social Networking site.

The members/firms can provide on line advice to their clients who specifically request for the advice whether free of
charge or on payment.

The details in the Website should be so designed that it does not amount to soliciting client or professional work.
The Website should ensure adequate secrecy of the matters of the clients handled through Website.

No Advertisement in the nature of banner or any other nature will be permitted on the Website.

The Website may provide a link to the Website of ICAL, its Regional Councils and Branches and also the Website of
Govt./Govt. Departments/Regulatory authorities/other Professional Bodies.

The Website address should be as near as possible to the individual name/trade name, firm name of the Chartered
Accountant in practice or firm of Chartered Accountants in practice. But it should not amount to soliciting clients

The Website should mention the information which is not at material variance from the information as per the
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ICAls records.

Advertises his professional attainments or services, or

uses any designation or expressions other than the Chartered Accountant on professional documents, visiting cards,
letter heads or sign boards unless it be a degree of a University established by law in India or recognized by the
Central Government or a title indicating membership of the Institute of Chartered Accountants or of any other
institution that has been recognized by the Central Government or may be recognized by the Council.

Provided that a member in practice may advertise through a write up, setting out the service provided by him or his
firm and particulars of his firm subject to such guidelines as may be issued by the Council.

This clause prohibits advertising of professional attainments or services of a member.

However, the services can be advertised in a restricted way through a write up subject to the Guidelines of the
Council issued from time to time. It also restrains a member from using any designation or expression other than
that of a Chartered Accountant in documents through which the professional attainments of the member would
come to the notice of the public.

Other Designations: It is improper for a Chartered Accountant in practice to state on his professional documents
that he is an Income-tax Consultant, Cost Accountant, Company Secretary, Cost Consultant or a Management

Consultant.

While noting that it had already allowed its members to appear before the various authorities including Company
Law Board, Income Tax Appellate Tribunal, Sales Tax Tribunal where the law has permitted the same, so far as the
designation “Corporate Lawyer” is concerned, the Council was of the view that as per the existing provisions of law,
a Chartered Accountant in practice is not entitled to use the designation “Corporate Lawyer’. A member must not
use the designation such as ‘Member of Parliament’, ‘Municipal Councilor’ nor any other functionary in addition to
that of Chartered Accountant.

A member empanelled as Insolvency Professional or Registered Valuer can mention “Insolvency Professional’ or

“Registered Valuer’ respectively on his visiting card and letter head.

Permission to mention qualifications of certain Institutions : The members are permitted to mention a title on their
visiting cards to indicate membership of a foreign Institute of Accountancy , which has been recognised by the

Council

The date of setting up the practice by a member or the date of establishment of the firm on the letter heads and
other professional documents etc. should not be mentioned.

Mewmbers of the Institute in practice who are otherwise eligible may practise as advocates subject to the
permission of the Bar Council but in such case, they should not use designation ‘Chartered Accountant’ in respect
of the matters involving the practice as an advocate. In respect of other matters they should use the designation
‘Chartered Accountant’ but they should not use the designation ‘Chartered Accountant’ and ‘Advocate’

simultaneously.
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Mewmbers of the Institute in practice who are otherwise eligible may also practice as Company Secretaries and/or
Cost Management Accountants. Such members shall, however, not use designation/s of the aforesaid Institute/s
simultaneously with the designation “Chartered Accountant”. It is clarified that in the event of the permission
being granted to a member in practice to also hold COP of sister Institute(s)/Bar Council, such a member be

treated as a member in full-time practice.

It is not proper for a Firm of Chartered Accountants to use the designation ‘Chartered Accountant’ except on
professional documents, visiting cards, letter heads or sign boards and under the circumstances clarified under

Clause (&). However, an individual member may use the prefix “CA” with his name.

Notice in the press relating to the success in an examination of an individual candidate, should not contain any
element of undesirable publicity either in relation to the articled/audit assistant or an employee or the member
or the firm with whom he was served. It is usual for local papers to publish details of the examination success of
local candidates. Some biographical information is often included. The rule aforementioned is not intended to
discourage the printing of news of local interest but is intended to indicate the need for restraint. The
candidate’s name and address, school and local background, examination passed with details of any prize or

place gained, the name of the principal, firm and town in which the principal practices may be published.

Mewmbers may appear on television, films and Internet and agree to broadcast in the Radio or give lectures at
forums and may give their names and describe themselves as Chartered Accountants.

Special qualifications or specialised knowledge directly relevant to the subject matter of the programme may also
be given.

Firm name may also be mentioned, however, any exaggerated claim or any kind of comparison is not
permissible. What he may say or write must not be promotional of him or his firm but must be an objective

professional view of the topic under consideration.

Publicity is permitted for appointments to positions of local or national importance or for the views of members on

matters of similar importance. Mention of the membership of the Institute is desirable in such cases. What should be

aimed at is to achieve suitable publicity for the Institute and its members generally.

Members giving talks or lectures or attending conference may describe themselves as Chartered Accountants only

when they are acting in their capacity as Chartered Accountants. However, reference to the professional firm of the

member should not be given.

Organising Training Courses, Seminars etc. for his staff: A Chartered Accountant in practice holding training courses,

seminars etc. for his staff may also invite the staff of other Chartered Accountants and clients to attend the same.

However, undue prominence should not be given to the name of the Chartered Accountant in any booklet or

document issued in connection therewith.

Mewmbers writing articles or letters to the Press on subjects connected with the profession may give their names
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and use the description Chartered Accountants.

With regard to the size of sign board for his office that a member can put up, it is a matter in which the
members should exercise their own discretion and good taste while keeping in mind the appropriate visibility and
illumination (limited to the sake of visibility). However, use of glow signs or lights on large -sized boards as is used
by traders or shop-keepers is not permissible.

A member can have a name board at the place of his residence with the designation of a Chartered Accountant,

provided it is a name plate or name board of an individual member and not of the firm.

The Council’s attention has been drawn to the fact that more and more Companies are appointing Chartered
Accountants as Directors on their Boards. The prospectus or public announcements issued by these Companies
often publish descriptions about the Chartered Accountant’s expertise, specialisation and knowledge in any
pavrticular field or add appellations or adjectives to their names.

Attention of the members in this context is invited to the provisions of Clause (&) and (7) of Part | of the First
Schedule to the Chartered Accountants Act.

In order that the inclusion of the name of a member of the Institute in the prospectus or public announcements
or other public communications issued by the Companies in which the member is a director does not contravene
the above noted provisions, it is necessary that the members should take necessary steps to ensure that such
prospectus or public announcements or public communications do not advertise his professional attainments and
also that such prospectus or public announcements or public communications do not directly or indirectly

amount to solicitation of clients for professional work by the member.

While it may be difficult to lay down a rigid rule in this respect, the members must use their good judgement,
depending upon the facts and circumstances of each case to ensure that the above noted provisions are complied
with both in letter and spirit. It (s advisable for a member that as soon as he is appointed as a director on the
Board of a Company, he should specifically invite the attention of the management of the Company to the
aforesaid provisions and should request that before any such prospectus or public announcements or public
communication mentioning the name of the member concerned, is issued, the material pertaining to the
member concerned should, as far as practicable be got approved by him. The use of the expression ‘Chartered
Accountant’ is permissible. However, the member must ensure that descriptions about his expertise, specialisation
and knowledge in any particular field or other appellations or adjectives are not published with his name.
Particulars about directorships held by the member in other Companies can, however, be given, but the name of
the firm of Chartered Accountants in which the member is a partner, should not be given.

The Council has permitted Network amongst the Firms registered with the Institute. A member of the Network
may advertise to the extent permitted by the Advertisement Guidelines issued by Institute.

the Council decided that the use of logo/monogram of any kind/form/ style/design/colour etc. whatsoever on
any display material or media e.g. paper stationery, documents, visiting cards, magnetic devices, internet, sign
board, by the members in practice and/or the firm of Chartered Accountants, be prohibited.

the logo consists of the letters 'CA' in blue colour with a tri colour tick mark (upside down) with white
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14q.

20.
21.

22.

23.
24.
25.
26.

background. The blue colour not only stands out on any background but also denotes creativity, innovativeness,
knowledge, integrity, trust, truth, stability, and depth. The upside -down tick mark, typically used by Chartered
Accountants, has been included to symbolise the wisdom and value of the professional. 'India’ is also added in the
logo, as it epitomizes the Institute's connection to India First approach and commitment to the serve the Indian
economy in public interest..

To promote the brand of CA profession and responding to the long felt need to have a symbol of CA Profession in
India, ICAl came up with a unique logo which could be used by all members, whether in practice or not.
Encapsulating the current beliefs, attitudes and values of the profession, the CA Logo seeks to enhance the
identity of the members.
Where a Chartered Accountant allegedly propagating his services subsequent to demonetization, an objective of
Government of eradicating black money, through mass SMS along with his mobile number offering his services
towards conversion of cash with minimum tax liability. Held guilty of Professional Misconduct falling within the
meaning of Clause (6) & (7) of Part | and “Other Misconduct” falling within the meaning of Clause (2) of Part IV of
First Schedule

The Members may advertise through a write up setting out their particulars or of their firms and services provided
by them subject to the following Guidelines and must be presented in such a manner as to maintain the profession’s
good reputation, dignity and its ability to serve the public interest.

The Member(s)/Firm(s) should ensure that the contents of the Write up are true to the best of their knowledge and
belief and are in conformity with these Guidelines

The write-up shall comply with the following conditions: -

It shall be honest and truthful.

There shall be no exaggerated claims for the services offered by the member or the Firm, or the qualifications or
experience of the member or any of the partners or any other person associated with the Firm.

It must not make any unsubstantiated comparisons to the work of others.

It should not contain testimonials or endorsements concerning Member(s) or names of clients (both the past and
present) or the fees charged.

It should not contain any information about achievements /awards (except the awards given by the Central or State
Governments or Regulatory bodies) or any other position held , or accreditation(s) granted by any organisation.
Monogram of any kind or use of any kind of catch words is not permissible.

The Membership No./FRN (as may be applicable) is mandatory to be mentioned in the write-up.

It should not be of font size exceeding 14-.

It must not be violative of any provisions of Chartered Accountants Act, 1944, Chartered Accountants Regulations,
1988, Code of Ethics, 2020 or any Guideline of the Council

Advertisement through write-up
While advertising the services or details of Firms, the write-up may include only the following information:

(A) For Members

(N CA............ Name (ix) Telephone/Mobile/Fax N (xv) Details of Employees (Nos. - ) (a)
Chartered Accountants - (b) Other
Professionals — (¢) Articles/Audit Assistants
(d) Other Employees
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(i) Membership No. with
Institute

(x) Professional Address

(xvi) Names of the employees and their

particulars on the lines allowed for a member

(iif) Age (xi) Website (xvii) Sevvices provided (@) ..........cccccccouviviiiiciine.
(D) oo € NP

(V) Date of becoming ACA |(xii) E-malil (xvii) Position held as Director or Managing
Director in a Management Consultancy
Company registered with the Institute

(v) Date of becoming FCA  |(xiiiy CA Logo

(vi) Date from which COP
held

(xiv) Passport style photograph

(vii) Recognized

qualifications

(viii) Languages known

(B) For Firms

() Name of the Firm ............

Chartered Accountants

(v) Working Hours

(ix) Name of the proprietor/partners and their
particulars on the lines allowed for a member as

stated above including passport style photograph

(i) Firm Registration No. with

Institute

(vi) Tel. No(s)/Mobile
No./Fax No(s)

(x) Professional Address(s) registered with the Institute
(both Head Office and Branches)

(iii) Year of establishment

(vi)y E-mail

(xi) Details of Employees (Nos. - ) (a) Chartered
Accountants - (b) Other professionals — (c)
Articles/Audit Assistants (d) Other employees

(iv) CA Logo

(viii) No. of partners

(xil) Names of the employees of the firm and their
particulars on the lines allowed for a member as
stated above.

(xiir) Sevrvices provided: (a)

(xiv) Affiliation with a Network registered with the
Institute

The write-up may have the Signature, Name of the Member/ Name of the Partner signing on behalf of the firm,

Place and Date

Clause (8)

accepts a position as auditor previously held by another chartered accountant or a certified auditor who has been

issued certificate under the Restricted Certificate Rules, 1932 without first communicating with him in writing.

It must be pointed out that professional courtesy alone is not the major reason for requiring a member to

communicate with the existing accountant who is a member of the Institute or a certified auditor.

The underlying objective is that

the member may have an opportunity to know the reasons for the change in order to be able to safequard his

own interest,

the legitimate interest of the public and

the independence of the existing accountant.

that professional courtesy
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It is not intended, in any way, to prevent or obstruct the change. When making the inquiry from the retiring
auditor, the one proposed to be appointed or already appointed should primarily find out whether there are any
professional or other reasons why he should not accept the appointment.

in the case of an undisputed audit fees for carvying out the statutory audit under the Companies Act, 2013 or
various other statutes having not been paid, the incoming auditor should not accept the appointment unless such
fees are paid.

In respect of other dues, the incoming auditor should in appropriate circumstances use his influence in favour of his

predecessor to have the dispute as regards the fees settled.

The professional reasons for not accepting an audit would be:

1. Non-compliance of the provisions of Sections 139 and 140 of the Companies Act, 2013 as mentioned in Clause
(9) of the Part - | of First Schedule to The Chartered Accountants Act, 1949 ; and

2. Non-payment of undisputed Audit Fees by auditees other than in case of Sick Units for carrying out the
Statutory Audit under the Companies Act, 2013 or various other statutes; and

3. Issuance of a qualified report.

In the first two cases, an auditor who accepts the audit would be guilty of professional misconduct.

undisputed audit fee - In the said Guidelines, Council has explained that the provision for audit fee in accounts
signed by both the auditee and the auditor along with other expenses, if any, incurred by the auditor in connection
with the audit, shall be considered as “undisputed audit fee”’ and

“sick unit” shall mean a unit registered for not less than five years, which has at the end of any financial year

accumulated losses equal to or exceeding its entire net worth.

In the last case, however, he may accept the audit if he is satisfied that the attitude of the retiring auditor was not
proper and justified. If, on the other hand, he feels that the retiring auditor had qualified the report for good and
valid reasons, he should refuse to accept the audit.

Where the Previous Auditor is not available for accepting payment of undisputed audit fees, and it is not otherwise
possible to transfer the payment to him electronically, the Incoming Auditor may advise the client to purchase
Demand Draft of the amount equivalent to undisputed Audit Fees of retiring auditor, and may accept the Audit
assignment after verifying the same.

What should be the correct procedure to adopt when a prospective client tells you that he wants to change his
auditor and wants you to take up his work? There being two persons involved, the Company and the old auditor,
the former should be asked whether the retiring auditor had been informed of the intention to change. If the answer
is in the affirmative, then a communication should be addressed to the retiring auditor. If, however, it is learnt that
the old auditor has not been informed, and the client is not willing to make the first move, it would be necessary to
ask him the reason for the proposed change. If there is no valid reason for a change, it would be healthy practice not
to accept the audit. If he decides to accept the audit he should address a communication to the retiring auditor. As
stated earlier, the object of the incoming auditor, in communicating with the retiring auditor is to ascertain from

him whether there are any circumstances which warrant him not to accept the appointment.

The Council has taken the view that a mere posting of a letter “under certificate of posting” is not sufficient to
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establish communication with the retiring auditor unless there is some evidence to show that the letter has in fact

reached the person communicated with.

Evidence of the fact that the communication addressed to the outgoing auditor by the incoming auditor reached his

hands. Certificate of posting of a letter cannot, in the circumstances, be taken as a positive proof of its delivery to

the addressee’.

Mewmbers should therefore communicate with a retiring auditor in such a manner as to retain in their hands positive

evidence of the delivery of the communication to the addressee.

In the opinion of the Council, the following would in the normal course provide such evidence: -

1.
2.
3.

Communication by a letter sent through “Registered Acknowledgement due”, or

By hand against a written acknowledgement, or

Acknowledgement of the communication from retiving auditor’s vide email address registered with the Institute
or his last known official email address, or

Unique ldentification Number (UDIN) generated on UDIN portal (subject to separate guidelines to be issued by the
Council in this regard)

The communication received back by the Incoming Auditor with “Office found Locked written on the
Acknowledgement Due shall be deemed as having been delivered to the retiring auditor.

If the Communication sent by the Incoming auditor is received back with remarks “No such office exists at this
address”, and the address of communication is the same as registered with the Institute on the date of dispatch,
the letter will be deemed to be delivered, unless the retiring auditor proves that it was not really served and
that he was not responsible for such non-service.

It would be a healthy practice if a Tax Auditor appointed for conducting special audit under the Income Tax
Act, 1961 communicates with the member who has conducted the Statutory Audit.

The requirement for communicating with the previous auditor being a Chartered Accountant in practice would
apply to all types of Audit viz., Statutory Audit, Tax Audit, GST Audit, Internal Audit, Concurrent Audit or any
other kind of audit.

A Communication is mandatorily required for all types of Audit/Report where the previous auditor is a
Chartered Accountant. In case of assignments done by other professionals not being Chartered Accountants, it

would also be a healthy practice to communicate.

Although the mandatory requirement of communication with previous auditor being Chartered Accountant
applies, in uniform manner, to audits of both government and Non-Government entities, yet in the case of audit
of government Companies/ banks or their branches, if the appointment is made well in time to enable the
obligation cast under this clause to be fulfilled, such obligation must be complied with before accepting the audit.
However, in case the time schedule given for the assignment is such that there is no time to wait for the reply
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from the outgoing auditor, the incoming auditor may give a conditional acceptance of the appointment and
commence the work which needs to be attended to immediately after he has sent the communication to the

previous auditor in accordance with this clause.

In his acceptance letter, he should make clear to the client that his acceptance of appointment is subject to
professional objections, if any, from the previous auditors and that he will decide about his final acceptance after

taking into account the information received from the previous auditor.

The provision of Clause (8) requiring a communication with the previous auditor is absolute and applicable even in
respect of an appointment by the Government agencies and even in case where the member is aware that the

previous auditor had been made aware of the appointment.

accepts an appointment as auditor of a Company without first ascertaining from it whether the requirements of
Sections 139 and 140 read with section 141 of the Companies Act, 2013, in respect of such appointment have
been duly complied with.

Under this clause it is obligatory on the incoming auditor to ascertain from the Company that the appropriate
procedure in the matter of his appointment has been duly complied with so that no shareholder or retiring auditor

may, at a later date, challenge the validity of such appointment

The word "ascertain” means “to find out for certain’. This would mean that the incoming auditor should find out
for certain as to whether the Company has complied with the provisions of Sections 139 and, 140 of the Companies
Act, 2013.

In this respect, it would not be sufficient for the incoming auditor to accept a certificate from the management of
the Company that the provisions of the above sections have been complied with.

It is necessary for the incoming auditor to verify the relevant records of the Company and ascertain as to whether
the Company has, in fact, complied with the provisions of the above sections. If the Company is not willing to allow
the incoming auditor to verify the relevant records in order to enable him to ascertain as to whether the provisions
of the above sections have been complied with, the incoming auditor should not accept the audit assignment

auditor should verify as to

whether the Board of Directors have passed the resolution
proper notice convening the general meeting has been issued
Board of Directors have powers

approval of the Central Government

Charges or offers to charge, accepts or offers to accept in respect of any professional employment fees which are
based on a percentage of profits or which are contingent upon the findings, or results of such employment, except as

permitted under any regulations made under this Act

Justification
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Justification

It is obvious that a person who s to receive payment in direct proportion to the benefit received by his client, may
be tempted to exaggerate the advantage of his service or may adopt means that are not ethical. It will have the
effect of undermining his integrity and impairing his independence. Therefore, members are prohibited from
charging or accepting any remuneration based on a percentage of the profits or on the happening of a particular

contingency such as, the successful outcome of an appeal in revenue proceedings

However, fees should not be regarded as being contingent if fixed by a court or other public authority.

The Council of the Institute has however framed Regulation 192 which exempts members from the operation of this
clause in certain professional services. The said Regulation 192 is reproduced

1. “In the case of a receiver or a liquidator, the fees may be based on a percentage of the realization or
disbursement of the assets

2. In the case of an auditor of a co-operative society, the fees may be based on a percentage of the paid up capital
or the working capital or the gross or net income or profits;

3. In the case of a valuer for the purposes of direct taxes and duties, the fees may be based on a percentage of the
value of property valued;

4. in the case of certain management consultancy sevvices as may be decided by the resolution of the Council from
time to time, the fees may be based on percentage basis which may be contingent upon the findings, or results of
such work;

5. in the case of certain fund raising services, the fees may be based on a percentage of the fund raised;

"

in the case of debt recovery services, the fees may be based on a percentage of the debt recovered;
7. in the case of services related to cost optimisation, the fees may be based on a percentage of the benefit derived;
and
8. any other service or audit as may be decided by the Council. [Following activities have been decided by the
Council under “W’ above : -
() Acting as Insolvency Professional;
(i) Non-Assurance Services to Non-Audit Clients ]

Engages in any business or occupation other than the profession of chartered accountant unless permitted by the
Council so to engage.

Provided that nothing contained herein shall disentitle a chartered accountant from being a director of a company
(Not being managing director or a whole time director) unless he or any of his partners is interested in such

company as an auditor

The objective is to restrain members from carrying on any other business in conjunction with the profession of
accountancy and combining such work with any business, which is not in keeping with the dignity of the profession.
Another reason for the introduction of such prohibition is that a chartered accountant, if permitted to enter into all
kinds of business, would be able to advertise for his other business and thereby secure an unfair advantage in his

professional practice.
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The Council, on a very careful consideration of the matter, has formulated Regulation, 190A and 191 which are

reproduced below, specifying the activities with which a member in practice can associate himself with or without

the permission of the Council

Regulation 190A. Chartered Accountant in practice not to engage in any other business or occupation. “A chartered

accountant in practice not to engage in any other business or occupation other than the profession of accountancy

except with the permission granted in accordance with a resolution of the Council”.

Regulation191. Part-time employment a Chartered Accountant in practice may accept. “Notwithstanding anything

contained in Regulation 190A but subject to the control of the Council, a Chartered Accountant in practice may act

as a liquidator, trustee, executor, administrator, arbitrator, receiver, adviser or representative for costing, financial

or taxation matter, or may take up an appointment that may be made by the Central Government or a State

Government or a court of law or any other legal authority or may act as a Secretary in his professional capacity,

provided his employment is not on a salary-cum-full-time basis

Mewmbers of the Institute in practice be generally permitted to engage in the following categories of occupations, for

which no specific permission from the Council would be necessary in individual cases:

T T
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Employment under Chartered Accountants in practice or firms of such chartered accountants.
Private tutorship.

Authorship of books and articles.

Holding of Life Insurance Agency License for the limited purpose of getting renewal commission.
Attending classes and appearing for any examination.

Holding of public elective offices such as M.P., M.LLA. and M.L.C.

Honorary office leadership of charitable-educational or other non-commercial organisations.
Acting as Notary Public, Justice of the Peace, Special Executive Magistrate and the like.
Part-time tutorship under the coaching organisation of the Institute.

Valuation of papers, acting as paper-setter, head -examiner or a moderator, for any examination.

. Editorship of professional journals.
. Acting as Surveyor and Loss Assessor under the Insurance Act, 1938 provided they are otherwise eligible.
. Acting as recovery consultant in the banking sector

Owning agricultural land and carrying out agricultural activity

Mewmbers of the Institute in practice may engage in the following categories of business or occupations, after

obtaining the specific and prior approval of the Council in each case:

1.

Full-time or part-time employment in business concerns provided that the member and/or his relatives do not
hold “substantial interest” in such concerns.

Full-time or part-time employment in non-business concern.

Office of managing director or a whole-time director of a body corporate within the meaning of the Companies
Act, 1956 (now Companies Act, 2013) provided that the member and/or any of his relatives do not hold
substantial interest in such concern.

Interest in family business concerns (including such interest devolving on the members as a result of inheritance /
succession / partition of the family business) or concerns in which interest has been acquired as a result of
relationships and in the management of which no active part is taken
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5. Interest in an educational institution.

6. Part-time or full-time lectureship for courses other than those relating to the Institute’s examinations conducted
under the auspices of the Institute or the Regional councils or their branches.

7. Part-time or full-time tutorship under any educational institution other than the coaching organization of the
Institute.

8. Editorship of journals other than professional journals.

q. Any other business or occupation for which the Executive Committee considers that permission may be granted.

auditor of a Subsidiary Company can’t be a Director of its Holding Company, as it will affect the independence of an

auditor

Promoter/Promoter Director - There is no bar for a member to be a promoter / signatory to the Memorandum
and Articles of Association of any company. There is also no bar for such a promoter / signatory to be a Director

Simplicitor of that company

The Council has passed a Resolution under Regulation 190A granting general permission (for private tutorship, and
part-time tutorship under Coaching organization of the Institute) and specific permission (for part time or full-time
tutorship under any educational institution other than Coaching organization of the Institute). Such general and
specific permission granted is subject to the condition that the direct teaching hours devoted to such activities taken
together should not exceed 25 hours a week in order to be able to undertake attest functions.

Allows a person not being a member of the institute in practice or a member not being his partner to sign on his
behalf or on behalf of his firm, any balance sheet, profit and loss account, report or financial statements.

This clause is to be read in conjunction with Section 26 of the Chartered Accountants Act, 1949 which stipulates
that ‘No person other than a member of the Institute shall sign any document on behalf of a Chartered Accountant
in practice or a firm of Chartered Accountants in his or its professional capacity

The financial statements and the reports referred to in this clause obviously means the financial statements and
reports as ultimately finalized and submitted to the outside authorities.

The Council has clarified that the power to sign routine documents on which a professional opinion or authentication
is not required to be expressed may be delegated in the following instances and such delegation will not attract
provisions of this clause:

Issue of audit queries during the course of audit.

Asking for information or issue of questionnaire.

Letter forwarding draft observations/financial statements.

Initiating and stamping of vouchers and of schedules prepared for the purpose of audit.
Acknowledging and carrying on routine corvespondence with clients.

IO NI N

. Issue of memorandum of cash verification and other physical verification or recording the results thereof in the
books of the clients.
. Issuing acknowledgements for records produced.

IN|

8. Raising of bills and issuing acknowledgements for money receipts.
a. Attending to routine matters in tax practice
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PART Il- Professional Misconduct in relation to members of the Institute in service

A member of the Institute (other than a member in practice) shall be deemed to be guilty of professional misconduct,

if he being an employee of any company, firm or person

Clause (1)

pays or allows or agrees to pay directly or indirectly to any person any share in the emoluments of the employment
undertaken by him.

However, this clause dose not restricts such sharing or commitments among relatives, dependents, friends etc., if
there is no relationship in procuring or retaining the job and payment is not a consideration for job procurement or
retainership.

The clear verdict of this clause is that job must be procured and retained with own professional capabilities and not
by any financial deal impairing professional dignity.

Clause (2)

accepts or agrees to accept any part of fees, profits or gains from a lawyer, a chartered accountant or broker
engaged by such company, firm or person or agent or customer of such company, firm or person by way of
commission or gratification.

The objective is that when a member is in employment, he must maintain high level of ethics and should not accept
any other amount from anyone for which he is not entitled from employer under contractual agreement of service.

[Note: A member in the foregoing circumstances would be guilty of misconduct regardless of the fact that he was in
whole-time or part-time employment or that he was holding Certificate of Practice along with his employment.]

PART [l - Professional misconduct in relation to members of the Institute generally

A member of the Institute, whether in practice or not, shall be deemed to be guilty of professional misconduct, if
he -

Clause (1)

not being a fellow of the Institute, acts as a fellow of the Institute.

Clause (2)
does not supply the information called for, or does not comply with the requirements asked for, by the Institute,

Council or any of its Committees, Director (Discipline), Board of Discipline, Disciplinary Committee, Quality Review
Board or the Appellate Authority.
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Clause (3)

while inviting professional work from another chartered accountant or while responding to tenders or enquiries or
while advertising through a write up, or anything as provided for in items (&) and (7) of Part | of this Schedule,
gives information knowing it to be false.

PART IV- Other misconduct in relation to members of the Institute generally

Clause (1)

is held guilty by any civil or criminal court for an offence which is punishable with imprisonment for a term not

exceeding six months.

Clause (2)

in the opinion of the Council, brings disrepute to the profession or the Institute as a result of his action whether or

not related to his professional work

Some illustrative examples, where a member may be found guilty of “Other Misconduct”, under the aforesaid

provisions, rendering himself unfit to be member are:

1. Where a chartered accountant retains the books of account and documents of the client and fails to return these
to the client on request without a reasonable cause.

2. Where a chartered accountant makes a material misrepresentation.

3. Where a chartered accountant uses the services of his articled or audit assistant for purposes other than
professional practice.

4. Conviction by a competent court of law for any offence under Section 8 (v) of the Chartered Accountants Act
19449.

5. Misappropriation of money by office-bearer of a Regional Council of the Institute and utilisation thereof for his
personal use.

6. Not replying within a reasonable time and without a good cause to the letter of the public authorities.

7. Where certain assessment records of income tax department belonging to a client of a Chartered Accountant
were found in the almirah of the bed-room of the chartered accountant.

8. Where a chartered accountant had adopted coercive methods on a bank for having a loan sanctioned to him.

THE SECOND SCHEDULE

Part | - Professional Misconduct in relation to Chartered Accountants in Practice

Clause (%)
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Discloses Information acquired in the course of his professional engagement to any person other than his client so

engaging him without the consent of his client or otherwise than as required by any law for the time being in force.

The accountant’s duty not to disclose continues even after the completion of his assignment.

An auditor is not required to provide the client or other auditors of the same enterprise or its related enterprise

such as a parent or a subsidiary, access to his audit working papers.

There is a difference between sharing of working papers and sharing of information. So far as the information is
concerned, he can provide the same to the client or to a Regulatory body after obtaining the consent of the client.

students may note that as per section 143(12) of the Companies Act, 2013, if an auditor of a company, in the
course of the performance of his duties as auditor, has reason to believe that an offence involving fraud is being or
has been committed against the company by officers or employees of the company, he shall immediately report the
matter to the Central Government within 6O days of his knowledge and after following the prescribed procedure.

Certifies or submits in his name or in the name of his firm, a report of an examination of financial statements unless
the examination of such statements and the related records has been made by him or by a partner or an employee

in his firm or by another chartered accountant in practice.

It has been introduced to ensure that the work entrusted to him has been carried out by the member either directly
or under his supervision before he renders his report.

An exception however has been made in respect of an examination carried out by another chartered accountant in
practice. This enables two or more members to accept a joint assignment or enables a member also to carvy out the

examination of financial statements by or with the assistance of all or either any chartered accountant in practice.

Permits his name or the name of his firm to be used in connection with an estimate of earnings contingent upon

future transactions in manner which may lead to the belief that he vouches for the accuracy of the forecast.

a chartered accountant can participate in the preparation of profit or financial forecasts and can review them,
provided he indicates clearly in his report the

* sources of information,

e the basis of forecasts and

+ also the major assumptions made in arriving at the forecasts and

* 50 long as he does not vouch for the accuracy of the forecasts

Expresses his opinion on financial statements of any business or enterprise in which he, his firm, or a partner in his

firm has a substantial interest.
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1. If the opinions of auditors are to command respect and the confidence of the public, it is essential that it must
be free of any interest which is likely to affect their independence.

2. The words “financial statements” used in this clause would cover both reports and certificates usually given after
an examination of the accounts or the financial statement or any attest function under any statutory enactment
or for purposes of income-tax assessments. This would not, however, apply to cases where such statements are
prepared by members in employment purely for the information of their respective employers in the normal
course of their duties and not meant to be submitted to any outside authority.

3. Public conscience is expected to be ahead of the law. Members, therefore, are expected to interpret the
requirement as regards independence much more strictly than what the law requires and should not place

themselves in positions which would either compromise or jeopardise their independence.
4. In this connection, the Council has decided not to permit

o a Chartered Accountant in employment to certify the financial statements of the concern in which he is
employed, or of a concern under the same management as the concern in which he is employed, even though he
holds certificate of practice and that such certification can be done by any Chartered Accountant in practice.

* Auditor to accept the Auditor-ship of a college, if he is working as a part-time lecturer in the college.

» Auditor to accept the Auditor-ship of a Trust where his partner is either an employee or a trustee of the Trust.

The Council has, in this connection, issued the following guidelines:

Requirements of Clause applicable to all Attest Functions
Many new areas of professional work have been added, e.g., Tax Audit, GST Audit, Concurrent Audit of Banks,
Concurvent Audit of Borrowers of Financial institutions, Audit of non-corporate borrowers of Banks and
Financial Institutions, Audit of Stock Exchange, Brokers, etc. The Council wishes to emphasize that the aforesaid
requirement of Clause (4) are equally applicable while performing all types of attest functions by the members.

other statutory prohibitions are discussed below for the guidance of members: -

o Where the member, his firm or his partner or his relative has substantial interest in the business or enterprise
(not being a company).

» An enterprise/concern of which a member is either an owner or a partner

» Where the partner or relative of a member has substantial interest

» Where the member or his partner or relative is a divector or in the employment of an Officer or an Employee of
the Company.

o Where the member is not holding a position in the Company, but holding any security or interest Section

» Where the partner of the member is an officer or employee of a company

» Where the partner of the member is holding any security or interest in the Company

o Where the relative of the member is a director or is in the employment of the Company as a director or key

managerial person

It is not permissible for a member to undertake the assignment of certification, wherein the client is relative of the
member. The "relative" for this purpose would refer to the definition mentioned in Accounting Standard (AS)-18.
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Mewmbers not to write Books of Account for auditee clients
Statutory auditor not to be the Internal Auditor simultaneously
Internal auditor not to be the Tax auditor simultaneously

Cooling off period after completion of tenure as Director: A member shall not accept the assignment of audit of a
Company for a period of two years from the date of completion of his tenure as Director, or resignation as Director

of the said Company.

Fails to disclose a material fact known to him which is not disclosed in a financial statement, but disclosure of which
is necessary in making such financial statement where he is concerned with that financial statement in a professional

capacity

The word “financial statements” used in this clause would cover both reports and certificate usually given after an
examination of the accounts or of financial statements under any statutory enactment, or/for purposes of income
tax assessments.

This would not however, apply to cases where such statements are prepared by members in employment purely for
the information of their respective employers in the normal course of their duties and not meant to be submitted to

any outside authority
Some of the decisions of the Courts on this clause are briefly given below

Where a Chartered Accountant failed to report to the shareholders of a company about the non creation of a sinking
fund in accordance with the Debenture Trust Deed and did not make clear that the amounts shown as towards
sinking fund were borrowed from the managing agents of the company-Held, that the chartered accountant was
duty bound to see that the nature and subject matter of the charge over a security and the nature and mode of
valuation of the sinking fund investment were disclosed in the Balance Sheet in accordance with Form F and he was
found guilty of misconduct

Where a Chartered Accountant had not disclosed the fact that a large amount of loan have been given out of the
funds of an Employees Provident Fund to the Employer Company in contravention of the Rules of the Provident
Fund and had failed to report on the default in clearing the cheques received in re-payment of the loan Held by the
Supreme Court on appeal that it was no defence for the chartered accountant to say that he had disclosed the
irregularities to the company as it was his duty to have made a disclosure thereof to the beneficiaries of the
Provident Fund in the statement of accounts signed by him as the legal position of the auditor in the present case
was similar to that of the auditor appointed under the Companies Act. He was therefore guilty of professional
misconduct under Clause (5).

Fails to report a material misstatement known to him to appear in a financial statement with which he is concerned

in a professional capacity

A Company did not provide for depreciation as required by Section 205 and Section 350 of the Companies Act,
1956 (now Section 123 read with Schedule [l of the Companies Act, 2013) and although the Chartered
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Accountant was aware that the Company had underprovided depreciation, he did not bring out this fact in his
report- Held the Chartered Accountant was guilty of professional misconduct under the clause

Submitting Information as Authorised Representative: Chartered Accountant would not be held liable for professional

misconduct.

Does not exercise due diligence, or is grossly negligent in the conduct of his professional duties.

An auditor is not bound to be a detective, or, as was said, to approach his work with suspicion or with a foregone
conclusion that there is something wrong. He is a watchdog but not a bloodhound. If there is anything calculated to
excite suspicion he should probe it to the bottom; but in the absence of anything of that kind he is only bound to be

reasonably cautious and careful.”
Some of the decisions of the DC/Courts on this clause are briefly mentioned below:

Where a Chartered Accountant failed to indicate the mode of valuation of investments in shares as required by the
Companies Act and also to draw attention to the inclusion of uniforms in the depreciation account- Held that he
was guilty under Clause (7)

Where a Chartered Accountant wrongly certified the increase in Paid-up Share Capital of a Private Limited
Company in the Balance Sheet without proper evidence. Held guilty of professional misconduct

A certificate issued by a Chartered Accountant to a proprietor of a firm in respect of the turnover of betel nuts to
enable the firm, which was not dealing in betel nuts, to obtain import license without checking the books and
documents himself, but relying on his articled clerk for its corvectness. Held he was guilty of gross negligence

Where a Chartered Accountant failed in his duty to check the bank balances with the pass books of the banks and
failed to obtain certificates of balances from the bankers in respect of those balances. The Council found him guilty of
misconduct under Clauses (7) & (8) of Part | of the Second Schedule

Where a chartered accountant gave clean reports on the balance sheets whereas the reports on the special audit
conducted subsequently revealed certain irregularities which amounted to failure to examine the pass book and to
verify the cash balance. Held he was guilty under Clause (7)

Where a Chartered Accountant had not completed his work relating to the audit of the accounts of a company and
had not submitted his audit report in due time to enable the company to comply with the statutory requirement in
this regard. Held, he was guilty of professional misconduct under Clause (7)

A Chartered Accountant adopted arbitrary valuation of closing stock and no verification at all was done by him

A Chartered Accountant was charged under Clauses (5), (&), (7) and (8) of Part | of Second Schedule in regard to a
loss of > 1.84 lakhs in a bank of sale of some investments out of which only a sum of > 21,500 was written off by the
bank. The value of investment in the balance sheet was inflated and it did not exhibit the correct position and the

profit and loss account did not show a true balance of profit and loss. Held, the respondent was guilty of misconduct

so as to render him unfit to be a member of the institute
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Fails to obtain sufficient information which is necessary for expression of an opinion or its exceptions are sufficiently

material to negate the expression of an opinion

The chartered accountant should not express an opinion before obtaining the required data and information. The
latter part of the clause enjoins that where due to inadequacy of information or data the report has to be
circumscribed to an extent that it would cease to be of any expression of a categorical opinion, the auditor should
clearly express his disclaimer in no uncertain terms

A Chartered Accountant without examination of stock register and other relevant matters issued a wrong
consumption certificate on the basis of which licence of higher value, for which the unit was not entitled, was issued
by Controller of Imports & Exports. The examination done by the Chartered Accountant was so restricted that he
could not have obtained the information necessary to warvant the expression of an opinion regarding consumption of

raw material and components. Held the chartered accountant was guilty of professional misconduct under Clause (8)

Fails to invite attention to any material departure from the generally accepted procedure of audit applicable to the

circumstances.

What constitutes “generally accepted audit procedure’” would depend upon the facts and circumstances of each case,
but guidance is available in general terms from the various pronouncements of the Institute is issued by way of
Engagement and Quality Control Standards, Statements, General Clarifications, Guidance Notes Technical Guides,
Practice Manuals, Studies and Other Papers

Audit of Listed Companies :
Pursuant to SEBI Notification, Statutory Audit of Listed Companies under the Companies Act, 2013 shall be
done by only those auditors who have subjected themselves to the Peer Review process of the Institute , and hold
a valid certificate issued by the Peer Review Board of the ICAl

FRN and Membership No. :
The members are required to mention the Membership number and Firm registration number to all reports
issued pursuant to any attestation engagements, including certificates, issued by them as proprietor of/ partner
in the said firm.

Unique Document ldentification Number (UDIN) :
The members may note that UDIN is mandatory from 1st July, 2019 on all Corporate/ Non - Corporate Audit,
Attest and Assurance Functions. Thus, a member of the Institute in practice shall generate Unique Document
ldentification Number (UDIN) for all kinds of the certification, GST and Tax Audit Reports and other Audit,
Assurance and Attestation functions undertaken/signed by him

Where a Chartered Accountant did not conduct sample checking of the bank accounts in relation to the accounts of
the company and did not carry out vouching with respect to the transactions reflected in the accounts of the
company and depended upon his assistant who was a Chartered Accountant and experienced clerk who were
entrusted with the auditing work. Held he was guilty under Clauses (7), (8) and (9).

Where a Chartered Accountant failed to verify the actual disbursement of the amount by examining the various

AGRAWAL KARTIK COACHING INSTITUTE Page 357



items of purchases and insisting for the bills to be produced in respect of the various items before issuing his
certificate as mere payment would not constitute utilization of the amount for the purpose for which it was meant.
Held he was guilty under Clauses (7), (8) and (9).

A Chartered Accountant had checked the cash book totals but not the bank column totals, had verified all the
transactions in the bank columns but not the contra-entries, had taken the casting only of personal ledger and that
too not of all accounts, had resorted to test check when there was no system of internal check, had not seen the
pay-in-slips, had not checked the bank reconciliation statements for all the months. Held he was guilty of
professional misconduct under Clauses (7), (8) and ().

Clause (10)

fails to keep moneys of his client other than fees or remuneration or money meant to be expended in a separate

banking account or to use such moneys for purposes for which they are intended within a reasonable time
In the course of his engagement as a professional accountant, a member may be entrusted with moneys belonging to

his client, it would be his duty to deposit them in a separate banking account, and to utilize such funds only in

accordance with the instructions of the client or for the purposes intended by the client
In this connection the Council has considered some practical difficulties of the members and the following suggestions
have been made to remove these difficulties:

1. An advance received by a Chartered Accountant against services to be rendered does not fall under Clause (10)
of Part | of the Second Schedule.

2. Moneys received for expenses to be incurved, for example, payment of prescribed statutory fees, purchase of
stamp paper etc., which are intended to be spent within a reasonably short time need not be put in a separate
bank account. For this purpose, the expression; “reasonably short time”, would depend upon the circumstances of

each case.

3. Moneys received for expenses to be incurved which are not intended to be spent within a reasonably short time

as aforesaid, should be put in a separate bank account immediately.

4. Moneys received by a Chartered Accountant, in his capacity as trustee, executor liquidator, etc. must be put in a

separate bank account immediately.

PART Il - Professional misconduct in relation to members of the Institute generally

Clause (1)

contravenes any of the provisions of this Act or the requlations made there under or any guidelines issued by the

Council.
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The Regulations under which cases of contravention have generally come to the notice of the Council are the
following:

Regulation 43 Engagement of Articled Assistant
Regulation 46 Registration of Articled Assistant
Regulation 47 Premium from Articled Assistant

Regulation 48 Stipend to Articled Assistant

Regulation 56 Termination or assignment of Articles
Regulation 65 Articled Assistant not to engage in any other occupation
Regulation 67 Complaint against the employer (from Articled Assistant)

Regulation 68 to 80 Audit Assistant

Regulation 190 Register of offices and firms

Regulation 190-A  Chartered Accountants not to engage in any other business or occupation
Regulation 191 Part time employment's a Chartered Accountant may accept

Regulation 192 Restriction on fees

Some of the decisions of the Courts under this clause are mentioned below:

A Chartered Accountant certified that an audit clerk was in service with him while he was also, employed
elsewhere with another employer between 11 A.M. and 5 P.M. and attended the office of the Chartered
Accountant thereafter until 8 P.M. Held he was guilty of misconduct for making a misstatement to the institute
in regard to the discharge of his professional duties

A Chartered Accountant was found guilty of professional misconduct in terms of Clause (1) of Part Il of the
Second Schedule to the Act for contravention of Section & of the Act for having issued a certificate in respect of
a consumption statement of a concern as a Chartered Accountant in practice on a date when he had not even
applied for a certificate of practice to the Institute

A Chartered Accountant took loan from a firm in which the articled clerk and his father were both Interested,
against the provisions of the Chartered Accountants Regulations, 1988 which prohibit ‘taking of loan or deposit
ete. from the articled clerk.’ Held the Chartered Accountant was guilty of professional misconduct under the

clause

A Chartered Accountant did not pay stipend to his articled clerk, in accordance with Regulation 48 of the
Chartered Accountants Regulations 1988

Where the Respondent had accepted audit while the amount of undisputed audit fee of 38,606/ - was not paid
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to the Complainant till date of signing of report. As per Council Guidelines No.1 -CA(7)/02/2008, dated 8th
August, 2008, “A member of the Institute in practice shall not accept the appointment as auditor of an entity
in case the undisputed audit fee of another Chartered Accountant for carrying out the statutory audit under the
Companies Act, 1956 or various other statutes had not been paid.” Thus, the Respondent was expected not to
accept the Audit of the Company till the outstanding audit fees was cleared by the Company. Hence, the
Respondent was held guilty of professional misconduct falling within the meaning of Clause (1) of Part-Il of
Second Schedule to the Chartered Accountants Act, 1949

A Chartered Accountant had conducted 468 Tax Audits U/s 44AB of the Income Tax Act i.e. more than the
limit prescribed by the Council of the ICAI (Guidelines No. 1 — CA (7)/02/2008, “Tax Audit Assignments under
Section 44AB of the Income Tax Act, 1961). The said Council Guidelines state that a Member of the Institute in
practice shall not accept, in a Financial Year, more than the “specified number’ of Tax Audit Assignments under
Section 44AB of the Income Tax Act 1961. The Respondent was held guilty of professional misconduct falling
within the meaning of Clause (1) of Part Il of the Second Schedule to the Chartered Accountants Act, 1949

being an employee of any company, firm or person, discloses confidential information acquired in the course of his
employment except as and when required by any law for the time being in force or except as permitted by the
employer

Includes in any information, statement, return or form to be submitted to the Institute, Council or any of its
Commiittees, Director (Discipline), Board of Discipline. Disciplinary Committee, Quality Review Board or the
Appellate Authority any particulars knowing them to be false

Defalcates or embezzles money received in his professional capacity

Part Il - Other misconduct in relation to members of the Institute generally

A member of the Institute, whether in practice or not, shall be deemed to be guilty of other misconduct, if he is held
guilty by any civil or criminal court for an offence which is punishable with imprisonment for a term exceeding six
months

COUNCIL GUIDELINES

A member of the Institute in practice or the firm of Chartered Accountants of which he is a partner, shall maintain
and keep in respect of his / its professional practice, proper books of account including the following-
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(1) a Cash Book; (ii) a Ledger.

A member of the Institute in practice shall not accept, in a financial year, more than the “specified number of tax
audit assignments” under Section 44AB of the Income-tax Act, 1961.

Provided also that the audits conducted under Section 44AD, 44ADA and 44AE of the Income Tax Act, 1961 shall
not be taken into account for the purpose of reckoning the “specified number of tax audit assignments

For the above purpose, “the specified number of tax audit assignments”’ means -
(a) in the case of a Chartered Accountant in practice or a proprietary firm of Chartered Accountant, **60 tax
audit assignments, in a financial year, whether in respect of corporate or non-corporate assesses.
(b) in the case of firm of Chartered Accountants in practice, **60 tax audit assignments per partner in the firm,

in a financial year, whether in respect of corporate or non-corporate assesses

Signing - According to a clarification on Tax Audit Assignments by Committee on Ethical Standards Board) of the
Institute, if there are 10 partners in a firm of Chartered Accountants in practice, then all the partners of the firm
can collectively sign 600 tax audit reports. This maximum [imit of 600 tax audit assignments may be distributed
between the partners in any manner whatsoever.

A Chartered Accountant in practice shall maintain a record of the tax audit assignments accepted by him in each
assessment year in the format as may be prescribed by the Council

Provided that in the case of a firm of Chartered Accountants in practice, the “specified number of tax audit
assignments” shall be construed as the specified number of tax audit assignments for every partner of the firm.

Provided further that where any partner of the firm is also a partner of any other firm or firms of Chartered
Accountants in practice, the number of tax audit assignments which may be taken for all the firms together in
relation to such partner shall not exceed the “specified number of tax audit assignments” in the aggregate

A member of the Institute in practice shall not accept the appointment as auditor of an entity in case the
undisputed audit fee of another Chartered Accountant for carrying out the statutory audit under the Companies
Act, 2013 or various other statutes has not been paid: Provided that in the case of sick unit, the above prohibition
of acceptance shall not apply.

Explanation 1: For this purpose, the provision for audit fee in accounts signed by both - the auditee and the auditor
along with other expenses, if any, incurred by the auditor in connection with the audit, shall be considered as

“undisputed audit fees”.

Explanation 2: For this purpose, “sick unit” shall mean a unit registered for not less than five years, which has at

the end of any financial year accumulated losses equal to or exceeding its entire net worth.
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A member of the Institute in practice shall not hold at any time appointment of more than the “specified number of
audit assignments” of Companies under Section 141 of the Companies Act 2013

For the above purpose, the “specified number of audit assignments” means —

1. in the case of a Chartered Accountant in practice or a proprietary firm of Chartered Accountant, 30 audit
assignments whether in respect of private Companies or other Companies, with the exception of one person
Companies and dormant companies.

2. in the case of Chartered Accountants in practice, 30 audit assignments per partner in the firm, whether in
respect of private Companies or other Companies, with the exception of One person Companies and dormant

companies

A Chartered Accountant in practice as well as firm of Chartered Accountants in practice shall maintain a record of
the audit assignments accepted

the audit of the head office and branch offices of a Company by one Chartered Accountant or firm of such
Chartered Accountants in practice shall be regarded as one audit assignment.

the number of partners of a firm on the date of acceptance of audit assignment shall be taken into account.

A Chartered Accountant in practice, whether in full-time or part time employment elsewhere, shall not be counted
for the purpose of determination of “specified number of audit of Companies” by firms of Chartered Accountants.
A Chartered Accountant being a part time practicing partner of a firm shall not be taken into account for the
purpose of reckoning the audit assignments of the firm.

A member of the Institute in practice shall not accept the appointment as statutory auditor of Public Sector
Undertaking(s)/ Government Company(ies)/Listed Company(ies) and other Public Company(ies)

having turnover of * 50 crores or more in a year

where he accepts any other work(s) or assignment(s) or service(s) in regard to the same Undertaking(s)/
Company(ies) on a remuneration which in total exceeds the fee payable for carrying out the statutory audit of the
same Undertaking/company.

Provided that in case appointing authority(ies)/requlatory body(ies) specify(ies) more stringent
condition(s)/restriction(s), the same shall apply instead of the conditions/restrictions specified under these Guidelines.
The above restrictions shall apply in respect of fees for other work(s) or service(s) or assignment(s) payable to the
statutory auditors and their associate concern(s) put together

For the above purpose,
() the term “other work(s)” or “service(s)’ or “assignment(s)”’ shall include Management Consultancy and all other
professional services permitted by the Council pursuant to Section 2(2)(iv) of the Chartered Accountants Act, 1949
but shall not include: -

(a) audit under any other statute;

(b) certification work required to be done by the statutory auditors; and

(¢) any representation before an authority;

(i) the term “associate concern’ means any corporate body or partnership firm which renders the Management

Consultancy and all other professional services permitted by the Council wherein the proprietor and/or partner(s) of
the statutory auditor firm and/or their “relative(s)’ is/are Director/s or partner/s and/or jointly or severally hold
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“substantial interest” in the said corporate body or partnership;

A member of the Institute in practice or a partner of a firm in practice or a firm or a relative of such member or
partner shall not accept appointment as auditor of a concern while indebted to the concern or given any guarantee
or provided any security in connection with the indebtedness of any third person to the concern, for limits fixed in
the statute and in other cases for amount exceeding > 100,000/ -.

A member of the Institute in practice shall follow the direction given, by the Council or an appropriate Committee
or on behalf of any of them, to him being the incoming auditor(s) not to accept the appointment as auditor(s), in
the case of unjustified removal of the earlier auditor(s).

A number of non-Chartered Accountants’ firms, corporates including banks, finance Companies and newspapers
have set up their own Websites providing advisory services on taxation and other areas where Chartered Accountants
are rendering professional service. Some of such Websites may request Chartered Accountants or Chartered
Accountants’ firms to provide consultation and advice through their Websites. No other service, besides consultancy
and advice can be rendered through such websites, This would be permitted subject to the condition that on the
Website, contact address of the Chartered Accountant concerned is not provided nor such Website will contain any
material which advertises professional achievements or status of such Chartered Accountant except making a
statement that they are Chartered Accountants. The name of Chartered Accountants’ firm with suffix “Chartered
Accountants” would not be permitted.

It is not permissible for members to list themselves with online Application based service provider Aggregators,

wherein other categories like businessmen, technicians, maintenance workers, event organizers etc. are also listed.

A special exemption has been made as regards publication of the name and address of a member or that of his firm,

with the description Chartered Accountant(s), in an advertisement appearing in the press in the following

circumstances, provided that the advertisement is not displayed more prominently than is usual for such

advertisements or the name of the member or that of his firm with the designation Chartered Accountant(s)

appears in type not bolder than the substance of the advertisement: -

1. Advertisement for recruiting staff in the member’s own office.

2. Advertisement inserted on behalf of clients requiring staff or wishing to acquire or dispose of business or
property.

3. Advertisement for the sale of a business or property by a member acting in a professional capacity as trustee,
liguidator or receiver
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When advertising for staff, it is desivable that members should avoid the expression such as “a well-known firm”

Guidelines issued in 2023 for using the new CA India logo for CA members prescribes that the logo consists of the
letters 'CA" in blue colour with a tri colour tick mark (upside down) with white background. The blue colour not only
stands out on any background but also denotes creativity, innovativeness, knowledge, integrity, trust, truth,
stability, and depth. The upside-down tick mark, typically used by Chartered Accountants, has been included to
symbolise the wisdom and value of the professional.

‘India’ is also added in the logo, as it epitomizes the Institute's connection to India First approach and commitment
to the serve the Indian economy in public interest.
o There should be no alteration of the font (colour, bold/unbold, size). Moreover, there should be no change in
spacing and dimensions.

» The colour palette is

» Do not change the design and colours including the white background.
o Refrain from rotating or tilting the logo clockwise and anti-clockwise.
e The logo should not be shrunk or distorted changing the original proportion.

Note: While members are encouraged to use the new CA India Logo as published on letterheads, visiting cards,
website etc, a transition time of one year has been provided to use existing stationary/signage replacement etc.

INDIA N

( (\\ \
((\\ Arl\
: IND/A

The Council decided to allow members in practice to hold the office of Managing Director, Whole-time Director or
Manager of a body corporate within the meaning of the Companies Act provided that the body corporate is engaged
exclusively in rendering Management Consultancy and Other Services permitted by the Council in pursuant to
Section 2(2)(iv) of the Chartered Accountants Act, 1949 and complies with the conditions(s) as specified by the
Council from time to time in this regard.

The members can retain full time Certificate of Practice besides being the Managing Director, Whole time Director
or Manager of such Management Consultancy Company. There will be no restriction on the quantum of the equity
holding of the members, either individually and/ or along with the relatives, in such Company. Such members shall
be regarded as being in full- time practice and therefore can continue to do attest function either in individual
capacity or in Proprietorship/Partnership firm in which capacity they practice and wherein they are also entitled to
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train articled/audit assistants.

The name of the Management Consultancy Company is required to be approved by the Institute and such Company
has to be registered with the Institute
On abundant caution, it may be clarified that no audit practice can be done in Corporate Form. The consultancy

practice hitherto done in Individual or Firm Status alone is now intended to be permitted in Corporate Form also

Ethical Compliance:
() Once the Management Consultancy Company is Registered with the Institute as per the Guidelines, it will be
necessary for such a Company to

comply with the following requirements: -

1. If the individual practitioner/sole-proprietorship firm/partnership firm is the statutory auditor of an entity then
the Management Consultancy Company should not accept the internal audit or book -keeping or such other
professional assignments, which are prohibited for the statutory auditor firm.

2. The Notification No. 1 -CA(7)/60/2002 dated 8th March, 2002 (enclosed) in respect of ceiling on Non -audit
fees is applicable in relation to a Management Consultancy Company.

3. The Management Consultancy Company shall comply with clauses (6) & (7) of Part -1 of the First Schedule to the
Chartered Accountants Act, 1949 and such other directives as may be issued by the Institute from time to time.

(i) The Management Consultancy Company shall give an undertaking that it shall comply with clauses (&) & (7) of
Part-I of the First Schedule to
the Chartered Accountants Act, 1949 and such other directives as may be issued by the Institute from time to

time.
Object of Management Consultancy Company:

The Management Consultancy Company shall engage itself only in Management Consultancy & Other Services. The
Management Consultancy Company shall give an undertaking that it shall render only Management Consultancy &
Other Services prescribed by the Council pursuant to powers under section 2 (2)(iv) of the Chartered Accountants

Act, 19449.

Firms frequently form larger structures with other firms and entities. Whether these larger structures create a

network depends on the particular facts and circumstances

The judgment as to whether the larger structure is a network shall be made in light of whether a reasonable and
informed third party would be likely to conclude, weighing all the specific facts and circumstances, that the entities
are associated in such a way that a network exists. This judgment shall be applied consistently throughout the

network.

Where the larger structure is aimed at co-operation and it is clearly aimed at profit or cost sharing among the
entities within the structure, it is deemed to be a network.

However, the sharing of immaterial costs does not in itself create a network.

In addition, if the sharing of costs is limited only to those costs related to the development of audit methodologies,

manuals, or training courses, this would not in itself create a network.
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Further, an association between a firm and an otherwise unrelated entity to jointly provide a service or develop a
product does not in itself create a network.

a larger structure may be aimed only at facilitating the referval of work, which in itself does not meet the criteria
necessary to constitute a network.

Where the larger structure is aimed at cooperation and the entities within the structure share common ownership,
control or management, it is deemed to be a network. This could be achieved by contract or other means.

Where the larger structure is aimed at co-operation and the entities within the structure share common quality
control policies and procedures, it is deemed to be a network. For this purpose, common quality control policies and
procedures are those designed, implemented and monitored across the larger structure.

Where the larger structure is aimed at co-operation and the entities within the structure share a common business
strategy, it is deemed to be a network. Sharing a common business strategy involves an agreement by the entities to
achieve common strategic objectives

a larger structure might be such that it is aimed at co-operation and the firms share a common brand name, a

common system of quality control, or significant professional resources and consequently is deemed to be a network.

Where the larger structure is aimed at co-operation and the entities within the structure share a significant part of
professional resources, it is deemed to be a network.
Professional resources include:

o Common systems that enable firms to exchange information such as client data, billing and time records;

* Partners and staff;

* Technical departments that consult on technical or industry specific issues, transactions or events for assurance

engagements;

Audit methodology or audit manuals; and

 Training courses and facilities.

The determination of whether the professional resources shared are significant, and therefore the firms are network

firms, shall be made based on the relevant facts and circumstances

Where the shared resources are limited to common audit methodology or audit manuals, with no exchange of
personnel or client or market information, it is unlikely that the shared resources would be significant. The same
applies to a common training endeavour. Where, however, the shared resources involve the exchange of people or
information, such as where staff are drawn from a shared pool, or a common technical department is created
within the larger structure to provide participating firms with technical advice that the firms are required to follow,
a reasonable and informed third party is more likely to conclude that the shared resources are significant.

The different forms of Network can be as under: -

1. A network can be constituted as a mutual entity which will act as a facilitator for the constituents of the
Network. In such a case the Network itself will not carry out any professional practice.

2. A network can be constituted as a partnership firm subject to the condition that the total number of partners
does not exceed twenty.

3. A network can be constituted as a Limited Liability Partnership subject to the provision of the Chartered
Accountant Act and Rules and such other laws as may be applicable.

4. A network can be constituted as company subject to the guidelines prescribed by Institute for corporate form of

practice and formation of management consultancy services company.

AGRAWAL KARTIK COACHING INSTITUTE Page 366



5. Network Firms shall consist of sole Practitioner/proprietor, partnership or any such entity of professional
accountants as may be permitted by the Act.

6. A firm is allowed to join only one network. Firms having common partners shall join only one Network.
Approval of Name of Network amongst firms registered with Institute:

The Network may have distinct name which should be approved by the Institute. To distinguish a “Network” from a
“firm” of Chartered Accountants, the words “& Affiliates” shall be used after the name of the network

application for approval of Name for Network is at Form ‘A’

Even if a name is approved and subsequently it is found that the same is undesirable then, the said name may be
withdrawn at any time by the Institute

The Institute shall approve or reject the name of the Network and intimate the same to the Network at its address
mentioned in Form ‘A’ within a period which shall not be later than 30 days from the date of receipt of the said
Form.

Mevre approval of the name of the Network shall not entitle the Network to carry on practice in its own name.

After the name of a Network is approved as per provision, the Institute same shall reserve such name for a period of

three (3) months from the date of approval.

The Network shall get itself registered with the Institute by applying in Form B within the period of 3 months,
failing which the name assigned shall stand cancelled on the expiry of the said period.

Registration of Network with Institute is mandatory.

If different Indian firms are networked with a common Multinational Accounting Firm, they shall be considered as a
part of network.

The duly authorized representative(s) of the Indian Member firm (s)/Member constituting the Network with entities
outside India shall file a declaration with the Institute in Form “D’ for Listing of such Network within 30 days from
the date of entering into the Network arrangement.

Proprietary/individual members, partnership firms as well as members in LLP or any such other entity of members
as may be permitted by the Act, shall be permitted to join such network with entities outside India provided that
the proprietary/individual members, partnership firms as well as members in LLP or any such other entity of

members are allowed to join only one network and firms having common partners shall join only one such network.
Change in constitution of registered Network:
In case of change in the constitution of registered Network on account of any entry into or exit from the Network,

the network shall communicate the same to the Institute by filing Form ‘C’ within a period of thirty (30) days from
the date of change in the constitution.
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Once the relationship of network arises, it will be necessary for such a network to comply with all applicable ethical
requirements prescribed by the Institute from time to time in general and the following requirements in
particular: -

1. If one firm of the network is the statutory auditor of an entity then the associate [including the networked
firm(s)] or the said firm directly/indirectly shall not accept the internal audit or book -keeping or such other
professional assignments which are prohibited for the statutory auditor firm.

2. The guidelines of ceiling on Non-audit fees is applicable in relation to a Network as follows: -

a. For a Network firm who is doing statutory audit (including its associate concern and/or firm(s) having
common partnership), it shall be the same as mentioned in the said notification; and

b. For other firms of the same Network collectively, it shall be 3 times of the fee payable for carrying out the
statutory audit of the same undertaking/ company.

3. In those cases where rotation of firms is prescribed by any regulatory authority, no member firm of the network
can accept appointment as an auditor in place of any member firm of the network which is retiring.

4. The Network may advertise the Network to the extent permitted by the Advertisement Guidelines issued by
Institute. The firms constituting the network are permitted to use the words “Network Firms” on their
professional stationery.

5. The constituent member firms of a Network and the Network shall comply with all the Ethical Standards
prescribed by the Council from time to time.

To streamline the networking, a network shall formulate operational bye-laws. Bye-laws may contain the following

clauses on which the affiliates of the network may enter into a written agreement among themselves:

» Appointment of a Managing Commiittee, from among the managing partners of the member firms of the
network and the terms and conditions under which it should function. The minimum and maximum number of
members of the Managing Committee shall also be agreed upon.

o Administration of the network

* Contribution of membership fees to meet the cost of the administration of the network.

« ldentifying a partner of any of the member firms of the network to be responsible for the assignment
(engagement partner)

* Dispute settlement procedures through arbitration and conciliation

o Development of training materials for members of the network

* Issue of News-letters for staff and clients

« Development of software for different types of assignments

+ Development and maintenance of data bases relevant for different types of assignments

e Library

» Appointment of a technical divector to whom references can be made

o Determining the methodology for drawing resources from each member firm

* Determining compensation to member firms for resources to be drawn from them

e Peer review of the member firms

In the course of providing a professional service to a client or carrying out professional activities for an employer, a
Professional accountant may come across an instance of non-compliance with laws and regulations (NOCLAR) or
suspected NOCLAR commiitted or about to be committed by the client or the employer, or by those charged with

governance, management or employees of the client or employer.
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Non-compliance with laws and regulations (“non-compliance’) comprises of acts of omission or commission,

intentional or unintentional, which are contrary to the prevailing laws or requlations committed by:

[ a client/professional accountant’s employing organisation;

[ those charged with governance of a client or employing organisation;

[0 management of a client/ employing organisation; or

O other individuals working for or under the direction of a client/ employing organisation.

However, NOCLAR under Revised Code of Ethics does not address the personal misconduct unrelated to the business
activities of the client/ employing organisation and non-compliance by parties other than listed out in the definition
of NOCLAR.

As per IESBA, following examples would be covered in NOCLAR: -
e Fraud, corruption and bribery
 Data protection
» Money laundering, terrorist financing and proceeds of crime
* Environmental protection
* Securities markets and trading
* Public health and safety
e Banking and other financial products and services

 Tax and pension liabilities and payments

The objective of NOCLAR is that - turning a blind eye to potential NOCLAR is not an appropriate response from
professional accountants, while placing renewed emphasis on the roles of management and those charged with
governance in addressing the matter. Further, it increases awareness and understanding among Professional

accountant of their legal and requlatory responsibilities when they face NOCLAR.

During Course of Providing a Service:
NOCLAR will be applicable if a professional accountant encounters, or is made aware of, non-compliance or
suspected non-compliance in the course of providing a professional service to a client. He is not required to

investigate, nor responsible for ensuring compete compliance.

Expertise of Laws not Required:

A professional accountant is expected to apply knowledge and expertise, and exercise professional judgment.
However, he is not expected to have a level of knowledge of laws and regulations greater than that which is required
to undertake the engagement. Whether an act constitutes non-compliance is ultimately a matter to be determined
by a court or other appropriate adjudicative body.

Certain Matters Expressly out of Purview:
Matters that are clearly inconsequential, or relating to personal misconduct pertaining to business activities of the

client not covered.
Disclosure, which is Contrary to Law not Required:

As per I[ESBA Code, disclosure of the matter to an appropriate authority would be precluded if doing so would be

contrary to law or regulation.
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1. Responding to Non-Compliance with Laws and Regulations (NOCLAR) applicable to Professional Accountants in
service (Section 260): Applicable to Senior Professional Accountants in service, being employees of listed entities.
Senior professional accountants in service (“senior professional accountants™) are directors, officers or senior
employees able to exert significant influence over, and make decisions regarding, the acquisition, deployment and
control of the employing organization’s human, financial, technological, physical and intangible resources. It is

further explained that the senior professional accountants refer to key managerial personnel.

2. Responding to Non-Compliance with Laws and Regulations (NOCLAR) applicable to Professional Accountants in
public practice (Section 360) : Applicable to Audit engagements of entities the shares of which are listed on
recognized stock exchange(s) in India and have net worth of 250 crores of rupees or more. “For the purpose of
Section-360 “Audit’ or “Audit engagement” shall mean a reasonable assurance engagement in which a
professional accountant in public practice expresses an opinion whether financial statements give a true and fair

view in accordance with an applicable financial reporting framework’.

SA 250 is applicable only on Audit, and not on other Assurance engagements. However, NOCLAR is applicable on

professional accountants in service, and in practice.

SA 250 talks of auditor’s responsibilities for laws having divect effect on the determination of material amounts and
disclosures in the financial statements (such as tax and labour laws); and other laws and requlations that do not have
a direct effect on the determination of the amounts and disclosures in the financial statements, but compliance with
which may be fundamental to the operating aspects of the business. NOCLAR, while being alike to SA 250 till this
point, is further ahead of it in that it takes into account non-compliance that causes substantial harm resulting in

serious consequences in financial or non-financial terms.

SA 250 does not define stakeholders. NOCLAR is related to affect of non-compliance on investors, creditors,
employees as also the general public.

As per NOCLAR, in exceptional circumstances, the professional accountant might become aware of an imminent
breach of a law or regulation that would cause substantial harm to investors, creditors, employees or the general
public. Having first considered whether it would be appropriate to discuss the matter with management or those
charged with governance of the company, the accountant shall exercise professional judgment and determine
whether to disclose the matter immediately to an appropriate authority in order to prevent or mitigate the
consequences of such imminent breach. If disclosure is made, that disclosure is permitted. This provision is not
existent in SA 250.

Steps to be taken for responding
« Obtaining an understanding of the matter
o Addressing the matter
o Seeking Advice
* Determining whether further action is needed
o Determining whether to disclose the matter to an Appropriate Authority

lmminent Breach
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e Documentation

It may also be noted that in a situation whevre disclosure ought to be made by the Auditor, the “Appropriate
authority” for the purpose of disclosure will depend on the nature of the matter. For example, the appropriate
authority would be SEBI in the case of fraudulent financial reporting. Appropriate alignment has been made in the
Code with regard to requirements of Confidentiality, as required under Chartered Accountants Act, 1944.

For Members in practice — Clause (1) of Part -I of Second schedule to The Chartered Accountants Act, 1949 : A
chartered accountant in practice shall be deemed to be guilty of professional misconduct, if he discloses information
acquired in the course of his professional engagement to any person other than his client so engaging him, without

the consent of his client or otherwise than as required by any law for the time being in force;

For Members in service - Clause (2) of Part-Il to the Second Schedule of the Chartered Accountants Act, 1949 : A
member of the Institute, whether in practice or not, shall be deemed to be guilty of professional misconduct, if he
being an employee of any company, firm or person, discloses confidential information acquired in the course of his
employment except as and when required by any law for the time being in force or except as permitted by the
employer;

Revised Code over and above require the professional accountant to follow the additional documents requirements as
under:
* How management / those charged with governance have responded to the matter.
o The course of action the accountant considered, the judgments made and the decisions that were taken, having
regard to the reasonable and informed third party test.
» How the accountant is satisfied that the responsibility of public interest has been fulfilled.

This documentation is in addition to complying with the documentation requirements under applicable auditing
standards. SAs, for example, require a professional accountant performing an audit of financial statements to:

* Prepare documentation sufficient to enable an understanding of significant matters arising during the audit, the
conclusions reached, and significant professional judgments made in reaching those conclusions;

o Document discussions of significant matters with management, those charged with governance, and others,
including the nature of the significant matters discussed and when and with whom the discussions took place;
and

o Document identified or suspected non-compliance, and the results of discussion with management and, where
applicable, those charged with governance and other parties outside the entity.

The self-requlatory measures are recommendatory. However, considering the spirit underlying these measures, the
Council expects that each and every member will effectively implement them. The Council earnestly believes that
implementation of these measures would go a long way in ensuring equitable flow of work among the members and

would also further enhance the prestige of the profession in the society.
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The more important of these recommendations are as under:

The branch audits of a company should not be conducted by its statutory auditors consisting of ten or more
members, but should be conducted by the local firms of auditors consisting of less than ten members. This should not
be understood to mean any restriction on the right of the statutory auditors to have access over branch accounts
conferred under the Companies Act, 2013.

This restriction may not apply in the following cases.
(1) where the accounting records of the branches are maintained at the head office of the respective companies,
and

(i) where significant operations of an undertaking or a company are carried out at its branch office.

In the case of large companies, the practice of associating a practicing firm with less than five members as Joint
auditors should be encouraged. Where a client desires to appoint such a firm as joint auditor, the senior firm should
not object to the same.

Ratio Between Qualified and Unqualified Staff

In the Council’s view, a practicing firm of Chartered Accountants engaged in audit work should have at least one
member for every five non-qualified members of the staff, excluding articled and audit assistants, typists, peons and
other persons not engaged divectly in such professional work.

Disclosure of Interest by Auditors in other Firms
The Council has decided that as a good and healthy practice, auditors should make a disclosure of the payments

received by them for other services through the medium of a different firm or firms in which the said auditor may
be either a partner or proprietor.

The Institute has issued revised Minimum scale of Fees for the professional assignments of the members of ICAI The
recommended scale of Fees is to be charged as per the work performed for various professional assignments. The Fees
has been recommended separately for Class-A, B and C cities.

Fees - Relative Size:

Differentiated disclosure requirements for non public interest entities and public interest entities are following: -

a. For non Public Interest Entities (PIE)-Disclosure is required where for two consecutive years, the gross annual

professional fees from an audit client represent more than 40% of the total fees of the firm.

b. For public interest entities- Disclosure is required where for two consecutive years, the gross annual
professional fees from an audit client represent more than 20% of the total fees of the firm.

Exemption from applicability of the above provision will be in case where total Fees received by Firm does not
exceed 20 lacs of rupees.
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In addition, exemption from applicability of the above provision is also given in the case of audit of
government Companies, public undertakings, nationalised banks, public financial institutions, requlators or

where appointments of auditors are made by the Government.

The financial services industry globally is required to obtain information of their clients and comply with Know Your
Client Norms (KYC norms). Keeping in mind the highest standards of Chartered Accountancy profession in India, the
Council of ICAl issued such norms to be observed by the members of the profession who are in practice.

In light of this background, the Council of ICAI approved the following KYC Norms which are mandatory in nature
and shall apply in all assignments pertaining to attestation functions. The KYC Norms approved by the Council of

ICAl are given below:

1. Where Client is an Individual/ Proprietor
A. General Information
oName of the Individual
oPAN No. or Aadhar Card No. of the Individual
o Business Description
oCopy of last Audited Financial Statement
B. Engagement Information Type of Engagement

2. Where Client is a Corporate Entity
A. General Information
oName and Address of the Entity
o Business Description
oName of the Parent Company in case of Subsidiary
oCopy of last Audited Financial Statement
B. Engagement Information
o Type of Engagement
C. Regulatory Information
o Company PAN No.
o Company Identification No.
oDirectors’ Names & Addresses
oDirectors’ Identification No.

3. Where Client is a Non-Corporate Entity

A. General Information
oName and Address of the Entity
oCopy of PAN No.
o Business Description
oPartner's Names & Addresses (with their PAN/Aadhar

Card/DIN No.)

oCopy of last Audited Financial Statement

B. Engagement Information

oType of Engagement
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It is not permissible for member in practice being a statutory auditor to prepare Business Responsibility &
Sustainability Reporting (BRSR) study to Audit Clients. However, he may provide advisory services on the same.
It is permissible for member in practice being a statutory auditor to be “Assurance provider of BRSR core’ (Ref.
SEBI circular dt. 12.07.2023) for the same client.

Statutory auditor of an entity is not permitted to engage in assignment of compilation engagement, of that
entity as per SRS 4410.

It is permissible for members in practice to engage in the services assessment/performance audit of the centres of
skill development council of Government of India as these are permissible under Management Consultancy and
other services issued under section 2(2)(iv) of Chartered Accountants Act, 19449.

It is permissible for a member in practice to accept the assignment of Mystery Audit.

It is permitted for a member in practice to mention position as promoter/Director on the portal of a Company.
However, the member cannot mention his professional attainments and the name of the firm with which he is
associated. There should be no violation of clause (6) and Clause (7) of Part-I of First Schedule to the Chartered
Accountants Act, 1949 in doing so.

It is permissible for a member in practice to become professional director in the Board of Management of a Co -

operative Bank.

7. It is permissible for a member to set up practice in IFSC/GIFT city.

8. It is permissible for a member to render professional services to IFSC units from offices outside IFSC.

a. A firm is not permitted to publish its vision or mission statement on letter head, visiting card or stationery etc.

10.

11

12.

13.

14.

1s.

le.

17.

138.
14q.
20.

The vision and mission statement may be printed on the firm profile and may be provided in response to a
specific request.

It is not permissible for a member/ firm being the statutory Auditor of a Bank to accept the assignment of ASM
of a customer of the same Bank simultaneously. He can accept either of the Assignments at one time.

A member in practice cannot be appointed as an Internal Auditor and Procurement officer simultaneously in an
organization.

It is permissible for members in practice to charge fees on a percentage of utilization amount of an educational
Institute for certifying the amount (utilization) spent by an educational Institute out of grant.

It is not permissible for a member in practice to accept the appointment of statutory audit of the society
wherein immediate family member i.e., spouse or dependent, of member hold honorary position of one of the
managing committee of the institutes governed by the society.

There is no conflict of interest in a Chartered Accountant, who is a member of a Trust, being the auditor of the
said trust. It is subject to the exception where a particular statute governing a Trust prescribes prohibition on the
member of the Trust to be its Auditor or otherwise where there is conflict of interest as per the provisions of
Code of Ethics.

It is not permissible for a member to use Messaging Applications to send messages to make people aware about
his practice, and mention the services provided therein.

It is permissible for a practicing Chartered Accountant holding Certificate of Practice to become a member of the
'Board of Management' in Primary (Urban) Co-operative Banks. The Ethical Standards Board noted that the
position of a member of 'Board of Management' in Primary (Urban) Co-operative banks (UCBs) and the role
attached to that position is similar to that of a Director-Simiplicitor; where there is no involvement of a
member in the day-to-day functioning/operations and not signatory etc. and only sitting fees for the services
rendered are provided.

Member in practice cannot act as Trademark or Patent Attorney. However, Professional advice in relation to
Intellectual Property Rights (IPR) is a routine professional work for a Chartered Accountants in practice and
same is permissible under the provisions of the Chartered Accountants Act, 1944.

There is no prohibition for internal auditor of a company to acquire/purchase shares of the said Company.

A CA Firm may register itself on Udyog Aadhar, a web portal of Ministry Micro, Small and Medium Enterprises.
A chartered accountant in practice can provide services through kiosk only if the services provided are
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21.

22,

23.

24.

25.

26.

27.

28.

249.

30.

31.

32.

33.

24.

35.
3e.

37.

338.
39.

professional activities of a practicing chartered accountant, permitted under the Act.

It is permissible for two or more Chartered Accountants in practice collectively to have joint training session for
their clients on GST, and share the fees collected from the clients thereof.

A Member in practice may be a Non-executive/independent director in a Co-operative Bank, provided he is not
involved into day to day activity of the organization, nor he or any of his partners are interested in the Bank as
an auditor.

A Chartered Accountant in practice being Divector Simplicitor in a Company cannot sign ROC Forms of the
Company as it is a direct conflict of role.

A Chartered Accountant in practice can act as Authorized Representative of a Foreign Company, provided he is
not the auditor of the said Company.

A Chartered Accountant in service is allowed to take e-return registration if it does not conflict with
employment obligation. However, he cannot certify the return.

In case where Chartered Accountant in practice is a non-executive director in a company, he or a Firm in which
he is a partner, should not accept the appointment as a statutory auditor of a Company which is a joint venture
of the original Company, as it would impact independence.

A Chartered Accountant in practice may be an equity research adviser, but he cannot publish retail report, as it
would amount to other business or occupation.

A Chartered Accountant in practice may engage himself as Registration Authority (RA) for obtaining digital
signatuvres for clients.

A Chartered accountant can hold the credit card of a bank when he is also the auditor of the bank, provided the
outstanding balance on the said card does not exceed Rs 100,000% beyond the prescribed credit period limit on
credit card given to him. (*As per the limit of indebtedness existing as on date.)

A Chartered Accountant in practice can act as mediator in Court, since acting as a “mediator’ would be deemed
to be covered within the meaning of “arbitrator’; which is inter-alia permitted to members in practice as per
Regulation 191 of the Chartered Accountants Regulations, 1988.

A Chartered Accountant in practice is not permitted to accept audit assignment of a bank in case he has taken
loan against a Fixed Deposit held by him in that bank.

The Ethical Standards Board in 2013 generally apply the stipulations contained in the then amended Rule 11U
of Income Tax generally, wherein statutory auditor /tax auditor cannot be the valuer of unquoted equity shares
of the same entity. The Board has at its recent Meeting (January, 201.7) has reviewed the above, and decided
that where law prohibits for instance in the Income Tax Act and the rules framed thereunder, such prohibition
on statutory auditor/tax auditor to be the valuer will continue, but where there is no specific restriction under
any law, the said eventuality will be permissible, subject to compliance with the provisions, as contained in the
Code of Ethics relating to independence.

The Ethical Standards Board had in 2011 decided that it is not permissible for a member who has been Director
of a Company, upon resignation from the Company to be appointed as an auditor of the said Company, and the
cooling period for the same may be 2 years. The Board has at its recent Meeting (January, 2017) has reviewed
the above, and noted that the Section 141 of the Companies Act, 2013 on disqualification of auditors does not
mention such prohibition; though threats pertaining to the said eventuality have been mentioned in Code of
Ethics. Further, the Board was of the view that a member may take decision in such situation based on the
provisions of the Companies Act, 2013 and provisions of Code of Ethics.

A chartered accountant in practice cannot become Financial Advisors and receive fees/commission from Financial
Institutions such as Mutual Funds, Insurance Companies, NBFCs etc.

A chartered accountant cannot exercise lien over the client documents/records for non payment of his fees.

It is not permissible for CA Firm to print its vision and values behind the visiting cards, as it would result in
solicitation and therefore would be violative of the provisions of Clause (6) of Part-I of First Schedule to the
Chartered Accountants Act, 1944.

It is not permissible for chartered accountants in practice to take agencies of UTI, GIC or NSDL.

It is permissible for a member in practice to be a settlor of a trust.

A member in practice cannot hold Customs Brokers Licence under section 146 of the Customs Act, 1962 read
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40.

41.

42.

43.

44.

45.

with Customs Brokers Licensing Regulations, 2013 in terms of the provisions of Code of Ethics.

A Chartered accountant in service may appear as tax representative before tax authorities on behalf of his
employer, but not on behalf of other employees of the employer.

A chartered accountant who is the statutory auditor of a bank cannot for the same financial year accept stock
audit/inspection Audit of the same branch of the bank or any of the branches of the same bank or sister concern
of the bank, for the same financial year.

A CA Firm which has been appointed as the internal auditor of a PF Trust by a Government Company cannot be
appointed as its Statutory Auditor.

A concurrent auditor of a bank X’ cannot be appointed as statutory auditor of bank Y, which is sponsored by
o,

A CA/CA Firm can act as the internal auditor of a company & statutory auditor of its employees PF Fund under
the new Companies Act (2013).

The Ethical Standards Board while noting that there is requirement for a Director u/s 144(3) of the Companies
Act, 2013 to reside in India for a minimum period of 182 days in the previous calendar year, decided that such
a Director would be within the scope of Director Simplicitor (which is generally permitted as per ICAl norms) , if
he is non —executive director, required in the Board Meetings only , and not paid any remuneration except for
attending such Board Meetings.
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