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Quality Control (QC)

Chapter

Such policies and procedures should require the ﬁrnf's CEO (or equivalent) or, jf
appropriate, the firm’s managing partners (or equivalent), to assume ultimate
responsibility for the firm’s system of QC.

Any person or persons assigned operational responsibility for the ﬁ.rm's QC system by.the
firm's CEO or managing board of partners should have sufficient an.d. flpprOprmte
experience and ability, and the necessary authority, to assume that responsibility.

Consliderations to be taken into account while‘upholdinrg quality o‘f firm.

——

(i) The firm assigns its management responsibilities so that commercial considerations do

not override quality of work performed.

(i) The firm's policies and procedures in relation to its personnel are designed to

demonstrate its overriding commitment to quality.

(iii) The firm devotes sufficient resources for development and documentation of its QC

policies and procedures.

(iv) A firm before accepting an engagement should acquire vital information about the client.

Such an information should help firm to decide about integrity of Client, promoters and
key managerial personnel, competence (including capabilities, time and resources) to
perform engagement and compliance with ethical requirements.

Ethical
requirements

The firm should establish policies and procedures designed to provide it with reasonable
assurance that the firm and its personnel comply with relevant ethical requirements.

The Code establishes the fundamental principles of professional ethics, which include:
(@) Integrity;

(b) Objectivity;

(c) Professional competence and due care;

(d) Confidentiality; and

(e) Professional behaviour.

Fundamental principles should be emphasized by:

(a) Actions of the leadership of the firm

(b) Spreadingawareness and training

(c) Monitoring

(d) Aprocess for dealing with non-compliance.

Independence

The firm should establish policies and procedures designed to provide it with reasonable
assurance that the firm, its personnel and, where applicable, others subject to
independence requirements (including experts contracted by the firm and network firm
personnel), maintain independence where required by the Code.

Such policies and procedures should enable the firm to:

(a) Communicate its independence requirements to its personnel

(b) Identify and 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 safeguards, or, if considered appropriate, to
withdraw from the engagement.

1.2



Quallty Control (QC)
o There should exist a mechanism in the flrm by which EPs provide the firm with relevant
information about client engagements and personnel of firm promptly notify firm of
circumstances and relationships that create a threat to independence. All breaches of
independence should be promptly notified to firm for appropriate action, Its objective is
to ensure that independence requirements are satisfied.

Chapter1

At least annually, the firm should obtain written confirmation of compliance with its

policies and procedures on independence from all firm personnel required to be
independent in terms of the requirements of the Code.

Policies to reduce Familiarity threat » e
blish criteria for determining the need for safeguards to address the

Firm should esta

familiarity threat. In determining appropriate criteria, the firm considers such matters as:

(a) the nature of the engagement, including the extent to which it involves a matter of public

interest and
(b) the length of service of the senior personnel on the engagement.

Examples of safeguards: Rotating the senior personnel or requiring an engagement quality

control review (EQCR).

The familiarity threat is particularly relevant in the context of financial

statement audits of listed entities.
For these audits, EP should be rotated after a pre - defined period,
not more than 7 years (except in cases where audit of listed

Other Points .

normally
entities is conducted by a sole practitioner).

However, to ensure QC exists in such firms and appropriate reports
are issued, there is a process for mandatory peer review of such firms.

A firm before accepting an engagement should acquire vital information about the client.

Acceptance and | e
Such an information should help firm to decide about:

Continuance of

Client (a) Integrity of Client, promoters and key managerial personnel.
;lelat.lf;)nshlps & (b) Competence (including capabilities, time and resources) to perform engagement.
pecific

(c) Compliance with ethical requirements.

Engagements
e The firm should obtain such information as it considers necessary in the circumstances

before accepting an engagement with a new client, when deciding whether to continue an
existing engagement, and when considering acceptance of a new engagement with an
existing client. Where issues have been identified, and the firm decides to accept or
continue the client relationship or a specific engagement, it should document how the
issues were resolved.

o If there is any conflict of interest between the firm and client, it should be properly
resolved before accepting the engagement. Where the firm obtains information that
would have caused it to decline an engagement if that information had been obtainable
earlier, policies and procedures on the continuance of the engagement and the client
relationship should include consideration of:

(a) professional and legal responsibilities that apply to the circumstances, including
whether there is a requirement for the firm to report to the person or persons who
made the appointment or, in some cases, to regulatory authorities; and

1.3



Chapter

uality Control (QC. U == N
g Y i agement or from both the engagement ang

(b) possibility of withdrawing from the eng
the client relationship.

ithdrawal fr { { -ommunication requivements, i
Establish Policies w.r.t. withdrawal from engagement and com ‘ : | '
s on withdrawal from an engagement or

circumstances warrant. Policies and procedure
lationship address Issues that include the

from both the engagement and the client re

following:

(a) Discussing with appropriate level of mngt. & TCWG reg
that the firm might take based on the relevant facts and clrcumstances.

appropriate to withdraw, discussing with the

arding the appropriate action

(b) If the firm determines that it is v
appropriate level of the client’s management and TCWG withdrawal from the

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

(c) Considering whether there is a professional, regulatory or legal requirement for the
firm to remain in place, or for the firm to report the withdrawal from the
engagement, or from both the engagement and the client relationship, together with
the reasons for the withdrawal, to regulatory authorities.

(d) Documenting significant issues, consultations, conclusions and the basis for the

conclusions.

X 1deratio: teprity of chient:

With regard to the integrity of a client, matters that the firm considers include, for example:

1. The identity and business reputation of the client’s principal owners, key management,
related parties and those charged with its governance.

2. The nature of the client’s operations, including its business practices.

3. Information concerning the attitude of the client’s principal owners, key management and
those charged with its governance towards such matters as aggressive interpretation of
accounting standards and the internal control environment.

4. Whether the client is aggressively concerned with maintaining the firm'’s fees as low as

possible.

5. Indications of an inappropriate limitation in the scope of work.

6. Indications that the client might be involved in money laundering or other criminal
activities.

7. The reasons for the proposed appointment of the firm and non-reappointment of the

previous firm.
The extent of knowledge a firm will have regarding the integrity of a client will generally

2. Firm personnel have experience with relevant regulatory or reporting requirements, or
the ability to gain the necessary skills and knowledge effectively;

3. The firm has sufficient personnel with the necessary capabilities and competence;

1.4
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Human

Quality Control (QC)

1. Experisare available, if necded.

& Individuals meeting the criteria and eligibility requirements to perform engagement
ew are available,
‘he firm would be able to complete the engagement within the reporting deadline.
cedures designed to provide it with reasonable

quality control revi where applicable; and

O
I

ish policies and pro

Firm should establ _
h the capabilities, competence, and commitment

to perform its engagements in accordance with professional
] requirements, and to enable the firm or engagement

re appropriate in the circumstances.

nt to an engagement partner. The firm

r each engageme
g that:

ngagement partner are communicated to key members of

governance;

d those charged with
authority and time to perform the

competence,

role; and
d communicated to that partner.

rmance is achieved through briefing of

Resources assurance that it has sufficient personnel wit
to ethical principles necessary
standards and regulatory and lega
; partners to issue reports that a
Assignment of Engagement Teams
Firm should assign responsibility for
| should establish policies and procedures requirin
’ (a) The identity and role of the e
! the client’s management an
(b) The EP has the appropriate capabilities,
() The responsibilities of the EP are clearly defined an
Engagement Consistency in quality of engagement perfo
Performance engagement teams of their objectives, proc

ssses for complying with engagement standards,

processes of engagement supervision and training, methods of reviewing performance of
work, appropriate documentation of work performed.

ould take place in difficult matters pertzining to an

Consultation e Consultation sh
professional level,

engagement and includes discussion, at appropriate
with individuals within or outside the firm who have specialized
expertise, to resolve 2 difficult matter.

e Consultation procedures require consultation with those having
appropriate knowledge, seniority and experience within the firm (or

outside the firm) on significant technical, ethical and other matters

and appropriate documentation and implementation of conclusions

resulting from consultations.

A firm needing to consult externally, for example, a firm without

appropriate internal resources, may take advantage of advisory

services provided by other firms or professional & regulatory bodies.

« Complete and proper documentation should be maintained on issues
involved and results of consultation.

Engagement o Significant judgments made in an engagement should be reviewead by
Quality Control EQC reviewer for taking an objective view before the report s issued.
Review (EQCR) |, The extent of ) )

extent of the review depends on the complexity of the engagement
a‘nd the risk that the report might not be appropriate in the
1t;l;::umstanr:es. The review does not reduce the responsibilities of the

1.5



Quality Control (QC)

¢ EQCR is mandatory for all audits of F.S. of listed entities. lnm

other engagements, firm should devise criteria to determine cagpg

requiring performance of EQCR.

Matters to be considered in an EQCR for audits of F.S. of listeg

entities

(1) The engagement team’s evaluation of the firm’s independence iy
relation to the specific engagement.

(2) Significant risks identified during the engagement and the responses
to those risks.

(3) Judgments made, particularly with respect to materiality and
significant risks.

(4) Whether appropriate consultation has taken place on matters
involving differences of opinion or other difficult matters, and the
conclusions arising from those consultations.

(5) The significance and disposition of corrected and uncorrected
misstatements identified during the engagement.

(6) The matters to be communicated to management and TCWG and,
where applicable, other parties such as 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) The appropriateness of the report to be issued.

Engagement Quality Control Reviewer (EQC Reviewer)

EQC reviewer should be a suitably qualified external person such as a
partner or employee (who should be member of ICAI) or can be from
another firm with similar background.

It is necessary to maintain objectivity of such reviewer. Therefore,
participation in engagement or making decisions for ET is to be
avoided at all costs. However, EP may consult EQC reviewer during the
engagement so as not to compromise his objectivity and eligibility to
perform the role. Where the nature and extent of the consultations
become significant, care is taken by both the ET and the reviewer to
maintain the reviewer's objectivity. Where this is not possible, another
individual within the firm or a suitably qualified external person is
appointed to take on the role of either the EQC reviewer or the person
to be consulted on the engagement.

The firm’s policies should provide for the replacement of the EQC
reviewer where the ability to perform an objective review may be
impaired. '

Differences of
opinion

There might be difference of opinion within ET, with those consulted
and between EP and EQC reviewer. The report should only be issued
after resolution of such differences.

1.6



Chapter 1

Quality Control (QC)

In case, recommendations of EQC reviewer are not accepted by EP and
matter is not resolved to reviewer’s satisfaction, the matter should be
resolved by following established procedures of firm like by consulting
with another practitioner or firm, or a professional or regulatory body.

Engagement
documentation

Firm should establish policies and procedures for ETs assembly of
final engagement files on a timely basis after the engagement reports

have been finalized. Engagement files should be completed in not

more than 60 days after date of auditor’s report.

Where two or more different reports are issued in respect of the same
firm'’s policies and procedures

subject matter information of an entity,
r assembly of final engagement files should be

the case when the firm issues an

financial information for group
an auditor’s report

relating to time limits fo
considered separately. This may be
auditor’s report on a component’s
consolidation purposes and, at a subsequent date,
on the same financial information for statutory purposes.
Firm should establish policies and procedures designed to maintain
the confidentiality, safe custody, integrity, accessibility and
retrievability of engagement documentation.

law or regulation, engagement

f the firm. The firm may, at its
engagement

Unless otherwise specified by
documentation is the property ©
discretion, make portions of or extracts from,
documentation available to clients, provided such disclosure does not

undermine the validity of the work performed, or, in the case of
the independence of the firm or its personnel.

Engagement documentation has to be retained for a period of time

to permit those performing monitoring procedures to
or for a longer

assurance engagements,

sufficient
evaluate the firm’s compliance with its system of QC,

period if required by law or regulation.
In specific case of audit engagements, the retention period ordinarily
is no shorter than 7 years from the date of the auditor’s report, or, if

later, the date of the group auditor’s report.

Policies and procedures on documentation of the EQCR

Policies & procedures on documentation of the EQCR should require

documentation that:
(a) Procedures required by firm’s policies on EQCR have been

performed.

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

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

the reviewer to believe that the significant judgments the ET made
and the conclusions they reached were not appropriafe.

Monitoring

The firm should establish policies and procedures designed to provide it with reasonable
assurance that the policies and procedures relating to the system of QC are relevant
adequate, operating effectively and complied within practice. .

1.7



Chapt&r;
ng consideration and evaluation f the
lection of completed engagemens,

Quality Control (QC)
| Such policies and procedures should include an ongoi
; firm’s system of QC, including a periodic inspection ofase

Factors to be considered in monitoring of QC of engagements |
riately designed and effective .y

(i) Deciding whether QC system of the firm has been approp
implemented.

(ii) Examining whether new developments in the profee .
regulatory requirements have been reflected in the QC policies.

(iii) Conducting monitoring by entrusting responsibility of monitoring process to a partner
or other persons with sufficient and appropriate experience and authority in the firm,

(iv) Dealing with complaints and allegations against the firm or any employees of it of nop.
compliance with professional standards or appropriate regulatory requirements by 3
person within or outside the firm.

(v) Taking appropriate remedial actions against the personnel who did not conform to QC

sional standards, legal apng

policies.
(vi) Taking action when deficiencies in the design or operation of the firm’s QC policies and
procedures, or non-compliance with the firm’s system of QC are identified.

I]lustratxons for Practu:e

£ Illustranon 1- MNP & Co a firm ofaudxtors, is appomted by a bank to conduct stock audxt ofa horrower. It
‘ deputes one of ns pald Chartered accountant employees, Sudhanshu, to conduct above sa:d stock audn:. He
: ges itas an opportumty to prevail upon the cl:ent to get the accounts audxted from then‘ firm. He also
{_.ass ires the chent ofa clean stock audit report without adverse comments asa quld pro quo Is approach of
Sudhanshu proper" How does it reﬂect upon quahty control system of f' rm" i

HINT Approach of Sudhanshu is not proper. Such practxces blatantly wolate code of ethlcs and its sptnt It reﬂects
fﬁlpoorly upon quahty control system of firm emnsaged in SQC 1 which requlres that qual:ty control pohcnes and v
fj;,"procedures should be documented and commumcated to the ﬁrm S personnei It shows that f irm s personnel are ,
not properly sensitized regardmg requlrements of SQC 1 b ' . : '

: lllustratxon 2 CAMis mtroduced to a prospecnve‘ clxent m a socna! functlon He assures to v1sit off' ce of CA
M very. soon in relation to professmnal work ] vurmg dlscussmns over a cup of coffee next weck lt

transplres that there- was a search hy Enforcement' Dxrectorate m hns prem:ses about a ‘month back :
resultmg in recovery of huge su ’cash The mcome tax department ha so searched his premlses in
--relatxon to bogus capttal gams on penny stocks La}mentingrpoor quahty of <serv1ces provxded by hlS present
audltor, he offers appomtment 'as tax audltor of hi five family-owned firms. to CA M in Ixeu of handsome

able o all type of engagements

g
- §
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Chapter 1

Quahty Control (QC)

1.3 - SA 220 "Quality Control for an Audit of F.S.”

l
_'i
2
4

Objectives of the
auditor

The objective of the auditor is to implement quality control procedures at the engagément
level that provide the auditor with reasonable assurance that:

() Audit complies with professional standards and regulatory and legal requirements; &

(b) Auditor’s report issued is appropriate in the circumstances.

Points to remember

SA-220 is premised on the basis that the firm is sub]ect to. SQC 1. ‘Withm the context of

the firm’s system of QC, ETs have a responmblhty to implement QC procedures that are
applicable to the audit -engagement. Based upon Qc. ‘systern of firm, 'Qc .‘polic‘ies-‘
pertaining to audit engagements are decnded by ETs. EP ( f a team is esponsibleffo'r QC

« Reqmrements to unplement QC Procedures

EP is to take responsibility for overall quality on each audlt engagement As a part of thlS

Leadership
Responsibilities | responsibility, EP should emphasize the following to the engagement team (ET):
for Quality in e Compliance with professional Standards and regulatory and legal requirements.
Audits e Compliance with firm's Quality Control Policies and procedures as applicable.
e I[ssuance of appropriate audit report.
e Ability to raise concerns without fear.
e Quality is essential & indispensable in engagement performance.
Relevant Ethical | In relation to ethical requirements in an audit engagement, EP is responsible for:
requirements o Identifying a threat to independence regarding the audit engagement that safeguards may
not be able to eliminate or reduce to an acceptable level.
 Reporting by EP to the relevant persons within the firm to determine appropriate action,
which may include eliminating the activity or interest that creates the threat, or
withdrawing from the audit engagement, where withdrawal is legally permitted.
Acceptance & e Responsibility of EP is on lines of SQC 1 which requires that the firm should obtain such

Continuance of
Client
Relationship &
audit
Engagement

information as it considers necessary in the circumstances before accepting an
engagement with a new client, when deciding whether to continue an existing
engagement, & when considering acceptance of a new engagement with an existing client.

e EP shall be satisfied that appropriate procedures regarding the acceptance and
continuance of client relationships and audit engagements have been followed, and shall
determine that conclusions reached in this regard are appropriate.

e If EP obtains information that would have caused firm to decline the audit engagement
had that information been available earlier, the EP shall communicate that information
promptly to the firm, so that the firm and the EP can take the necessary action.

 The integrity of the principal owners, key management and TCWG of the entity;

» Competency of engagement team to perform the audit engagement and availability of
necessary capabilities, including time and resources;

1.9



Chapter 1

and the ET; and

cal requirements by firm |
jous audit engagement, i

Quality Control (i QC)
juring the current or prev

e Compliance with relevant cthi

e Significant matters that have arisen ¢ ' ;
g the relationship.

their implications for continuin
rts who are not part of the ET, collective|,

. ’
auditor’s expe .
gement In accordanee

s to perform the enga

EP should ensure that the ET and any

Assignment of s
have the appropriate competence and capabilitie

| requirements.

Engagement
team with professional standards and regulatory and lega
Engagement EP has the responsibility for the following: . '
8ag - " ce of audit engagement in accordance wit,
Performance (a) Direction, supervision and performan
and legal requirements;

professional standards and regulatory
in circumstances.

(b) Auditor’s report being appropriate ,
i i i i f audit report.

(c) Review ofaudit documentation before issue 0 .

(d) Ensuring that SAAE has been obtained to support the conclusions reached and for
issuance of auditor’s report. i et )

(e) Undertaking appropriate consultation on difficult matters not only within the team but
also with others at appropriate level within or outside the firm.

Engagement For audits of F.S. of listed entities, and those other audit engagements, if

Quality Control any, for which firm has determined that an EQCR is required, EP shall:

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

(b) Discuss significant matters arising during the audit engagement,
including those identified during the EQCR, with the EQC reviewer.
(c) Not date the auditor’s report until the completion of the EQCR.

EQC reviewer shall perform an objective evaluation of the significant
judgments made by the engagement team, and the conclusions reached
in formulating the auditor’s report. This evaluation shall involve:

(a) Discussion of significant matters with the EP.

(b) Review of the F.S. and the proposed auditor’s report
(c) Review of selected audit documentation relating to the significant

judgments the ET made and the conclusions it reached and
Evaluation of the conclusions reached in formulating the auditor’s
report and consideration of whether the proposed auditor’s report

(d)

is appropriate.
Additional Considerations in audit of F.S. of Listed Entities:

e ET’s evaluation of firm’s independence in relation to audit

engagement.
Whether appropriate consultation has taken place on matters
involving differences of opinion/difficult matters & conclusions
arising from consultations.
Whether audit documentation selected for review reflects the work
performed w.rt. significant judgments made & supports the

conclusions reached.
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Chapter 1

Quality Control (QC)

Points to remember

Performance of EQCR does not reduce the responsibilities of the EP for
the audit engagement and its performance.

Differences of
opinion

If differences of opinion arise within the ET, with those consulted or,
where applicable, between the EP and the EQC reviewer, the ET shall
follow the firm's policies and procedures for dealing with and resolving
differences of opinion.

Monitoring e An effective system of QC includes a monitoring process designed to provide the firm with
reasonable assurance that its policies and procedures relating to the system of QC are
relevant, adequate, and operating effectively.

e EP shall consider the results of the firm’s monitoring process as evidenced in the latest
information circulated by the firm and, if applicable, other network firms and whether
deficiencies noted in that information may affect the audit engagement.

Documentation By Auditor e Issues identified w.rt. compliance with relevant ethical

requirements and how they were resolved.

e Conclusions on compliance with applicable independence
requirements and any relevant discussions with the firm that
support these conclusions.

e Conclusions reached regarding the acceptance and continuance of
client relationships and audit engagements.

e The nature and scope of and conclusions resulting from,
consultations undertaken during the course of the audit
engagement.

By EQC Reviewer | e Procedures required by firm’s policies on EQCR have been

performed.
EQCR has been completed on or before the date of auditor’s report.
Reviewer is not aware of any unresolved matters that would cause

him to believe that the significant judgments the engagement team
made and the conclusions they reached were not appropriate.

SQC1vs.SA 220

SQC 1 applies to entire firm & fixes the
responsibility of firm to be assumed by
CEO or managing partners.

SA 220 applies to a particular audit
engagement & EP takes responsibility of
the same.

SQC 1 is applicable to audits, reviews of
historical financial Information, other
services

assurance & related

engagements.

SA 220 is applicable to audit

engagements only.

SQC 1 relates to setting up of a quality
control system consisting of policies and
procedures for firm as a whole.

SA 220 deals with responsibilities of ETs
to implement QC procedures that are
applicable to audit engagements.
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Quality Control (QC) Chapter
— - _—\N
4 SQC 1 pertains to establishing a system SA 220 Is premised on the basis thay
of QC designed to provide firm with a firm is subject to SQC 1. Therefore, SQC
1 is a sine qua non for applicability of SA

reasonable assurance that a firm and its

personnel comply with professional | 220. It is within overall context of 3
standards & regulatory & legal | firm’s system of QC, ETs implement Q¢
requirements so that reports issued by applicable  to  audit

firm/EPs are appropriate.

procedures
engagements.

Illustrations for Practice
llustration 4: GVN & Associates are auditors of a listed company involved in “fin- tech” sector. The
engagement team is stuck up with some issue pertaining to a particular Ind-AS apphcable to the company,
They have framed a query and sent to ICAI for expert opinion on the matter. The issue was resolved upon
receipt of expert opinion. Since expert opinion was provided by ICAl, engagement team was of the yl’e’w that
appointment of engagement quality control revnewer has Iostits relevance Do you agree? i i

HINT: Engagement quality control review in listed entmes isa mandatory 1equ1rement Expert opmlon of ICAI
pertains to issue of interpretation. The appomtment of revnewel isa separate and mandatory requ;rementm audlts

of listed companies.
Illustration 5: RST & Co., a fi irm of Chartered accountants, are. audltors of
manufacturing of heavy machinery components The audit. report for year 202»3 24 also mcluded reporton

matters listed in CARO,2020. While reporting under clause vu(a) of t d rder r_ latlng to regular:ty of
undisputed statutory dues by the company, the_audltors have comme 1a company is generally
regular” in depositing statutory dues to approprlate authorities. Is above’ reporting ualitat:ve and in Ime

with requirements of SA-ZZO"
HINT Such type of reportmg 1s not_‘qualitatwe lt is not in accordance with

llsted company engaged in

th ob]ectxves of the f

engagement quality control reviewer on thls matte
with engagement quality control reviewer? DlSCllS

)y consulting with another practltioner or !’rm. or a professional or regulatory body The audlt report }_ houid

ssued only after resolution of matter.
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Chapter1 o
1.4 Z Mec“nnlsms rﬂl‘ rcvl(‘w OrQ““"ly C“"tr‘," y t . T T 7
‘ ‘ ‘ constitated hy Comnell of IGAL Maln abjective e o A e v ‘“rl' i"“ ()“[
Pcer Review PRBis constituted by Council of 1ICAL Main objective of PRI I8 1o ensure that, In carry
Board (PRRB) assurance assignments:
qulrmnvnls are

p " . . o atory re
(1) Technical, professional and cthical standards including regulatory
complied with by members of ICAL
erate
i | 1 ampl demonstrat
(b)  Proper systems are in place including documentation thereof which amply

members. e

s AT
I

quality of assurance services provided by

Points to remember t
g o
and review of the systems and procedures

n put in place by the Practice Unit (pu) for
as envisaged by the technical, ‘

egulatory requiremen

e Peer review means an examination
determine whether the same have bee

ensuring the quality of assurance services o

professional and ethical Standards or any otherr _
p sulting in more

« Peer review is meant to enhance quality of prol’csslon.ll worlk resulting .
reliable and useful audit reports. e
engagement records pertaining

e Once a PU is subjected to Peer review, its assurance

to the Peer review period are subject to examine A ;
Reviewer. On completion of this exercise, a “Peer Review Certificate” is issued »i/r’l“,
case of unqualified report issued by Peer Reviewer. In case of a qualified repor?:, it .
is informed to the PU that same cannot be issued along with the reasons t’hv:erefor as
well as inform about the due date for conducting a zf°lv'°W-’°,',/" (evié'w as-‘vm,“Y, be

\tion and review by the iP_egl‘"

decided by the Board. S i

Quality Review e Quality review Board has been set up by C.G. It consists of members nominated by C.G.
Board and Council of ICAL The functions of QRB are:

rvices provided

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

by the members of the Institute;
(b) To review the quality of services provided by the members of the Institute including

audit services and
(c) To guide the members of the Institute to improve the quality of services and

adherence to the various statutory and other regulatory requirements.
Statutory auditors in respect of the companies are identified for their audit quality review
based upon risk-based approach. The review is carried out by technical reviewers who
are empanelled by QRB on engagement basis from across the country.

NFRA has been constituted in terms of Sec. 132(1) of Companies Act, 2013. Duties of

National o
Financial NFRA also include the following:
Reporting (a) Monitor & enforce compliance with ASs and auditing standards.
Authority (NFRA . .
ty ( ) (b) Oversee the quality of service of the professions associated with ensuring compliance

with such standards and suggest measures for improvement in the quality of service

e NFRA has power to monitor and enforce compliance with ASs and auditing standards and
oversee the quality of service u/s 132(2) or undertake investigation u/s 132(4) of the
auditors of certain class of companies. Such companies include listed companies
insurance companies, banking companies and other compani . ’

panies as pr i
of NFRA Rules, 2018, provided for in Rule 3
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General Auditing Principles b

2.1+ SA 240 “Anditor's Responsibilitios relating to Fraud i 1

Auditor Responsibilites ~——

-

Objectives of the
audltor in
accordance with
SA 240

Meaning and
Nature of I'raud

(1) To ldentify and assess the RMM in the F.5.

(¢) To respond appropriately to jdentified or suspe

(a) Fraud may be defined as an inte

(b) The auditor is concerne

(c) Misstatements in the financial statements can arise eit

due to fraud; d through

ent due 0 frau

- 1 jsstatem
(b) To obtain SAAE about the ansessed risks of material miss
desipning and implementing appropriate responses; and

cted fraud.

duals amons

or more indivi _
to obtaln

ption

e e —

ntional act by on€

management, TCWG, employees, oF third parties, involving

an unjust or illegal advantage.
d with fraud that causes 2 material
nal migstatements are relevan

fent financial reporting;

he use of dece

misstatement in the financial

. t to the auditor:
statements. Two types of intentlo
« misstatements resulting from fraudu
jon of assets.

« misstatements resulting from misappropriat
her from fraud or erro

r, fraud is

Intentional and error is unintentional.
nvolves

Characterlstics of
Fraud

Fraud, whether fraudulent financial reporting or misap

e Incentive or pressure to commit fraud:

propriation of assets, i
¢ when management is under

It may exis
jeve an expected (and perhaps

pressure, from sources outside or inside the entity, to ach
unrealistic) earnings target or financial outcome.

do so: It may exist when an individua
because the individual is in a po

1 believes internal

A perceived opportunity to
sition of trust or

control can be overridden, for example,
has knowledge of specific weaknesses in internal control.

Rationalization of the act: Individuals may be able to rationalize committing a fraudulent
act, Some individuals possess an attitude, character or set of ethical values that allow them
knowingly and intentionally to commit a dishonest act. However, even otherwise honest

individuals can commit fraud in an environment that imposes sufficient pressure on them.

Possible sources
of Misstatements

Fraudulent financial reporting may be accomplished by the following:

Fraudulént
Financial
Reporting

(a) Manipulation, falsification, or alteration of accounting records or
supporting documentation from which the F.S. are prepared

(b) Misrepresentation in or intentional omission from, the F.S. of events
transactions or other significant information ,

(c) Intentional misapplication of accounting principles relating t
- 0
amounts, classification, manner of presentation, or disclosur g
’ e.

2.1




General Auditing Principles & Auditor Responsibilities

Chapter )

3 w\\\n
t override of controls in qud“l’»‘-ni

Involvement of managemen
Financial Reporting

ing often involves management overrig, "
!

? 1t ial report .
Fraudulent financial rep ting effectively. Frayq can

S - b

as:
e Recording fictitious journal entries,
accounting period, to manipulate o

paxticularly close to the end of ap
perating results or achieve othg,

objectives. o
Inappropriately adjusting assumptions and changing judgments yseq

to estimate account balances.

e Omitting, advancing or delaying recognition in the financial statementg
of events and transactions that have occurred during the reporting

period.
e Concealing, or not disclosing, facts that could affect the amounts
recorded in the financial statements.
Engaging in complex transactions that are structured to misrepresent

the financial position or financial performance of the entity.
Altering records and terms related to significant and unusual

transactions.

Misappropriation
of Assets

Misappropriation of assets involves the theft of an entity’s assets and is

often perpetrated by employees in relatively small and immaterial

amounts. Misappropriation of assets can be accomplished in a variety of

ways including:

e Embezzling receipts (for example, misappropriating collections on
accounts receivable).

e Stealing physical assets or intellectual property (for example, stealing
inventory for personal use or for sale).

* Causing an entity to pay for goods and services not received (for
example, payments to fictitious vendors and fictitious employees).

*» Usingan entity’s assets for personal use (for example, using the entity’s
assets as collateral for a personal loan).

Fraud Risk
Factors

For example:

SA 240 defines the term Fraud Risk factors as “Events or conditions that indicate an incentive
or pressure to commit fraud or provide an opportunity to commit fraud”,

(a) The need to meet expectations of third parties to obtain additional equity financing may

create pressure to commit fraud;

(b) The granting of significant bonuses if unrealistic profit targets are met may create an

incentive to commit fraud; and

(c) A control environment that is not effective may create an opportunity to commit fraud.
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Chapter 2

{ Evaluation of f|~.i||(| risk

Audito ‘
g tor shall evaluate whether one or more fraud risk i
visk fac
¢ lactors may not necessarily indicate the existence
weSe Are %
present in circumstances where frauds have occurred and the
due to tfraud,

he fact that fraud is usually concealed can make it very difficul
determination of whether a fraud risk factor is present an
in assessing the RMM of the F.S. due to fraud requires the exercise ©

i ibilities
General Auditing Principles & Auditor ResponSlb”’ I

actors by auditor
- e sent. While fraud

\ctors are pre
of fraud, they have often been
RMM

refore may indicate

t to detect. Hence, the
be considered

d whether it is to )
f professmnal

_E e judgment.

F:i‘:llll(‘lplllti:l:,r :)'lce(;ntives/ Finfmcinl stability or profitability is threatlenffd bydegoiomicr industry, or

Factors relating sures entity operating conditions, such as (or as indicate -y : companied by

to Misstatements (a) High degree of competition or market saturation, a

arising from declining margins. _ sglogy

Fraudulent (b) High vulnerability to rapid changes, such as changes in tec ’

Financial product obsolescence, or interest rates. ' .

reporting (c) Significant declines in customer demand and increasing business
failures in either the industry or overall economy-

(d) Operating losses making the threat of bankruptcy, foreclosure, oT
hostile takeover imminent.

(e) Recurring negative cash flows from operations or an inability to
generate cash flows from operations while reporting earnings and
earnings growth.

() Rapid growth or unusual profitability especially compared to that of
other companies in the same industry.

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

Opportunities The nature of the industry or the entity’s operations provides

opportunities to engage 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 that allows the entity to dictate terms or conditions to
suppliers or customers that may result in inappropriate or non-
arm’s-length transactions.

(c) Assets, liabilities, revenues, or expenses based on significant
estimates that involve subjective judgments or uncertainties that
are difficult to corroborate.

(d) Significant, unusual, or highly complex transactions, especially those
close to period end that pose difficult “substance over form”
questions.

(e) Significant operations located or conducted across international
borders in jurisdictions where differing business environments and
cultures exist.
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Attitudes/
Ratlonallzatlons

' I;'t.'spnnslhllll.lcs

(N

@)

(h)

(c)

Communica tlon,

Chapte,.,

ry or branch operations i, 5
pears to be no clear busine:
S

haven jurlsdictions for w

Justification. forcem
jmplementation, support, or €n ent of
] management,

y's values O cthical standards by ) g 0T the

entity’ ate values or ethical standards, thatare

communication of inapproprl

not effective. o
xcessive part1c1patlon in the selection

anagement’s € o .
determination of significant estimateg,

securities Jaws or other laws apy
tity, its senior management, o,

Non-financial m
of accounting policies or the

n history of violations of

aims against the en
ations of laws and regulations.

in maintaining or increasing the

Know
regulations, or cl
TCWG alleging fraud or viol
Excessive interest by management
entity’s stock price or earnings trend.
The practice by management of committing to analysts, creditors,
and other third parties to achieve aggressive or unrealistic forecasts,

ment failing to correct known material weaknesses ip

Manage
internal control on a timely basis.
management in employing inappropriate means to

An interest by
reported earnings for tax-motivated reasons.

minimize

Low morale among senior management.

The owner-manager makes no distinction between personal and

business transactions.

Dispute between shareholders in a closely held entity.

Recurring attempts by management to justify marginal or
inappropriate accounting on the basis of materiality.

The relationship between management and the current or
predecessor auditor is strained, as exhibited by the following:

(i) Frequent disputes with the current or predecessor auditor on
accounting, auditing, or reporting matters.

(ii) Unreasonable demands on the auditor, such as unrealistic time
constraints regarding the completion of the audit or the
issuance of the auditor’s report.

iii) Restrictio i i i i

(iii) ] I:IS on the auditor that inappropriately limit access to
pe.:op e or information or the ability to communicate effectively
with those charged with governance.

iv) Domi i i

(iv) Domineering management behaviour in dealing with the
auditor, especially i i i
o :j " p y involving attempts to influence the scope of

auditor’'s work ' .
' or the selection or continuance of
personnel assigned to or consulted on the audit engagement.
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ditor Responsibilities

N o o . L u
General Auditing Pi inciples & A :
managcment o

Examples of
Fraud Risk
Factors relating
to Misstatements
arising from
Misappropria-
tion of Assets

Incentives/
Pressures

, pressure on
o tible to theft to

Personal financial obligations may €r¢
employees with access to cash or other

misappropriate those assets.
ween the entity

assets suscep
es with access to
ose employees 0
ionships may be

and employe
y motivate th
adverse relat

Adverse relationships bet
r assets susceptible to theft ma

cash or othe
ple,

misappropriate those assets. For exam
created by the following:

(a) Known or anticipated future employee layoffs.

i fit
es to employee compensation or bene

(b) Recentor anticipated chang
i inconsistent with
(c) Promotions, compensation, s

expectations.

or other reward

tances may increase the susceptibility

Opportunities

i isti ircums =5
Certain characterlstlcs or circ tunltles to

of assets to misappropriation.
e assets increase when there aret

of cash on hand or processed.
of hig

For example, oppor
wing:
misappropriat he following
(a) Large amounts .
in si in high

(b) Inventory items that are small in size, h value, or 1 g

demand.
diamonds, or

(c) Easily convertible assets, such as bearer bonds,
computer chips.
(d) Fixed assets which are small in size,

observable identification of ownership.
y increase the susceptibility of

le, misappropriation of assets

marketable, or lacking

Inadequate internal control over assets ma
misappropriation of those assets. For examp
may occur because there is the following:

1. Inadequate segregation of duties or indepéndent checks.

2. Inadequate oversight of senior management expenditures, such as

travel and other reimbursements.

3. Inadequate management oversight of employees responsible for
assets, for example, inadequate supervision or monitoring of remote
locations.

4. Inadequate job applicant screening of employees with access to
assets.

5. Inadequate record keeping with respect to assets.

Inadequate system of authorization and approval of transactions

(for example, in purchasing).

7. Inadequate physical safeguards over cash, investments, inventory, or

fixed assets..

Lack of complete and timely reconciliations of assets.

9. Lack of timely and appropriate documentation of transactions, for
example, credits for merchandise returns. '

10. Lack of mandatory vacations fi
or empl .
functions. ployees performing key control
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