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Chapter

’ Quality Control (@c) .

B
BN

?Ji:w:nllusfgr'ffci Financial

{ « R TTE T T
@ I‘S&C I “Quality Control for Firms that Perform Audits L

4 e = g Rl
A’wur!’onnatmn, and Other Assurance & Related Services I”’,m)ﬁmu”“" B =l
B ! ﬁur_pase of SQC e -
e e — —— et Ssuranﬁe that:

i_t with masonq}_)leiqr
andards and regulatory and

| Firm should establish a system of QC to provide
{ (a) firm and its persomnel comply with profes

| \
; legal requirements, and -

sional

| (b)  reports issued by firm or EP(s) are appropriate.

PR S e

Elements of ;J.I.S‘gsf.ém of QC

dressing each of the

| & Finm’s system of QC should include policies and procedures ad.

___,.____,l.____- S e ——— e —

following elements: e

(o) Leadership res;?o:;s}biiities for Qua/itylv_it_h_m-_‘_/———’—
(b) Ethical requirements.

(c) Acceptance ond continuance of client relationships and specific engagements.

—_—

o SO

(d) Human resources.

(e) Engagement performance.

(f) Monitoring.

< should be documented & communicated to firm’s personnel.

< QC policies & procedure

——e el

Leadership Responsibilities
< Firm should establish policies and procedur

B — — -
based on recognition that quality is casential in performing engagements.

es designed to promote an internal culture

:Zmiséch policies and procedures should require firm's CEO or managing partners to

assume ultimate responsibility for the firm's system of QC.

- Any Rﬁ’?_ff,‘?’_‘_f?”_?d operational rezponsibility for firm’s QC system by firm’s CEO or

f’_"f"9m9 board of partners should have ‘-H{{.f(f-!r‘lr?l' & appropriate experience; ability,

and necessary authority, to assume that responsibility.

1) .
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Considerations to be taken into account while upholding quality of i, hapter |

() Eivm assigns its management responsibilities so that comimes,,
; > 1 COyisirle ratis
i

do not override quality of work performed.

) B’ s policies socedures in relation to its
() Firn's policies and procedures in relation to its personnel are designed vy
demonstrate Its

overriding commitment to quality.

C,-_;;_) Eirm devotes sutficrent resources for development & documentatioy of its me

policies and procedures.

(iv) Eirm before accepting an engagement should acquire vital information about th,

client. Such infermation help firm to decide about integrity of C/fent, promoters

and KMP. competence (including capabilities, time & resources) to perform

encagement and compliance with ethical requirements.

Ezhical reguirements

S should establish policies and procedures designed to provide it with reasonable -

cesyrance that finm and its personnel comply with relevant ethical requirements.

- ;
roSDengeEnce

t

< Eirm should establish policies and procedures designed to provide it with reasonable

sesurance that firm, its personnel and others maintain independence.

«..

Such policies and procedures should enable the firm to:

() Communicate its independence requirements to its personnel & others.

(b)

Identify & evaluate circumstances and relationships that create threats to

independence, and to take appropriate action to eliminate those threats or

reduce them to an acceptable level by applying safequards, or, if considered
appropriate, to withdraw from the engagement.

. e hould / N 9
= There should exist a mechanism by which EPs promptly notify firm of circumstances

& relationshi
ips that create a threat to independence. All breaches of independence
should be

promptly notified to fi
irm for a z '
- At legst annuall: pproprlate .

Y flrm Sh . .
i ) ould obtain written confirmation of compliance with its
'S and procedures op iRl

£i ependence from all fi
3 Iri
cirm should establish criter; ™ personnel.

z a
Tam

‘arrty th

£ -
or determining need for safequards to address the

reat, This js arti
particularly relevant in context of audits of listed entities.
1.2




chapter |
k For these audits, LP should be rotated ofter a pre

1 (c) Compliance with ethical requirements,

Quality Contral
. s

- defined period, normally

not more than 7 years,

;-.4 7;7;:‘0:7(0 and Continuance of Client Relationships & Specific Engagements
~L A firm before acccptmg an engagement should acqwm vital information ahouys client
Such mf‘ormat/on he/p frrm to dec:de about -

(a) /nfeqnt(/ of Chent promoters and KMP -
) Competence Gincluding capabilities, time and resources) to f_eff:orm p,,9 agement

! -
<+ Establish Policies w.r.t. withdrawal from engagement & communication reqwfe,y,p,,,t,

F circumstances warrant. Policies & procedures address issues that include
‘%\-—v

/
(a) Discussing with appropriate level of mngt. & TCWG regarding the approprigte

action that firm might take based on the relevant facts and circumstances.

If the firm determines that it is appropriate to withdraw, discussing with

] )
appropriate level of management and TCWG withdrawal from the engagement

or from both engagement and client relationship, and reasons for withdrawal

Considering whether there is a professional, regulatory or legal requirement for

[ ()
! the firm to remain in place, or to report the withdrawal to requlatory authorities.

Documenting significant issues, consultations, conclusions & basis for conclusions

Considerations as to integrity of clients

(1) ldentity & business reputation of client’s principal owners, key management, related

(2) Nature of client’s operations, including its business practices

(3) Information concerning attitude of client’s principal owners, key management and

1 parties and TCWG,
, TCWG towards matters such as aggressive interpretation of accounting standards and

( internal control environment.
{
| (4) Whether client is aggressively concerned with maintaining firm’s fees as low as

[

3 possible.
= I
rk.
LORS . SR
ties.

l (8) Indications of an inappropriate limitation in the scope of wo
(6) Indications that client might be involved in money laundering or criminal activi

j (7) Reasons for proposed appointment of firm and non-reappointment of previous g,

1.3



Quality € ontrol
| i'T” fatters to be considerad to determine whether firm has the capol Chapy

| T L APa bty aPptey |
| Eome ahd resources 10 undertake an engagement 'S, Competenc,

J
Enm J\"L\\V‘)'(\:} ,".3\'6‘ Justries or sub;
FSupject mattere.

b oo »
kpow/anee of relevant in

;?(J‘) Eom !\“L\\\I‘!'\-\;’ have axerence with relevant !,\:;:/';:{m;/ Or report
| [ ] £y re
f the .71-;,'_.‘:‘:*; o \"\;;‘n dhe pecessary skills and knowledge é‘.ffe“(‘[:\:pl{,- — e
Werent _z\-qu.n.n_! with the necessary (‘n;\)lw‘litin‘c'nr'/ ¢
{ €S ang ,0}7?;3‘:[@,959.

J (3) The finy has sut

‘ (Q,? Experis are @ ailable, if needed;
o I(S) Individaals meeting criteria & eligibility reguirements to perform EQCR are avaj)

A ) —

wld be able lo cf(?))?lr,!};z‘gi}ytm {’:?f%‘t"”é‘l‘! within the reporrf,»'"or doqdhr:t apls.

]

|
-3

| (&) Finm wo

{

I

—

|
| Human Resources
and procedures designed to provide it with reasonable

| & Finm should establish policies
assurance that it has sufficient personne} with capabilities, competence & commitm

|

} to ethical
{ professional standards and

to issue reports that are app!

ould establish policies and proc
are communicated to key mem

petence, authority & time to perform the role;

ent

» its engagements in accordance with
d to enable firm or EPs

principles necessary to perfon
requlatory and legal requirements, an

opriate in the circumstances.

edures reguiring that:

bers of mngt. and TCWG;

< Firm sh
(a) Identity and role of EP

(b) EP has appropriate capabilities, com
Responsibilities of EP are clearly defined and communicated to that partner.

rl

Engagement Performance

(A) Consultation:
lace in difficult matters pertaining to an engagement

e Consultation should take p

s discussion, with individuals having specialized expertise for resolution.
on significant technical, ethi
clusions.

.

and include
cal &

e Consultation procedures require consultation
cumentation and implementation of con

other matters; appropriate do
e A firm needing to consult externally, may take advantage of advisory services

provided by other firms or professional & regulatory bodies.
Ived

e Complete an .
/i d proper documentation should be maintained on issues nvo

and results of consultation.

1.9




Chapter ! -
ﬂ&j%ngagement Quahty Control Rewew (EQCR)

— : """"" "N Cnarag,wcﬂt should be fﬂv;c"'cd I’J’j rOC rev
I

[ /
|

—_—T f engagement and risk *} ¢ 0 1
| . Ex e‘nt of rewew depenn's on CO”’P"‘"“’ of engag - at report

rot be r‘p;’mprmte Review does not reduce resPO”S’b”’f’”' O’r Ep.

f_c E&Cf is man a’otorg for alf audrfc of FS of h_,trd C)‘ltl'fr'_

e

|
|
B
|

_ S
|
)

M
|

Matters to be consrdefed in an EQC_R fof a"d'f‘ff’f_Ff fi’i#ef{imue‘

ndence in relation to the specific c,—;agﬁfr

(1) ET evaluation of firm’s indepe

] (2) Sionificant risks identified during the engagement and responses to those rjc.

-

(3) Judgments made, particularly with respect to materiolity Z significont ricke

—_—

(4) Whether appropriate consultation taken place on matters involving differepces

of opinion or other difficult matters & conclusions from those consultations.

(S) Significance & disposition of corrected and uncorrected misstatements.

(6) Matters to be communicated to management and TCWG and regulatory bodies.

(7) Whether working papers selected for review reflect the work performed in

relation to the significant judgments and support the conclusions reached.

(8) Appropriateness of the report to be issued.

Engagement Quality Control Reviewer (EQC Reviewer)

% Should be a suitably qualified external person such as a partner or employee (who

should be member of ICAl) or can be from another firm similar background.

=% Maintain objectivity of EQC reviewer. Therefore, participation in engagement or

making decisions for ET is to be avoided at all costs.

4+ Firm’s policies should provide for replacement of EQC reviewer where the ability

to perform an objective review may be impaired.

(C) Differences of opinion

% There might be difference of opinion within ET, with those consulted & between

EP & EQC reviewer. Report should be issued after resolution of such differences.

* In case, recommendations of EQC reviewer are not accepted by EP and matter

Is not resolved to reviewer’s satisfaction, matter should be resolved by consulting

with another practitioner or firm, or a professional or regulatory body.

1.S




ChaPter '

Quality Control —— — ""’—\
f_—_r————\
days after date f

tat/o
) Engagement a’ocumen
la’ be compleied in not more than 60

| & Engagement 1 files shou

-
aua’/tor s repori /—'”.’—"._‘_\
i tain confidentiality, safe cysy .
9,

X Establ/sh policies & procea’ures d85/9"’ed to mam_/
ment documentation,

I
f integrity, OC_CeSS!bI)Ity and retr/evab/hty of engage
< Unless otherW/se specified by
property of firm. Firm may, at its discretion, make port
uch disclosure does

|
| engagement documentation available to clients, provided s
undermine validity of work performed, or jndependence of firm or its personne|

| Engagement documentation to be retained for a sufficient period. In specific cqge

of audit engagements, retention period 0

date of auditor’s report.

Policies and procedures on documentation of EQCR
procedures on documentation of EQCR should require documentation that

gement documentation js

Iaw or requlation, €194

jons of, or extracts fyp,,
)

rdinarily is no shorter than 7 years fyoy,

Policies &

(a) Procedure
(b) EQCR has been completed before the report is issued and

(c) Reviewer is not aware of any unresolved matters that would cause reviewer to

believe that significant judg

performed.

s reguired by firm’s policies on EQCR have been

ments the ET made and conclusions they reached

were not appropriate.

Monitoring
Firm should establish policies & procedures designed to provide it with reasonable assurance

that policies & procedures w.rt. QC system are relevant, adequate & operating effectively.

Such policies and procedures should include an ongoing consideration & evaluation of firm’s

system of QC, including a periodic inspection of a selection of completed engagements.

Factors to be considered in monitoring of QC of engagements
(i) Deciding whether QC system of firm has been appropriately designed % effectively

implemented.
(i) Examining whether new developments in professional standards legal & regulatory

requirements have been reflected in QC policies

Giii) Conducti tori :
cting monitoring by entrusting responsibility of mon jtoring process to a partne!

or oth } i
er persons with sufficient and appropriate experience & authority

1.6
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Chapter |

: . . o Y Conp
\\‘ :\;\T.\“.f Wit h \‘\‘)\‘t".}’}‘{“\‘ KN "}”{‘f“")t'o”" “}“"nH)Sf f'”” orits p’,’f)’O!/CCS. of rol

nOn-cOmph.a
wWith vofessional standards o requlatory requirements, nce

5\‘\\ T‘:”Ka\,\"\ \‘_\,n\.\.".“:l (:&‘:"‘“"S t:\.\)';)“\-l‘ .X\,:\?S\\)n?g‘j \"h() dl‘d not C(’Hfonn to QC po" .
= —- - ICleg,

ration of fiymy’ i
| Tm s Q¢ polje;

Qi) Taking action when deficiencies in design or ope

es ang
N . \ »
procedures, or non-compliance with firm’s system of QC are identifiog

+

SA 320 “Qu"!n‘gCo»tml :“cr an Audit of FS.” T e

@

N

Okjectives of the auditor I
To implement QC procedures at engagement level that provide the auditor wit)y ye, b

— Sonable

| assurance tha:

LLE SN

————

e S —

(@) Audit complies with professional standards and requlatory & legal re

: qurrements; &
() Auditor's report

issued is appropriate in the circumstances,
i
| Note: SA-22

0 is premised on the basis that firm is subject to s

®RC 1. Within context of
E finn's system of QC, ETs have a responsibility to impleme

applicable to the audit engagement.

"t QC procedures that are

Leadership Responsibilities for Quality in Audits

EP is to take responsibility for overall quality on each audit enga
responsibility,

gement. As a part of this
EP should emphasize following to engagement team (ET):

Compliance with professional Standards and regulatory and legal

< Compliance

requirements,
with firm’s Quality Control Policies and procedures as applicable,

* Issuance of appropriate audit report.

*  Ability to raise concerns without fear.

Quality is essential & indispensable in engagement performance.

Relevant Ethical reguirements

In relation to ethical requirements in an audit engagement, EP is responsible for:

ldentifying a threat to independence that safequards may not be able to eliminate or
reduce to an acceptable Jevel,

. / GCt/‘on:
* _ Reporting by EP to relevant persons within the firm to determine appropriate
. . eat} or
=t which may include eliminating the activity or interest that creates the thr :
; . itted.
St | withdrawing from the audit engagement, where withdrawal is legally per

1.7



—— Chapy,,
=5

‘?,.] , Control ’ -
i U el
H -j‘:*cr“cmt & Contimvance of (hrnt Kelutvm’d”l’ % audit £ranqnment

4 c \v“le

;"“ !".'f'\“" as it €

of EP is on lires of SQC | which re quires that firm S’ m”d obtg

ors m‘cm nn/ B -
n't‘;t \uth a new client, 7

tma enoagr’mf’nt &

oNsiae

= E":‘*C-“E acecept tin u an ‘1"‘4“66

- whether to con tinue an exis

= u,"-:r decidi ng v ,
— when considering GCC“".’GHCG of a new Si'ﬂﬂf?ef’_‘i’j’t s
e ;ycccffures regarding acceptance & Continyg,, .

7‘?"(3("1 ";‘

b EP she /ts satisfied that app

vith an ewstma cl,a,,t

—_—
—

__"__—’—#——_"—__——_—__\—*
ave been followed, and shall dete,,.

-

of client relation ships and audit engagements h :
. - t \\‘

that conclusions reached in this regard are appropriate.

% If EP obtains information that would have caused firm to decline oudit engagerme s

I Py .
had that information been available earlier, EP shall communicate that informatip,
promptly to firm, so that finm and EP can take the necessary action.
withdraw

Examples of information which may cause the firm to

gement and TCWG of the entity;
lability of recessar

< Integrity of principal owners, key mana

<+ Competency of ET to perform the audit engagement and aval

capabilities, including time and resources;

with relevant ethical reguirements by firm and the ET; and

,' =+ Compliance
jous audit engagement

!' <+ Significant matters that have arisen during current or previ

| ond their implications for continuing the relationship.

l Engagement Quality Control Review (EQCR)

For oudits of F.S. of listed entities, & those other audit engagements, if any, for which

' Firm has determined that an EQCR is required, EP shall:

| (a) Determine that an EQC reviewer has been appointed.

| (b) Discuss significant matters arising during the audit engagement, including those

E identified during the EQCR, with the EQC reviewer.
| (c) Not date the auditor's report until the completion of the EQCR. .

| Matters to be evaluated by EQC Reviewer
| EQC reviewer shall perform an objective evaluation of significant judgments made by the

| ET, and conclusions reached in formulating auditor’s report. This evaluation shall involve:

| (a) Discussion of significant matters with the EP.

| (b) Review of F.S. and the proposed auditor’s report.
1.8
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e

’ \“
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°®

Notes Performance of EQCK does not reduce the yesponsibilities of the 11 for the

) ]
o WL (O NeNEN

e

e and The ok Jasions it rea hed anid

Sealaation of condlasions reached i formadating auditor's veport ang consl

ted it dacimentation n-l.ufma) to the slgniticani I“"‘)“'-“HI.

v\’n.ahh, Cantin)

the [}

I"'Y-I”nn

‘\_."\ “~}|‘,\f’|.;\, t')‘,l ’\“\‘,\‘\\{hf !ﬁ’ﬁh‘("n\ 'F"‘#"' i ll""“"'”‘l”f'

f.wmw Considerations M audit of .8, of Listed Entitles;

FT'C evakmtion of Hnm's “..}..-,'.--p».h'n.;- i relation to andit ENGagenient

| - ‘\\”‘\"N‘\"’ "!'!’""?"""“‘ ”1“\‘(’(”{[")! hcl" fll'nr’” ["ol( 0N matlers IHVHIWH,} phfl:'n'mrn

of

ariion/difiicalt matters & conclusions arising Nom consultations,

Whether awdit docamentation selected forveview yeflects the work peyfoe Wi I

significant Judgments made & sapports the conelusions reached,

engagement and its performance,

SQC 1 vs. SA 220

iy e el

e

o SQ¢
/\;-’;-I):e*x to entire firm & {ix responsibility
of firm to be assumed by CLO/Managing
partners,

Applicable to audits, reviews of historical
financial Information, ether assurance 8
related sewvices engagements,

SQOC | relates to setting up of a quality
control system consisting ol policies and
procedures for firm as a whole,

SQC | pertains to establishing a system
of QC designed to provide firm with a
reasonable assurance that a firm and jts
with

comply professional

&

personnel

standards requlatory &  legal
requirements so that reports issued by

firm/EPs are appropriate,

1.9

andit

3 SA 220
Applies to-a particalar audit engagement

L LD Lakes vesponsibility of the same,

Applicable to audit engagements only,

SA 220 deals with responsibilities of £15
to implement QC procedures that are
applicable to audit engagements,

SA 220 s /Jrr'ml-'.f-d on hasis that firm s

subject to SQC 1,
SQC | s sie quad PV for

Hence,
applicability ol 5/ 220,

s system of QG
overall context of a firm's syst |

CTs /mpl('mf'm 8 ,;mu-dtm". {J‘l‘/’[?h’u]’)}t'}"

It is within |

to audit engagements.

T



Quality Control o _ - Chapt,
) 5 § fT’
(3) | Mechanisms for review of Quality Control
| CA) Peer Review Board (PRB) Py : ; : 43
| < PRB is constituted by Council of ’C’.,”', f{om ObjeCt’VC’ 0{ Pi’B "737"0 eNSUre 'U,

s Gt
¥

n canying out assurance assignments: o B

(a) Technical, professional & ethical stondards including regulatory requir

T ey

are complied with by members of ICAI.

(b) Proper systems are in place including documentation thereof whic), avnply

demonstrate quality of assurance services provided by members.

Points to remember

; = Peer review - Examination and review of systems & procedures to deteryy;y,,

whether same have been put in place by Practice Unit for ensuring quality of

assurance services as envisaged by the technical, professional & ethica) Standsry,

or any other regulatory reguirements.

. S ) IS s
=~ On completion of this exercise, a “Peer Review Certificate” is issued jn coep of

ungualified report. In case of a qualified report, it is informed to PU thar same

cannot be issued along with the reasons therefor as well as inform about the gy,

date for conducting a follow-on review as may be decided by the Board.

(B) Quality Review Board

% Quality review Board has been set up by C.G. It consists of members nominated
by C.G. and Council of ICAI. Functions of QRB are;

(a) To make recommendations to the Council regarding the quality of services

provided by the members of the Institute;

k) To review the quality of services provided by the members of the Institute

including audit services and

() To guide the mewmbers of the Institute to improve the quality of services

and adherence to the varioys Statutory and other requlatory reguirements.

-

Statutory auditors in respect of the companies are identified for their audit
—_— T Cratuiory a

quality review based upon risk-based approach.

Review is carried out by technical reviewers wiho are empanelled by QRB.
—— " S carrea ou:

1.10



Chapder | Vuality ¢ ontra)

) National Eancial Reponting Authority (NERA)

13201 of Companies Act 2003

3 NERA has been constitate W terms of Sec ! ,
- Dutieg

of NERA Mclede the following:
ompliance with ASs and auditing standards

(o) Monitor & enforce «
Cl-) Oversee .,‘.».:h‘;‘a of service of professions associated with eNSUing compliance

with wc‘h \tun.z.un’s cmd xuqqmt measunes for improvement in the quality

m‘ S€ n'lc

3 NFRA has power to munmn mm' m{om* (nmplmm e with ASs & auditing standarde
aras

and oversee the quahte/ of sewice (l/s 1,32(») or undcmtke investigation u/s 132(4)

of the auditors of certain class of compnmes

Such companies mcludc listed compnme:s, insurance mnpamm banking compames

and other companies as p:owded for m Rule 3 of NF RA Rules 2018,

Note: Overseeing quality of audit services of’ listed compames falls under the pun/lew

of NERA. -

QRB can review guality of audit services prowa'ed by the members of the Instltute on!y

| in respect of entities other than those specrﬁed under Rule 3 oF NFRA Rules 2018 and

those referred to QRB by NFRA under relevant rules.

|
1
|

kU



General Auditing Principles g

- Auditor Responsibilities
S ———

71 | <& ': &0 —;‘.;»A_;,,,'S Resromohilities relating to Frowd in on Audit of Financia) Statemeont o*

Mecning and Neture of ‘:’1»\.

. Stenttvial act by ore o more indiduals among management, TCL\)G C’mpfo(/t’es or

third parties. imvoline the sse of decertion to obtain anwmyust or lHega} OdVantage

e Auitir i tonceinsd Wb Tuud that icouses & material misstatement in the Fs.

(c) misstotemerts resulting from froudulent financial reporting;

(.':, misstatemerts resulting from misappropriation of assets,

Characteristics of Froud

Freud, whether freuculent firencial reporting or misappropriation of assets, involves

 Incertive or pressure to commit fraud: It may exist when mngt. is under pressure,

to achieve an expected (end perhaps unrealistic) earnings target or financial outcome,

A perceived cpportunity to do so: It may exist when an individual believes interpal

control can be overridden, for example, because individual is in a position of trust o

has knowledge of specific wecknesses in internal control.

e Rationalization of the act: Individuals may be able to rationalize committing a

fraudulent act.

| Fraudulent Financial Reporting:

may be accomplished by the following:

(a) Manipulation, f’althatmn or alteration of a/cmg records or supporting documentation

from which the F.S. ore prepared.

- (b) Mt'rr'pre'entat/on in or mtpntmnal oym sion from F .S o/' events transactrons or

—————

other frgmftcant mr’ormatmn

- (c) Intentional ml'apphratmn of a(counlmq prmcrpl(-s relating to amounts class:f:cat:on

*—‘—7_ ——

rmanner of presentation, or disclosure,

e e -
1 — ——

]

2.



General Auditing Principles & Auditor Responsihilitfes
Chapter 2

Involvement of management ovenride of controls In Fraudulent Financlal Reporting

’ NI ] 9
uid can be committed by management overdding controls using technl h
s Using 1een /,///". “auen as,

/ ) I ] ] 1/ /] (18
- Lfl i fli ‘“/l " “l/”’l“ ¢ “I”l ) ,I”lll II’ ",[ (,”l’, , '] ;[/V;, 1Z} (414

to manipulate operaling result s or achleve other obfective
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[ ngaqing in complex transactions, slructured Lo misrepr esent. financial p i

financial performance of the enlity. ”
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mbez2ling receipts (for exampl(‘ mlsapproprlatmg co)/ectlons on accounts recelv

or mtel/ectua/ property (for example steahng ) inventory).
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Causing an entity to pay for qoodf & services hot rece/vec/ (for examp
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F raud Rlsk Factors
Incent/ve or pressure to commit fraud or p

r cond/t/ons that md/cate an

()ppurlunlt(/ to comymt fmud For example‘
s of th/rd part/es to obtain additional equity financing may

(a) Nem’ to moet expectat/on

create pressure to comm/t fraud
Cb) Grantmg o/‘ s;gn/f/cam bonuses if unrealistic profit targets are met may create an

mcent/ve to commit fmud and
t effective may create an opportunity to commit fraud.

rovide an
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Events 0

(c) Cantrof enwronment that is no
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Chapfé‘f 2 General Aud:tmg Prmc;ple' & Auditor Responsih
- Nsibilitin
Fraud Risk Factors re!aimg to Mlsstatements arising from Fraudulent Finaneiy) iliti

e ’f’ Or"
Incent!ves/ Pressures' Fmancml stablhtg or profitability is threatened bg econo _—
V/HC

—t—

' mdustru or entity operating conditions, such as (or as indicated by)
,__L’——

' (a) High degree of competition or market saturation, accompanied by declin;;“* S
margins

§ I

(b) High vulnerability to rapid changes, such as changes in technology, prodyct

B

- —

I

obsolescence, or interest rates.

(c) Significant declines in customer demand and increasing business failures

(d) Operating losses making the threat of bankruptcy or hostile takeover imminent

(e) Recurring negative cash flows from operations or an inability to generate cash #)
ows,

(f) Rapid growth or unusual profitability compared to that of other companies

(g) New accounting, statutory, or requlatory requirements.

Opportunities: Nature of industry or entity’s operations provides opportunities to engag
e

in fraudulent financial reporting that can arise from the following:

(a) Significant related-party transactions not in the ordinary course of business

(b) A strong financial presence or ability to dominate a certain industry sector

(c) Assets, liabilities, revenues, or expenses based on significant estimates that P—

subjective judgments or uncertainties that are difficult to corroborate.

(d) Significant unusual or highly complex transactions, to period end.

(e) Operations Jocated or conducted across international borders in jurisdictions where

differing business environments and cultures exist.

(f) Significant bank accounts or subsidiary or operations in tax haven jurisdictions.

Attitudes/ Rationalizations:

(a) Communication, implementation, support, or enforcement of the entity’s values or

ethical standards by management, that are not effective.

(b) Non-financial mngt excessive participation in selection of accounting policies or

determination of significant estimates.

(c) Known history of violations of securities laws or other laws and regqulations, or claims
or violations of laws.

against entity, its management or TCWG alleging fraud

(d) Excessive interest by mngt. in maintaining or increasing entity’s stock price of

earnings trend.

. eve
(e) Practice by mngt of committing to analysts, creditors & other parties to achie

aggressive or unrealistic forecasts.
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