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SA-510 (R) 

 

 

Q.1. Why this SA? 

This Standard on Auditing (SA) deals with the 

Auditor’s responsibilities relating to Opening Balances 

when conducting an Initial Audit Engagement. In 

addition to Financial Statement Amounts, Opening 

Balances include matters requiring disclosure that 

existed at the Beginning of the period, such as 

contingencies and commitments. 

Q.2.  What is an initial Engagement? 

According to SA-510 Initial Audit Engagement means 

an Engagement in which either: 

 The Financial Statements for the prior period were 

not audited; or 

 The Financial Statements for the prior period were 

audited by a predecessor Auditor. 

SA-510- Initial Audit Engagements: Opening 

Balances - [Effective Date 01.04.2010] 
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Q.3. Define Opening Balances? 

According to SA-510 Opening Balances means those 

account balances that exist at the Beginning of the 

period. Opening balances are based upon the Closing 

balances of the prior period and reflect the effects of 

transactions and events of prior periods and 

Accounting Policies applied in the prior period. 

Opening balances also include matters requiring 

disclosure that existed at the beginning of the period, 

such as contingencies and commitments. 

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

Opening balances? 

Following are the duties of Auditor in SA-510 : 

 To read the latest Audited Financial Statement:- 

The Auditor shall read the most recent Financial 

Statements, if any, and the predecessor Auditor's 

report thereon, if any, for information relevant to 

opening balances, including disclosures. 

 To obtain sufficient and appropriate Audit 

Evidence:- The Auditor shall obtain sufficient 

appropriate Audit Evidence about whether the 

opening balances contain misstatements that 
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materially affect the current period's Financial 

Statements by: 

 Determining whether the prior period's closing 

balances have been correctly brought forward 

to the current period or, when appropriate, any 

adjustments have been disclosed as prior period 

items in the current year's Statement of Profit 

and Loss; 

 Determining whether the opening balances 

reflect the application of appropriate 

accounting policies; and 

 Performing one or more of the following: 

 Where the prior year Financial Statements were 

audited, pursuing the copies of the Audited 

Financial Statements including the other relevant 

documents relating to the prior period Financial 

Statements; 
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Q.5. Describe the other Audit procedure 

required if previous year FS were un-

audited or if audited still Auditor required 

to apply additional procedures? 

If the prior period's Financial Statements were audited 

by a predecessor Auditor, the Auditor may be able to 

obtain Sufficient & Appropriate Audit Evidence 

regarding the Opening balances by perusing the copies 

of the audited Financial Statements including the other 

relevant documents relating to the prior period 

Financial Statements such as supporting schedules to 

the audited Financial Statements. Ordinarily, the 

current Auditor can place reliance on the closing 

balances contained in the Financial Statements for the 

preceding period, except when during the 

performance of Audit procedures for the current 

period the possibility of misstatements in opening 

balances is indicated. Following Audit procedures may 

be applied if previous year FS were unaudited or if 

audited Auditor still wishes to apply additional 

procedures:- 

 Current assets and liabilities:- Evidence about 

opening balances may be obtained as part of the 
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current period's Audit procedures. For example, 

the collection (payment) of opening accounts 

receivable (accounts payable) during the current 

period will provide some Audit Evidence of their 

existence, rights and obligations, completeness and 

valuation at the beginning of the period. 

 Inventories: - The current period's Audit 

procedures on the closing inventory balance 

provide little Audit Evidence regarding inventory 

on hand at the beginning of the period. Therefore, 

additional Audit procedures may be necessary, and 

one or more of the following may provide 

sufficient appropriate Audit evidence: 

 Observing a current physical inventory count 

and reconciling it to the opening inventory 

quantities. 

 Performing Audit procedures on the valuation 

of the opening inventory items. 

 Performing Audit procedures on gross profit 

and cut-off. 

 Non-current assets and liabilities: - In case of 

property plant and equipment, investments and 

long term debt, some Audit Evidence may be 
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obtained by examining the accounting records and 

other information underlying the opening 

balances. In certain cases, the Auditor may be able 

to obtain some Audit Evidence regarding opening 

balances through confirmation with third parties, 

For Example, for long-term debt and investments. 

In other cases, the Auditor may need to carry out 

additional Audit procedures. 

Q.6. How Auditor will conclude and report on 

Opening Balances? 

Following three situations can arise to conclude and 

report:- 

 If the Auditor is unable to obtain sufficient 

appropriate Audit Evidence: - In such case the 

Auditor shall express a qualified opinion or a 

disclaimer of opinion, as appropriate, in 

accordance with SA-705 

 If the Auditor concludes that the opening balances 

contain a Misstatement: - If such Misstatement 

materially affects the current period's Financial 

Statements, and the effect of the Misstatement is 

not properly accounted for or not adequately 
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presented or disclosed, the Auditor shall express a 

qualified opinion or an adverse opinion, as 

appropriate, in accordance with SA-705. 

 Conclusions about Accounting Policies:- If the 

Auditor concludes that: 

 The current period's Accounting Policies are not 

consistently applied in relation to opening 

balances in accordance with the applicable 

Financial Reporting Framework; or 

 A change in Accounting Policies is not properly 

accounted for or not adequately presented or 

disclosed in accordance with the applicable 

Financial Reporting Framework, the Auditor 

shall express a qualified opinion or an adverse 

opinion, as appropriate in accordance with SA-

705. 
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CASE STUDY 

Q.7. X LTD. appointed you as Auditor, previous 

year Financial Statement were audited by 

MR.Z During the course of Audit it is found 

that provision for excise duty on finished 

goods were not computed properly. 

During the year such kind of provision is 

required to be made. Management is of 

opinion that as it was not required by the 

predecessor Auditor so provision should 

not be made for current year also. But if 

made the Auditor has to qualify previous 

year audited figures in his report. Advice 

the client how to solve this issue. 

Guidance note on accounting for excise duty requires 

that there must be provisions for excise duty on 

finished goods at the value of goods at the close of the 

year. It was found that last year such provision in 

closing stock and due to which opening stock of 

current year. 
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As it is Auditor's duty under SA-510 to obtain sufficient 

and appropriate Audit Evidence that all the opening 

balance are carry forwarded appropriately and there is 

no material Misstatement. Here Auditor found a 

material Misstatement in relation to closing stock and 

he should ask management to treat such item as “prior 

period item” in current year's profit and loss statement 

and also ask to add provision for excise duty in current 

year's closing stock because according to guidance 

note, if there is no provision for excise duty added in 

cost of closing stock Auditor should qualify his Auditor 

report and advise management to include excise duty 

to closing stock otherwise, he will qualify current 

year's closing stock as well as previous year closing 

stock . 
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Q.8. Y LTD. had declared in a press 

conference that there Financial 

Statements for last 8 years were 

manipulated and such manipulation is 

towards maintaining the stock prices due 

to which RS.7000CRS. Assets are not in 

existence, further cash and bank 

balances were also manipulated. The 

total of the last year Balance Sheet was 

RS. 12000CRS. management was assuring 

you that current year Financial 

Statements are appropriately made 

without any Misstatement. You are 

appointed to conduct the Audit of 

Financial Statement of current year. How 

would you deal with the problem of 

opening balances? 

As the company declared in press conference that 

Financial Statements of last 8 years were manipulated 

and due to manipulation in stock, asset worth 

RS.7000CRS.were not found in existence,. According 

to SA-510, initial Audit Engagement opening balances. 
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It is the Auditor's duty to obtain sufficient and 

appropriate Audit Evidence that opening balances 

have been carried forward appropriately and there is 

no material Misstatement. 

According to given situation, the Balance Sheet total of 

last 2 years was RS.12000 Crs. & Rs.7000Crs. Which 

were never in existence which is both material and 

pervasive and Auditor also have not any sufficient and 

appropriate Audit Evidence about opening balance. 

Auditor should give disclaimer of opinion about 

opening balances carry forwarded from last year.  

Further Auditor should check whether investigation is 

completed or continued. If investigation is continued 

then give unqualified opinion for current year's 

Financial Statement subject to disclaimer of opinion 

about the opening balances. But if investigation have 

completed and exact figures are available related to 

fraud and the same has been adjusted as prior period 

item in profit & loss a/c & also reported in Financial 

Statement, then in this situation there is no need to 

issue disclaimer for opening, but Auditor should give 

unqualified opinion for current year's Financial 

Statement, because previous year's fraud has been 

disclosed in current year's Financial Statement. 
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THIS SA IN EXAM 

Q.9. A, the articled assistant will be sent for the 

audit of PQR Ltd. which is been done for 

the first time by you. As the principle 

auditor how will guide A regarding the 

audit procedure to be followed for 

verifying the opening balances? And if 

you are not satisfied with the outcome of 

the audit procedures regarding the 

correctness of opening balances, what 

shall be the approach adopted while 

drafting the audit report?      

          (May 15/ 5 Marks) 

Following should be the audit procedure to ensure the 

accuracy of the opening balances if the financial 

statements are audited for the first time: 

 To read the latest audited financial statements and 

the predecessor's report for any relevant 

information regarding the opening balances. 

 Determine whether the prior period closing 

balances have been correctly brought forward to 
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current period, or wherever appropriate, any 

adjustments have been disclosed as prior period 

items in current year's profit and loss. 

 Determine whether the opening balances reflect 

the application of appropriate accounting policies. 

 Evaluate whether the current period audit 

procedures provide relevant evidences regarding 

opening balances or otherwise perform special 

audit procedures for specific items. 

 If we obtain audit evidence that the opening 

balances contain misstatements that could 

materially affect the current period's financial 

statements, we should perform such additional 

audit procedures as are appropriate in the 

circumstances to determine the effect on the 

current period's financial statements. 

 If we draw a conclusion that such misstatements 

exist in the current period's financial statements, 

the misstatements should be communicated to the 

appropriate level of management and those 

charged with governance. 
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