CA FINAL - P3 — SMART NOTES

ADVANCED AUDITING, ASSURANCE AND
PROFESSIONAL ETHICS

Let’s play a game before you start learning from this book,

Original Text: “the matter of time, difficulty, cost involved in itself is not a
valid basis for an auditor to omit an audit procedure for which there is no
alternative or to be satisfied with an evidence that is less than persuasive”
[Source: SA 200]

If you are Not able to understand the above para then here is an
alternative way to express the above para,

Simplified Text: “the auditor shall obtain sufficient and appropriate
evidence irrespective of time, cost and difficulty involved”

Tell me what you learned in the above? Don’t worry, | will answer.

When you read the “simplified text” you felt in your mind that
“yead......... Correct only”, Right?

Now tell me have you felt the same when you read the “Original Text”?

NO way [99% | am sure you didn’t understand original text when you read
evenh twice or thrice]

What is tested in exams, be it MCQs or Descriptive Questions, is of Original
text standard and How you learned or wanted to learn is in Simplified text
format.

As a teacher, | strongly believe that | shall bring the student level of
understanding to original text with perfect clarity rather making the book
simple and keeping their level of understanding at low.

Remember | am a Tutor and not an Author! My objective is Igniting minds
and Not selling Books.

Disclaimer: This is NOT a Short Notes or Chart Book. Do NOT believe in
shortcuts. Generally, the easiest way to succeed is following the RIGHT
process, and we ourselves make things complicated by choosing shortcuts.
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1. FUNDAMENTALS OF AUDITING

DEFINITION OF AUDIT

An audit is an independent examination of financial information of any
entity, whether or not profit oriented and irrespective of its size or legal
form, when such an examination is conducted with a view to express an
opinion thereon.

OBJECTIVE OF THE AUDIT/AUDITOR

To express opinion (Audit Report) on financial statements whether:
e The financial statements are free from MMS and
e They are prepared as per AFRFW.

AUDITOR

“Auditor” is used to refer to the person or persons conducting the audit,
usually the engagement partner or other members of the engagement
team, or the firm.
ENGAGEMENT TEAM:
a. Engagement Partner
Audit Manager
Paid assistant
Senior article assistant
Junior article assistant
Any other designation

tTe 80T

BOOKS OF ACCOUNTS

As per companies act, 2013 “books of account” includes:
a. all sums of money received and expended and matters in relation
there to.
b. all sales and purchases of goods and services.
the assets and liabilities and
d. The items of cost.

0

APPLICABLE FINANCIAL REPORTING FRAMEWORK [AFRFW]

In view of the nature of the entity and the objective of the financial
statements, the framework adopted by management for preparation and
presentation of the financial statements.

E.g.: For a company the AFRFW is SCH-Ill and Accounting standards.
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GENERAL PURPOSE FINANCIAL STATEMENTS (GPFS)

1. If the F/S are prepared as per General Purpose Framework (GPFW) then
they are called as GPFS.

GENERAL PURPOSE FRAMEWORK:

A financial reporting framework designhed to meet the common
financial information needs of a wide range of users. (Framework may
be understood as Rules and Regulations)

2. Further this framework may be a Compliance Framework (or) a Fair
Presentation Framework.

a. COMPLIANCE FRAMEWORK (CFW): It refers to a framework where
F/S are prepared and presented EXACTLY as per the requirements of
framework WITHOUT ANY DEVIATION.

b. FAIR PRESENTATION FRAMEWORK: It refers to a framework where
F/S are prepared and presented as per the requirements of such
framework (CFW) AND

. Contains disclosures beyond the requirements or
[I.  May deviate from the requirement of the framework
[Il.  To Achieve Fair Presentation.

MISSTATEMENT

DIFFERENCE BETWEEN
REPORTED F/S ITEM: Amount, Classification, Presentation, Or Disclosure.
AND
AFRFW: Amount, Classification, Presentation, Or Disclosure.
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2. AUDIT REPORTING

[(COVERING SA 700, 701, 705, 706, 710, 720, 299, 600, 610, 620, 570 & 260
AND REPORTING REQUIREMENTS U/S 143 OF COMPANIES ACT 2013
INCLUDING CARO, 2020)]

PART - | (REPORTING STANDARDS)

SA 700 - FORMING OF AN OPINION AND REPORTING ON
FINANCIAL STATEMENTS

A. OBJECTIVES OF THE AUDITOR UNDER SA- 700:
The objectives of the auditor are:

a. To form an opinion on the financial statements and
b. To express an opinion on the financial statements.
Note: Applicable in the context of audit of complete set of GPFS.

B. FORMING AN OPINION ON THE FINANCIAL STATEMENTS:

When the financial statements are prepared in accordance with a fair
presentation framework, the auditor shall also evaluate:
a. The overall presentation, structure and content of the F/S and
b. Whether the related notes, represent the underlying transactions
and events in a manner that achieves fair presentation.

C. DEFINITIONS:

1. UNMODIFIED OPINION:
When the auditor concludes that the financial statements are free
from material misstatements (i.e., give a true and fair view) and are
also prepared in accordance with the applicable financial reporting
framework, then he shall express an unmodified opinion which is
also known as Unqualified Opinion or Clean Opinion.

2. WHEN IS A MODIFIED OPINION ISSUED:

a. If the auditor concludes that based on the Sufficient and
appropriate audit evidence obtained, the financial statements
as a whole are NOT free from material misstatement or

b. Is unable to obtain sufficient appropriate audit evidence to
conclude that the financial statements as a whole are free
from material misstatement.

D. EVALUATIONS TO BE MADE BY AUDITOR:

3. QUALITATIVE ASPECTS OF ENTITIES ACCOUNTING PRACTICES:
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a. Management makes a humber of judgments.
b. The auditor may find existence of management bias and lack of
neutrality over accounting practices.
c. This may cast significant doubt on reliability of financial
statements.
d. The indicators of management bias or lack of neutrality:
|. Selective correction of misstatements brought to the notice of
management by auditor.
[l. Possible management bias over selecting appropriate
dccounting estimates.
[1l. Frequent changes in accounting policies without a proper
reason.

4. SPECIFIC EVALUATIONS ABOUT FINANCIAL STATEMENTS:

c. Whether the accounting policies selected and are applied
consistently and are they in accordance with AFRFW.

d. Whether the F/S adequately disclose the significant accounting
policies.

e. Whether the accounting estimates are reasonable.

f. Whether the information presented in the F/S is relevant, reliable,
comparable, and understandable and not misleading.

g. Whether the terminology used in the F/S, including the title of
edch assertion in financial statements, are appropriate.

E. CONTENTS OF THE AUDITOR’S REPORT:

. Title

. Addressee (GPFS - Members and in case of SPFS - BOD)

. Opinion Para [Refer F 1]

. Basis for Opinion [Refer F 2]

. Material Uncertainty related to Going Concern -

(sA 570)

. Key Audit Matters (SA 701)

. Emphasis of Matter Paragraph (SA 706)

. Other Matter Paragraph (SA 706)

. Other Information (SA 720) ]

10. Responsibilities of Management for the Financial Statements [Covered
in SA 210] [Refer F 3]

11. Auditor’s Responsibilities for the Audit of the Financial Statements
[Refer F 4]

12. *Report on Other Legal and regulatory requirements (E.g., CARO, 2020)

[Refer F 5]

a N W N R

Applicable as per the
relevant standard

W & N O
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13. Sighature of the Auditor [Refer F 6]

14. Place of Signature [Ordinarily the city where the audit report is sighed]

15. Date of the Auditor’s Report [Refer F 7]

16. UDIN (Unique Document ldentification Number w.e.f.1t July 2019) [The
requirement to mention UDIN is applicable both for manually and
digitally signed reports/certificates including certificates uploaded
online.]

. DETAILED EXPLANATION TO FEW CONTENTS OF AUDIT REPORT:
1. OPINION PARAGRAPH / AUDITOR’S OPINION: The opinion section

shall mention the following:
a. ldentify the entity.
b. State that the F/S have been audited (Not in case of Disclaimer of
Opinion)
c. ldentify 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.

2. BASIS FOR OPINION PARAGRAPH:

a. States that the audit was conducted as per standards on
auditing.

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. The statement shall refer to the Code of Ethics.

d. Statement as to whether the auditor has obtained sufficient
appropriate audit evidence for the opinion expressed by him.

3. RESPONSIBILITIES FOR FINANCIAL STATEMENTS:
Refer to “Preconditions to audit” under SA 210.

4. AUDITORS RESPONSIBILITIES FOR AUDIT OF FINANCIAL STATEMENTS:
[Refer Question Bank for Detailed Discussion]
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—

LOCATION OF DESCRIPTION OF AUDITORS
RESPONSIBILITES

\I_/

/J\ (b) Withmix to the /J\

(a) within the body of auditor’s report, in which case the
the auditor’s report auditor’s report shall include a (¢) By a specific reference within the auditor’s
reference to the location of the report to the location of such a description on
N appendix or a website of an appropriate authority, where
SN~~—_ law, regulation or the auditing standards

expressly permit the auditor to do so.

~_ “

5. OTHER REPORTING RESPONSIBILITIES: [NOT REQUIRED FROM EXAM
VIEWPOINT]

6. SIGNATURE OF THE AUDITOR:
da. Quote PERSONAL NAME
b. Quote FIRM NAME
Cc. Quote MRN
d. Quote FRN

7. DATE OF THE AUDITOR’S REPORT:
The auditor’s report date shall be only on or after obtaining
sufficient and appropriate evidence and on or after Approval of F/s by
competent authority.

G. SUPPLEMENTARY INFORMATION ALONG WITH FINANCIAL STATEMENTS:

a. INTEGRAL PART: The supplementary information shall be covered by
the auditor’s opinion.

b. NOT AN INTEGRAL PART:
i. Evaluate whether such supplementary information is presented
in a way that clearly differentiates it from the audited F/S.

ii. If not, then the auditor shall ask management to change.

iii. 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. [SIMILAR TO SA 720 REPORTING]
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SA 701 — COMMUNICATING KEY AUDIT MATTERS IN THE
INDEPENDENT AUDITOR’S REPORT

A. DEFINITION OF KEY AUDIT MATTER:

The matters which in auditor’s Judgment are of most significant in the
audit of the F/S of the current period and these are selected from the
matters communicated with those charged with governance.

B. PURPOSE OF KEY AUDIT MATTER (OBJECTIVE):

1. To enhance the communicative value of auditor’s report by
providing greater transparency about the audit.

2. Provides additional information to the users of the F/S for
understanding the entity and areas of significant matters in the
professional judgment of auditor.

3. Communicating key audit matters in the auditor’s report is:
a. NOT a substitute for disclosures in the financial statements.
b. NOT a substitute for the auditor expressing a modified opinion.

c. NOT a separate opinion on individual matters.
d. NOT a substitute for reporting in accordance with SA 570.

C. APPLICABILITY AND PROHIBITION ON KEY AUDIT MATTERS (KAM):

1. This SA applies to audits of complete sets of GPFS of:
a. Listed entities and
b. Circumstances when the auditor decides to communicate key
audit matters in the auditor’s report and
c. Required by law or regulation

2. DESCLAIMER OF OPINION: SA 705 prohibits the auditor from
communicating key audit matters when the auditor disclaims an
opinion on F/S.

D. FACTORS FOR DETERMINING KEY AUDIT MATTERS:

The auditor shall take into account the following factors while
determining the Key Audit Matters:

1. Areas of higher assessed risk of material misstatement or significant
risks.

2. Areas in the financial statements that involved significant
management judgment, including accounting estimates that have
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been identified as having high estimation uncertainty.

3. Significant events or transactions that occurred during the period
under audit.

Examples: (Inclusive list)
Assessment of Impairment.

a.
b. Provision for losses and contingencies.

O

Valuation of financial instruments.
d. Matters relating to Revenue recognition

e. Taxation matters (multiple tax jurisdictions, uncertain tax
position, deferred tax assets)

. CERTAIN MATTERS NOT TO BE COMMUNICATED AS “KAM” [RESTRICTIONS
ON KAM]:

In the following specific issues, the auditor shall not be communicated
as KAM:

a. Law or regulation prohibits such disclosure about the matter or

b. The auditor determines that the matter should not be
communicated in the auditor’s report because of the possible
adverse consequences.

c. The matter is highly confidential or sensitive at the interest of the
company.

SA 705 — MODIFICATIONS TO THE OPINION IN THE
INDEPENDENT AUDITOR’S REPORT

. OBJECTIVE OF THE AUDITOR / CIRCUMSTANCES WHEN A MODIFICATION

O THE AUDITOR’S OPINION IS REQUIRED:

The objective of the auditor is to express clearly an appropriately
modified opinion on the F/S 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 sufficient appropriate audit evidence
to conclude that the financial statements as a whole are free from
material misstatement.
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B. DIFFERENT TYPES OF MODIFIED OPINIONS:

The decision regarding which type of opinion is appropriate depends upon:

a. The Nature of the matter giving rise to the modification:
1. Whether the misstatements are material.
2. Inability to obtain audit evidence for material items of financial
statements.
b. Auditor’s judgment about pervasiveness of effects or possible
effects of matters related to financial statements.

1. 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 [But Not replace with AND it becomes A.O]

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.

[But Not replace with AND it becomes D.0.0]

2. ADVERSE OPINION:

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

3. DISCLAIMER OF OPINION:

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 BOTH material AND pervasive.

C. MEANING OF PERVASIVE EFFECTS:

Pervasive effects on the F/S are those that, in the auditor’s judgment:

a. Are not confined (limited) to specific elements, accounts or items of
the financial statements or

b. If so confined, represent or could represent a substantial proportion of
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the financial statements or

c. In relation to disclosures, are fundamental to user’s understanding
of the financial statements.

BELOW TABLE SHOWS DIFFERENT TYPES OF OPINIONS BASED IN
DIFFERENT SITUATIONS

SITUATION CASE MMS PERVASIVE? OPINION
EXIST?
Sufficient and A No NA Unqualified
appropriate evidence Opinion
OBTAINED B Yes No Qualified
Opinion
c Yes Yes Adverse
Opinion
IS THE
ISIT POSSIBLE
SITUATION CASE OPINION
MATERIAL?  EFFECT
PERVASIVE?
Sufficient and A No NA Unqualified
appropriate evidence Opinion
NOT OBTAINED B Yes No Qualified
Opinion
c Yes Yes Disclaimer of
Opinion

D. CLARIFICATION ON EMPHASIS OF MATTER PARA IN CASE OF ADVERSE
OPINION / DISCLAMER OF OPINION:

When the auditor expresses 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, daccounts or items of a financial statement.

If Included then it would contradict the auditor’s adverse opinion or
disclaimer of opinion on the financial statements as a whole.

[NOT TO USE EMPHASIS OF MATTER IN THE AUDITORS REPORT in case of
A.O and D.0.0O]
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E. CONSEQUENCE OF AN INABILITY TO OBTAIN SUFFICIENT APPROPRIATE
AUDIT EVIDENCE DUE TO A MANAGEMENT-IMPOSED LIMITATION AFTER
1. Request the Management to remove the limitation in order to avoid
Modified Opinion.

2. If Management refuses to remove limitations, the auditor shall
perform alternative procedures to obtain S & A Audit Evidence

3. REPORTING: If the auditor is unable to obtain sufficient appropriate
audit evidence:

a. 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 the auditor shall:

i. 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.

SA 706 — EMPHASIS OF MATTER PARAGRAPH AND OTHER
MATTER PARAGRAPH IN THE INDEPENDENT AUDITOR’S
REPORT

A. DEFINITIONS:

1. 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.

2. 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 auditors’ judgment, is relevant for
users understanding of the audit, auditors’ responsibilities or the
auditor’s report.
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B. WHEN TO USE EMPHASIS OF MATTER PARAGRAPH:

1. CONDITIONS: 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 (Revised) as a result of the matter
and

b. When SA 701 applies, the matter has not been determined to be
a key audit matter.

2. MANNER OF PRESENTATION OF EMPHASIS OF MATTER:

a. Include the paragraph within a separate section of the auditor’s
report with an appropriate heading that includes the term
“Emphasis of Matter”:

[. Shall express the matter being emphasized (highlighted) and
give the reference to such matter in the financial statements
and

[l. Also state that the auditor’s opinion is not modified in respect
of the matter emphasized.

b. An Emphasis of Matter Para is NOT A SUBSTITUTE for
[. A modified Opinion in accordance with SA 705
[l. Disclosures in Financial statements as per AFRFW.

[l1l. Reporting in accordance with SA 570 when a material
uncertainty exists relating to entities ability to continue as a
going concern.

C. WHEN TO ISSUE OTHER MATTER PARAGRAPH IN THE AUDITOR’S REPORT:
1. 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.

2. MANNER OF PRESENTATION: 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.

D. COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE:

If the auditor expects to include an Emphasis of Matter or an Other
Matter paragraph in the auditor’s report, the auditor shall
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communicate with those charged with governance regarding their
expectation and the wording of this Para.

SA 299 - JOINT AUDIT OF FINANCIAL STATEMENTS

A. MEANING:

The process of appointing two or more individuals or firms or
combination of individuals and firms is known as joint audit. (SA 299 -
Joint Audit of Financial Statements)

B. RESPONSIBILITY OF JOINT AUDITOR:

1. Individual / Separate Responsibilities: Where work is divided among
the joint auditors on a suitable basis then each joint auditor is
responsible only for the work performed by them:

a.

© 20T

Items of Assets or liabilities
Income or Expenditure
Geographical areas

Identified units

Period of Financial statements

2. Joint / Combined Responsibility: In the following areas all the joint
auditors will have indivisible or combined responsibility.

a.

© 206 s

In respect of audit work not divided.

In respect of decisions taken by all the joint auditors.

In respect of matters brought to the notice of all joint auditors.
For verifying disclosure requirements of financial statements and
For ensuring that the audit report complies with relevant statute.

Note: Each joint auditor is entitled to rely on the work performed by
another joint auditor and need not review the work performed by others.

C. AUDIT REPORTING IN CASE OF JOINT AUDIT:

a. Generally, all the joint auditors arrive common conclusions and
express common opinion through a single audit report.

b. However, NO joint auditor is bound by majority’s opinion.

c. If there is a difference of opinion among joint auditors, then such
disagreeing auditor can express his own opinion by a separate
report. In such a case each joint auditor shall refer about other joint
auditor’s report in their audit report.
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D. SPECIAL CONSIDERATIONS AS PER SA — 299:

1.

w

The Engagement partner and Key engagement Team from each of
the Joint auditors shall be involved in planning the audit.

All joint auditors should establish jointly the overall audit strategy.
All Joint auditors shall discuss and develop a Joint audit plan.

Each of the Joint auditors shall assess the risk of Material
Misstatement and communicate to other Joint auditors.

The Joint auditors should discuss and document the nature, timing
and extent of audit procedures for Common areas and Specific areas
of audit to be performed.

Joint auditors shall issue common engagement letter and obtain
commoh management representation letter.

The Work allocation between joint auditors shall be documented and
sighed by all the joint auditors which shall also be communicated to
those charged with governance.

SA 600 - USING THE WORK OF OTHER AUDITORS

A. DIVISION OF RESPONSIBILITY:

1.

2.

principal auditor would NOT BE RESPONSIBLE in respect of the work
entrusted to the other auditors.

MENTION THE FACT: The principal auditor 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, e.g., the
number of divisions/branches/subsidiaries or other components
audited by other auditors.

B. DEFINITIONS:

PRINICIPAL AUDITOR: "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
ohe or more components audited by another auditor.

a. OTHER 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. (AKA
Component auditor)
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b. COMPONENT: "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.

C. ACCEPTANCE OF PRINCIPAL AUDITOR:

The auditor should consider the following:

1. The materiality of the portion of the financial information which

the principal auditor audits.

2. The principal auditor's degree of knowledge regarding the

business of the components.

3. The risk of material misstatements in the financial information

of the components audited by the other auditor and

4. 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.

D. PRINCIPAL AUDITOR’s PROCEDURES:

1. The principal auditor should perform procedures to obtain sufficient
appropriate audit evidence, that the work of the other auditor is
adequate for the principal auditor's purposes:

a. AT PLANNING STAGE: Advise the other auditor of the use that

is to be made of the other auditor's work and report and make
sufficient arrangements for co-ordination of their efforts AT
THE PLANNING STAGE of the audit.

. SPECIAL CONSIDERATIONS: The principal auditor would inform

the other auditor of matters such as areas requiring special
consideration, procedures for the identification of inter-
component transactions that may require disclosure and the
timetable for completion of audit and

. REPORTING REQUIREMENTS: Advise the other auditor of the

significant accounting, auditing and reporting requirements
and obtain representation as to compliance with them.

2. 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 checklist.

3. The principal auditor may also wish to visit the other auditor
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4. The nature, timing and extent of these procedures depends on:
a. The circumstances of the engagement and
b. The principal auditor's knowledge of the professional
competence of the other auditor.

E. COORDINATION BETWEEN PRINCIPAL AUDITOR AND OTHER AUDITOR:

1. The principal auditor may find it necessadry to issue written
communication(s) to the other auditor.

2. The other auditor, khowing the context in which his work is to be
used by the principal auditor, should co-ordinate with the principal
auditor. For example:

a. By bringing to the principal auditor’s immediate attention any
significant findings requiring to be dealt with at entity level,

b. adhering to the timetable for audit of the component, etc.

c. He should ensure compliance with the relevant statutory
requirements.

3. Similarly, the principal auditor should advise the other auditor of
any matters that come to his attention that he thinks may have an
important bearing on the other auditor’s work

4. 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.

F. SIGNIFICANT FINDINGS BY OTHER AUDITORS:

1. DISCUSSIONS: 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 dffecting the
financial information of the components.

2. SUPPLEMENT TEST: He may also decide that supplemental tests of
the records or the financial statements of the component are
hecessary. Such tests may be performed by the principal auditor or
the other auditor.

3. DOCUMENTATION: The principal auditor should document:
a. The components audited by other auditors.
b. Their significance to the financial information of the entity as a
whole.
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c. The names of the other auditors and

d. Any conclusions reached that individual component are not
material.

e. The procedures performed and the conclusions reached by
Principal auditor.
E.g., The auditor would document the results of discussions
with the other auditor and review of the written summary of
the other auditor's procedures.

G. REPORTING REQUIREMENTS FOR PRINCIPAL AUDITOR’S:

1. OTHER AUDITOR EXPRESSED MODIFIED OPINION:

a. 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.

b. DOCUMENT how he has dealt with the qualifications or adverse
remarks contained in the other auditor’s report in framing his
owh report. [Requirement u/s 143(3)(c) of Companies Act, 2013]

2. OTHER AUDITORS WORK CANNOT BE USED: If 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, the
principal auditor should express a qualified opinion or disclaimer of
opinion because there is a limitation on the scope of audit.
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SA 570 - GOING CONCERN

A. OBJECTIVE:

The objectives of the auditor are:

a. To obtain sufficient appropriate audit evidence regarding 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 and

c. To report in accordance with this SA.

B. PRELIMINARY ASSESSMENT REGARDING USE OF GOING CONCERN
ASSUMPTION BY MANAGEMENT:

1. DISCUSS WITH MANAGEMENT REGARDING THEIR PRELIMINARY
ASSESSMENT OF GOING CONCERN:

a. The nature and condition of its business.

b. Effects of external events or conditions such as change in law
or regulatory.

c. The information pertaining to operational forecast of
foreseeable future.

d. Significant events or transadctions that are occurred during the
period under review. E.g., fire accident or catastrophe etc.,

2. 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.

C. PERIOD COVERED FOR ASSESSMENT OF ENTITY’S ABILITY TO CONTINUE

AS A GOING CONCERN:

1. If the management assessment of going concern is less than 12
MONTHS, then the auditor shall request management to extend its
assessment period to at least 12 months.

2. In some cases, estimation more than 12 months is also justified and
in such a case the assessment shall be made for such extended
period.

3. MODIFIED OPINION: If management is unwilling to make or extend
its assessment, the auditor shall consider the implications for the
auditor’s report.
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D. AUDIT PROCEDURE WHEN EVENTS OR CONDITIONS ARE IDENTIFIED:

If the auditor identifies any circumstances that cast significant doubt
on entity’s going concern, Perform the following:

1. Whether there is a policy of assessment of risk related to going
concern by management. If not, request management to make an
assessment.

2. Evaluating management’s plans for future actions in relation to its
going concern assessment.

3. Whether the entity has prepared a cash flow forecast based on a
reliable data:

a. Evaluating the reliability of the underlying data.

b. whether there is adequate support for the assumptions
underlying the forecast.

4. Requesting written representations from management regarding
their plans for future actions and the feasibility of these plans.

SIGNIFICANT DELAY IN APPROVAL OF F/S: If there is significant delay in
the approval of the financial statements by management or those
charged with governance 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 the above
additional audit procedures necessary and consider the effect on the
auditor’s conclusion regarding the existence of a material
uncertainty.

. ADEQUACY OF DISCLOSURES IN FINANCIAL STATEMENTS WHEN EVENTS

OR CONDITIONS HAVE BEEN IDENTIFIED:

WHEN MATERIAL UNCERTAINTY EXIST: The auditor shall verify whether
the financial statements:

a. MANAGEMENT PLAN EXISTS: 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

b. NO ALTERNATIVE PLANS TO MITIGATE: 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. [ILFS
Audit report 2017 — 201§]
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F. REPORTING IF “GOING CONCERN ASSUMPTION IS APPROPRIATE BU
MATERIAL UNCERTAINTY EXIST”:

1. F/S “ADEQUATELY” DISCLOSES THE FACT: If the auditor concludes
that the financial statements adequately disclose the material
uncertainty 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 and

a.

The audit report shall include a separate section under the
heading “Material uncertainty related to going concern” and draw
the attention of the readers to the specific note point presented
or disclosed adequately by management regarding the material
uncertainty.

. The auditor will express an UNQUALIFIED OPINION in this regard

as the entity has adequately disclosed about the material
uncertainty.

2. F/S “DO NOT ADEQUATELY” DISCLOSES THE FACT:

If the auditor concludes that the financial statements are not
adequately reflecting the material uncertainty regarding going
concern, then the auditor shall:

a.
b.

Express a QUALIFIED/ADVERSE OPINION and

In the Basis for Qualified (Adverse) Opinion section of the
auditor’s report, state that a material uncertainty exists that
may cast signhificant doubt on the entity’s ability to continue as
a going concern and that the financial statements DO NOT
adequately disclose this matter.

G. REPORTING IF “GOING CONCERN ASSUMPTION 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 for the preparation of F/S is
inappropriate the auditor shall express an ADVERSE OPINION.

H. INDICATORS THAT CAST DOUBT ON GOING CONCERN:

Refer Our Main Material for List of Indicators
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SA 720 - AUDITORS RESPONSIBILITY IN RELATION TO OTHER
INFORMATION

A. OBJECTIVE OF SA - 720:

The objectives of the auditor, having read the other information, are:

1. To consider whether there is a material inconsistency between the
other information and the financial statements.

2. To consider whether there is a material inconsistency between the
other information and the auditor’s knowledge obtained in the
audit.

3. To respond appropriately when the auditor identifies that such
material inconsistencies.

4. To report in accordance with this SA.

IMPORTANT NOTE:

1. The auditor’s responsibilities under this SA DO NOT constitute an
dassurance engagement on other information or DO NOT impose an
obligation on the auditor to obtain assurance about the other
information.

2. This SA does not apply to:

a. Preliminary announcements of financial information or
b. Securities offering documents, including prospectuses.

B. DEFINITIONS:

OTHER INFORMATION: Financial or non-financial information (other
than financial statements and the auditor’s report thereon) included in
an entity’s annual report.

NOTE: Other Matter Paragraph as per SA 706 is Completely different
from the above.

ANNUAL REPORT: A document, or combination of documents, prepared
typically on an annual basis by management or those charged with
governance in accordance with law, regulation or custom, the
purpose of which is to provide owners (or similar stakeholders) with
information on the entity’s operations and the entity’s financial
results and financial position as set out in the financial statements.
An annual report contains or accompanies the financial statements
and the auditor’s report thereon and usually includes information
about the entity’s developments, its future outlook and risks and
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uncertainties, a statement by the entity’s governing body, and
reports covering governance matters.

MISSTATEMENT OF THE OTHER INFORMATION: A misstatement of the
other information exists when the other information is incorrectly
stated or otherwise misleading (including because it omits or obscures
information necessary for a proper understanding of a matter
disclosed in the other information).

C. AUDIT PROCEDURE FOR OTHER INFORMATION:

1. OBTAIN OTHER INFORMATION: The auditor shall obtain other
information:

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. To obtain final version of other information in a timely manner
and, if possible, PRIOR TO THE DATE OF THE AUDITOR’S REPORT
and

c. NOT AVAILABLE PRIOR AUDIT REPORT DATE: 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.

2. VERIFY THE OTHER INFORMATION: The auditor shall read the other
information and check:

a. 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 khowledge
obtained in the audit.

c. Further he shall remain alert for indications that the other
information not related to the financial statements or the
auditor’s knowledge obtained in the audit appeadrs to be
materially misstated.
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D. 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 conclude
whether:

a. A material misstatement of the other information exists.

b. A material misstatement of the financial statements exists or

E. IF MATERIAL MISSTATEMENT EXISTS IN OTHER INFORMATION:

1. REQUEST MANAGEMENT TO CORRECT IT: If management:
a. Agrees to make the correction, the auditor shall determine
that the correction has been made or
b. Refuses to make the correction, the auditor shall communicate
the matter with those charged with governance.

2. MMS IN OTHER INFORMATION IDENTIFIED BEFORE DATE OF
AUDITOR’S REPORT: The other information is NOT CORRECTED after
communicating with those charged with governance, the auditor
shall take appropriate action:

a. Communicating with those charged with governance about how
the auditor plans to address the material misstatement in the
auditor’s report. [Report in Other Info Para of the Report]

b. Withdrawing from the engagement, where withdrawal is
possible under applicable law or regulation.

3. MMS IN OTHER INFORMATION IDENTIFIED 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 daction 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. [Follow the
procedure outlined in SA 560]
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F. IF MATERIAL MISSTATEMENT EXISTS IN FINANCIAL STATEMENTS:

If 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.

G. AUDITOR’S REPORTING REQUIREMENTS:

Read our Main material
SUMMARY OF REPORTING:

MMS in Other MMS in Flnancial
Information Statements

+UMO and Report in *Modified Opinion and
Other Info para about Reasons in Basis for
such MMS in Other M.O para of the report.
Info.
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SA 710 - COMPARAT INFORMATION — CORRESPONDING
FIGURES AND COMPARATIVE FINANCIAL STATEMENTS

A. DEFINITIONS:

COMPARATIVE INFORMATION:

The amounts and disclosures included in the financial statements in
respect of one or more prior periods in accordance with the applicable
financial reporting framework.

CORRESPONDING FIGURES:

Comparative information where amounts and other disclosures for the
prior period are included as an integral part of the current period
financial statements and are intended to be read only in relation to
amounts and other disclosures relating to the current period (current
period figures).

COMPARATIVE FINANCIAL STATEMENTS: [NOT RELEVANT FOR EXAMS]

Comparative information where amounts and other disclosures for
the prior period are included for comparision with financial
statements of the current period but, if audited, are referred in the
auditors opinion. The level of Information included in those
comparative financial statements is comparable with that of the
financial statements of the current period.

B. OPINION OF AUDITORS ON COMPARATIVE INFORMATION:

The audit reporting differs between the approaches are:

1. For corresponding figures, the auditor’s opinion on the financial
statements refers to the current period only, whereas

2. For comparative financial statements, the auditor’s opinion refers
to each period for which financial statements are presented.

C. AUDIT PROCEDURES FOR COMPARATIVE INFORMATION:

1. PERFORM SPECIFIC AUDIT PROCEDURE:
a. Ensure that comparative information agrees with the amount and
other disclosure presented in the prior period. (E.g., Compare CY
Balance Sheet with LY Balance Sheet)
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b. The accounting policies applied are consistent with those applied
in current period.

c. Any changes in the daccounting policies than they are properly
disclosed and presented.

2. EVALUATING THE IMPACT ON FINANCIAL STATEMENT: If the auditor
identifies / aware of any possible misstatement in the comparative
information, then:

a. He should perform the necessary audit procedures to obtain
sufficient audit evidence.

b. If the auditor had audited the prior period’s financial statement
than he should follow the relevant requirements of SA 560.

3. WRITTEN REPRESENTATION: As required by SA 580, the auditor
should also request written representation. He should also obtain a
specific written representation regarding any prior period item that
is disclosed in current year’s financial statement.

D. AUDIT REPORTING:

1. W.R.T. CORRESPONDING FIGURES: When corresponding figures are
presented, the auditor’s opinion shall not refer to the corresponding
figures EXCEPT:

a. If the auditor’s report of the previous period contains Modified
Opinion.

b. A MMS EXIST in the financial statement of prior period, which was
not addressed earlier.

c. If the prior period financial statement is not audited, then he
should obtain sufficient audit evidence that the opening balance
does not contain any material misstatement.

2. W.R.T. COMPARATIVE FINANCIAL STATEMENT:

REFER MAIN MATERIAL. [NOT IMP FOR EXAMS]

3. COMMON REPORTING TREATMENT FOR BOTH THE APPROACHES: (TO
BE MENTIONED IN “OMP”)
a. PP F/S AUDITED BY PREDECESSOR AUDITOR: The auditor shall state
in his audit report:
i. That the financial statements of the prior period were
audited by a predecessor auditor.
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iil. The type of the opinion expressed by the predecessor auditor.
ili. The date of that audit report.

b. PP F/S NOT AUDITED: He shall report the same in other matter
paragraph in his audit report that the corresponding /
comparative figures are unaudited.

However, the disclosure does not relieve him from his
responsibility of obtaining sufficient appropriate audit evidence
that the opening balances do not contain misstatements. [SA 510
REQUIREMENT]

SA 260 - COMMUNICATION TO THOSE CHARGED WITH
GOVERNANCE [TCcwd]

A. OBJECTIVE:

1. To communicate clearly with TCWG:

a. The auditor is responsible for forming and expressing an opinion
on the financial statements that have been prepared by
management with the oversight of those charged with
governance and

b. The audit of the financial statements does not relieve
management or TCWG of their responsibilities.

2. To obtain from TCWG information relevant to the audit.

3. To provide TVWG with timely observations arising from the audit
that are significant and relevant and

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

B. MATTERS TO BE COMMUNICATED TO TCWG:

1. RESPONSIBILITIES OF THE AUDITOR. [WRITE POINT A (1) OF ABOVE].

2. PLANNED SCOPE AND TIMING OF AUDIT: The planned scope and
timing of the audit, which includes communicating about the
significant risks identified by the auditor.

3. SIGNIFICANT FINDINGS FROM THE AUDIT:
a. The auditor’s views about significant qualitative aspects of the
entity’s accounting practices.
b. Significant difficulties, if any, encountered during the audit.
[Refer Pronouncements for more discussion]
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c. Circumstances that affect the form and content of the auditor’s
report

d. Any other significant matters in the auditor’s professional
judgment, are relevant.

e. Written representations the auditor is requesting.

SA 610 - USING THE WORK OF AN INTERNAL AUDITOR

A. DEFINITIONS:

1.

Internal audit function: It is a function of an entity that performs
assurance and consulting activities designhed to evaluate and
improve the effectiveness of the entity’s governance, risk
management and internal control processes.

Direct assistance: Direct assistance means the use of internal
auditors to perform audit procedures under the direction,
supervision and review of the external auditor.

B. USING THE WORK PERFORMED BY INTERNAL AUDITOR (Type 1):

1.

EVALUATION PROCESS:

The external auditor shall evaluate the following before using the
work performed by |AF:

a. Independence and Objectivity of IAF in the overall organization.

b. The level of competence of the internal audit function and

c. Whether they follow a systematic and disciplined approach,
including quality control.

PROHIBITION ON TYPE 1 WORK:
The external auditor shall not use the work:

a. The function is lacking Independence and objectivity.

b. The function lacks sufficient competence or

c. The function does not apply a systematic and disciplined approach,
including quality control.

NATURE AND EXTENT OF WORK OF INTERNAL AUDIT FUNCTION THAT
CAN BE USED:
a. AREAS OF WORK: The external auditor can use |IAF work in the
following:
i. Testing of the operating effectiveness of controls.
ii. Substantive procedures involving limited judgment.
iii. Observations of inventory counts.
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b.

iv. Testing of compliance with regulatory requirements.
V. Audits or reviews of the financial information of subsidiaries
that are not significant components to the group.

NO UNDUE USE OF IAF: The external auditor shall make all
significant judgments and Further to prevent undue use, shall plan
to use less of the work of the function and perform more of the
work directly.

Check the external auditor is being sufficiently involved in the
audit in spite of using IAF work as planned.

Communicate to TCWG how the external auditor has planned to
use the work of the IAF.

4. MANNER OF USING THE WORK:

a.
b.

Discussion and Coordination with the Internal Audit Function.
Read the reports of the IAF to obtain an understanding of the
nature and extent of audit procedures they performed and the
related findings.
Evaluating whether:
i. IAF properly planned, performed, supervised, reviewed and
documented the work.
ii. They obtained S & A A/E to draw reasonable conclusions and
iii. Conclusions reached are appropriate in the circumstances
and
iv. The reports prepared by them are consistent with the results
of the work performed.

C. USING INTERNAL AUDIT FUNCTION TO PROVIDE DIRECT ASSISTANCE
(Type 2):

1. EVALUATION PROCESS:

The external auditor shall evaluate the following before taking
Direct assistance from |IAF:

a.

Whether the internal auditors possess objectivity and
independence. [For Detailed Content — Refer Main material]
Whether the internal auditors are having necessary skill and
competence.
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2. PROHIBITION ON TYPE 2:

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

a. significant threats to the objectivity of the internal auditor; or
b. The internal auditor lacks sufficient competence to perform the
proposed work.

3. AREAS WHERE IAF CANNOT BE USED FOR DIRECT ASSISTANCE:

The external auditor shall not use internal auditors to provide direct
assistance in the following areas:

a. Areas involve making of significant judgments in the audit.

b. Areas relate to higher assessed risks of material misstatement.

c. Areas relate to work with which the internal auditors have been
already involved.

SA 620 - USING THE WORK AN AUDITOR’S EXPERT

A. IMPORTANT DEFINITION'’S:

AUDITOR’S EXPERT:

1. 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 sufficient appropriate
audit evidence.

2. An auditor’s expert may be either an auditor’s internal expert or an
auditor’s external expert.

MANAGEMENT’S EXPERT:

An individual or organisation possessing expertise in a field other than
dccounting or auditing, whose work in that field is used by the entity
to assist the entity in preparing the financial statements.

B. SOLE RESPONSIBILITY — AUDITORS ONLY:

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.

C. FACTORS FOR DETERMINING THE NEED OF AN EXPERT A€ o ME;

1. AN AUDITOR’S EXPERT MAY BE NEEDED IN ONE OR MORE OF THE
FOLLOWING:
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a. While obtaining an understanding of the entity and its
environment, including its internal control.

b. While ldentifying and assessing the risks of material
misstatement.

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

d. Desighing and performing further audit procedures to respond
to assessed risks.

e. Evaluating the sufficiency and appropriateness of audit
evidence obtained.

2. AUDITOR UNDERSTANDING OF OTHER FIELD:
An auditor who is not an expert in a relevant field other than
accounting or auditing. This understanding may be obtained
through:
a. Experience in auditing entities that require such expertise in
the preparation of their financial statements.
b. Education or professional development in the particular field.
This may include:
i. Formal courses, or
ii. Discussion with individuals possessing expertise.
c. Discussion with other auditors who have performed similar
engagements.

D. CONSIDERATIONS WHEN DECIDING WHETHER TO USE AN AUDITOR’S

The following considerations will be taken into account in deciding

whether to use an auditor’s expert:

1. The nature and significance of the matter.

2. The risks of material misstatement in the matter.

3. 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

4. The availability of alternative sources of audit evidence.

. If management has used a management’s expert 1st Point in main material,

The following additional factors shall also be considered:
a. The nature, scope and objectives of the management’s expert’s
worR.
b. Whether the management’s expert is:
i. employed by the entity, or

N
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ii. is a 3" party engaged by it to provide relevant services.
c. Management’s Control or influence over the work of the
management’s expert.
d. The management’s expert’s competence and capabilities.
e. Whether the management’s expert is subject to technical
performance standards or other professional or industry
requirements.

E. NTE OF AUDIT PROCEDURES INFLUENCED BY AUDITORS EXPERT’S WORK:

1. In determining the NTE of audit procedures, the auditor shall
consider:
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.

o

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.

2. In the following cases generally more extensive audit procedures
would require:

a. The work of the auditor’s expert relates to a significant matter
that involves subjective and complex judgments.

b. 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.

c. The auditor’s expert is performing procedures that are integral
to the audit.

d. The expert is an auditor’s external expert and is not subject to
the firm’s quality control policies and procedures.

F. EVALUATE - COMPETENCE, CAPABILITY AND OBJECTIVITY OF AUDITOR’s
EXPERT:

1. Evaluate whether the auditor’s expert has the necessary
competence, capabilities and objectivity for the auditor’s purposes.
2. EXTERNAL EXPERT OBJECTIVITY: 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. The following evaluations shall be made:
a. Inquire of the entity about any khown interests or relationships
with the auditor’s external expert.
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b. If relationship exist, discuss with that expert any applicable
safeguards to reduce the threat e point in main material ¢
acceptable level and

c. REPRESENTATION FROM EXPERT about any interests or
relationships with the entity of which that expert is aware.

3. Whether the expert’s work is subject to technical performance
standards or other professional or industry requirements, ethical
standards and other membership requirements.

4. The Evaluation of Experts competence is a continuous process.

. ENTER INTO AGREEMENT WITH THE AUDITOR’S EXPERT:

The auditor shall agree, in writing on the following matters with the

auditor’s expert:

1. The nature, scope and objectives of that expert’s work.

2. The respective roles and responsibilities of the auditor and that

expert.

The nature, timing and extent of communication and

4. The need for the auditor’s expert to observe confidentiality
requirements.

w

. EVALUATING THE ADEQUACY OF THE AUDITOR’S EXPERT 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 another audit evidence.
a. Inquiries of the auditor’s expert.
b. Reviewing the auditor’s expert’s working papers and reports.
c. Corroborative procedures. [Refer Main Material for detailed
explanation] [E.g., Observation, 3" party confirmations]
2. The relevance and reasonableness of Significant assumptions and
methods in the circumstances and
3. The relevance, completeness, and accuracy of that source data.

WHEN THE WORK OF AUDITORS EXPERT IS NOT ADEQUATE:

1. If the auditor determines that the work of the auditor’s expert is not
adequate for the auditor’s purposes, the auditor shall:
a. REQUEST FOR FURTHER WORK: Agree with that expert on the
nature and extent of further work to be performed by that
expert; or
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b. Perform further audit procedures.

2. NO EVIDENCE - MODIFIED OPINION: If the auditor cannot resolve the
matter through the additional audit procedures, which may involve
further work being performed by both the expert and the auditor,
or include employing or engaging another expert, it may be
hecessary to express a modified opinion because the auditor has not
obtained sufficient appropriate audit evidence.

. REPORTING REFERENCE IN AUDITORS REPORT [ABOUT AUDITORS
EXPERT]:

1. UMO - No Reference: 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.

2. MO - Refer, if necessary for better understanding: If the auditor may
refer to the work of an auditor’s expert in the auditor’s report
because such reference is relevant to an understanding nature of a
modification to the auditor’s opinion. Further 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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PART — |l LEGAL AND OTHER
REGULATORY REQUIREMENTS

. DUTY OF AUDITOR TO INQUIRE ON CERTAIN MATTERS u/s 143(1):

It is the duty of auditor to inquire into the following matters:

1. Whether loans and advances made by the company on the basis of

security:

a. Have been properly secured and

b. Whether the terms on which they have been made are prejudicial
to the interests of the company or its members.

2. Whether transactions of the company which are represented merely
by book entries are prejudicial to the interests of the company.

3. Whether any Shares or Securities held by the company are sold at a
price less than purchase price. However, this point shall not apply to
banking and investment companies.

4. Whether loans and advances made by the company have been shown
as deposits.

5. Whether personal expenses have been charged to revenue account.

6. Where it is stated in the books and documents of the company that
any shares have been allotted for cash:

a. Whether cash has actually been received in respect of such
allotment and

b. If no cash has actually been received, the position as stated in the
account books and the balance sheet is correct, regular and not
misleading.

Reporting Requirements: If the auditor got a positive response he
can ignhore above matters. However, if there are any negative or
adverse comments observed then he shall state them in his
report along with reasons.

In the audit report these matters should be included under the
section “reporting on legal and other regulatory requirements”.

B. DUTY OF AUDITOR TO REPORT ON CERTA