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Chapter 3: Audit evidence and Audit 
documentation 

Additions to Topics 
1. Topic: Form, Content and Extent of Audit Documentation 

i. The auditor shall prepare audit documentation that is sufficient to enable an experienced 

auditor, having no previous connection with the audit, to understand: 

a. The nature, timing and extent of the audit procedures performed. Further in 

documenting the nature, timing and extent of audit procedures performed, the 

auditor shall record: 

 The identifying characteristics of the specific items or matters tested. 

 Who performed the audit work and the date such work was completed; and 

 Who reviewed the audit work performed and the date and extent of such 

review. 

b. The results of the audit procedures performed and the audit evidence obtained 

and 

c. Significant matters arising during the audit and the conclusions reached thereon 

and significant professional judgements made in reaching those conclusions. 

ii. The auditor shall document discussions of significant matters with management, 

those charged with governance, and others, including the nature of the significant 

matters discussed and when and with whom the discussions took place. 

iii. If the auditor identified information that is inconsistent with the auditor’s final 

conclusion regarding a significant matter, the auditor shall document how the auditor 

addressed the inconsistency. 

2. Topic: Timely Preparation of Audit Documentation 

The auditor shall prepare audit documentation on a timely basis. Preparing sufficient and 

appropriate audit documentation on a timely basis helps to  

i. enhances the quality of the audit and,  

ii. facilitates the effective review and evaluation of the audit evidence obtained and 

conclusions reached before the auditor’s report is finalised.  
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Documentation prepared after the audit work has been performed is likely to be less accurate 

than documentation prepared at the time such work is performed. 

3. Information to Be Used as Audit Evidence 

When designing and performing audit procedures, the auditor shall consider the relevance and 

reliability of the information to be used as audit evidence. 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: 

a. Evaluate the competence, capabilities and objectivity of that expert; 

b. Obtain an understanding of the work of that expert; and 

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

assertion. 

When using information produced by the entity, the auditor shall evaluate whether the 

information is sufficiently reliable for the auditor’s purposes, including as necessary in the 

circumstances: 

a. Obtaining audit evidence about the accuracy and completeness of the information; 

and 

b. Evaluating whether the information is sufficiently precise and detailed for the 

auditor’s purposes 

4. Topic: Inconsistency in or Doubts over Reliability of Audit Evidence 

If: 

a. audit evidence obtained from one source is inconsistent with that obtained from 

another; or 

b. the auditor has doubts over the reliability of information to be used as audit evidence, 

the auditor shall determine what modifications or additions to audit procedures are 

necessary to resolve the matter, and shall consider the effect of the matter, if any, 

on other aspects of the audit. 

5. Results of the External Confirmation Procedures 

Reliability of Responses to Confirmation Requests 

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.  
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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 RMM, including the risk 

of fraud, and on the related nature, timing and extent of other audit procedures. 

6. Negative Confirmations 

Negative confirmations provide less persuasive audit evidence than positive confirmations. 

Accordingly, the auditor shall not use negative confirmation requests as the sole substantive 

audit procedure to address an assessed risk of material misstatement at the assertion level 

unless all of the following are present: 

a. The auditor has assessed the RMM as low and has obtained sufficient appropriate audit 

evidence regarding the operating effectiveness of controls relevant to the assertion; 

b. The population of items subject to negative confirmation procedures comprises a large 

number of small, homogeneous, account balances, transactions or conditions; 

c. A very low exception rate is expected; and 

d. The auditor is not aware of circumstances or conditions that would cause recipients of 

negative confirmation requests to disregard such requests. 

7. Verifying existence of related party relationships and transactions 

During the audit, the auditor should maintain alertness for related party information while 

reviewing records and documents. He may inspect the following records or documents that 

may provide information about related party relationships and transactions, for example: 

a. Entity income tax returns. 

b. Information supplied by the entity to regulatory authorities. 

c. Shareholder registers to identify the entity’s principal shareholders 

d. Statements of conflicts of interest from management and those charged with 

governance. 

e. Records of the entity’s investments and those of its pension plans. 

f. Contracts and agreements with key management or those charged with governance. 

g. Significant contracts and agreements not in the entity’s ordinary course of business. 

h. Specific invoices and correspondence from the entity’s professional advisors. 

i. Life insurance policies acquired by the entity. 

j. Significant contracts re-negotiated by the entity during the period. 

k. Internal auditors’ reports. 

l. Documents associated with the entity’s filings with a securities regulator e.g., 

prospectuses) 
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8. Going Concern Assumptions: Implications for the Auditor’s Report 

(A) Use of Going Concern Basis of Accounting is Inappropriate 

If the financial statements have been prepared using the going concern basis of 

accounting but, in the auditor’s judgment, management’s use of the going concern basis 

of accounting in the preparation of the financial statements is inappropriate, the auditor 

shall express an adverse opinion. 

When the use of the going concern basis of accounting is not appropriate in the 

circumstances, management may be required, or may elect, to prepare the financial 

statements on another basis (e.g., liquidation basis). The auditor may be able to perform 

an audit of those financial statements provided that the auditor determines that the 

other basis of accounting is acceptable in the circumstances. The auditor may be able 

to express an unmodified opinion on those financial statements, provided there is 

adequate disclosure therein about the basis of accounting on which the financial 

statements are prepared, but may consider it appropriate or necessary to include an 

Emphasis of Matter paragraph in accordance with SA 706 (Revised) in the auditor’s 

report to draw the user’s attention to that alternative basis of accounting and the 

reasons for its use. 

(B) Use of the Going Concern Basis of Accounting is Appropriate but a Material 

Uncertainty Exists 

The identification of a material uncertainty is a matter that is important to users’ 

understanding of the financial statements. The use of a separate section with a heading 

that includes reference to the fact that a material uncertainty related to going concern 

exists alerts users to this circumstance. 

1) Adequate Disclosure of a Material Uncertainty is Made in the Financial 

Statements 

If adequate disclosure about the material uncertainty is made in the financial 

statements, the auditor shall express an unmodified opinion and the auditor’s report 

shall include a separate section under the heading “Material Uncertainty Related to 

Going Concern.” 

2) Adequate Disclosure of a Material Uncertainty is Not Made in the Financial 

Statements  

If adequate disclosure about the material uncertainty is not made in the financial 

statements, the auditor shall: 
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a. Express a qualified opinion or adverse opinion, as appropriate, in accordance with SA 

705 (Revised); and 

b. In the Basis for Qualified (Adverse) Opinion section of the auditor’s report, state 

that a material uncertainty exists that may cast significant doubt on the entity’s 

ability to continue as a going concern and that the financial statements do not 

adequately disclose this matter. 

Examples and Case Studies 
1. Topic: Purpose of Audit Documentation 

Illustration: A new team member of the auditors of Extremely Vibrant Limited was of the 

view that Audit Documentation does not help in planning the audit of any company. 

Explain whether Audit Documentation has any relation with regard to planning the audit of 

a company. 

Solution: Audit Documentation helps in planning the audit of a company in a proper manner 

and also helps in conducting the audit of that company in a more effective way. 

2. Topic: Audit File 

Illustration: While auditing the books of accounts of Very Careful Limited for the financial 

year 2020-21, a team member of the auditors of Very Careful Limited was of the view that 

with regard to audit of the company, no relation exists between Audit File and Audit 

Documentation. Explain the relationship between Audit File and Audit Documentation. 

Solution: Audit file may be defined as one or more folders or other storage media, in physical 

or electronic form, containing the records that comprise the audit documentation for a specific 

engagement. 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. 

3. Topic: Ownership of Audit Documentation 

Illustration: A director of Very Different Limited was of the view that Audit Documentation 

of a company is the property of that company. Comment on the contention of the director 

regarding the audit documentation of the company 

Solution: Audit Documentation of a company is not the property of the company rather Audit 

Documentation is the property of Auditor of that company. 

4. Topic: Relation between Audit Evidence and Audit Opinion 
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Illustration: The auditor of Fresh and Well Limited explained to the audit team members 

about the relationship between Audit Evidence and Opinion of Auditor. Explain what 

relationship exists between Audit Evidence and Opinion of Auditor. 

Solution: There exists a very important relationship between Audit Evidence and opinion of 

the Auditor. While conducting an audit of a company, the auditor obtains audit evidence and 

with the help of that audit evidence obtained, the auditor forms an audit opinion on the 

financial statements of that company. 

5. Topic: Sufficiency and Appropriateness of Audit Evidence 

Illustration: There was a Partnership Firm of Chartered Accountants WT and Associates. Mr. 

W, one of the partners of WT and Associates, while explaining to his audit team members 

about importance of audit evidence informed them about sufficiency and appropriateness of 

audit evidence. Mr. H, one of the members of audit team of WT and Associates was of the 

view that sufficiency of audit evidence means simplicity of audit evidence and appropriateness 

of audit evidence means ease of obtaining audit evidence. Explain whether sufficiency and 

appropriateness of audit evidence mean simplicity and ease of obtaining audit evidence. 

Solution: Sufficiency and Appropriateness of audit evidence does not mean simplicity and 

ease of obtaining audit evidence rather sufficiency of audit evidence is related to the quantity 

of audit evidence and appropriateness of audit evidence is related to quality of audit evidence. 

6. Topic: Methods to obtain Audit Evidence 

Illustration: While auditing the books of accounts of Extremely Distinct Limited for the 

financial year 2020-21, the auditor of the company used an audit procedure according to 

which complete documents and records of the company were checked in detail in order to 

obtain audit evidence. Explain the audit procedure used by the auditor of Extremely Distinct 

Limited. 

Solution: The audit procedure used by auditor of Extremely Distinct Limited is known as 

Inspection because inspection is an audit procedure in which complete documents and 

records of a company are checked in detail for the purpose of obtaining audit evidence. 

7. Topic: Reliability of Audit Evidence 

Illustration: An audit team member of the auditors of Extremely Genuine Limited was of the 

view that audit evidence obtained internally from within the company under audit are more 

appropriate from the reliability point of view as compared to audit evidence obtained externally 

as evidence obtained internally are obtained from the company whose audit is being conducted. 

Give your views as auditor of Extremely Genuine Limited. 
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Solution: Audit evidence obtained externally is more appropriate from reliability point of 

view as compared to those which are obtained internally. The reason that audit evidence 

obtained externally is more appropriate from the point of view of reliability is that there is 

a very low risk that they can be altered or changed. 

8. Topic: External Confirmation 

Illustration: During the financial year 2020-21, the auditor of Delicious and Healthy Limited 

asked a Trade Receivable to respond directly to the auditor whether or not the amount they 

were required to pay to Delicious and Healthy Limited was 79,000. That trade receivable 

confirmed to the auditor of Delicious and Healthy Limited, that they were required to pay an 

amount of 79,000 to Delicious and Healthy Limited. State and explain the type of 

Confirmation Request as required by the auditor. 

Solution: The above mentioned situation is an example of Positive Confirmation Request 

because in Positive Confirmation Request the party confirms the auditor of a company whether 

such party agrees or whether such party disagrees with the information for which the 

confirmation is required by auditor of that company. 

9. Topic: True and Fair View 

Illustration: While auditing the books of accounts of Completely Balanced Limited for the 

financial year 2020-21, the auditor observed that following transactions were not recorded in 

financial statements, even though they were recorded in books of accounts: 

(a) The Equipment H amounting for Rs. 40,000. 

(b) Trade Receivable of Rs. 29,000 and Trade Payable of Rs. 22,000. 

(c) Repair and Maintenance Expenses of Rs. 56,000. 

(d) Other Incomes of Rs. 94,000. 

Every amount mentioned above was of material in nature. 

Comment on the true and fair view as depicted by the financial statements of the above 

mentioned company. 

Solution: According to the auditor, the financial statements of Completely Balanced Limited 

for the financial year 2020-21 do not present a true and fair view because certain material 

transactions relating to liabilities, incomes, assets and expenses were not recorded in the 

financial statements. The actual position as depicted in the books of accounts of Completely 

Balanced Limited for the financial year 2020-21, that same position was not presented in 

the financial statements of the above mentioned company. 
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Correct-Incorrect Questions 
i. Inquiry alone is sufficient to test the operating effectiveness of controls. 

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. 

ii. 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. 

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. 

iii. When auditor inquires the management as part of the audit procedures it should be formal 

written form only and not informal oral inquiries. 

Incorrect: When auditor inquires the management as part of audit procedures such 

inquiries may range from formal written inquiries to informal oral inquiries. 

iv. Assertions refer to the representations by the auditor to consider the different types of 

the potential misstatements that may occur. 

Incorrect: Assertions refer to representations by management that are embodied in the 

financial statements as used by the auditor to consider the different types of the potential 

misstatements that may occur.  

Theoretical Questions 
i. M/s Pankaj & Associates, Chartered Accountants, have been appointed as an auditor of 

ABC Limited. CA Pankaj did not apply any audit procedures regarding opening balances. 

He argued that since financial statements were audited by the predecessor auditor 

therefore he is not required to verify them. Is CA Pankaj correct in his approach? 

Hint: SA 510 – Audit Procedures regarding Opening Balances 

ii. Audit evidence is all the information used by the auditor in arriving at the conclusions 

on which the audit opinion is based. Written representations are necessary information 
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that the auditor requires in connection with the audit of the entity’s financial statements. 

Accordingly, similar to responses to inquiries, written representations are audit evidence. 

Explain stating clearly objectives of the auditor regarding written representation. 

Hint: SA 580 – Objectives of Auditor when obtaining WR 

iii. The auditor has no obligation to perform any audit procedures regarding the financial 

statements after the date of the auditor’s report. However, when, after the date of the 

auditor’s report but before the date the financial statements are issued, a fact becomes 

known to the auditor that, had it been known to the auditor at the date of the auditor’s 

report, may have caused the auditor to amend the auditor’s report. Explain the auditor’s 

obligation in the above situation. 

Hint: SA 560 – Audit Procedures for Facts known after date of Auditor’s Report 

iv. The nature of related party relationships and transactions may, in some circumstances, 

give rise to higher risks of material misstatement of the financial statements than 

transactions with unrelated parties. Explain with the help of at least three examples. 

Hint: SA 550 – Related Party Transactions posing high RMM 

v. 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. 

Hint: SA 505 – Performing External Confirmation Procedures (4 steps) 

vi. Explain clearly the examples of matters relevant in planning attendance at physical 

inventory counting. 

Hint: SA 501 – Matters relevant in planning PIC 

vii. The auditor P of PAR and Co., a firm of Chartered Accountants is conducting audit of 

AB Industries Ltd. The auditor requests management to provide Banker’s certificate in 

support of Fixed deposits whereas management provides only written representation on 

the matter. Analyse how would you deal as an auditor. 

Hint: SA 580 - Sufficiency of WR as Audit Evidence 

viii. Most of the auditor’s work in forming the auditor’s opinion consists of obtaining and 

evaluating audit evidence. Explain 

Hint: SA 500 – Basics of Audit Evidence + Methods of obtaining Audit Evidence 
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ix. 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. 

Hint: SA 330 – Necessity of SAP as RAP involves judgement and all RMM may not 

be identified and TOC is subject to inherent limitations of IC 

x. M/s ANS & Associates has been appointed as the statutory auditors of MNO Ltd. The 

company has been suffering losses due to the emergence of highly successful competitor, 

thereby leading to negative net worth. Also, the sales head, key management personnel, 

of the company left the company due to health issues. When CA Amar, the engagement 

partner discussed the scenario with the management of the company, he did not get 

any satisfactory reply from the management. What is the responsibility of M/s ANS & 

Associates with regard to SA 570? 

Hint: SA 570 – Refer Events and Conditions casting doubt on entity’s ability to 

continue as a Going Concern + Auditor’s Responsibilities when Events/ Conditions 

casting significant doubt on entity’s going concern identified. 

xi. M/s PQR and associates are the statutory auditors of TUV Ltd. for the FY 2020- 21 -. 

They have been appointed as statutory auditors of TUV Ltd. for the first time. What is 

the objective of the engagement partner in terms of SA 510? 

Hint: SA 510 – Objectives of Auditor to obtain sufficient appropriate audit evidence 

about Opening Balances 

xii. What is meant by sufficiency of Audit Evidence? Explain the factors affecting the 

auditor’s judgement as to the sufficiency of audit evidence. 

Hint: SA 500 – Sufficiency of Audit Evidence 

 

 

 

 

 

 

 

 

 

 


