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SA-250 

 

 

 

Q.1. Why This SA? 

This Standard on Auditing (SA) deals with the 

Auditor’s responsibility to consider Laws and 

Regulations when performing an Audit of Financial 

Statements. 

Q.2. What do you mean by Non-compliance 

with Laws and Regulations? 

Acts of omission or commission by the entity, either 

intentional or unintentional, which are contrary to the 

prevailing laws or regulations. Non-compliance does 

not include personal misconduct (unrelated to the 

business activities of the entity) by those charged with 

governance, management or employees of the entity. 

 

 

SA-250-Consideration of Laws and Regulations 

in an Audit of Financial Statements  

[Effective Date: 01.04.2009] 
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Q.3.  What is Objective of SA 250? 

An important part of an external audit is the 

consideration by the Auditor as to whether the client 

has complied with Laws and Regulations. The 

objectives of the Auditor according to this SA is to 

obtain Sufficient and Appropriate Audit Evidence 

regarding: 

 Compliance with the provisions of those Laws and 

Regulations that have a direct effect on the 

determination of material amounts and disclosures 

in the Financial Statements 

 To perform specified Audit procedures to help 

identify Non-compliance with other Laws and 

Regulations that may have a material effect on the 

Financial Statements 

 To respond appropriately to Non-compliance or 

suspected Non-compliance identified during the 

Audit. 
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Q.4. What is Auditor's duty in relation to the 

same? 

Following are the Duties of Auditor as per SA-250: 

1. Duty to understand the entities environment and 

to obtain general understanding about 

 The legal and regulatory Framework applicable 

to the entity and the industry or sector in which 

the entity operates; and 

 How the entity is complying with that 

Framework. 

2. Duty to obtain sufficient appropriate Audit 

Evidence  

 The Auditor shall obtain Sufficient and 

Appropriate Audit Evidence regarding compliance 

with the provisions of those Laws and Regulations 

generally recognised to have a direct effect on the 

determination of material amounts and disclosures 

in the Financial Statements. 

3. Duty to perform procedures  

 The Auditor shall perform the following Audit 

procedures to help identify instances of non-

compliance with other Laws and Regulations that 
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may have a material effect on the Financial 

Statements: 

 Inquiring of management and, where appropriate, 

those charged with Governance, as to whether the 

entity is in compliance with such Laws and 

Regulations; and 

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

4. Duty to Remain Alert 

 The Auditor shall remain alert to the possibility 

that other Audit procedures applied may bring 

instances of non-compliance or suspected non-

compliance with Laws and Regulations to the 

Auditor's attention. 

5. Duty to obtain Representations by Management: 

 The Auditor shall request management and, where 

appropriate, those charged with Governance to 

provide written representations that all known 

instances of non-compliance or suspected non-

compliance with Laws and Regulations whose 

effects should be considered when preparing 

Financial Statements have been disclosed to the 

Auditor. 
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Q.5. As an Auditor, what are the indicators you 

would consider while verifying 

compliance with Laws and Regulation? 

As per SA-250, "Consideration of Laws and 

Regulations in An Audit of Financial Statements" the 

indications of Non-compliance with Laws and 

Regulations when the Auditor becomes aware of the 

existence of, or confirmation about, the following 

matters, it may be an indication of non-compliance 

with Laws and Regulations: 

 Investigation by regulatory organization 

Government departments or payment of fines, 

additional taxes or penalties. 

 Payments for unspecified services or loans to 

consultants related parties, employees or 

government employees. For example, In case of 

public company loan to director against provisions 

of section 185 

 Sales commission or agent’s fees that appear 

excessive in relation to those ordinarily paid by the 

entity or in its industry or to the services actually 

received. 
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 Purchase at prices significantly above or below 

market price. To avoid the taxes or manipulating 

the profit for lower tax. 

 Unusual payments in cash, purchase by bearer 

Cheque. 

 Unusual payments towards legal and retainer ship 

fees. It indicates that some litigation claims are 

there in the company. 

 Unusual transactions with companies registered in 

tax havens. 

 Payments for goods or services made other than to 

the country from which the goods or services 

originated. By this one can identify any 

unauthorized money laundering. 

 Payments without proper exchange control 

documentation. To identify the violation of 

FEMA. 

 Existence of an information system, which fails, 

whether by design or by accident, to provide an 

adequate Audit trail or sufficient evidence. 

 Unauthorized transactions or improperly recorded 

transactions. 
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Q.6. What steps required to be taken by the 

Auditor when non-compliance is 

identified or suspected? 

If the Auditor becomes aware of information 

concerning an instance of non-compliance or 

suspected non-compliance with Laws and Regulations, 

the Auditor shall obtain: 

 An understanding of the nature of the act and the 

circumstances in which it has occurred; and 

 Further information to evaluate the possible effect 

on the Financial Statements. 

If the Auditor suspects there may be non-compliance, 

the Auditor shall discuss the matter with management 

and, where appropriate, those charged with 

Governance. If management and TCWG are unable to 

convince the Auditor about compliance and in the 

Auditor's judgment, the effect of the suspected non-

compliance may be material to the Financial 

Statements, the Auditor shall consider the need to 

obtain legal advice. If sufficient information about 

suspected non-compliance cannot be obtained, the 

Auditor shall evaluate the effect of the lack of sufficient 
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appropriate Audit Evidence on the Auditor's opinion 

(Will be discussed later on in SA-700). 

Q.7. What are reporting responsibility of the 

Auditor for non-compliance with the Laws 

and Regulations by the entity under 

Audit? 

In case where Those Charged With Governance are 

not directly involved in the management of the 

business Auditor shall communicate with those charged 

with Governance matters involving Non-compliance 

with Laws and Regulations that come to the Auditor's 

attention during the course of the Audit. If, Auditor 

finds that non-compliance is believed to be intentional 

and material, the Auditor shall communicate the 

matter to those charged with Governance as soon as 

practicable. If the Auditor suspects that management 

or those charged with Governance are involved in 

non-compliance, the Auditor shall communicate the 

matter to the next higher level of authority at the 

entity, if it exists, such as an Audit committee or 

supervisory board. Where no higher authority exists, 

or if the Auditor believes that the communication may 
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not be acted upon or is unsure as to the person to 

whom to report, the Auditor shall consider the need 

to obtain legal advice. 

Q.8. What shall be effect of Non-compliance 

on Auditor's Report? 

 When Auditor has sufficient and appropriate 

Audit Evidence that non-compliance exists: - 

If the Auditor concludes that, the non-compliance has 

a material effect on the Financial Statements, and has 

not been adequately reflected in the Financial 

Statements, the Auditor shall, in accordance SA-700 

express a qualified or adverse opinion on the Financial 

Statements. 

 When Auditor has limitations on scope of Audit:  

If the Auditor is precluded by management or those 

charged with Governance from obtaining sufficient 

appropriate Audit Evidence regarding non-compliance 

the Auditor shall express a qualified opinion or 

disclaim an opinion on the Financial Statements on the 

basis of a limitation on the scope of the Audit in 

accordance with SA-700 
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Further, if the Auditor has identified or suspect’s non-

compliance with Laws and Regulations, the Auditor 

shall determine whether the Auditor has a 

responsibility to report the identified or suspected 

non-compliance to parties outside the entity. 

Q.9. What is requirement relating to 

documentation in SA 250? 

The Auditor shall document identified or suspected non-
compliance with Laws and Regulations and the results of 
discussion with management and, where applicable, those 
charged with governance and other parties outside the 
entity. 
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PRACTICE PROBLEMS 

Q.10. State briefly the Communication / 

Reporting requirements as per SA-250 on 

Non- Compliance in an Audit of Financial 

Statement: 

1. To the management. 

2. To the users of the Auditor's report on the 

Financial Statements. 

3. To the regulatory and enforcement Authorities. 

1. To management: 

 To comply with the requirements of SA-260, 

"Communication with those charged with 

Governance" The Auditor should as soon as 

practicable, either, communicate with the Audit 

committee, the board of directors and senior 

management or obtain evidence that they are 

appropriately informed, regarding any significant 

matter. Non-compliance that comes to the 

Auditor's attention is if material, Auditor shall 

immediately communicate to management and 

those charged with Governance. If the Auditor 
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suspects that members of senior management 

including members of the board of directors are 

involved in non-compliance, the Auditor should 

communicate the matter to the next higher level of 

authority such as an Audit committee or board of 

directors. 

2. To the users of the Auditor's report: 

 If the Auditor concludes that the non-compliance 

has a material effect on the Financial Statement, 

the Auditor should express a qualified or an 

adverse opinion as SA -705 "Modification to the 

opinion in the Independent Auditor's report". If 

the Auditor is precluded by the entity from 

obtaining sufficient appropriate Audit Evidence to 

evaluate whether non-compliance that may be 

material to the Financial Statement, has or is likely 

to have occurred, the Auditor should express a 

qualified opinion or a disclaimer of opinion on the 

Financial Statements on the basis of a limitation on 

the scope of the Audit as described in SA 705. 

3. To regulatory and enforcement Authorities: 

 According to SA-250, The Auditor's professional 

duty to maintain the confidentiality of client 
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information may preclude reporting identified or 

suspected non-compliance with Laws and 

Regulations to a party outside the entity. 

However, the Auditor's legal responsibilities vary 

under different Laws and Regulations and, in 

certain circumstances; the duty of confidentiality 

may be overridden by statute, the law or courts of 

law. Under the present legal and regulatory 

Framework for financial institutions in India, their 

Auditor has a statutory duty to report the 

occurrence, or suspected occurrence, of non-

compliance with Laws and Regulations to 

supervisory Authorities. For example, the Auditor 

is required to report certain matters of non-

compliance to the Reserve Bank of India as per the 

requirements of Non-Banking Financial Companies 

Auditor's Report (Reserve Bank) Directions, 1988, 

issued by the Reserve Bank of India. Also, some 

laws or regulations require the Auditor to report 

misstatements to Authorities in those cases where 

management and, where applicable, those charged 

with Governance fail to take corrective action. The 

Auditor may consider it appropriate to obtain 
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legal advice to determine the appropriate course 

of action. 

THIS SA IN EXAM 

Q.11. R & M Co. wants to be alert on the 

possibility of non-compliance with Laws 

and Regulations during the course of 

audit of SRS Ltd. R & M Co. seeks your 

guidance for identifying the indications 

of noncompliance with Laws and 

Regulations        (May 16/ 5 Marks)  

As per SA 250, “Consideration of Laws and 

Regulations, the Auditor shall perform the audit 

procedures to help identify instances of non-

compliance with other Laws and Regulations that 

may have a material effect on the financial 

statements by inquiring of management and, where 

appropriate, those charged with governance, as to 

whether the entity is in compliance with such Laws 

and Regulations; and Inspecting correspondence, if 

any, with the relevant licensing or regulatory 

authorities. 
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However, when the Auditor becomes aware of the 

existence of, or information about, the following 

matters, it may also be an indication of non-

compliance with Laws and Regulations: 

 Investigations by regulatory organisations and 

government departments or payment of fines or 

penalties. 

 Payments for unspecified services or loans to 

consultants, related parties, employees or 

government employees. 

 Sales commissions or agent’s fees that appear 

excessive in relation to those ordinarily paid by 

the entity or in its industry or to the services 

actually received. 

 Purchasing at prices significantly above or below 

market price. 

 Unusual payments in cash, purchases in the form 

of cashiers’ cheques payable to bearer or transfers 

to numbered bank accounts. 

 Unusual payments towards legal and retainership 

fees. 
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 Unusual transactions with companies registered in 

tax havens. 

 Payments for goods or services made other than 

to the country from which the goods or services 

originated. 

 Payments without proper exchange control 

documentation. 

 Existence of an information system, which fails, 

whether by design or by accident, to provide an 

adequate audit trail or sufficient evidence 

 Unauthorised transactions or improperly recorded 

transactions. 

 Adverse media comment 
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Q.12. What are the roles and responsibilities of 

the statutory Auditors in relation to 

compliance with the Laws and 

Regulations by the entity?      

           (Nov 14/ 5 Marks)  

As per SA 250 “Consideration of Laws and Regulations in 
an Audit of Financial Statements”, as part of obtaining an 
understanding of the entity and its environment, the 
Auditor shall obtain a general understanding of - 

 The legal and regulatory framework applicable 

to the entity and the industry or sector in which 

the entity operates; and 

 How the entity is complying with that framework. 

The Auditor shall obtain sufficient appropriate audit 
evidence regarding compliance with the provisions of 
those Laws and Regulations generally recognized to have 
a direct effect on the determination of material amounts 
and disclosures in the financial statements 

The Auditor shall perform the following audit 

procedures to help identify instances of non- 

compliance with other Laws and Regulations that may 

have a material effect on the financial statements: 
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 Inquiring of management and, where appropriate, 

those charged with governance, as to whether the 

entity is in compliance with such Laws and 

Regulations; and 

 Inspecting correspondence, if any, with the 

relevant licensing or regulatory authorities. 

During the audit, the Auditor shall remain alert to the 

possibility that other audit procedures applied may 

bring instances of non-compliance or suspected non-

compliance with Laws and Regulations to the 

Auditor’s attention. The Auditor shall request 

management and, where appropriate, those charged 

with governance to provide written representations 

that all known instances of non-compliance or 

suspected non-compliance with Laws and Regulations 

whose effects should be considered when preparing 

financial statements have been disclosed to the 

Auditor. 

Thus, the Auditor is responsible for obtaining 

reasonable assurance that the financial statements, 

taken as a whole, are free from material 

misstatement, whether caused by fraud or error. In 

conducting an audit of financial statements, the 
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Auditor takes into account the applicable legal and 

regulatory framework. 

Q.13. While verifying the employee records in a 

company, it was found that a major 

portion of the labour employed was child 

labour. On questioning the management, 

the Auditor was told that it was outside his 

scope of the financial Audit to look into 

the compliance with other laws.    

                     (Nov 12/ 5 Marks) 

According to SA-250 “Consideration of Laws and 

Regulations in an Audit of Financial Statements” Some 

Laws and Regulations that do not have a direct effect 

on the determination of the amounts and disclosures 

in the Financial Statements, but compliance with which 

may be fundamental to the operating aspects of the 

business, to an entity’s ability to continue its business, 

or to avoid material penalties non-compliance with 

such Laws and Regulations may therefore have a 

material effect on the Financial Statements. The 

Auditor’s responsibility is limited to undertaking 

specified Audit procedures to help identify non-
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compliance with those Laws and Regulations that may 

have a material effect on the Financial Statements. 

Further, according to SA-250 if the Auditor concludes 

that the non-compliance has a material effect on the 

Financial Statements, and has not been adequately 

reflected in the Financial Statements, the Auditor shall, 

in accordance with Proposed SA-705, express a 

qualified or adverse opinion on the Financial 

Statements. In the given case violation of Child Labour 

Act, may cause heavy financial penalty and violation 

of corporate social responsibility (CSR). Auditor shall 

ask management to take initiatives to avoid such non-

compliance. If management refuses to take any 

initiative Auditor shall qualify his report about non-

compliance with Laws and Regulations and shall 

highlight the contingent liability of violation of such 

law and regulations. 
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Q.14. 'B' Ltd. manufacturing cycles has 150 

employees. Auditors observe that it has 

not registered itself for Provident Fund and 

ESI purposes, not remitting the dues in 

time and Auditor insists for qualifying the 

report. Management contends that in the 

absence of registration it can't be 

construed that the company is in default 

of statutory dues on regular basis- 

comment?         (Nov 10/ 4 Marks) 

1.  When Auditor has sufficient and appropriate Audit 

Evidence that non-compliance exists: - 

If the Auditor concludes that, the non-compliance has 

a material effect on the Financial Statements, and has 

not been adequately reflected in the Financial 

Statements, the Auditor shall, in accordance SA-700 

express a qualified or adverse opinion on the Financial 

Statements. 

2. When Auditor has limitations on scope of Audit: -  

If the Auditor is precluded by management or those 

charged with Governance from obtaining sufficient 

appropriate Audit Evidence regarding non-compliance 
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the Auditor shall express a qualified opinion or 

disclaim an opinion on the Financial Statements on the 

basis of a limitation on the scope of the Audit in 

accordance with SA-700 

Further, if the Auditor has identified or suspects non-

compliance with Laws and Regulations, the Auditor 

shall determine whether the Auditor has a 

responsibility to report the identified or suspected 

non-compliance to parties outside the entity. 
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