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QNO  
300.01 

Overall Audit Plan (Factors for Development) #Unique Old Course – (M19E/N20M/M21E) 
New Course -- (M18E/M19M/N20M) 

 

M & Co. was appointed as auditor of IGI Ltd. As an auditor what are the factors that would be considered 
in the development of overall audit plan? 

OR 
Elucidate the matters to be considered by an auditor in developing his overall plan for the expected 
scope and conduct of audit. 

Answer 
 
 

Development of an Overall Plan: The auditor should consider the following matters in developing his 
overall plan for the expected scope and conduct of the audit- 

 Governing Documents 
 The applicable legal or statutory requirements. 
 The effect of new accounting or auditing pronouncements on the audit. 
 The terms of his engagement and any statutory responsibilities. 
 The accounting policies adopted by the client and changes in those policies. 

 

 Audit Process Related  
 The setting of materiality levels for audit purposes 
 The identification of significant audit areas 
 Conditions requiring special attention, such as the possibility of material error or fraud or 

the involvement of parties in whom directors or persons who are substantial owners of 
the entity are interested and with whom transactions are likely. 

 The degree of reliance expected to be able to place on accounting system and internal 
control. 

 Possible rotation of emphasis on specific audit areas. 
 The nature and extent of audit evidence to be obtained 

 

 Other People & Staff 
 The allocation of work to be undertaken between joint auditors and the procedures for 

its control and review.  
 The involvement of other auditors in the audit of subsidiaries or branches of the client. 
 The work of internal auditors and the extent of their involvement, if any, in the audit. 
 The involvement of experts. 
 Establishing and coordinating staffing requirements. 

 

 Report 
 The nature and timing of reports or other communication. 

 Auditor’s Note: 

 If the question is asked on “Development of Overall Audit Plan” above is answer to be given 
(CNO-300.01) and if the question is asked on “Development of Overall Audit strategy” then give 
answer as per CNO 300.03.  

 Overall Audit plan is traditional audit theory and Overall audit strategy concept is given in SA 
300.Both are conceptually same. 

 

QNO 
300.03 

Factors for establishing Overall Audit 
Strategy 

Old Course -- (M16R/M17R/M19M) 
New Course – Relevant, Concept Covered in New Course SM 

 
Explain the factors an auditor would consider in establishing the overall audit strategy. 

OR 
Discuss the factors the auditor will consider while establishing the overall strategy 

Part 1 -- SA 300 

CHAPTER 

        2 
AUDIT STRATEGY, AUDIT PLANNING AND AUDIT 

PROGRAMME 
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Answer 
 
 

 Establishing Overall Audit Strategy (Overall plan, first step in planning) (R-CRPF) 
 R-Resources (Nature / Timing & Extent) 
 C-Characteristics of Assignment 
 R-Reporting & Communication 
 P-Preliminary Engagement Activities Results 
 F-Significant Factors 

 Auditor’s Note: 

 If the question is asked on “Development of Overall Audit Plan” give answer as per CNO-300.01 
and if the question is asked on “Development of Overall Audit strategy” then give answer as per 
CNO 300.03.  

 Overall Audit plan is traditional audit theory and Overall audit strategy concept is given in SA 300. 
Both are conceptually same. 

 

QNO 
300.05 

Reporting objectives of the engagement Old Course - (M20R) 
New Course -- (N19E) 

 
In establishing overall audit strategy, the auditor shall ascertain the reporting objectives of the 
engagement to plan the timing of the audit and the nature of the communications required. Elucidate 
those cases by which auditor can ascertain the reporting objectives of the engagement. 

  Auditor can ascertain the reporting objectives of the engagement 
 The entity’s timetable for reporting, such as at interim and final stages. 
 The organization of meetings with management and those charged with governance to 

discuss the nature, timing and extent of the audit work. 
 The discussion with management and those charged with governance regarding the 

expected type and timing of reports to be issued and other communications, both written 
and oral, including the auditor’s report, management letters and communications to those 
charged with governance. 

 The discussion with management regarding the expected communications on the status of 
audit work throughout the engagement. 

 

QNO 
300.07 

Overall Audit Strategy -- For Resources 
Management                                                                                

Old Course – (M20R) 
New Course -- (S17M/M18M/N18M/M19E/M20R) 

 

The engagement partner of AST AND ASSOCIATES, firm of Chartered Accountants appointed as auditor of 
Fabric India Ltd is considering as to management of key resources to be employed to conduct audit. 
Discuss how overall audit strategy would assist the auditor. 

OR 
The engagement partner of SKC & Co., firm of Chartered Accountants appointed as auditor of Fabric India 
Ltd is considering as to management of key resources to be employed to conduct audit. Discuss how 
overall audit strategy would assist the auditor. 

OR 
The auditor T of Hand Fab Ltd is worried as to management of key resources to be employed to conduct 
audit. Required How the audit strategy would be helpful to the auditor? 

OR 
"Overall audit strategy sets the scope, timing and direction of the audit, and guides the development of 
the more detailed audit plan. The process of establishing the overall audit strategy assists the auditor to 
determine such matters as for example - 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. Explain the other three such matters." 

OR 
Describe how the process of establishing the overall audit strategy assists the auditor in marshalling his 
human resources. 

Answer 
 
 

 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. 

 The process of establishing the overall audit strategy assists the audit or to determine, subject to 
the completion of the auditor’s risk assessment procedures, such matters as: 
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 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 audit budget in hours to 
allocate to high-risk areas; 

 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; 

 When these resources are to be deployed, such as whether at an interim audit stage or at 
key cut-off dates; and 

 How such resources are 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. 

 

QNO 
300.15 

  Overall Audit Strategy-- Relationship with Audit Plan                                                                                           (S17M/M19M/S20M/S21M) 

 

The establishment of the overall audit strategy and the detailed audit plan are closely inter-related. 
Explain. 

OR 
Once the overall audit strategy has been established, an audit plan can be developed to address the 
various matters identified in the overall audit strategy Explain. 

Answer 
 
 

Once the overall audit strategy has been established, anaudit plan can be developed to addressthevarious 
matters identified in the overall audit strategy, taking in to account the need to achieve the audit 
objectives through the efficient use of the auditor’s resources. The establishment of the overall audit 
strategy and the detailed audit plan are not necessarily discrete or sequential processes but are closely 
inter-related since changes in one may result in consequential changes to the other. 

 

QNO 
300.17 

Modification of the overall audit strategy and audit 
plan 

(N19R) 

 
As a result of unexpected events, changes in conditions, or the audit evidence obtained from the results 
of audit procedures, the auditor may need to modify the overall audit strategy and audit plan. Explain. 

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

 As a result of, changes in conditions, unexpected events, or the audit evidence obtained from the 
results of audit procedures, the auditor may need to modify the overall audit strategy and audit 
plan and thereby the resulting planned nature, timing and extent of further audit procedures, 
based on the revised consideration of assessed risks. This maybe the case when information 
comes to the auditor’ statant on that differs significantly from the information available when the 
audit or planned the audit procedures. 

 For example, audit evidence obtained through the performance of sub statives procedures 
may contradict the audit evidence obtained through tests of controls. 

 

QNO 
300.27 

Audit Plan (Documentation & Examples) Old Course - (N21R)                                                   
New Course (N18M/S20M/S21M/N20R/M21E) 

 
The auditor shall document the overall audit strategy, 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. Explain. 

Answer 
 
 

 The auditor shall document: 

 the overall audit strategy; 
 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. 
 

 Further Explanation 

 Overall Audit Strategy 
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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. 
Example: The auditor may summarize the overall audit strategy in the form of a 
memorandum that contains key decisions regarding the overall scope, timing and conduct of 
the audit. 
 

 Audit Plan 
The documentation of the audit plan is a record of the planned nature, timing and extent of 
risk assessment procedures and further audit procedures at the assert on 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. 

 

 Significant Changes  
A record of the significant changes to the overall audit strategy and the audit plan, and 
resulting changes to the planned nature, timing and extend to f audit procedures, explains 
whythesignificant 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. 

 

QNO 
300.29 

Planning for DSR Old course – (M20M/N20R/N21R) 
New Course -(S17M/M20M/S20M/S21M/N20R/N21R) 

 

The nature, timing and extent of the direction and supervision of engagement team members and review 
of their work vary depending on many factors. Explain. 

OR 
"The auditor shall plan the nature, timing and extent of direction and supervision of engagement team 
members and the review of their work. Explain the factors due to which above varies" 

Answer 
 
 

 The auditor shall plan the nature, timing and extent of direction and supervision of engagement 
team members and the review of their work. 

 The nature, timing and extent of the direction and supervision of engagement team members and 
review of their work vary depending on many factors, including 

 The size and complexity of the entity. 
 The area of the audit. 
 The assessed risks of material misstatement 

 

 Example: 
An increase in the assessed risk of material misstatement for a given area of the audit 
ordinarily requires a corresponding increase in the extent and timeliness of direction and 
supervision of engagement team members, and a more detailed review of their work. 

 

 The capabilities and competence of the individual team members performing the audit 
work. 

 Example: 
o We may have identified a problem related to the production process that raised 

concerns about inventory obsolescence.  
o After obtaining an understanding of the entity’s process that raised concerns about 

inventory obsolescence (which we had identified as a significant class of 
transactions), we concluded that additional tests of details were required.  

o Therefore, the senior will likely take part, along with the team, in the discussions 
with management about the provision for obsolescence and examine related 
documentation supporting the provision, rather than just reading the memo on fi 
le. 

o These procedures should be completed as the work is being performed rather than 
as an after the fact review. The extent of the senior’s involvement requires 
judgment, taking into consideration the complexity of the area and the experience 
of the team. 
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TRUE AND FALSE 
 

TNO- SA 300-1 

 Audit notes can serve as a guide in framing Audit programme. 

Answer 
 
 

Correct 

Audit notes can serve as a guide in framing audit programme in the future as they indicate the weaknesses 
in the system of the client which specially need to be watched 

 
 

TNO- SA 300 – 2 

 
Establishing an overall audit strategy that sets the scope, timing and direction of the audit, and that 

guides the development of the audit plan is prerogative of the management. 

Answer 
 
 

Incorrect 

Once the overall audit strategy has been established, an audit plan can be developed to address the various 
matters identified in the overall audit strategy, taking into account the need to achieve the audit objectives 
through the efficient use of the auditor’s resources. The establishment of the overall audit strategy and the 
detailed audit plan are not necessarily discrete or sequential processes but are closely inter-related since 
changes in one may result in consequential changes to the other. So, it is auditor’s responsibility not of 
management. 

 
 
 
 
 
 

TNO- SA 300 –3 

 
A well designed and drafted audit plan and audit strategy which takes care of all the uncertainties and 
conditions, need not be changed during the course of audit.    

Answer 
 
 

Incorrect 

The auditor shall update and change the overall audit strategy and the audit plan as necessary during the 
course of the audit. As a result of unexpected events, changes in conditions, or the audit evidence obtained 
from the results of audit procedures, the auditor may need to modify the overall audit strategy and audit 
plan and thereby the resulting planned nature, timing and extent of further audit procedures, based on the 
revised consideration of assessed risks. 

 

TNO- SA 300 –4 

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

Answer 
 
 

Correct 

The auditor shall update and change the overall audit strategy and the audit plan as necessary during the 
course of the audit. As a result of unexpected events, changes in conditions, or the audit evidence obtained 
from the results of audit procedures, the auditor may need to modify the overall audit strategy and audit 
plan and thereby the resulting planned nature, timing and extent of further audit procedures, based on the 
revised consideration of assessed risks. 

 

TNO- SA 300 - 5 

 Planning is a discrete phase of an audit. 

Answer 
 
 

Incorrect 

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 current audit engagement. Planning, however, includes consideration of the timing of certain 

activities and audit procedures that need to be completed prior to the performance of further audit 

procedures. 
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TNO- SA 300 - 6 

 
There is no relation between Audit Plans and knowledge of the client’s business 
 

Answer 
 
 

Incorrect 

The auditor should plan his work to enable him to conduct an effective audit in an efficient and timely 
manner. Plans should be based on knowledge of the client’s business 

 

TNO- SA 300 - 8 

 Planning is not a discrete phase of an audit, but rather a continual and iterative process. 

Answer 
 
 

Correct 

According to SA-300, “Planning 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 current audit engagement. 

 

TNO- SA 300 –8.5 

 
The establishment of the overall audit strategy and the detailed audit plan are not necessarily discrete or 
sequential processes but are closely inter-related since changes in one may result in consequential 
changes to the other. 

Answer 
 
 

Correct. 

Once the overall audit strategy has been established, an audit plan can be developed to address the various 
matters identified in the overall audit strategy, taking into account the need to achieve the audit objectives 
through the efficient use of the auditor’s resources. The establishment of the overall audit strategy and the 
detailed audit plan are not necessarily discrete or sequential processes but are closely inter-related since 
changes in one may result in consequential changes to the other. 

 

TNO- SA 300 - 9 

 The auditor need not discuss elements of planning with the entity’s management in any case. 

Answer 
 
 

Incorrect 

The auditor may decide to discuss elements of planning with the entity’ s management to facilitate the 
conduct and management of the audit engagement. 

 

TNO- SA 300 - 10 

 
Under a properly framed audit programme by the auditor, the danger is significantly less, and audit can 
proceed systematically. 

Answer 
 

Correct  

A properly framed audit programme by the auditor, will facilitate systematic audit process 

 

TNO-SA-300-11 

 
A detailed Audit Programme once prepared for a business can be used for all business under all 
circumstances. 

Answer 
 
 

Incorrect 

Businesses vary in nature, size and composition; work which is suitable to one business may not be suitable 
to others; efficiency and operation of internal controls and the exact nature of the service to be rendered by 
the auditor are the other factors that vary from assignment to assignment. On account of such variations, 
evolving one audit programme applicable to all business under all circumstances is not practicable 

 

TNO-SA-300-12 

 The audit plan is more detailed than the overall audit strategy 

Answer Correct 
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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. 

 

TNO-SA-300-13 

 
Mr. W, one of the team members of auditor of Different Limited was of the view that understanding the 
Internal Control of Different Limited will not help in developing an Audit Programme. 

Answer 
 
 

Incorrect 

Understanding the Internal Control of Different Limited will help in developing an Audit Programme because 
it will assist the auditor and his team to understand as to how much they can rely on internal control of the 
company and what audit procedures would be appropriate to be used during the course of audit. 

 

TNO-SA-300-14 

 It is not necessary for the auditor to periodically review the audit programme. 

Answer 
 
 

Incorrect 

If law or regulation prescribes in sufficient detail the terms of the audit engagement referred to in above 
paragraph, the auditor need not record them in a written agreement, except for the fact that such law or 
regulation applies, and that management acknowledges and understands its responsibilities as set out in 
pre-conditions. 
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QNO 
320.01 

Materiality Old Course – (M16R/N17M/N17R/N18R/M21R) 
New Course - (M21R) 

 

Discuss the concept of materiality in the context of the preparation and presentation of financial 
statements. 

OR 
Concept of ‘Materiality’. 

Answer  Definition of Materiality 
According to SA 200 “Overall Objectives of the Independent Auditor and the Conduct of an Audit in 
Accordance with Standards on Auditing”, financial reporting frameworks often discuss the concept of 
materiality in the context of the preparation and presentation of financial statements. Although financial 
reporting frameworks may discuss materiality in different terms, they generally explain that: 
Misstatements, including omissions, are considered to be material if they, individually or in the aggregate, 
could reasonably be expected to influence the economic decisions of users taken on the basis of the 
financial statements. 

 

 Depends on Circumstances 
Judgments about materiality are affected by the size or nature of a misstatement, by the auditor’s 
perception of the financial information needs of users of the financial statements, or a combination of 
both; and (CSR expenditure after Sec 135 was notified) and are made in the light of surrounding 
circumstances. 

 

 Common needs of users as group 
The auditor’s determination of materiality is a matter of professional judgment and is affected by the 
auditor’s perception of the financial information needs of users of the financial statements.   
 

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. The possible effect of 
misstatements on specific individual users, whose needs may vary widely, is not considered. (E.g. 
Advertisement costs are analysed in depth in FMCG industry by public at large but some individuals may 
pay more attention to employee costs)  
 

 FRF 
Such a discussion, if present in the applicable financial reporting framework, provides a frame of 
reference to the auditor in determining materiality for the audit. If the applicable financial reporting 
framework does not include a discussion of the concept of materiality, the characteristics referred above 
provides the auditor with such a frame of reference. 
 

 Assumption about users 
In this context, it is reasonable for the auditor to assume that users: 

 Have a reasonable knowledge of business and economic activities and accounting and a 
willingness to study the information in the financial statements with reasonable diligence. 

 Understand that financial statements are prepared, presented and audited to levels of 
materiality. 

 Recognize the uncertainties inherent in the measurement of amounts based on the use of 
estimates, judgment and the consideration of future events; and 

 Make reasonable economic decisions on the basis of the information in the financial statements. 
 

 Applied Throughout the audit 
The concept of materiality is applied by the auditor both in planning and performing the audit, and in 
evaluating the effect of identified misstatements on the audit and of uncorrected misstatements, if any, 
on the financial statements and in forming the opinion in the auditor’s report. 

 

 

 

 

 

 

 

 

  

Part 2 – SA 320 



 

www.auditguru.in                                                               2.9 

QNO 
320.02 

Materiality Discussion, Multiple Points #Unique  New Course -- (N21R) 

 
What could be considered material for all situations cannot be defined precisely and an amount or 
transaction material in one situation may not be material in other situation. Explain 

Answer Materiality is an important consideration for an auditor to evaluate whether the financial statements 
reflect a true and fair view or not. SA 320 on “Materiality in Planning and Performing an Audit” 
requires that an auditor should consider materiality and its relationship with audit risk while 
conducting an audit. When planning the audit, the auditor considers what would make the financial 
information materially misstated. The auditor’s preliminary assessment of materiality related to 
specific account balances and classes of transactions helps the auditor decide such questions as what 
items to examine and whether to use sampling and analytical procedures. This enables the auditor to 
select audit procedures that, in combination, can be expected to support the audit opinion at an 
acceptably low degree of audit risk. It may be noted that the auditor’s assessment of materiality and 
audit risk may be different at the time of initially planning of the audit as against at the time of 
evaluating the results of audit procedures. 
 
At the planning stage, the auditor needs to consider the materiality for the financial statements as a 
whole. The auditor has to carry out a preliminary identification of significant components and material 
classes of transactions, account balances and disclosure which he plans to examine. What could be 
considered material for all situations cannot be defined precisely and an amount or transaction 
material in one situation may not be material in other situation. For example, ` 5,000 may be material 
for a small entity, but even ` 100,000 may not be material for a large entity. 

 

 

QNO 
320.03 

Benchmark -                                                                                    Old Course – (P16M/M18R/M19M/M19R/M21E) 
New Course - (S17M/S20M/S21M/N20E) 

 

Determining materiality involves the exercise of professional judgment. Discuss stating the factors that may 
affect the identification of an appropriate benchmark. Also give examples. 

OR 
With reference to SA 320, indicate the factors which may affect the identification of an appropriate 
benchmark in determining materiality for the financial statement as a whole. 

OR 
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. 
Discuss stating the factors that may affect the identification of an appropriate benchmark. 

Answer 
 
 

 Factors for deciding Benchmark:     (A-pple LOVE) 
 
Factors that may affect the identification of an appropriate benchmark include the following: 

 E  - The elements of the financial statements (for example, assets, liabilities, equity, revenue, 
expenses); 

 A - Whether there are items on which the attention of the users of the 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); 

 L - 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; 

 O -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 

 V -The relative volatility of the benchmark. 
 

 Examples of benchmarks: 

Examples of benchmarks that may be appropriate, depending on the circumstances of the entity, 
include categories of reported income such as profit before tax, total revenue, gross profit and total 
expenses, total equity or net asset value. Profit before tax from continuing operations is often used 
for profit-oriented entities. When profit before tax from continuing operations is volatile, other 
benchmarks may be more appropriate, such as gross profit or total revenues. 
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Author’s Note:    
                                                                                                                             
Decide Benchmark (Base) 
Apple LOVE 
 
A- Attention of the users (E.g., PVT Sector-Profit/PSUs -Turnover/Charity- Corpus)  
 

L- Life Cycle & Industry & Economic Environment (E.g., Flipkart Vs Reliance) 
  

O- Ownership Structure & Financing (E.g., Big Vs Small Shareholder / Debt Vs Equity)  
 

V- Volatility  
(E.g., Volatility may lead to big changes in materiality & all audit procedures, hence less volatile is more 
preferred)  

 

E- Elements of Financial Statements 
 

 

QNO 
320.04 

Materiality at financial statement level vs 
materiality at TBD level 

New Course--(S20M/S21M) 

 
Whether misstatements of lesser amounts than 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? Explain with examples 

  Factors that may indicate the existence of one or more particular classes of transactions, account 
balances or disclosures for which misstatements of lesser amounts than 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 include the following: 

 Whether law, regulations or the applicable financial reporting framework affect users’ 
expectations regarding the measurement or disclosure of certain items. 

 Example Related party transactions, and the remuneration of management and those charged 
with governance. 

 The key disclosures in relation to the industry in which the entity operates. 
 Example Research and development costs for a pharmaceutical company. 
 Whether attention is focused on a particular aspect of the entity’s business that is separately 

disclosed in the financial statements. Example A newly acquired business. 

 

QNO 
320.05 

Relationship between Materiality and 
Audit Risk 

Old Course -- (P16M/M17M) 
New Course – Relevant, Concept Covered in New Course SM 

 Explain the Relationship between materiality and audit risk. 

Answer 
 
 

 Consider Materiality & Audit Risk in Audit Process  
SA 320 on ‘Materiality in Planning and Performing an Audit’ requires that the auditor should 
consider materiality and its relationship with audit risk when conducting an audit.  

 Inverse Relationship 
There is an inverse relationship between Materiality and the degree of audit risk. Higher the 
materiality level the lower the audit risk and vice-versa.  

 Materiality Depends on Circumstances 
Materiality depends on the size and the nature of the items judged in the particular circumstances 
of its misstatement. 

 Audit Risk should be within acceptable levels 
The audit should be planned so that audit risk is kept at an acceptably low level. After the auditor 
has assessed the inherent and control risks, he should consider the level of detection risk that he 
is prepared to accept and, based upon his judgment, select appropriate substantive audit 
procedures. If the auditor does not perform any substantive procedures, detection risk, that is, 
the risk that the auditor will fail to detect a misstatement, will be high. The auditor’s assessment 
of audit risk may change during the course of an audit according to the need and development 
of the circumstances. 



 

www.auditguru.in                                                               2.11 

 Author’s Note 

It’s a traditional answer, concept of inverse relationship should be explained and apart from 
that it should be explained that combination of materiality and audit risk is used at various 
steps in audit, as explained below 

 Identifying and assessing the risks of material misstatement. 
 Determining the nature, timing and extent of further audit procedures; and 
 Evaluating the effect of uncorrected misstatements, if any, on the financial statements and in 

forming the opinion in the auditor’s report. 

 

QNO 
320.07 

Revision of Materiality (N19M) 

 
Materiality for the financial statements as a whole may need to be revised as a result of a change in 
circumstances that occurred during the audit. Explain with the help of example. 

Answer  Revision in Materiality level as the Audit Progresses:  
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) may need to be revised as a 
result of  

 A change in circumstances that occurred during the audit (for example, a decision to dispose 
of a major part of the entity’s business), (Example-Recession v/s boom) 

 New information, or (New Disclosure) 
 A change in the auditor’s understanding of the entity and its operations as a result of 

performing further audit procedures. (Increase in assessed Risk) 

 Example  
o If during the audit it appears as though actual financial results are likely to be 

substantially different from the anticipated period end financial results that were 
used initially to determine materiality for the financial statements as a whole, the 
auditor revises that materiality.  

o Effect of Revision 

If the auditor concludes that a lower materiality for the financial statements as a 
whole (and, if applicable, materiality level or levels for particular classes of 
transactions, account balances or disclosures) than that initially determined is 
appropriate, 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. 

 

TRUE AND FALSE 
 

TNO- SA 320 - 1 

 The concept of materiality is an important and relevant consideration for the auditor in financial statement 

Answer 
 
 

Correct 

The concept of materiality is fundamental to the process of accounting. It covers all the stages from recording 
to classification and presentation. It is very important for the auditor who has constantly to judge whether a 
particular item is material or not and ensure that a material item is disclosed separately and distinctly 

 

TNO- SA 320 - 3 

 There is direct relationship between materiality and the degree of audit risk 

Answer 
 
 

Incorrect 

There is an inverse relationship between materiality and the degree of audit risk. The higher the materiality 
level, the lower the audit risk and vice versa. For example, the risk that a particular account balance or class 
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of transactions could be misstated by an extremely large amount might be very low but the risk that it could 
be misstated by an extremely small amount might be very high. 

 

TNO- SA 320 - 4 

 
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) does not need any revision. 

Answer 
 
 

Incorrect 

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) may need to be revised as a result of a 
change in circumstances that occurred during the audit (for example, a decision to dispose of a major part of 
the entity’s business), new information, or a change in the auditor’s understanding of the entity and its 
operations as a result of performing further audit procedures. 
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QNO  
C2OC.020 

Audit Plan - Efficient and Effective manner OLD COURSE –(M19R/M21M/M21E) 
NEW COURSE-(M18M/M19M/N19R/M21M) 

 “The auditor should plan his work to enable him to conduct an effective audit in an efficient and timely 
manner. Plans should be based on knowledge of the client’s business” Discuss stating clearly the broad 
points you would be covering in framing plan to conduct audit in an efficient and effective manner. 

OR 
Plans should be made to cover acquiring knowledge of the client’s accounting systems, policies and 
internal control procedures. Explain 

Answer 
 
 

 “The auditor should plan his work to enable him to conduct an effective audit in an efficient and 
timely manner. Plans should be based on knowledge of the client’s business”. 
Plans should be made to cover, among other things: 

 acquiring knowledge of the client’s accounting systems, policies and internal control 
procedures. 

 establishing the expected degree of reliance to be placed on internal control. 
 determining and programming the nature, timing, and extent of the audit procedures to 

be performed; and 
 Coordinating the work to be performed. 

 

 Plans should be further developed and revised as necessary during the course of the audit. 
SA-300, “Planning an Audit of Financial Statements” further expounds this principle. According to 
it, 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 current audit engagement. 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. 

 

QNO  
C2OC.040 

Audit Planning -- Not a Discrete 
Phase                                                                                           

Old Course -- (M20R/M21R) 
New Course – (S17M/N18M/N18E/N19R/S20M/S21M/M20R/M21R) 

 Planning is not a discrete phase of an audit, but rather a continual and iterative process. Discuss. 
OR 

Planning is not a discrete phase of an audit, but rather a continual and iterative process that often 
begins shortly after the completion of the previous audit and continues until the completion of the 
current audit engagement. Analyse and Explain. 

OR 
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 current audit engagement. Discuss stating clearly the broad points you would be 
covering in framing plan to conduct audit in an efficient and effective manner. 

OR 
Plans should be further developed and revised as necessary during the course of the audit. Explain. 

Answer 
 
 

 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. 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. 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: 
o A- The analytical procedures to be applied as risk assessment procedures. 
o M-The determination of materiality. 
o O-The performance of other risk assessment procedures. 
o L-Obtaining a general understanding of the legal and regulatory framework applicable 

to the entity and how the entity is comply in g with that framework. 

Part 3 – Other Concepts 



 

www.auditguru.in                                                               2.14 

o E-The involvement of experts. 

 

QNO 
C2OC.060 

Overall Audit Strategy -- Sharing with Management                                              New Course -- (S17M) 

 W, the auditor of SKM Ltd asks its finance and audit head to prepare audit strategy for conducting audit 
of SKM Ltd. W also insist him to draw detailed audit procedures also. On the request of auditor W, 
complete audit strategy as well as audit procedures are prepared by finance head of the company. 
Subsequently, auditor realizes that effectiveness of the audit is compromised, and it was his 
responsibility to prepare the overall audit strategy. Comment. 

Answer 
 
 

 Discussing Elements of Planning with Management 

The auditor may decide to discuss elements of planning with the entity’s management to 
facilitatethe conduct and management of the audit engagement.For example - to coordinate 
some of the planned audit procedures with the work of the entity's  personnel. 
 

 Ultimate Responsibility of Auditor: 

Although these discussions of ten occur but the overallaudit strategy and the audit plan 
remainthe auditor's responsibility. When discussing matters about the overall audit strategyor 
audit plan, careis 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. For Example - discussing the 
nature and timing of detailed audit procedures with management may compromise the 
effectiveness of the audit by making the audit procedures too predictable. 
 

 Involvement of Engagement Partner & Other Key Members 

The engagement partner and other key membersof the engagement team shall be involved in 
planning the audit. The involvement of the engagement partner and other key members of the 
engagement team in planning the audit Rawson their experience thereby enhancing the 
effectiveness and efficiency of the planning process. 

 

Hence in the above case approach of W was wrong and he should have prepared overall audit 
strategy and detailed audit procedures. 

 

QNO 
C2OC.080 

Audit Program (Significant Points)   Old Course-(M18R) 
New Course (M19R/M19E/N19E) 

 Explain the significant points auditor would consider while developing an audit programme. 
OR 

Arpan Hospitals Ltd having Gross Professional Charges of Rs 50 crores is engaged in providing 
healthcare services. STP & Co., a firm of auditors is appointed as its auditors. Advise what special points 
to be kept in mind for the purpose of construction of an Audit programme. Explain. 

OR 
State what special points you would keep in mind for the purpose of construction of an Audit 
programme. Explain 

OR 
Discuss the points to be considered by auditor for the purpose of constructing an audit programme. 

Answer 
 
 

 Written Audit Programme: 
The audit or should prepare a written audit programme setting forth the procedures that are 
needed to implement the audit plan. 

 Audit Objective and Instruction to Assistants: 
The programme may also contain the audit objectives for each area and should have sufficient 
details to serve as a setofinstructionstotheassistantsinvolvedintheauditandasameanstocontrol 
the proper execution of the work. 

 Reliance on Internal Controls:  
In preparing the audit programme, the auditor, having an understanding of the accounting system 
and related internal controls, may wish to rely on carta in internal control sanded ermining the 
nature, timing and extent of required auditing procedures. The auditor may conclude that relying 
on certain internal controls is an effective and efficient way to conduct his audit.  
However, the auditor may decide not to rely on internal controls when there are other more 
efficient ways of obtaining sufficient appropriate audit evidence. The auditor should also consider 
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the timing of the procedures, the coordination of any assistance expected from the client, the 
availability of assistants, and the involvement of other auditors or experts. 

 Timings of Performance of Audit Procedures:  
The auditor normally has flexibility in deciding when to perform audit procedures. However, in 
some cases, the auditor may have no discretion as to timing, for example, when observing the 
taking of inventories by client personnel or verifying the securities and cash balances at the year-
end. 

 Continuous Audit Planning: 
The audit planning ideally commences at the conclusion of the previous year’s audit, and along 
with the related programme, it should be reconsidered for modification as the audit progresses. 
Such consideration is based on the auditor’s review of the internal control, his preliminary 
evaluation thereof, and the results of his compliance and sub stative procedures. 

OR 
 For the purpose of programme construction, the following points should be kept in mind: 

 Stay within the scope and limitation of the assignment. 
 Determine the evidence reasonably available and identify the best evidence for deriving the 

necessary satisfaction 
 Apply only those steps and procedures which are useful in accomplishing the verification 

purpose in the specific situation. 
 Consider all possibilities of error 
 Co-ordinate the procedures to be applied to related items. 

 Author’s Note 
The 2nd answer was provided by the institute in suggested answer of M19E & N19E. However, the 
earlier RTP’s have the 1st answer for similar questions. It is advisable to write the 1st answer. 

 

QNO  
C2OC.085 

Audit Programme (One Audit Program for All Not Practical)   Old Course-(M18R/N20R) 
New Course (M19R/N20R) 

 Evolving one audit programme applicable to all business under all circumstances is not practicable. 
Explain 

Answer 
 
 

 Businesses vary in nature, size and composition; work which is suitable to one business may not 
be suitable to others; efficiency and operation of internal controls and the exact nature of the 
service to be rendered by the audit or are the other factors that vary from assignment to 
assignment. On account of such variations, evolving one audit program applicable to all 
business under all circumstances is not practicable. 

 

 However, it becomes a necessity to specify in detail in the audit program the nature of work to 
be done so that no time will be wasted on matters not pertinent to the engagement and any 
special matter or any specific situation can be taken care of. 

 

QNO  
C2OC.087 

Variety of fields of Evidence (Examples) New Course -- (N20R) 

 
In most of the assertions much of the evidence be drawn and each one should be considered and 
weighed to ascertain its weight to prove or disprove the assertion. An auditor picks up evidence from a 
variety of fields. Analyse and explain with the help of examples. 

Answer (Shortcut – DPS2 mein IAS3) 
 

 Basic Principle 
In most of the assertions much of the evidence be drawn and each one should be considered and 
weighed to ascertain its weight to prove or disprove the assertion. In this process, an auditor 
would be in a position to identify the evidence that brings the highest satisfaction to him about 
the appropriateness or otherwise of the assertion. 

 Variety of Fields 
An auditor picks up evidence from a variety of fields and it is generally of the following broad 
types: 

 Documentary examination, 
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 Physical examination, 
 Statements and explanation of management, officials and employees, 
 Statements and explanations of third parties, 
 Arithmetical calculations by the auditor, 
 State of internal controls and internal checks, 
 Inter-relationship of the various accounting data, 
 Subsidiary and memorandum records, 
 Minutes, 
 Subsequent action by the client and by others. 

 Example 
 For cash in hand, the best evidence is ‘count’ 
 For investment pledged with a bank, the banker’s certificate. 
 For verifying assertions about book debts, the client’s ledger invoices, debit notes, credit 

notes, monthly accounts statement sent to the customers are all evidence: some of these are 
corroborative, other being complementary. In addition, balance confirmation procedure is 
often resorted to, to obtain greater satisfaction about the reliability of the assertion.  

 Conclusion 
The auditor, however, has to place appropriate weight on each piece of evidence and accordingly 
should prescribe the priority of verification. It is true that in all cases one procedure may not bring 
the highest satisfaction and it may be dangerous for the auditor to ignore any evidence that is 
available. By the word “available” we do not mean that the evidence available with the client is 
the only available evidence. The auditor should know what normally should be available in the 
context of the transaction having regard to the circumstances and usage. 

 

QNO  
C2OC.090 

Audit Program (Periodic Review) (S17M/M19R/S20M/S21M) 

 The utility of the audit programme can be retained and enhanced only by keeping the programme as 
also the client’s operations and internal control under periodic review so that inadequacies or 
redundancies of the programme may be removed. Explain 

Answer 
 
 

 Periodic Review of The Audit Program 

 Why Periodic Review 

There should be periodic review of the audit programme to assess whether the same 
continues to be adequate ephorate in in grecque site knowledge and evidence about the 
transactions. Unless this is done, any change in the business policy of the client may not be 
adequately known, and consequently, audit work may be carried on, on the basis of an 
obsolete programmed, for this negligence, the whole and it may be held as negligently 
conducted and the audit or may have to face legal consequences. 

 
 
 
 

 Example- 

 If the audit programme for the audit of a branch of a financing house, drawn up a 
number of years ago, fails to take into consideration that the previous policy of 
financing of a vehicle has been changed to financing of real estate acquisition, the 
whole audit conducted thereunder would be entirely misdirected and may even 
result into nothing more than a farce. [Pacific Acceptance Corporation Ltd. v. 
Forsyth and Others.] 
 

 Changes in operation and ICS 

The utility of the audit programmer can be retained and enhanced only by keeping the 
programmer as also the client’s operations and internal control under periodic view so 
that inadequacies or redundancies of the programmer may be removed. However, as a 
basic feature, audit programme not only lists that as Kato be carried out but also contains 
a few relevant in strictions, like the extent of checking, the sampling plan, etc. 

 

 Rigidity 

So long as the programme is not officially changed by the principal, every assistant 
deputed on the job should unfailingly carry out the detailed works according to the 
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instructions governing the work. Many persons believe that this brings an element of 
rigidity in the audit programme. This is not true provided the periodic review is undertaken 
to keep the programme as up to date as possible and by encouraging the assistants on the 
job to observe all salient features of the various accounting functions of the client. 

 

QNO  
C2OC.100 

Advantages/Disadvantages of Audit 
Programme 

Old Course-(P16M/M17R/M18R/N18M/N18E/N19R/N21R) 
New Course-(N18E/M19R/N19R/N21R) 

 All the disadvantages of audit program may be eliminated by imaginative supervision of the work 
carried on by the assistants. Explain stating the advantages and Disadvantages of an audit program. 

OR 
“All the disadvantages of audit program may be eliminated by imaginative supervision of the work 
carried on by the assistants, the auditor must have a receptive attitude as regards the assistants; the 
assistants should be encouraged to observe matters objectively and bring significant matters to the 
notice of supervisor/principal.” Explain stating the advantages and disadvantages of an audit program. 

OR 
Surya and Chand Ltd is a manufacturing company engaged in the production of miscellaneous electrical 
goods. Trilithon and Co. has been appointed as the auditors to carry out its audit. Auditor thinks that 
Planning an audit would involve establishing the overall audit strategy for the engagement and 
developing an audit plan. Also, Adequate planning benefits the audit of financial statements in several 
ways. Analyse and Advise explaining the benefits of adequate planning. 

OR 
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. Discuss 

OR 
Explain the benefits of planning in the audit of financial statements. 

Answer 
 
 

 Advantages & Disadvantages of Audit Programme 
 Advantages 

 provides the assistant carrying out the audit with total and clear set of instructions 
of the work generally to be done. 

 Selection of assistants for the jobs on the basis of capability becomes easier when 
the work is rationally planned, defined and segregated. 

 Without a written and pre-determined programme, work is necessarily to be carried 
out on the basis of some ‘mental’ plan. In such a situation, there is always a danger 
of ignoring or overlooking certain books and records. Under a properly framed 
programme, the danger is significantly less, and the audit can proceed 
systematically. 

 The assistants, by putting their signature on programme, accept the responsibility 
for the work carried out by them individually and, if necessary, the work done may 
be traced back to the assistant. 

 Helping the auditor to devote appropriate attention to important areas of the audit. 

 Helping the auditor identify and resolve potential problems on a timely basis. 

 Assisting, where applicable, in coordination of work done by auditors of components 
and experts. 

 The principal can control the progress of the various audits in hand by examination 
of audit programmes initiated by the assistants deputed to the jobs for completed 
work. 

 It serves as a guide for audits to be carried out in the succeeding year. 

 A properly drawn up audit programme serves as evidence in the event of any charge 
of negligence being brought against the auditor. It may be of considerable value in 
establishing that he exercised reasonable skill and care that was expected of 
professional auditor. 
 

 Disadvantages 

 The work may become mechanical and particular parts of the programme may be 
carried out without any understanding of the object of such parts in the whole audit 
scheme. 
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 The programme often tends to become rigid and inflexible following set grooves; 
the business may change in its operation of conduct, but the old programme may still 
be carried on. Changes in staff or internal control may render precaution necessary 
at points different from those originally decided upon 

 Inefficient assistants may take shelter behind the programme i.e., defend 
deficiencies in their work on the ground that no instruction in the matter is 
contained therein. 

 A hard and fast audit programme may kill the initiative of efficient and enterprising 
assistants 

 Author’s Note 
 

Advantages & Disadvantages of planning  
 

Advantages:- appropriate selection & assignment of work / responsibility & accountability of work 
delegated improves / clear set of instructions to juniors / systematic plan with proper emphasis on 
important areas / less chances of overlooking  

e.g. EPS checking omitted / identify & resolve potential problems  
e.g. need of expert in inventory determination & valuation / helps in co-ordination with other auditors 
/supervising audit work / helps in controlling / serves as guide  
succeeding years / serves as evidence in case of charge against negligence. 

 

Disadvantages: -Fixed Pattern Not Applicable/ Rigid/ Mechanical / Good for inefficient assistants /Bad for 
efficient assistants. 
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QNO 
230.01 

Audit Documentation- Master Answer-Meaning, 
Nature and Purpose 

Old Course - (P16M/N16R/M19R) 
New Course - (S17M/N18M/M19R/N19R/S20M) 

 

Define audit documentation. Also give some examples. 
OR 

The audit working papers constitute the link between the auditor’s report and the client’s records. Explain 
clearly stating the definition and purpose of audit documentation 

OR 
Audit documentation provides evidence of the auditor’s basis for a conclusion about the achievement of 
the overall objectives of the auditor and evidence that the audit was planned and performed in 
accordance with SAs and applicable legal and regulatory requirements. Explain stating clearly purpose of 
audit documentation. 

OR 
Audit Working Papers. 

OR 
Discuss the meaning and nature of Audit Documentation. 

OR 
The audit working papers constitute the link between the auditor’s report and the client’s records. Explain 
clearly stating the definition and purpose of audit documentation. 

Answer 
 
 

 Definition 

 The record of audit procedures performed, (Test of Controls / Substantive Procedures) 
 Relevant audit evidence obtained, and (Oral / Visual / Documentary) 
 Conclusions the auditor reached(Modified or Unmodified) 

                              (Terms such as “working papers” or “work papers” are also sometimes used). 
 

 Examples 

 Audit documentation may be recorded on paper or on electronic or other media.  
 Examples of audit documentation include: 

 Audit programmes. (At initial stages) 

 Checklists. (While Performing Audit) 

 Analyses. (Throughout the audit) 

 Issues memoranda. (Unresolved matters between auditor & client) 

 Summaries of significant matters. (Significant Risk / Significant Difficulties / Material 
Misstatements etc.)  

 Correspondence (including e-mail) concerning significant matters. 

 Letters of confirmation and representation. (Taken near end of the audit) 

 Author’s note 
If question talks about purpose follow CNO-230.03 

 

QNO 
230.03 

Working Papers (Master Answer)- 
Importance/Purpose/ Advantages 

Old Course -- (P16M/M16M/N17R/M21M/M21R) 
New Course – (M21M/M21R) 

 

Explain in briefly the utility of Working Papers to an auditor. 
OR 

Importance of Working Papers. 
OR 

Explain the advantages of Audit Working Papers. 
OR 

Audit Working Papers are the record of audit procedures performed, relevant audit evidence obtained, 

CHAPTER 

        3 
 

  AUDIT DOCUMENTATION AND AUDIT EVIDENCE 

Part 1 -- [SA 230] AUDIT DOCUMENTATION 
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and conclusions the auditor reached. Explain stating meaning and advantages of working papers. 
OR 

What are audit working papers and why should they be carefully preserved by the Auditor?  

Answer 
 
 

 Audit Working Papers: 
Meaning 
As per SA 230 “Audit Documentation”, Audit Working Papers are the record of audit procedures 
performed, relevant audit evidence obtained, and conclusions the audit or reached. 
 

 Ownership of Working Papers: 
Working papers are the property of the auditor and he may, at his discretion, make portions of or 
extracts from his working papers to his client. 
 

 Custody of Working Papers: 
The auditor should adopter as on able procedures or safe custody and confidentiality of his 
working papers 

 

 Advantages of Audit Working Papers 
 

Basic purpose 
Working papers are the- 

 Evidence that the audit was planned and performed in accordance with SAs and applicable 
legal and regulatory requirements. 

 Evidence of the auditor’s basis for a conclusion about the achievement of the overall 
objective of the auditor; and 

 

Additional purpose 
 Besides they serve a number of additional purposes, including the following: 

 Assisting the engagement team to plan and perform the audit. 

 Assisting members of the engagement team responsible for super vision 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. 

 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, 
regulatory or other requirements. 

 Retaining a record of matters of continuing significance to future audits. 
 

 Property 
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”, issued by 
the Institute, provides that, unless otherwise specified by law or regulation, working papers are 
the property of the auditor. He may at his discretion, make portions of, or extracts from, working 
papers 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. 

 

 Retention of working papers: 
Working papers should be retained, long enough, fora period of time sufficient to meet the needs
of his practice and satisfy any legal or professional requirement of record retention. SQC 1 
requires firm steamtables policies and procedures for the retention of engagement
documentation. The retention period for audit engagements 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. 

 Author’s Note 
This is a master answer of Working Papers. Students are advised to write the appropriate part of the 
answer as per the requirements of the question 

 

QNO 

230.04 

Important matters to be recorded while 
documenting NTE of Audit Procedures 

(M21R) 
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While documenting the nature, timing and extent of audit procedures performed in case of audit of PQR 
Ltd, explain the important matters its auditor should record. 

Answer In documenting the nature, timing and extent of audit procedures performed, the auditor of PQR Ltd 
shall record: 
(i) The identifying characteristics of the specific items or matters tested. 
(ii) Who performed the audit work and the date such work was completed; and 
(iii) Who reviewed the audit work performed and the date and extent of such review. 

 
 

QNO 
230.05 

Ownership of Working 
Paper(Handover Case) 

Old Course -- (P16M) 
New Course – Relevant, Concept Covered in New Course SM 

 

M/s Health Zone, a partnership firm, running a nursing home have decided to discontinue you as an 
auditor for the next year and requests you to handover all the relevant working papers of the previous 
year. 

OR 
R.K. & Company are the auditors of PQR Company Ltd. The Managing Director of the Company demands 
copies of the working papers from the auditors. Are the auditors bound to oblige the Managing Director? 

Answer 
 
 

 Ownership of Working Papers: 
 As per SA 230 on “Audit Documentations” the working papers are the property of the 

auditor and the audit or has right to retain them. He maya this discretion can make 
available working papers to his client. The auditor should retain them long enough to 
meet the needs of his practice and legal or professional requirement. 

 Working papers are the important records of the auditor. They serve as evidence of the 
auditor’s exercise of due care and conclusion reached regarding significant matters. The 
client does no have a right to access the working papers and it is up to the discretion of 
the audit or to make them available or not to others including the client. 

 

 Conclusion 
Hence in the instant case, management of M/s Health Zone can’t in sist up on the auditor to 
handover the working papers of the previous year. 

 

QNO 
230.07 

Ownership of Working Paper Branch Auditor Vs 
Company Auditor 

Old Course - (P16M/N19E/M21M) 
New Course - (M21M) 

 

Should branch auditor of a company comply with the request of the principal auditor of the company to 
give photocopy of the working papers pertaining to the branch audit? Explain. 

Or 
The working papers of the branch auditor are also the property of the Principal Auditor and the 
Management of the Company, so they have right to access them. State the relevant SA and comment. 

Answer 
 
 

Ownership of Working Papers: 
As per SA 230 “Audit Documentation”, working papers are the property of the auditor. He may at his 
discretion, make available portions or extracts from his working paper to his client. The auditor should 
adopt reasonable procedure elf or custody and confidentiality of his working papers. 
 

An auditor is not required to provide the clients or other auditors’ access to his working papers. 
 

Main auditor of the company does no have right of access to the working papers of the branch auditor. 
In the case of a company, the main audit or has to consider the report of the branch auditor and has a right 
to seek clarification and to visit the branch but can not ask for the copy of working paper and therefore, 
the branch auditor is under no compulsion to give photo copies of his working paper to the principal 
auditor. 

 

QNO 
230.13 

Factor affecting - Form / Content / Extent Old Course - (P16M/N18E/M19R) 
New Course - (M19M) 

 
Discuss with reference to SA-230, factors affecting form, contents and extent of audit documentation. 

OR 
State the factors affecting form, content and extent of working papers. 
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Answer 
 
 

 The form, content and extent of audit documentation depend on factors such as: 
 The size and complexity of the entity. (↑Size ↑Extent, ↑Complexity ↑ Extent) 
 The identified risks of material misstatement. (↑Risk ↑Extent) 
 The nature of the audit procedures to be performed. (Test of controlsFlow Charts 

Content / Analytical Procedures Graphs & Ratios) 
 The audit methodology and tools used. (Manual Inspection of RecordsPhysical Form / 

CAATElectronic Form) 
 The significance of the audit evidence obtained. (High Court Order of 

AmalgamationPhotocopy Document Form / Regular Purchase OrderInspection + 
recorded PO number) 

 The nature and extent of exceptions identified. (fraud + materialExtent ↑ / error + 
materialExtent ↓) 

 The need to document a conclusion or the basis for a conclusion not readily determinable 
from the documentation of the work performed or audit evidence obtained.(Complex 
workingDetailed Calculation will be covered in content / Simple Only references will be 
given in content) 

 Author’s Note 
 

The above points are in the flow of audit process: 
As auditor reaches premises of client, he will know size &idea of complexity Risk Assessment 
Audit Procedures Audit Methodology Significance of Audit Evidence Exceptions Basis of 
Conclusion 

 

QNO 
230.15 

Assembly of Audit File                                                                            (M18M/M19M/N19R/N19E) 

 

The auditor shall assemble the audit documentation in an audit file and complete the administrative 
process of assembling the final audit file on a timely basis after the date of the auditor’s report. Discuss 

OR 
SQC 1 requires firms to establish policies and procedures for the timely completion of the assembly of 
audit files. Explain 

OR 
Briefly explain the policies and procedures of assembling the final audit file on a timely basis after the 
date of auditor's report under SQC-1.  

Answer 
 
 

 What is done in assembly? 

 The completion of the assembly of the final audit file after the date of the auditor’s report is 
an administrative process that does not involve the performance of new audit procedures 
or the drawing of new conclusions. 

 Changes may, however, be made to the audit documentation during the final assembly 
process if they are administrative in nature. Examples of such changes include: 

 Deleting or discarding superseded documentation. 

 Sorting, collating and cross-referencing working papers. 

 Signing off on completion check lists relating to the file assembly process. 

 Documenting audit evidence that the auditor has obtained, discussed and agreed 
with the relevant members of the engagement team before the date of the 
auditor’s report. 
 

 When to assemble? 

The auditor shall assemble the audit documentation in an audit file and complete the administrative 
process of assembling the final audit file on a timely basis after the date of the auditor’s report. 

 

 Completion? 

SQC 1 requires firms to establish policies and procedures for the timely completion of the assembly 
of audit files. An appropriate time limit within which to complete the assembly of the final audit file 
is ordinarily not more than 60 days after the date of the auditor’s report. 
 

 What after assembly? 

After the assembly of the final audit file has been completed, the audit or shall not delete or discard 
audit documentation of any nature before the end of its retention period. 
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 Retention Period 

SQC 1 requires firms to establish policies and procedures for the retention of engagement 
documentation. The retention period for audit engagements 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. 

 

CNO 
230.17 

Completion Memorandum – Audit Documentation 
Summary 

Old Course – (M20M) 
New Course - (S17M/M19E/M20M/S20M) 

 

Audit documentation summary may facilitate effective and efficient reviews and inspections of the audit 
documentation, particularly for large and complex audits. Explain. 

OR 
"Completion Memorandum" is helpful as part of the audit documentation. Explain 

Answer 
 
 

 The auditor “may” consider it helpful to prepare and retain as part of the audit documentation a 
summary (sometimes known as a completion memorandum) that describes  

 The significant matters identified during the audit and how they were addressed, or  
 that includes cross- references to other relevant supporting audit documentation that provides 

such information.  
 

 Such a summary may facilitate effective and efficient reviews and inspections of the audit 
documentation, particularly for large and complex audits. Further, the preparation of such a summary 
may assist the auditor’s consideration of the significant matters.  

 It may also help the auditor to consider whether, in light of the audit procedures performed and 
conclusions reached, there is any individual relevant SA objective that the auditor cannot achieve that 
would prevent the auditor from achieving the overall objectives of the auditor 

 

QNO 
230.19 

Judging the Significance of a Matter & Which is important for 
Documentation                                                    

Old Course – (N20M) 
New Course – (M19R/N20M/N20R) 

 
Judging the significance of a matter requires an objective analysis of the facts and circumstances. 
Documentation of the professional judgments made, where significant, serves to explain the auditor’s 
conclusions and to reinforce the quality of the judgment. Explain with the help of examples. 

Answer 
 
 

 Judging the significance of a matter requires an objective analysis of the facts and 

circumstances. 

 Examples of significant matters include: 

 Matters that give rise to significant risks. 

 Circumstances that cause the auditor significant difficulty in applying necessary 
audit procedures. 

 Results of audit procedures indicating: 
o a need to revise the auditor’s previous assessment of the risks of material 

misstatement and the auditor’s responses to those risks. 
o that the financial statements could be materially misstated, or  

 Findings that could result in a modification to the audit opinion or the inclusion of 
an Emphasis of Matter Paragraph in the auditor’s report. 

 

 Documentation depends on Professional Judgement 

 An important factor in determining the form, content and extent of audit documentation of 
significant matters is the extent of professional judgment exercised in performing the work 
and evaluating the results.  

 Documentation of the professional judgments made, where significant, serves to explain 
the auditor’s conclusions and to reinforce the quality of the judgment. Such matters are of 
particular interest to those responsible for reviewing audit documentation, including those 
carrying out subsequent audits, when reviewing matters of continuing significance (for 
example, when performing a retrospective review of accounting estimates). 
 

 Examples of Professional Judgement:(SAF – Subjective, Authenticity, Factors) 
Some examples of circumstances in which it is appropriate to prepare audit documentation 
relating to the use of professional judgment include, where the matters and judgments are 
significant: 
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 Subjective -The basis for the auditor’s conclusion on the reasonableness of areas 
of subjective judgments(for example, the reasonableness of significant accounting 
estimates). (SA 540) 

 Authenticity -The basis for the auditor’s conclusions about the authenticity of a 
document when further investigation (such as making appropriate use of an 
expert or of confirmation procedures) is undertaken in response to conditions 
identified during the audit that caused the auditor to believe that the document 
may not be authentic. (SA 240) 

 Factors -The rationale for the auditor’s conclusion when a requirement provides 
that the auditor ‘shall consider’ certain information or factors, and that 
consideration is significant in the context of the particular engagement. (SA 600 & 
SA 620) 

 

QNO 
230.21 

Rights of the auditor/  Lien ( Theory) Old Course – (P16M/N20E) 
New Course – (M19E) 

 

Though legally auditor may exercise right of Lien in case of companies, it is mostly impracticable  for 
legal and practicable constraints. Do you agree? 

Or 
Write a short note on Auditor’s Lien. 

Or 
CA David was the auditor of Wood-pack Lid, for the year 2018-19. The company has failed to pay the 
dues of CA David; hence he is contemplating on retaining the books & documents of the company that 
are in his possession. Is the action of CA David valid? If yes, what are the conditions that should be 
looked into before retaining the books and documents of the client? 

Answer 
 
 

 General Principles of Law  
 

Person with lawful possession of property and worked on it, can exercise lien for non-payment of 

his dues – Same logic can be applied to Client Books 
 

Detail Text 
In terms of the general principles of law, any person having the lawful possession of somebody else’s 
property, on which he has worked, may retain the property for non-payment of his dues on account of 
the work done on the property. On this premise, auditor can exercise lien on books and documents 
placed at his possession by the client for non-payment of fees, for work done on the books and 
documents. 
 

 ICAEW Conditions 
The Institute of Chartered Accountants in England and Wales has expressed a similar view on 

the following conditions: – 

 Auditor Can exercise lien subject to Conditions – Possession as per Authority of Client / 

Documents belong to Client / Client Owes Money / Fees Money is Connected with Work on those 

documents. 
 

Detail Text 
Auditor can exercise lien on books and documents placed at his possession by the client for non-payment 
of fee for work done on the following conditions: 

 Documents retained must belong to the client who owes the money; 
 Documents must have come into possession of the auditor on the authority of the client; 
 The auditor can retain the documents only if he has done work on the documents assigned to 

him; 
 Such documents can be retained which are connected with the work on which fees have not 

been paid. 
 

 Books should be kept at registered, office / So it is impractical for auditor to keep 

possession / Company has to allow access to auditor / directors / authorised persons.  

Under section 128 of the Act, books of account of a company must be kept at the registered office. 
These provisions ordinarily make it impracticable for the auditor to have possession of the books 
and documents. The company provides reasonable facility to auditor for inspection of the books of 
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account by directors and others authorised to inspect under the Act. 
 

 Conclusion 

Taking an overall view of the matter, it seems to be correct that though legally, auditor may exercise 
right of lien in cases of companies, it is mostly impracticable for legal and practicable constraints. 

 

QNO 
230.30 

Documenting every matter considered & separate 
documentation showing compliance of SA not required 
#Unique 

New Course – (N21M) 

 

Audit documentation provides evidence that the audit complies with SAs. However, it is neither 
necessary nor practicable for the auditor to document every matter considered. Further, it is 
unnecessary for the auditor to document separately compliance with matters for which compliance is 
demonstrated by documents included within the audit file. Explain giving examples 

Answer 
 
 

Audit documentation provides evidence that the audit complies with SAs. However, it is neither necessary 
nor practicable for the auditor to document every matter considered, or professional  judgment made, in 
an audit. Further, it is unnecessary for the auditor to document separately (as in a checklist, for example) 
compliance with matters for which compliance is demonstrated by  documents included within the audit 
file. For example: 
 The existence of an adequately documented audit plan demonstrates that the auditor has planned the 

audit. 
 

 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, those charged with 
governance. 
 

 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. 

 
 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 

 Similarly, that the engagement partner has taken responsibility for the direction, supervision 
and performance of the audit in compliance with the SAs may be evidenced in a number of 
ways within the audit documentation. This may include documentation of the engagement 
partner’s timely involvement in aspects of the audit, such as participation in the team
discussion required by SA 315 

 
TRUE AND FALSE 

TNO- SA 230- 1 

 Audit documentation is a substitute for the entity’s accounting records. 

Answer 
 
 

Incorrect 

The auditor may include copies of the entity’s records (for example, significant and specific contracts and 
agreements) as part of audit documentation. Audit documentation is not a substitute for the entity’s 
accounting records. 

 

TNO- SA 230- 2 

 As per SA 230 on Audit Documentation, the working papers are not the property of the auditor. 

Answer Incorrect 
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 As per SA 230 on “Audit Documentation” the working papers are the property of the auditor and the auditor 
has right to retain them. He may at his discretion can make available working papers to his client. The 
auditor should retain them long enough to meet the needs of his practice and legal or professional 
requirement. 

 

TNO- SA 230 - 3 

 

Mr. A is a statutory auditor of ABC Ltd. The branch of ABC Ltd. is audited by Mr. B, another Chartered 

Accountant. Mr. A requests for the photocopies of the audit documentation of Mr. B pertaining to the 

branch audit. 

Answer 
 
 

Incorrect 

SA 230 issued by ICAI on Audit Documentation, and “Standard on Quality Control (SQC) 1, provides that, 
unless otherwise specified by law or regulation, 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. 

 

TNO- SA 230 - 4 

 
The Audit Engagement documentations should ordinarily be retained by the auditor for minimum of six 

years from the date of the auditor's report or the date of the group auditor's report, whichever is later 

Answer 
 
 

Incorrect 

SQC 1 requires firms to establish policies and procedures for the retention of engagement documentation. 
The retention period for audit engagements 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. 

 

TNO- SA 230 - 5 

 

An appropriate time limit within which to complete the assembly of the final audit file is ordinarily not 

more than 30 days after the date of the auditor’s report. 

OR 

SQC1 requires engagement partner to establish policies and procedures for the timely completion of the 

assembly of audit files. An appropriate time limit within which to complete the assembly of the final audit 

file is ordinarily not more than 30 days after the date of the auditor’s report. 

Answer 
 
 

Incorrect 

SQC 1 “Quality Control for Firms that perform Audits and Review of Historical Financial Information, and 
other Assurance and related services”, requires firms to establish policies and procedures for the timely 
completion of the assembly of audit files. An appropriate time limit within which to complete the assembly 
of the final audit file is ordinarily not more than 60 days after the date of the auditor’s report. 
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QNO 
330.01 

Which control to test Old Course - (M16M/N20R) 
New Course - (N20R) 

 
The auditor shall design and perform tests of controls to obtain sufficient appropriate audit evidence as to 
the operating effectiveness of relevant controls. 

Answer 
 
 

 Tests of Controls:  
 The auditor shall design and perform tests of controls to obtain sufficient appropriate audit evidence 

as to the operating effectiveness of relevant controls when- 

 The auditor’s assessment of risks of material misstatement at the assertion level includes 
an expectation that the controls are operating effectively (i.e., the auditor intends to rely 
on the operating effectiveness of controls in determining the nature, timing and extent of 
substantive procedures); or 

 Substantive procedures alone cannot provide sufficient appropriate audit evidence at the 
assertion level. A higher level of assurance may be sought about the operating effectiveness 
of controls when the approach adopted consists primarily of tests of controls, in particular 
where it is not possible or practicable to obtain sufficient appropriate audit evidence only 
from substantive procedures 

 

QNO 
330.03 

Test of Controls & Substantive Tests Old Course - (P16M/N16R) 

 
Explain the test of controls and substantive procedures as audit procedure of obtaining sufficient 
appropriate audit evidence for forming an audit opinion. 

Answer  TOC & SAP for SAAE 
Auditor should obtain sufficient and appropriate audit evidence and test them before framing an 
opinion about the assertions the financial statements reveal. For this, the auditor checks evidences 
through (a) Test of Controls and (b) Substantive Procedure. 

 
 TOC – DEFINITION 

According to SA 330 “The Auditor’s Responses to Assessed Risks”, ‘test of controls’ means an audit 
procedure designed to evaluate the operating effectiveness of controls in preventing, or detecting 
and correcting, material misstatements at the assertion level. 

 
 TOC-WHICH CONTROLS TO TEST? 

The auditor shall design and perform tests of controls to obtain sufficient appropriate audit evidence 
as to the operating effectiveness of relevant controls when: 
(i) The auditor’s assessment of risks of material misstatement at the assertion level includes an 
expectation that the controls are operating effectively (i.e., the auditor intends to rely on the 
operating effectiveness of controls in determining the nature, timing and extent of substantive 
procedures); or 
(ii) Substantive procedures alone cannot provide sufficient appropriate audit evidence at the 
assertion level. 

 
 SAP DEFINITION 

SA 330 further explains the ‘substantive procedure’ as an audit procedure designed to detect material 
misstatements at the assertion level. Substantive procedures comprise: 
(i) Tests of details (of classes of transactions, account balances, and disclosures), and 
(ii) Substantive analytical procedures. 

 
 SAP FOR MATERIAL ITEMS 

Irrespective of the assessed risks of material misstatement, the auditor shall design and perform 
substantive procedures for each material class of transactions, account balance, and disclosure. 

 
 

Part 2 -- [SA 330] THE AUDITOR RESPONSE TO ASSESSED RISK 
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 SAP & EXTERNAL CONFIRMATION 
The auditor shall consider whether external confirmation procedures are to be performed as 
substantive audit procedures. 

 

 

QNO 
330.05 

Determining the extent of tests of controls Old Course - (M17R/M21E) 
New Course - (N20R) 

 

Discuss the matters the auditor may consider in determining the extent of tests of controls. 
OR 

When more persuasive audit evidence is needed regarding the effectiveness of a control, it may be 
appropriate to increase the extent of testing of the control as well as the degree of reliance on controls. 
Discuss the matters the auditor may consider in determining the extent of test of controls. 

Answer 
 
 

 
 
 
 

 When more persuasive audit evidence is needed regarding the effectiveness of a control, it may be 
appropriate to increase the extent of testing of the control as well as the degree of reliance on controls. 
Matters the auditor may consider in determining the extent of tests of controls include the following: 

 

FLERT 
 

 F - The Frequency of the performance of the control by the entity during the period. (Stock count 
is weekly Vs Fixed asset count is half yearly) 

 L - The Length of time during the audit period that the auditor is relying on the operating 
effectiveness of the control. (More time more checking) 

 E - The Expected rate of deviation from a control. (If expected rate is very close to tolerable rate 
of deviation then we have to check more of that control, to extra sure) 

 R - The Relevance and reliability of the audit evidence to be obtained regarding the operating 
effectiveness of the control at the assertion level. (Double payment is big risk so software feature 
to detect same number of PO is relevant, so check more) 

 T -The extent to which audit evidence is obtained from Tests of other controls related to the 
assertion. (If other controls on that assertion are not effective do more checking here) 

 Author’s Note  

 Shortcut to remember 
FLERT 

 

QNO 
330.07 

Tests of Control- Definition – 
How to check 

Old Course - (P16M/N17R/M19E) 
New Course – Relevant, Concept Covered in New Course SM 

 Why Test of Controls are performed? Also explain what it includes. 

Answer 
 
 

 Tests of Control:  
 Tests of control are performed to obtain audit evidence about the effectiveness of the – 

 design of the accounting and internal control systems, that is, whether they are suitably 
designed to prevent or detect and correct material misstatements; and 

 operation of the internal controls throughout the period. 
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 Tests of control include tests of elements of the control environment where strengths in the 
control environment are used by auditors to reduce control risk. 

 

 Tests of control may include: 

 Inspection of documents supporting transactions and other events to gain audit 
evidence that internal controls have operated properly, for example, verifying that a 
transaction has been authorised. 

 Inquiries about, and observation of, internal controls which leave no audit trail, for 
example, determining who actually performs each function and not merely who is 
supposed to perform it. 

 Re-performance of internal controls, for example, reconciliation of bank accounts, to 
ensure they were correctly performed by the entity. 

 Testing of internal control operating on specific computerised applications or over the 
overall information technology function, for example, access or program change 
controls. 

 

QNO 
330.09 

Using Audit Evidence Obtained in Previous Audit Old Course - (M18E/N19E) 
New Course - (N19E) 

 

What are the considerations for an auditor regarding the operating effectiveness of controls using audit 
evidence obtained in previous audits? 

OR 
Discuss the various points which auditor needs to consider in determining whether it is appropriate to use 
audit evidence about operating effectiveness of controls obtained in previous audit, and if so, the length of 
the time period that may elapsed before retesting. 

 

 Factors 
In determining whether it is appropriate to use audit evidence about the operating effectiveness of 
controls obtained in previous audits, and, if so, the length of the time period that may elapse before 
retesting a control, the auditor shall consider the following:  

 

CPM @ MCG  
 

 The effectiveness of other elements of internal control, including the Control environment, the 
entity’s monitoring of controls, and the entity’s risk assessment process;  
(Poor attitude of management towards internal control system is encouragement to wrong 
doers) 
 

 The risks arising from the characteristics of the control, including whether it is Manual or 
automated;  

 (Quotation Selection & Issuing PO is subjective matter and depends on approving 
authority, behavior can change over period of time) 

 

 The effectiveness of General IT-controls;  
 (Purchase entries are ID restricted, but people use each other’s computer, and they 
know username passwords) 

 

 The effectiveness of the control and its application by the entity, including the nature and extent 
of deviations in the application of the control noted in previous audits, and whether there have 
been Personnel changes that significantly affect the application of the control;  

 (Purchase & Store Manager Retired at the beginning of the year, they were replaced 
my new comers) 

 

 Whether the lack of a change in a particular control poses a risk due to Changing circumstances; 
and          (GST) 

 

 The risks of Material misstatement and the extent of reliance on the control.  
                (Higher risk less reliance on previous year evidence) 
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QNO 
330.11 

TOC & Preliminary Risk Assessment of Controls 
#Unique 

Old Course -- (N19R) 
New Course -- (N19R) 

 

Based on the results of the tests of control, the auditor should evaluate whether the internal controls are 
designed and operating as contemplated in the preliminary assessment of control risk. Analyse and Explain. 

OR 
While obtaining audit evidence about the effective operation of internal controls, the auditor considers 
how they were applied, the consistency with which they were applied during the period and by whom they 
were applied. The concept of effective operation recognises that some deviations may have occurred. 
Analyse and Explain. 

Answer 
 
 

 TOC Focus 
While obtaining audit evidence about the effective operation of internal controls, the auditor 
considers by whom they were applied, how they were applied, the consistency with which they were 
applied during the period. 

 

 Deviations 
 The concept of effective operation recognizes that some deviations may have occurred. 

Deviations from prescribed controls may be caused by such factors as changes in key personnel, 
significant seasonal fluctuations in volume of transactions and human error. 

 When deviations are detected the auditor makes specific inquiries regarding these matters, 
particularly, the timing of staff changes in key internal control functions. The auditor then 
ensures that the tests of control appropriately cover such a period of change or fluctuation. 

 

 Impact on Preliminary Risk Assessment of Control Risk 
 Based on the results of the tests of control, the auditor should evaluate whether the internal 

controls are designed and operating as contemplated in the preliminary assessment of 
control risk.  

 The evaluation of deviations may result in the auditor concluding that the assessed level of 
control risk needs to be revised. In such cases, the auditor would modify the nature, timing 
and extent of planned substantive procedures. 

 Before the conclusion of the audit, based on the results of substantive procedures and other 
audit evidence obtained by the auditor, the auditor should consider whether the assessment 
of control risk is confirmed. In case of deviations from the prescribed accounting and internal 
control systems, the auditor would make specific inquiries to consider their implications.  

 Where, on the basis of such inquiries, the auditor concludes  

 that the deviations are such that the preliminary assessment of control risk is not 
supported, he would amend the same unless the audit evidence obtained from 
other tests of control supports that assessment.  

 Where the auditor concludes that the assessed level of control risk needs to be 
revised, he would modify the nature, timing and extent of his planned substantive 
procedures. 

 

 Procedural tests and examination in depth 
 It has been suggested that actual operation of the internal control should be tested by the 

application of procedural tests and examination in depth.  
 Procedural tests simply mean testing of the compliance with the procedures laid down by 

the management in respect of initiation, authorization, recording and documentation of 
transaction at each stage through which it flows. 

 

QNO 
330.13 

Specific inquiries by auditor when deviations from 
controls are detected 

Old Course - (M19R/ N20E/M21M) 
New Course - (S17M/M18E/S20M/M21M) 

 

XYZ & Associates, Chartered Accountants, while evaluating the operating effectiveness of internal controls, 
detects deviation from controls.  In such a situation, state the specific inquiries to be made by an auditor to 
understand these matters and their potential consequences. 

OR 
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 Explain. 
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Answer 
 
 

     
 

 

 

 

 

 

 

 

 

 

 

 Deviations Detected 

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: 

 The tests of controls that have been performed provide an appropriate basis for reliance on 
the controls; (Sample rate of deviation was 8% and tolerable rate is also 10%, so it is 
appropriate basis to rely on controls, if sample rate of deviation would have been higher than 
10% then it would not be reliable control) 

 Additional tests of controls are necessary; or (If junior officers’ signature is obtained in 20% 
bills, check whether rate and quality was appropriate in such bills) 

 (c)The potential risks of misstatement need to be addressed using substantive procedures. 
(If controls are not reliable auditor will have to work on substantive procedures) 

 

 

QNO--  
330.14 

Testing of actual operation of the internal control- Procedural tests 
and Examination in depth- Example - Procedure for sales.  

Old Course -- (S20M/M20R/N20E) 
New Course – (M20R) 

 
It has been suggested that actual operation of the internal control should be tested by the application of 
procedural tests and examination in depth. Explain with the help of example in respect of the procedure for 
sales. 

Answer 
 

 

 It has been suggested that actual operation of the internal control should be tested by the application of 
procedural tests and examination in depth. Procedural tests simply mean testing of the compliance with 
the procedures laid down by the management in respect of initiation, authorisation, recording and 
documentation of transaction at each stage through which it flows. 
 

 For example, the procedure for sales requires the following: 
 Before acceptance of any order the position of inventory of the relevant article should be known to 

ascertain whether the order can be executed in time. 
 An advice under the authorisation of the sales manager should be sent to the party placing the 

order, internal reference number, and the acceptance of the order. This advice should be prepared 
on a standardised form and copy thereof should be forwarded to inventory section to enable it to 
prepare for the execution of the order in time. 

 The credit period allowed to the party should be the normal credit period. For any special credit 
period a special authorisation of the sales manager would be necessary. 

 The rate at which the order has been accepted and other terms about transport, insurance, etc., 
should be clearly specified. 

 Before deciding upon the credit period, a reference should be made to the credit section to know 
the creditworthiness of the party and particularly whether the party has honoured its commitments 
in the past. 

 

QNO 
330.15 

Substantive Procedures Old Course - (N19E/M21E) 
New Course - (S17M/N18E/S20M) 

 
A multinational co. wants to appoint you to carry the statutory audit.” Discuss with reference to SA 330 the 
substantive procedures to be performed to assess the risk of material misstatement. 

OR 
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While carrying out the statutory audit of a large entity, what are the substantive procedures to be 
performed to assess the risk of material misstatement? 

OR 
Irrespective of the assessed risks of material misstatement, the auditor shall design and perform 
substantive procedures for each material class of transactions, account balance, and disclosure. Analyse 
and explain. 

Answer 
 
 

 Substantive Procedures for Material Items 
Designing and Performing Substantive Procedures Irrespective of the assessed risks of material 
misstatement, the auditor shall design and perform substantive procedures for each material class 
of transactions, account balance, and disclosure. 
This requirement reflects the facts that: 

 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. 
 

 Types of Substantive Tests 
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. For example, where the auditor’s assessment of risk is supported by audit 
evidence from tests of controls. (Electricity bills payments) 

 Only tests of details are appropriate. (Legal Expenses) 
 A combination of substantive analytical procedures and tests of details are most responsive to 

the assessed risks (Salary) 
 

 Substantive Analytical Procedures: Substantive analytical procedures are generally more applicable 
to large volumes of transactions that tend to be predictable over time. SA 520, “Analytical
Procedures” establishes requirements and provides guidance on the application of analytical 
procedures during an audit. 
 

 Test of Details: The nature of the risk and assertion is relevant to the design of tests of details. For 
example, tests of details related to the existence or occurrence assertion may involve selecting from 
items contained in a financial statement amount and obtaining the relevant audit evidence. On the 
other hand, tests of details related to the completeness assertion may involve selecting from items 
that are expected to be included in the relevant financial statement amount and investigating 
whether they are included. (List to actual stock Existence and actual stock to list Completeness)
 

 External Confirmation 
Other Points 
The auditor shall consider whether external confirmation procedures are to be performed as 
substantive audit procedures. 

 

 Effect of Test of Controls 
Because the assessment of the risk of material misstatement takes account of internal control, the 
extent of substantive procedures may need to be increased when the results from tests of controls 
are unsatisfactory. In designing tests of details, the extent of testing is ordinarily thought of in terms 
of the sample size. However, other matters are also relevant, including whether it is more effective to 
use other selective means of testing. 
 

 Closing Process 
The auditor’s substantive procedures shall include the following audit procedures related to the 
financial statement closing process: 

 Agreeing or reconciling the financial statements with the underlying accounting records; and 
 Examining material journal entries and other adjustments made during the course of preparing 

the financial statements. 
The nature, and also the extent, of the auditor’s examination of journal entries and other 
adjustments depends on the nature and complexity of the entity’s financial reporting process and 
the related risks of material misstatement. 
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TRUE AND FALSE 
 

TNO- SA 330 -1 

 
‘Test of Control’ may be defined as an audit procedure designed to detect material misstatements at the 

assertion level. 

Answer 
 
 

Incorrect 

‘Substantive procedure’ may be defined as an audit procedure designed to detect material misstatements at 
the assertion level whereas ‘tests of controls’ is an audit procedure designed to evaluate the operating 
effectiveness of controls in preventing, or detecting and correcting, material misstatements at the assertion 
level. 

 

TNO- SA 330 -1.5 

 Inquiry alone is sufficient to test the operating effectiveness of controls 

Answer 
 
 

Incorrect 

Inquiry along with other audit procedures (for example observation, inspection, external confirmation etc.) 
would only enable the auditor to test the operating effectiveness of controls. Inquiry alone is not sufficient to 
test the operating effectiveness of controls. 

 

TNO- SA 330 -2 

 

Substantive procedure may be defined as an audit procedure designed to evaluate the operating 

effectiveness of controls in preventing or detecting and correcting material misstatements at the assertion 

level. Material misstatements at the assertion level. 

Answer 
 
 

Incorrect 

Sufficiency is the measure of the quantity of audit evidence. On the other hand, appropriation is the measure 
of the quality of audit evidence. 

 

TNO- SA 330 - 3 

 Substantive procedures do not test the balances of accounts. 

Answer 
 
 

Incorrect 

Substantive procedure is an audit procedure designed to detect material misstatements at the assertion level. 
It comprise (i) tests of details (of classes of transactions, account balances, and disclosures), and (ii) 
substantive analytical procedures 

 

TNO- SA 330 – 3.5 

 
Tests of control are performed to obtain audit evidence about the effectiveness of Internal Controls 

Systems. 

Answer 
 
 

Correct 

Tests of control are performed to obtain audit evidence about the effectiveness of 
(a) The design of the accounting and internal control system that is whether, they are suitably 

designed to prevent or detect or correct material misstatements 

(b) The operation of the internal control throughout the period. 
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TNO- SA 330 – 4 

 

When we are designing audit procedures to address an inherent risk or what can go wrong, we consider the 

nature of the risk of material misstatement in order to determine if a substantive analytical procedure can 

be used to obtain audit evidence. 

Answer 
 
 

Correct 

When we are designing audit procedures to address an inherent risk or “what can go wrong”, we consider the 
nature of the risk of material misstatement in order to determine if a substantive analytical procedure can be 
used to obtain audit evidence. When inherent risk is higher, we may design tests of details to address the 
higher inherent risk. When significant risks have been identified, audit evidence obtained solely from 
substantive analytical procedures is unlikely to be sufficient. 
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QNO 
500.01 

Audit Evidence  Old Course -(P16M/M18R/N18R/M19M/N19R) 
New Course - (M19R) 

 

Audit evidence includes both information contained in the accounting records underlying the financial 
statements and other information. Discuss. 

OR 
What is “Audit Evidence”? 

OR 
Auditing is a logical process. An auditor is called upon to assess the actualities of the situation, review the 
statements of account and give an expert opinion about the truth and fairness of such accounts. This he 
cannot do unless he has examined the financial statements objectively. He needs evidence to obtain 
information for arriving at his judgment. Discuss explaining clearly the detailed meaning of audit evidence. 

Answer 
 
 

 Definition: -  
 Audit Evidence means anything which gives information to form an opinion (Obtained from 

client or Prepared by Auditor). Explaining this further, audit evidence includes:- 

 The accounting records used for the preparation of financial statements and 

 Other information that authenticates the accounting records and also supports the 
auditor’s rationale behind the true and fair presentation of the financial statements. 

 

o Accounting records include the records of initial accounting entries and 
supporting records, such as checks and records of electronic fund transfers; 
invoices; contracts; the general and subsidiary ledgers, journal entries and 
other adjustments to the financial statements that are not reflected in journal 
entries; and records such as work sheets and spread sheets supporting cost 
allocations, computations, reconciliations and disclosures.  

 

o Other information which the auditor may use as audit evidence includes,  
(E.g., minutes of the meetings, written confirmations from trade 
receivables and trade payables, manuals containing details of internal 
control etc.).   

 

 A combination of tests of accounting records and other information is generally used by the 
auditor to support his opinion on the financial statements. 

 

 Carefully perform Audit 
 

 Auditing is a logical process. An auditor is called upon to assess the actualities of the situation, 
review the statements of account and give an expert opinion about the truth and fairness of 
such accounts. This he cannot do unless he has examined the financial statements objectively. 
 

 Objective examination connotes critical examination and scrutiny of the accounting statements 
of the undertaking with a view to assessing how far the statements present the actual state of 
affairs in the correct context and whether they give a true and fair view about the financial 
results and state of affairs. An opinion founded on a rather reckless and negligent examination 
and evaluation may expose the auditor to legal action with consequential loss of professional 
standing and prestige . He needs evidence to obtain information for arriving at his judgment. 

 Author’s Note                                                               Summary 

 Audit Evidence 

Anything which gives information to form an opinion (Obtained from client or Prepared by Auditor) 

It includes:- 

 Accounting Records: - Which are prepared specifically for accounting process or output 

of accounting process.  

(E.g., Working for depreciation / Interest / Cost Allocation / Voucher / Primary Books / 

Secondary Books) 
 

 

 

 Other Information: - Which are prepared for various purposes, but which can be used to 

verify accounting records.  

Part 3 -- [SA 500] AUDIT EVIDENCE 
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(E.g., Legal Records such as AOA / MOA / BOD Minutes etc., Production Records such as 

number of units produced & scrap generation or Employee Records such as their personal & 

professional details.)  

Auditor uses combination of both to support his opinion. 

Further it should be Sufficient (Quantity) & Appropriate (Quality: - Reliable & Relevant) 

 

QNO 
500.02 

Management expert (Step1:Evaluate management 
expert?) 

Old Course - (N20E) 
New Course - (M21R) 

 
Comment on the following in relation to SA: - Information regarding the competence, capability and 
objectivity of the management’s expert may come from a variety of sources. 

  Steps before relying on Management’s Expert 
The auditor shall, to the extent necessary, having regard to the significance of that expert’s work 
for the auditor’s purposes, - 

 

 Evaluate the competence, capabilities and objectivity of that expert; 
 Obtain an understanding of the work of that expert; and 
 Evaluate the appropriateness of that expert’s work as audit evidence for the relevant assertion. 

 
 Competence, Capabilities and Objectivity – Sources of Evidence 

The auditor may obtain information regarding the competence, capabilities and objectivity of a 
management’s expert from a variety of sources, such as: -  

 knowledge of that expert’s qualifications;  
 published papers or books written by that expert. 
 personal experience with previous work of that expert;  
 discussions with that expert;  
 discussions with others who are familiar with that expert’s work;  

 

QNO 500.03 
Audit Evidence- Related Matters / Features / 
Characteristic 

Old Course - (N19R) 
New Course - (N19R/S20M) 

 

Audit evidence is necessary to support the auditor’s opinion and report. It is cumulative in nature and 
is primarily obtained from audit procedures performed during the course of the audit. Most of the 
auditor’s work in forming the auditor’s opinion consists of obtaining and evaluating audit evidence. 
Explain 

OR 
Most of the auditor’s work in forming the auditor’s opinion consists of obtaining and evaluating audit 
evidence. Explain 
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Answer 
 
 

 
 
 
 

Sufficiency 
and 
Appropriate 

 Sufficiency is measure of quantity of audit evidence. 

 Appropriateness is measure of quality of audit evidence. 

Discussion  The auditor shall design and perform audit procedures that are appropriate in the circumstances 
for the purpose of obtaining sufficient and appropriate audit evidence. 

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

 It may, however, also include information obtained from other sources such as previous audits. 

 In addition to other sources inside and outside the entity, the entity’s accounting records are an 
important source of audit evidence. 

 Also, information that may be used as audit evidence may have been prepared using the work 
of a management’s expert. 

 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. 

 
Most of the auditor’s work in forming the auditor’s opinion consists of obtaining and evaluating audit 
evidence. Audit procedures to obtain audit evidence can include inspection, observation, confirmation, 
recalculation, re-performance and analytical procedures, often in some combination, in addition to 
inquiry. Although inquiry may provide important audit evidence, and may even produce evidence of a 
misstatement, inquiry alone ordinarily does not provide sufficient audit evidence of the absence of a 
material misstatement at the assertion level, nor of the operating effectiveness of controls. 
 
As explained in SA 200, “Overall Objectives of the Independent Auditor and the Conduct of an Audit in 
Accordance with Standards on Auditing”, reasonable assurance is obtained when the auditor has 
obtained sufficient appropriate audit evidence to reduce audit risk (i.e., the risk that the auditor 
expresses an inappropriate opinion when the financial statements are materially misstated) to an 
acceptably low level. The sufficiency and appropriateness of audit evidence are 
1. interrelated. 
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QNO 
500.05 

Methods of 
Collecting Audit 
Evidence 

Old Course --
(P16M/M16M/M17R/N17M/M18R/M18M/N18M/N18R/N19R/M19R/N19E) 
New Course -- Relevant, Concept Covered in New Course SM 

 

What are the various audit procedures to obtain audit evidence? Mention the same in brief. 
OR 

Mr. A was appointed statutory auditor of P Ltd., but he was not able to gather the sufficient audit evidences. 
Discuss how he should proceed to gather more audit evidences. 

OR 
What are the audit procedures to be performed by the Auditor to obtain Audit Evidence to draw 
reasonable conclusions on which he can base the audit opinion 

OR 
Inquiry is one of the audit procedures to obtain audit evidence. 

OR 
Evaluating responses to inquiries is an integral part of the inquiry process. Explain 

OR 
“Inquiry consists of seeking information of knowledgeable persons, both financial and non- financial, within 
the entity or outside the entity. Inquiry is used extensively throughout the audit in addition to other audit 
procedures”. Explain. 

OR 
Inquiry is used extensively throughout the audit in addition to other audit procedures. Explain. 

Answer 
 
 

 Observation 
Observation consists of looking at a process or procedure being performed by others, for example, the 
auditor’s observation of inventory counting by the entity’s personnel, or of the performance of control 
activities. Observation provides audit evidence about the performance of a process or procedure but is 
limited to the point in time at which the observation takes place, and by the fact that the act of being 
observed may affect how the process or procedure is performed. 

 

 Inspection 
 Definition 

Inspection involves examining records or documents, whether internal or external, in paper form, 
electronic form, or other media, or a physical examination of an asset. 

 

 Degree of Reliability 
Inspection of records and documents provides audit evidence of varying degrees of reliability, 
depending on their nature (Original Vs Duplicate) and   
 

source (Internal Vs External) and, in the case of internal records and documents, on the 
effectiveness of the controls over their production (Software/Register used).  

 

 Example of use in Test of Control 
An example of inspection used as a test of controls is inspection of records for evidence of 
authorization.  
 

 Example of use in Substantive testing (Test of Detail) 

 Existence Some documents represent direct audit evidence of the existence of an asset,  
for example, a document constituting a financial instrument such as a share 
certificate or bond. Inspection of such documents may not necessarily provide audit 
evidence about ownership or value.  

 Occurrence & Classification In addition, inspecting an executed contract may provide audit 
evidence relevant to the entity’s application of accounting policies, such as revenue 
recognition.  

 Not for Valuation & Rights & Obligation Inspection of tangible assets may provide reliable 
audit evidence with respect to their existence, but not necessarily about the entity’s rights 
and obligations or the valuation of the assets. Inspection of individual inventory items may 
accompany the observation of inventory counting. 

 Inquiry 
 Definition 

Inquiry consists of seeking information of knowledgeable persons, both financial and non- 
financial, within the entity or outside the entity.  



 

www.auditguru.in                                                               3.21 

 

 Written or Oral 
Inquiry is used extensively throughout the audit in addition to other audit procedures. Inquiries 
may range from formal written inquiries to informal oral inquiries.  

 

 Responses 
Evaluating responses to inquiries is an integral part of the inquiry process. Responses to inquiries 
may provide the auditor with information not previously possessed or with corroborative audit 
evidence. Alternatively, responses might provide information that differs significantly from 
other information that the auditor has obtained, for example, information regarding the 
possibility of management override of controls. In some cases, responses to inquiries provide a 
basis for the auditor to modify or perform additional audit procedures. 

 

 Evidence about Management’s Intent 
Although corroboration of evidence obtained through inquiry is often of particular importance, 
in the case of inquiries about management intent, the information available to support 
management’s intent may be limited. In these cases, 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. In respect of some 
matters, the auditor may consider it necessary to obtain written representations from 
management and, where appropriate, those charged with governance to confirm responses to 
oral inquiries. 

 

 Recalculation 
Recalculation consists of checking the mathematical accuracy of documents or records. Recalculation 
may be performed manually or electronically. 

 

 Re-performance 
Re-performance involves the auditor’s independent execution of procedures or controls that were 
originally performed as part of the entity’s internal control. 
 

 Analytical Procedures 
Analytical procedures consist of evaluations of financial information made by a study of plausible 
relationships among both financial and non-financial data. 

 

Analytical procedures also encompass the investigation of identified fluctuations and relationships 
that are inconsistent with other relevant information or deviate significantly from predicted amounts. 
 

 External Confirmation 
An external confirmation represents audit evidence obtained by the auditor as a direct written 
response to the auditor from a third party (the confirming party), in paper form, or by electronic or 
other medium. 

 

 Written Representation 
Written Statement by Management to confirm certain matters or to support other evidence. 

 
Author’s Note 

This is a master answer. Students are required to write the appropriate part as per the requirements of the 
question. 

 

QNO 
500.07 

Factors affecting Sufficiency Old Course -- (P16M/N17E/M18R/N18M/N20R/N20E) 
New Course -- (M19R/S20M/N20R) 

 

The quantity of audit evidence needed is affected by the auditor’s assessment of the risks of misstatement. 
Auditor’s judgment as to sufficiency may be affected by few factors. Explain 

OR 
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. Analyse and Explain stating clearly the factors affecting 
the auditor’s judgement as to sufficiency of audit evidence. 
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OR 
What do you mean by the term 'sufficient Appropriate Audit Evidence? State various factors that help the 
auditor to ascertain as to what is sufficient appropriate audit evidence. 

OR 
General factors which may influence the auditor’s judgment as to what is sufficient and appropriate audit 
evidence. 

OR 
State various factors that help the auditor to ascertain as to what is sufficient and appropriate audit 
evidence. 

Answer 
 
 

 Interrelationship Between Quantity & Quality 

 The sufficiency and appropriateness of audit evidence are interrelated. 
 The higher the quality, the less quantity may be required. Obtaining more audit evidence, 

however, may not compensate for its poor quality. 
 

 Sufficiency & Factors Affecting Sufficiency (More Evidence from Different Sources and in 

Bigger Size) 

 Sufficiency is the measure of the quantity of audit evidence.  
 

 Auditor’s judgment as to sufficiency may be affected by the factors such as: 

 Materiality 
o Meaning of Materiality 

Materiality may be defined as the significance of classes of transactions, 
account balances and presentation and disclosures to the users of the 
financial statements. 
 

o Relationship 
Less evidence would be required in case assertions are less material to users 
of the financial statements. But on the other hand if assertions are more 
material to the users of the financial statements, more evidence would be 
required. 

 

 Risk of material misstatement 
 

o Meaning of RMM 
Risk of material misstatement may be defined as the risk that the financial 
statements are materially misstated prior to audit. This consists of two 
components described as follows at the assertion level (a) Inherent risk—
The susceptibility of an assertion to a misstatement that could be material 
before consideration of any related controls. (b) Control risk—The risk that 
a misstatement that could occur in an assertion that could be material will 
not be prevented or detected and corrected on a timely basis by the entity’s 
internal control.  

 

o Relationship 
Less evidence would be required in case assertions that have a lower risk of 
material misstatement. But on the other hand if assertions have a higher 
risk of material misstatement, more evidence would be required. 

 

 Size and characteristics of the Population. 
(Size of Population Direct Relationship & Characteristic of Population Homogeneous 
– Less Heterogeneous – More)    
Size of a population refers to the number of items included in the population. Less 
evidence would be required in case of smaller, more homogeneous population but 
on the other hand in case of larger, more heterogeneous populations, more 
evidence would be required 
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QNO 
500.09 

Factors affecting reliability Old Course -- 
(N16M/P16M/M17R/M17M/M17E/M18R/N18M/N18R/M18R/M19E/N19R) 
New Course -- Relevant, Concept Covered in New Course SM 

 

The auditor of a limited company has given a clean report on the financial statement on the basis of xerox 
copies of the books of accounts, vouchers and other records which were taken away by the Income Tax 
Department in search under section 132 of the I.T. Act, 1961. Comment. 

OR 
Discuss the principles, which are useful in assessing the reliability of audit evidence. 

OR 
Even when information to be used as audit evidence is obtained from sources external to the entity, 
circumstances may exist that could affect its reliability. Explain. Also state clearly generalisations about the 
reliability of audit evidence. 

OR 
State the generalisations about the reliability of audit evidence 

OR 
The reliability of information to be used as audit evidence, and therefore of the audit evidence itself, is 
influenced by its source and its nature, and the circumstances under which it is obtained, including the 
controls over its preparation and maintenance where relevant. Therefore, generalisations about the 
reliability of various kinds of audit evidence are subject to important exceptions. While recognising that 
exceptions may exist, state the generalisations about the reliability of audit evidence that may be useful. 

OR 
With reference to SA 500, Audit Evidence, discuss the different sources and their reliability, of audit 
evidence. 

OR 
Audit evidence is influenced by its source, nature, and the circumstances under which it is obtained. 
Elucidate the guiding principles which are useful in assessing the reliability of audit evidence. 

Answer 
 
 

 Reliability 
 The reliability of information to be used as audit evidence, and therefore of the audit evidence 

itself, is influenced by its source and its nature, and the circumstances under which it is 
obtained, including the controls over its preparation and maintenance where relevant.  

 For example, information obtained from an independent external source may not be reliable if 
the source is not knowledgeable, or a management’s expert may lack objectivity. 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 

 

 Audit evidence in documentary form, whether paper, electronic, or other medium, is 
more reliable than evidence obtained orally  

(E.g. a contemporaneously written record of a meeting is more reliable than a 
subsequent oral representation of the matters discussed).  

 

 Audit evidence provided by original documents is more reliable than audit evidence 
provided by photocopies or facsimiles, or documents that have been filmed, digitised 
or otherwise transformed into electronic form, the reliability of which may depend on 
the controls over their preparation and maintenance. 

 

 Audit evidence obtained directly by the auditor  
(E.g. observation of the application of a control) is more reliable than audit 
evidence obtained indirectly or by inference (for example, inquiry about the 
application of a control).  

 

 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 

 

 Applying the above, the degree of reliance which can be placed by the auditor on the 
documentary audit evidence available in the present case will be considerably increased if the 
xerox copies of account books and vouchers are certified to be true copies by the Income Tax 
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Department. If the tax authorities refuse to certify the same, the auditor should get the 
certificate to this effect from the management of the company. 

 

QNO 

500.13 

Evaluating work of Management's Expert Old Course -- (P16M/M17R/N18M/N19R) 
New Course – Relevant, Concept Covered in New Course SM 

 

While conducting audit of a bank, you find that the bank has advanced loan for purchase of machinery on 
the basis of valuation report prepared by a civil engineer. Will you approve the action taken by bank? Justify 
the answer. 

OR 
“The management has obtained a certificate from an actuary regarding provision of gratuity payable to 
employees”. Comment as an auditor. 

Answer 
 
 

 Using the Work of Management’s Expert:   
 The Auditor while considering advances granted by bank for purchase of machinery has to 

consider valuation report given by civil engineer to the bank.  
 

 SA 500 “Audit Evidence” clearly states that when information to be used as audit evidence 
has been prepared using the work of a management’s expert, the auditor shall, to the extent 
necessary, having regard to the significance of that expert’s work for the auditor’s purposes, 

 Evaluate the competence, capabilities and objectivity of that expert; 

 Obtain an understanding of the work of that expert; and 

 Evaluate the appropriateness of that expert’s work as audit evidence for the relevant 
assertion. 

 

 If auditor finds that civil engineer cannot be considered expert for valuation of machinery, 
he should insist on other analytical procedures to confirm value of machinery.  

 Even after this, if he is not satisfied, he should give qualified opinion.  

 
QNO 
500.14 

NTE Depends on availability of data in electronic 
form  

New Course -- (N20R) 

 
The nature and timing of the audit procedures to be used may be affected by the fact that some of the 
accounting data and other information may be available only in electronic form or only at certain points 
or periods in time. Explain with the help of examples. 

 The nature and timing of the audit procedures to be used may be affected by the fact that some of the 
accounting data and other information may be available only in electronic form or only at certain points or 
periods in time. For example, source documents, such as purchase orders and invoices, may exist only in 
electronic form when an entity uses electronic commerce, or may be discarded after scanning when an entity 
uses image processing systems to facilitate storage and reference. 
 

Certain electronic information may not be retrievable after a specified period of time, for example, if files are 
changed and if backup files do not exist. Accordingly, the auditor may find it necessary as a result of an entity’s 
data retention policies to request retention of some information for the auditor’s review or to perform audit 
procedures at a time when the information is available. 

 
TRUE AND FALSE 

 
TNO- SA 500 -1 

 Evaluating responses to enquiries is an integral part of the inquiry process. 

Answer 
 
 

Correct 

Evaluating responses to inquiries is an integral part of the inquiry process. 
Responses to inquiries may provide the auditor with information not previously possessed or with 
corroborative audit evidence. Alternatively, responses might provide information that differs significantly 
from other information that the auditor has obtained. 
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In some cases, responses to inquiries provide a basis for the auditor to modify or perform additional audit 
procedures. 

  
TNO- SA 500-2 

 
Inquiry alone provides sufficient audit evidence of the absence of a material misstatement at the assertion 

level and of the operating effectiveness of controls. 

Answer 
 
 

Incorrect 

Although inquiry may provide important audit evidence, and may even produce evidence of a misstatement, 
inquiry alone ordinarily does not provide sufficient audit evidence of the absence of a material misstatement 
at the assertion level, nor of the operating effectiveness of controls. 

 

TNO- SA 500-3 

 Inspection consists of looking at a process or procedure being performed by others. 

Answer 
 
 

Incorrect 

Observation consists of looking at a process or procedure being performed by others. 

 

TNO- SA 500-4 

 
Observation consists of seeking information of knowledgeable persons, both financial and non- financial, 

within the entity or outside the entity. 

Answer 
 
 

Incorrect 

Inquiry consists of seeking information of knowledgeable persons, both financial and non- financial, within 
the entity or outside the entity. 

 

TNO- SA 500-5 

 Purchase invoice is an example of internal evidence. 

Answer 
 
 

Incorrect 

Internal evidence is the evidence that originates within the client’s organisation. Since purchase invoice 
originates outside the client’s organisation, therefore, it is an example of external evidence. 

 

TNO- SA 500-6 

 Subjective examination connotes critical examination and scrutiny of the accounting statements. 

Answer 
 
 

Incorrect 

Objective examination connotes critical examination and scrutiny of the accounting statements of the 
undertaking with a view to assessing how far the statements present the actual state of affairs in the correct 
context and whether they give a true and fair view about the financial results and state of affairs. 

  

TNO- SA 500-7 

 Sufficiency and appropriateness of audit evidence are interrelated. 

Answer 
 
 

Correct 

SA 500 on „Audit Evidence‟ expounds this concept. According to it, the sufficiency and appropriateness of 
audit evidence are interrelated. Sufficiency is the measure of the quantity of audit evidence. Appropriateness 
is the measure of the quality of audit evidence. SA 330 requires the auditor to conclude whether sufficient 
appropriate audit evidence has been obtained. Whether sufficient appropriate audit evidence has been 
obtained to reduce audit risk to an acceptably low level. 
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TNO- SA 500-8 

 Sufficiency is the measure of the quality of audit evidence. 

Answer 
 
 

Incorrect 

Sufficiency is the measure of the quantity of audit evidence. On the other hand, appropriation is the measure 
of the quality of audit evidence. 

 

TNO-SA-500-9 

 
When auditor inquires the management as part of the audit procedures it should be formal written form 
only and not informal oral inquiries. 

Answer 
 
 

Incorrect 

When auditor inquires the management as part of audit procedures such inquiries may range from formal 
written inquiries to informal oral inquiries. 
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QNO 
501.05 

Inventory-Physical Verification by auditor- Master 
Answer 

Old course -- (M18M/N18M/M19M /M20M) 
New course -- (P16M/N19E/M20M) 

 

ABC Ltd is engaged in manufacturing of different type of yarns. Ongoing through its financial statements for 
the past years, it is observed that inventory is material to the financial statements. You as an auditor of the 
company wanted to obtain sufficient appropriate audit evidence regarding the existence and condition of 
the inventory as appearing in the financial statements. Discuss, how would you proceed as an auditor. 

OR 
Krishna Cycles Ltd is engaged in manufacturing of different type of Bicycles. On going through its financial 
statements for the past years, it is observed that inventory is material to the financial statements. You as 
an auditor of the company wanted to obtain sufficient appropriate audit evidence regarding the existence 
and condition of the inventory as appearing in the financial statements. Discuss, how would you proceed 
as an auditor. 

OR 
How would an auditor proceed to obtain sufficient appropriate audit evidence regarding the existence and 
condition of inventory? Also state reporting requirements for the same in the case of a company. 

OR 
Write a short note on Physical attendance by auditor during inventory taking. 

OR 
While vouching, Aman auditor of Vee Ltd, found that some goods are lying with third party from a long 
period, Advise Aman how will he vouch/verify them. 

Answer 
 
 
 
 
 
 
 
 
 
 
 

 When inventory is material to the financial statements, the auditor shall obtain sufficient appropriate 
audit evidence regarding the existence and condition of inventory by: 

 Attendance at physical inventory counting, unless impracticable 

 Evaluate management’s instructions and procedures for recording and controlling the 
results of the entity’s physical inventory counting;  

 Obtaining audit evidence as to the reliability of management’s count procedures 

 Observe the performance of management’s count procedures; 

 Inspect the inventory; and 

 Perform test counts; and 
 

 Performing audit procedures over the entity’s final inventory records to determine whether 
they accurately reflect actual inventory count results. 

 

QNO 
501.07 

Inventory Custody and Control With Third Party (S17M) 

 

Paramount Exports Ltd is a manufacturer exporter having its own production capacity and also gets the job 
work done through various job workers. The auditor of Paramount Exports Ltd. Considers that inventory 
held with job workers is material to the financial statements. Suggest the audit procedures in the given 
case. 

Answer 
 
 

 Basic Principle – If Custody & Control of Third Party then Request Confirmation or Other 

Audit Procedures 

 When inventory under the custody and control of a third party is material to the financial 
statements, the auditor shall obtain sufficient appropriate audit evidence regarding the 
existence and condition of that inventory by performing one or both of the following: 

 Request confirmation from the third party as to the quantities and condition of 
inventory held on behalf of the entity.  

 Perform inspection or other audit procedures appropriate in the circumstances.  
 

 Confirmation 

SA 505 establishes requirements and provides guidance for performing external confirmation 
procedures. 

 

 Other Audit Procedures 

 

Part 4 -- [SA 501] AUDIT EVIDENCE: - SPECIFIC CONSIDERATIONS FOR SELECTED ITEMS 
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 Depending on the circumstances, for example where information is obtained that raises 
doubt about the integrity and objectivity of the third party, the auditor may consider it 
appropriate to perform other audit procedures instead of, or in addition to, confirmation with 
the third party. Examples of other audit procedures include: 

 Inspecting documentation regarding inventory held by third parties, for example, 
warehouse receipts. 

 Requesting confirmation from other parties when inventory has been pledged as 
collateral. (Warehouse Owner) 

 Obtaining another auditor’s report, or a service auditor’s report, on the adequacy of 
the third party’s internal control for ensuring that inventory is properly counted and 
adequately safeguarded. 

 Arranging for another auditor to attend, the third party’s physical counting of 
inventory, if practicable. 

 

QNO 
501.09 

Matter Relevant For Planning of Attending Physical 
Verification 

Old course -- (N20M/M20R) 
New course -- (N18E/S20M/M20R) 

 
Briefly mention the matters that are relevant in planning attendance at physical inventory counting. 

OR 
Explain clearly the examples of matters relevant in planning attendance at physical inventory counting 

Answer 
 
 

 Matters relevant in planning attendance at physical inventory counting 

(Visit Related) 

 The locations at which inventory is held05 
 Nature of inventory. (Solid / Liquid / Gaseous) 
 Stages of completion of work in progress. (100% Complete / In-complete) 

 

(Risk Related) 

 The risks of material misstatement related to inventory. (Low: - Unsalable/ High: - Saleable) 
 The nature of the internal control related to inventory. (Strong / Weak) 
 Whether the entity maintains a perpetual inventory system. 

 

(Physical Verification Related) 
 Whether adequate procedures are expected to be established and proper instructions issued            

for physical inventory counting. (Adequate/ Inadequate) 
 The timing of physical inventory counting. (Year End / Latter) 
 Whether the assistance of an auditor’s expert is needed. 

 

QNO 
501.11 

Identification of risk of MMST for pending 
litigation and claims                                                                                            

Old course -- (M20M/M21M) 
New course -- (S17M/M19E/M20M/M21M) 

 

Pride India Ltd is a manufacturer of various FMCG (fast moving consumable goods) range of products. The 
company is having several cases of litigation pending in courts. The auditor wanted to identify litigation and 
claims resulting to risk of material misstatements. Suggest the auditor with reference to SAs. 

OR 
"P India" Ltd. is a manufacturer of various sports products. The company is having several cases of litigation 
pending in courts. The auditor wanted to identify litigation and claims, which may give rise to risk of 
material misstatements. Suggest the audit procedures in the given case. 

Answer 
 
 

 The auditor shall design and perform audit procedures to identify litigation and claims involving the 
entity which may give rise to a risk of material misstatement, including 

 

 Inquiry of management and, where applicable, others within the entity, including in-house 
legal counsel; 

 Reviewing minutes of meetings of those charged with governance and 
 Correspondence between the entity and its external legal counsel; and 
 Reviewing legal expense accounts. 

 

 If the auditor assesses a risk of material misstatement regarding litigation or claims that 
have been identified, or when audit procedures performed indicate that other material 



 

www.auditguru.in                                                               3.29 

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. 

 

QNO 
501.14 

Audit Procedure regarding Presentation & 
Disclosure of Segment Information 

Old Course -- (M21M) 
New Course -- (M21M) 

 

TRM Ltd. is a company engaged in manufacture of beauty products. It has hair care segment, skin care 
segment and kids’ beauty products. The auditor wants to obtain sufficient appropriate audit evidence 
regarding the presentation and disclosure of segment information in accordance with the applicable 
financial reporting framework. Suggest the audit procedures in the given case. 

Answer The auditor shall obtain sufficient appropriate audit evidence regarding the presentation and 
disclosure of segment information in accordance with the applicable financial reporting framework 
by: 
(1) Obtaining an understanding of the methods used by management in determining segment 
information. Further, 
(i) Evaluating whether such methods are likely to result in disclosure in accordance with the applicable 
financial reporting framework; and 
(ii) Where appropriate, testing the application of such methods; and 
(2) Performing analytical procedures or other audit procedures appropriate in the circumstances. 
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QNO  
505.03 

External Confirmation- Examples- Area Old Course -- (P16M/M16R/M17R/M18R/N19R) 
New Course – Relevant, Concept Covered in New Course SM 

 

Point out any eight areas where external confirmation are used as an audit procedure. 
OR 

What is meant by external confirmation? Mention four situations where external confirmation may be 
useful for auditors. 

OR 
The auditor should determine whether the use of external confirmation is necessary to obtain sufficient 
appropriate audit evidence to support certain financial statement assertions. Explain stating clearly the 
meaning of external confirmation. Also mention four situations where external confirmation may be useful 
for auditors. 

OR 
Write short notes on External confirmation as audit procedures 

OR 
External confirmation procedures frequently are relevant when addressing assertions associated with 
account balances and their elements but need not be restricted to these items. Explain. 

Answer 
 
 

 External Confirmation as an Audit Procedure External Confirmation as audit procedure: 
 An external confirmation represents audit evidence obtained by the auditor as a direct 

written response to the auditor from a third party (the confirming party), in paper form, or 
by electronic or other medium. 

 External confirmation procedures frequently are relevant when addressing assertions 
associated with certain account balances and their elements. 

 Other areas where external confirmations may be used include the following: 

 Bank balances and other information from bankers. 

 Accounts receivable balances. 

 Inventories held by third parties. 

 Property title deeds held by third parties. 

 Investments purchased but delivery not taken. 

 Loans from lenders. 

 Accounts payable balances. 

 Long outstanding share application money. 
 

 However, external confirmations need not be restricted to account balances only.  

 For example, the auditor may request confirmation of the terms of agreements or 
transactions an entity has with third parties; the confirmation request may be 
designed to ask if any modifications have been made to the agreement and, if so, 
what the relevant details are.  

 External confirmation procedures also are used to obtain audit evidence about the 
absence of certain conditions, for example, the absence of a “side agreement” that 
may influence revenue recognition. 

 Author’s Note                                                                Summary 
 

 What is External Confirmation? 

Direct written response to the auditor from a third party (the confirming party), in paper form, 

or by electronic or other medium. 

 It is more reliable because 

 It comes from independent outside party 

 It is from parties selected by auditor 

 It is documentary form 

 It comes directly to auditor 
 

 Situations where external confirmations can be obtained  

(In sequence of balance sheet) 

Part 5 -- [SA 505] EXTERNAL CONFIRMATIONS 
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Property title deeds held by third parties | Investments purchased but delivery not taken | Stock 

held by third parties | Debtor balances | Bank Balance and other information from bankers | Bank 

loans | Creditor balances | Transactions & related details | Terms of agreement or transactions 

with third parties. 
 

 

 

 

 

505.04 
Overview of external confirmation-Types /Non-

Response/Exception #Unique 

Old Course -- (M20R) 
New Course -- (M20R) 

 

"Define the following : 
(i) Positive confirmation request 
(ii) Negative confirmation request 
(iii) Non-response 
(iv) Exception" 

Answer 
 

 

 Positive confirmation request – A request that the confirming party respond directly to the 
auditor indicating whether the confirming party agrees or disagrees with the information in the 
request or providing the requested information. 

 Negative confirmation request – A request that the confirming party respond directly to the 
auditor only if the confirming party disagrees with the information provided in the request. 

 Non-response – A failure of the confirming party to respond, or fully respond, to a positive 
confirmation request, or a confirmation request returned undelivered. 

 Exception – A response that indicates a difference between information requested to be confirmed, 
or contained in the entity’s records, and information provided by the confirming party. 

 

 

 

 

 

 

QNO  
505.05 

External Confirmation Procedures Old Course -- (N16E/M20R) 
New Course -- (N16E/S20M/M20R) 

 

Discuss external confirmation procedure as per SA-505 
OR 

"When using external confirmation procedures, the auditor shall maintain control over external 
confirmation requests including sending the requests, including follow -up requests when applicable, to the 
confirming party. Explain the other points as to when using external confirmation procedures, the auditor 
would be required to maintain control over external confirmation requests." 

Answer 
 
 

 External Confirmation Procedures: 
 Determining the Information to be confirmed or Requested:  

External confirmation procedures frequently are performed to confirm or request 
information regarding account balances and their elements. They may also be used to 
confirm terms of agreements, contracts, or transactions between an entity and other parties, 
or to confirm the absence of certain conditions, such as a “side agreement”. 

 

 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.  

 For example, a financial institution official who is knowledgeable about the 
transactions or arrangements for which confirmation is requested may be the most 
appropriate person at the financial institution from whom to request confirmation. 

 

 Designing Confirmation Requests: 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. 

 

 Follow-Up on Confirmation Requests: The auditor may send an additional confirmation 
request when a reply to a previous request has not been received within a reasonable time.  

 For example, the auditor may, having re-verified the accuracy of the original 
address, send an additional or follow-up request. 
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QNO  
505.07 

Designing Confirmation Request   Old Course -- (P16M) 
New Course – Relevant, Concept Covered in New Course SM 

 What are the factors that are to be considered while designing a confirmation request? 

Answer 
 
 

 Factors to be Considered While Designing Confirmation Request: As per SA-505 “External 
Confirmations”, 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. The following 
factors should be considered while designing a confirmation request:- 

 The assertions being addressed. 
 Specific identified risks of material misstatement, including fraud risks. 
 The layout and presentation of the confirmation request. 
 Prior experience on the audit or similar engagements. 
 The method of communication. 
 Management’s authorization to the confirming parties to respond to the auditor. Confirming 

parties may only be willing to respond to a confirmation request containing management’s 
authorization. 

 The ability of the confirming party to provide the requested information 

 

QNO 
505.08 

All Conditions to be Satisfied to Use Negative 
Confirmation 

New Course -- (M21E) 

 

CA Rohit is appointed as an auditor of Grace Ltd., he wants to design a suitable Confirmation request letter 
for a few debtors of Grace Ltd. As a senior auditor of the firm, explain to him with reference to SA 
505 "External Confirmation" all the conditions that should be present to use Negative Confirmation requests 
as the sole substantive audit procedure to address an assessed risk of material misstatement at the 
assertion level. 

Answer Definition 
Negative confirmation request – A request that the confirming party respond directly to the auditor 
only if the confirming party disagrees with the information provided in the request. 
 
Mandatory Conditions 


