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SA-265 

 

 

 

 

Q.1. Why This SA? 

This Standard on Auditing (SA) deals with the 

Auditor’s responsibility to communicate appropriately 

to Those Charged With Governance and Management 

deficiencies in Internal Control that the Auditor has 

identified in an Audit of Financial Statements. 

Q.2. What do you mean by deficiency in 

Internal Control? 

According to SA-265, This exists when:  

 A control is designed, implemented or operated in 

such a way that it is unable to prevent, or detect 

and correct, misstatements in the financial 

statements on a timely basis; or  
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 A control necessary to prevent, or detect and 

correct, misstatements in the financial statements 

on a timely basis is missing 

Q.3. What do you mean by significant 

deficiency in internal control?  

A deficiency or combination of deficiencies in internal 

control that, in the Auditor’s professional judgment, is 

of sufficient importance to merit the attention of those 

charged with governance. 

Q.4. What is objective of Auditor according to 

this SA-265? 

According to SA- 265, the objective of the Auditor is 

to communicate appropriately to Those Charged with 

Governance and Management deficiencies in internal 

control that, the Auditor has identified during the 

Audit and that, in the Auditor's Professional Judgment, 

are of sufficient importance to merit their respective 

attentions. 
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Q.5. What are the Communication 

requirements under this SA-265? 

According to SA-265, The Auditor shall determine 

whether, he has identified one or more deficiencies in 

internal control. If yes, he shall determine whether, 

individually or in combination, they constitute 

significant deficiencies. If Auditor concludes that 

deficiencies are significant, he shall communicate in 

writing significant deficiencies in internal control 

identified during the Audit to management and those 

charged with Governance on a timely basis. It is 

further explained in SA-265 that, The Auditor shall 

give full description of the deficiencies and an 

explanation of their potential effects so that to enable 

those charged with Governance and management to 

understand the context of the communication. 

Further, it is required that Auditor shall explain that 

the purpose of the Audit was for the Auditor to 

express an opinion on the Financial Statements; and 

the Audit included consideration of internal control 

relevant to the preparation of the Financial Statements 

in order to design Audit procedures that are 

appropriate in the circumstances, but not for the 
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purpose of expressing an opinion on the effectiveness 

of internal control. 

For Example: You have been appointed Auditor of a 

company and you have come across certain weakness 

in the internal control system. Draft a specimen form 

of management letter indicating at least four areas of 

weakness relating to internal control.  

Addressing to management.  

Following are the weaknesses  

1. Purchases have not been recorded in serial no. 

Neither properly authorized nor reconciled with 

stores. 

2. Cashier is having recording responsibilities of cash  

3. Attendance register of workers on the basis of 

which wages are required to be accounted for not 

kept proper.  

4. Stores records are not matching with physically 

verified quantities and overwriting found in stores 

ledger. 
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THIS SA IN EXAM 

Q.6. During the course of his Audit, the Auditor 

noticed material weaknesses in the 

Internal Control System and he wishes to 

communicate the same to the 

management. You are required to 

elucidate the important points the Auditor 

should keep in mind while drafting the 

Letter of Weaknesses in Internal Control 

System.         (Nov 15/ 4 Marks) 

Important Points to be kept In Mind While Drafting 

Letter of Weakness: As per SA 265, “Communicating 

Deficiencies in Internal Control to Those who 

charged with Governance and Management”, the 

Auditor shall include in the written communication of 

significant deficiencies in internal control - 

 A description of the deficiencies and an 

explanation of their potential effects; and 

 Sufficient information to enable those charged 

with governance and management to understand 

the context of the communication 
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 In other words the Auditor should communicate 

material weaknesses to the management or the 

Audit committee, if any, on a timely basis. This 

communication should be, preferably, in writing 

through a letter of weakness or management 

letter. Important points with regard to such a 

letter are as follows- 

 The letter lists down the area of weaknesses in 

the system and offers suggestions for 

improvement. 

 It should clearly indicate that it discusses only 

weaknesses which have come to the attention of 

the Auditor as a result of his Audit and that his 

examination has not been designed to determine 

the adequacy of internal control for management. 

 This letter serves as a valuable reference 

document for management for the purpose of 

revising the system and insisting on its strict 

implementation. 

 The letter may also serve to minimize legal 

liability in the event of a major defalcation or 

other loss resulting from a weakness in internal 

control. 
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