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SA-505 (R) 

 

 

Q.1. Why This SA? 

This Standard on Auditing (SA) deals with the Auditor’s use 
of External Confirmation procedures to obtain audit 
evidence in accordance with the requirements of SA. The 
objective of the Auditor, when using External Confirmation 
procedures, is to design and perform such procedures to 
obtain relevant and reliable audit evidence.  

Q.2. What is External Confirmation (EC) and 

what are its forms? 

Audit evidence obtained as a direct written response 

to the Auditor from a third party (the confirming 

party), in paper form, or by electronic or other 

medium. These ECs can be in obtained in following 

two forms.  
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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.  

Q.3. How to Obtain EC? 

As defined in SA- 505, “External Confirmation is the 

process of obtaining and evaluating Audit Evidence 

through a direct communication from a third party in 

response to a request for information about a 

particular item affecting assertions made by 

management in the Financial Statements. The process 

of External Confirmations, ordinarily, consists of the 

following: 

 Selecting the items for which confirmations are 

needed. 

 Designing the form of the confirmation request. 
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 Communicating the confirmation request to the 

appropriate third party. 

 Obtaining response from the third party. 

 Evaluating the information or absence thereof. 

Q.4. In which area Auditor is usually requires 

External Confirmations? 

Following are the Examples of situations where 

External Confirmations may be used to obtain Audit 

Evidence: 

 Bank balances and other information from 

bankers. 

 Accounts receivable balances. 

 Stocks 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. 

http://www.cakit.in/


 

    

Order for video lecture  www.cakit.in 
 

 

 

Author: CA. Aseem Trivedi  Standards on Auditing | 5 

Q.5. How should Auditor respond if 

Management refuses to allow Auditor to 

get EC? 

 If Management refuses to allow the Auditor to send a 

confirmation request, the Auditor shall: 

 Inquire as to management’s reasons for the refusal, 

and seek audit evidence as to their validity and 

reasonableness; 

 Evaluate the implications of management’s refusal 

on the Auditor’s assessment of the relevant risks of 

material misstatement, including the risk of fraud, 

and on the nature, timing and extent of other 

audit procedures; and 

 Perform alternative audit procedures designed to 

obtain relevant and reliable audit evidence. 

If the Auditor concludes that Management’s refusal to 

allow the Auditor to send a confirmation request is 

unreasonable, or the Auditor is unable to obtain 

relevant and reliable audit evidence from alternative 

audit procedures, the Auditor shall communicate with 

Those Charged with Governance in accordance with 

SA 260. The Auditor also shall determine the 
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implications for the audit and the Auditor’s opinion in 

accordance with SA 705. 

Q.6. What considerations are required for an 

Auditor to have when result of EC 

receives? 

If the Auditor identifies factors that give rise to doubts 

about the reliability of the response to a confirmation 

request, the Auditor shall obtain further Audit 

Evidence to resolve those doubts. If the Auditor 

determines that a response to a confirmation request is 

not reliable, the Auditor shall evaluate the implications 

on the assessment of the relevant risks of material 

misstatement, including the risk of fraud, and on the 

related nature, timing and extent of other audit 

procedures. In the case of each non-response, the 

Auditor shall perform alternative audit procedures to 

obtain relevant and reliable audit evidence.  
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Q.7. What Considerations are required when 

designing the EC? 

As per SA 505, “External Confirmation”, factors to be 

considered when designing confirmation requests 

include: 

 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 (for example, in 

paper form, or by electronic or other medium). 

 Management’s authorization or encouragement 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 

intended confirming party to confirm or provide 

the requested information (for example, 

individual invoice amount versus total balance 
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A positive External Confirmation request asks the 

confirming party to reply to the Auditor in all cases, 

either by indicating the confirming party’s agreement 

with the given information, or by asking the 

confirming party to provide information. A response 

to a positive confirmation request ordinarily is 

expected to provide reliable audit evidence. There is 

a risk, however, that a confirming party may reply 

to the confirmation request without verifying that 

the information is correct. The Auditor may reduce 

this risk by using positive confirmation requests that 

do not state the amount (or other information) on 

the confirmation request, and ask the confirming 

party to fill in the amount or furnish other 

information. On the other hand, use of this type of 

“blank” confirmation request may result in lower 

response rates because additional effort is required of 

the confirming parties 
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Q.8. What factors should an Auditor consider 

while obtaining External Confirmation? 

 Consideration for Audit Risk: -According to SA-

505, The Auditor should assess whether the 

evidence provided by the confirmations reduces 

Audit risks for the related assertions to an 

acceptably low level if yes then only Auditor shall 

obtain the same. 

 Consideration of timing: - The Auditor should 

obtain the External Confirmations either as at the 

date of the Financial Statements or as at any other 

selected date which is reasonably close to the date 

of Financial Statements. 

 Consideration to control over process: - When 

performing confirmation procedures, the Auditor 

should maintain control over the: 

 Process of selecting those to whom a request 

will be sent, 

 The preparation and sending of confirmation 

requests, and 

 The responses to those requests. 
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 The Auditor should, however, ensure that it is the 

Auditor who sends out the confirmation requests, 

that the requests are properly addressed, and that 

it is requested that all replies and the undelivered 

confirmations are delivered directly to the Auditor. 

 Consideration for Reliability of Responses 

Received: - The Auditor should consider whether 

there is any indication that External Confirmations 

received may not be reliable. The Auditor should 

also consider the authenticity of the response and 

perform appropriate procedures to dispel any 

doubts. 
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CASE STUDY 

Q.9. During the course of Audit of Z LTD. You 

found that there are certain Fixed Deposit 

(FD) from Bank of Rs. 20 lacs. While asking 

for the verification of the same, Entity 

replied that these FD have been kept as 

security for VAT tax in favour of 

Commercial Tax Department your Article 

is of opinion that you should obtain 

External Confirmation from Commercial 

Tax Department. Further some debtors 

have been received/ realized which 

were pending since long and certain 

creditors have also been paid which 

were outstanding since long, all the 

payments and realizations were through 

cash. There are certain Stocks, which 

have been sent on approval and 

approval have not been received till 31st 

march. Suggest Audit procedures to your 

Articles. 
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In the given case, while Auditing we found that Fixed 

deposits of Rs. 20 lacs from Bank and could not be 

verified as they were kept with Commercial Tax 

Department as security against VAT tax. Some of the 

debtors and creditors were pending since long and 

further settled through cash receipts and cash 

payments.  

There were some stock sent on approval and not yet 

included in closing stock, in 31 march xxxx Balance 

Sheet. According to SA-505, Auditor requires applying 

External Confirmation procedures and should obtain 

sufficient and appropriate Audit Evidence to reduce 

the Audit Risk.  

Therefore, the FD kept should be checked and Auditor 

should obtain an External Confirmation from Bank 

that FD are lien in favour of VAT Department.  

There were some old debtors and outstanding 

creditors which were paid by Cash, the Audit Risk 

seems to be high in such transactions and Auditor 

should apply Professional Scepticism as there is 

movement in cash, in old outstanding balances and 

Auditor should also obtain External Confirmation from 

Accounts of Third Parties even though balances are 

http://www.cakit.in/


 

    

Order for video lecture  www.cakit.in 
 

 

 

Author: CA. Aseem Trivedi  Standards on Auditing | 13 

zero i.e. Zero Balance Confirmation. As debtors and 

creditors balances were still pending respectively. And 

now when there is adhoc settlement in Cash, Auditor 

should check whether it is Actual or just an adjustment.  

There was also some stock, which was not included in 

closing stock as on Balance Sheet date. Auditor should 

check that whether goods have been transferred 

properly or not, it has been transferred then it shall 

not be included in inventory. Auditor may seek 

External Conformations. 
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PRACTICE PROBLEMS 

Q.10. Mr. P, CA, when Auditing the Financial 

Statements of the Vista Ltd for the year 

ended 31.03.2011, found a Material 

amount of Receivables from the Central 

Government. The Government replied 

neither to the first nor to the second 

confirmation requests not to a third 

request made by telephone. 

Requests shall be through Written Communication and 

still not received it will create a limitation on the scope 

of Audit and it becomes a matter of modification in 

the Auditors Report in accordance with SA-705 

Considerations to evaluate the results: - The Auditor 

should evaluate whether the results of the External 

Confirmation process together with the results from 

any other procedures performed, provide sufficient & 

appropriate Audit Evidence regarding the Financial 

Statement assertion being Audited. 

Consideration for Management requests: - When the 

Auditor seeks to confirm certain balances or other 
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information, and management requests the Auditor 

not to do so, the Auditor should 

 Consider whether there are valid grounds for such 

a request. 

 Obtain evidence to support the validity of 

management's requests. 

 Ask the management to submit its request in a 

written form, detailing therein the reasons for such 

request. 

 Document the reasons for acceding to the 

management's request. 

 Apply alternative procedures to obtain sufficient 

appropriate evidence regarding that matter. 

If the Auditor does not accept the validity of 

Management's request and is prevented from carrying 

out the Confirmations, there has been a limitation on 

the scope of the Auditor's work and the Auditor 

should consider the possible impact on the Auditor's 

Report in accordance with SA-705. 
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Q.11. A Client's Chief Accountant has 

requested that a particular Customer's 

Account should be excluded from the 

proposed Debtors circularisation list on 

the grounds that the balance is in dispute 

and the matter is in the hands of solicitors. 

Comment on your reaction.  

Hint: Auditor can exclude the same as it is a litigation 

matter but after adopting the whole procedure 

mentioned above 
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  THIS SA IN EXAM  

Q.12. Mr. Z who is appointed as Auditor of Elite 

Co. Ltd. wants to use confirmation 

request as audit evidence during the 

course of audit. What are the factors to 

be considered by Mr. Z when designing 

a confirmation request? Also state the 

effects of using positive External 

Confirmation request by Mr. Z.(May 16/5 

Marks) 

Hint: Refer Question no .7 

Q.13. During the course of Audit of Star Limited 

the Auditor received some of the 

confirmation of the balances of creditors 

outstanding in the Balance Sheet through 

External Confirmation by negative 

confirmation request. In the list of Sundry 

Creditors there are number of creditors of 

small balances except one, old 

outstanding of Rs.15 Lacs, of whom, no 
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confirmation on the credit balance 

received. Comment with respect to 

Standard of Auditing.  (May 14/ 5 Marks) 

Hint: External Confirmation: As per SA 505, “External 

Confirmation”, Negative Confirmation is a request 

that the confirming party respond directly to the 

Auditor only if the confirming party disagrees with the 

information provided in the request. Negative 

confirmations provide less persuasive Audit Evidence 

than positive confirmations. 

The failure to receive a response to a negative 

confirmation request does not explicitly indicate 

receipt by the intended confirming party of the 

confirmation request or verification of the accuracy of 

the information contained in the request. Accordingly, 

a failure of a confirming party to respond to a 

negative confirmation request provides significantly 

less persuasive Audit Evidence than does a response to 

a positive confirmation request. Confirming parties 

also may be more likely to respond indicating their 

disagreement with a confirmation request when the 

information in the request is not in their favor, and less 

likely to respond otherwise. 
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In the instant case, the Auditor sent the negative 

confirmation requesting the creditors having 

outstanding balances in the Balance Sheet while doing 

Audit of Star Limited. One of the old outstanding of 

rupees 15 lacs has not sent the confirmation on the 

credit balance. In case of non-response, the Auditor 

may examine subsequent cash disbursements or 

correspondence from third parties, and other records, 

such as goods received notes. Further non response for 

negative confirmation request does not means that 

there is some Misstatement as negative confirmation 

request itself is to respond to the Auditor only if the 

confirming party disagrees with the information 

provided in the request. But, if the Auditor identifies 

factors that give rise to doubts about the reliability of 

the response to the confirmation request, he shall 

obtain further Audit Evidence to resolve those doubts. 

 

 

 

 

 

 

http://www.cakit.in/


 

    

Order for video lecture  www.cakit.in 
 

 

 

20 | | Author: CA. Aseem Trivedi                                    7566758177 

Q.14. The Auditor of H Ltd. Wanted to obtain 

Confirmation from its Creditors. But the 

Management made a request to the Auditor 

not to seek confirmation from certain 

creditors citing disputes. Can the Auditor of 

H Ltd. Accede to this request? (May 13/ 4 

Marks) 

According to SA 505, “External Confirmations”, 

Requires that the Auditor should apply External 

Confirmation procedures in consultation with the 

Management. The Auditor may be requested by 

Management as not to seek External Confirmation 

from certain creditor because of dispute with it, etc.  

For Example might make such a request on the 

grounds that due to a dispute with the particular 

creditor, the request for confirmation might adversely 

affect the critical negotiations between the entity and 

the creditor. 

In such cases, when an Auditor agrees to 

management’s request not to seek External 

Confirmation regarding certain creditors, the Auditor 

should 
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 Consider validity of grounds for such a request and 

assess management’s integrity and 

 Obtain evidence to support the same. 

 The Auditor should also ask the management to 

submit its request in a written form, detailing 

therein the reasons for such a request. 

 If the Auditor of H Ltd agrees to management’s 

request not to seek External Confirmation 

regarding a Particular matter, the Auditor should 

document the reasons for acceding to the 

management’s request and 

Should apply alternative procedures to obtain 

Sufficient & Appropriate Evidence regarding that 

matter. 

Q.15. The Management of S Ltd. requests you to 

not to seek Confirmation from its Debtors. 

As the Auditor of S Ltd., what can be an 

appropriate response? (May 11/ 6 Marks) 

According to SA 505, “External Confirmations”, if the 

Management refuses to allow the Auditor to send a 

Confirmation Request, the Auditor shall: 
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 Get the clarification from management why an 

External Confirmation should not be sent and 

should obtain Audit Evidence for validity and 

reasonableness of reservations. 

 Evaluate whether such refusal increases the Audit 

Risk. 

 Perform alternative Audit procedures designed to 

obtain relevant and reliable Audit Evidence. 

If the Auditor is of opinion that management’s refusal 

is unreasonable or the Auditor is unable to obtain 

relevant and reliable Audit Evidence from alternative 

Audit procedures, the Auditor shall communicate to 

Those Charged With Governance and also determine 

its implication for the Audit and his opinion. He may 

reserve his opinion on Accounting Estimates or he may 

issue a Disclaimer of Opinion if such restriction is 

pervasive. 
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Q.16. When the Audit team visited the client to 

perform substantive Audit of debtors, the 

client produced ledger accounts of 

customers and confirmations for the top 

10 debtors. One of debtors was more than 

5 years old, but it had confirmed his 

balance.                   (May 10/ 5 Marks) 

As in the given case one of the debtors of more than 5 

year old had confirmed his balance. The Auditor 

should enquire about the debtor to confirm the 

External Confirmations: 

 Who is the debtor? Whether he is related with the 

client; 

 Debtor's financial abilities and; 

 Reasons for non-payment; 

 Reason from the company why not filing a suit for 

recovery? 

He should also ensure that proper control has been 

exercised over the External Confirmation procedures. 

The Auditor should also ensure that whether the 

information is original and not forged. 
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