Auditing new syllabus answer key

(i)

Incorrect: The SAs do not ardinarily refer to inherent risk and control risk separately,
but rather to a combined assessment of the “risks of material misstatement”.
However, the auditor may make separate or combined assessments of inherent and
control nsk depending on preferred audit technigues or methodologies and practical
considerations. The assessment of the risks of matenal misstatement may be
expressed in quantitative terms, such as in percentages, or in non-guaniitative terms.
In any case, the need for the auditor to make appropriate risk assessments is more
important than the different approaches by which they may be made.

(ii)
Incorrect: The auditor should plan his work to enable him to conduct an effective

audit in an efficient and timely manner. Plans should be based on knowledge of the
client's business

(iii)
Correct: Teeming and Lading is one of the techniques of suppressing cash receipts Money
received from one customer is misappropnated and the account is adjusted with the subsequent
receipt from another customer and so on.

(iv)
Incorrect: As defined in scope of Standards on Internal Audit, “Internal Audit means
an independent management function, which involves a continuous and critical
appraisal of the functioning of an entity with a view to suggest improvements thereto
and add value to and strengthen the overall governance mechanism of the entity,
including the entity's strategic nsk management and internal control system”,

(v)

Incorrect: SQC 1 requires firms to establish policies and procedures for the retention of
engagement documentation. The retention period for audit engagements ordinarily is no
shorter than seven years from the date of the auditor's report, or, if later, the date of the
group auditor's report.

(vi)
Incorrect: SA 230 issued by ICAl 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.



(vii)

(viii)

(ix)

(x)

2a)

Incorrect. In terms of the general principles of law, any person having the lawful
possession of somebody else’s property, on which he has worked, may retain the
property for non-payment of his dues on account of the work done on the property.

On this premise, auditor can exercise lien on books and documents placed at his
possession by the client for non-payment of fees for work done on the books and

documents.

Correct: As per SA 299 "Responsibility of Joint Auditors”, if a joint auditor is not bound by
the views of majonty of joint auditors regarding matters fo be covered in the report and
should express his opinion in a separate report in case of a disagreement.

Section 224(1) provides that an auditor is appointed for a particular peried, i.e., from
conclusion of one annual general meeting until conclusion of the next annual general
meeting. In case the annual general meeting is not held within the period prescribed, the
auditor will continue in office till the annual general meeting is actually held and
concluded. Therefore, auditor shall confinue to hold office fill the conclusion of the
annual general meeting. Auditor's office is not vacated automatically if AGM is not held in

time.

Incorrect: A Company shall disclose by way of notes additional information regarding any
item of income or expenditure which exceeds one per cent of the revenue from operations or
T 1,00,000, whichever is higher;

In statistical sampling, the sample results are measurable as to the adequacy and
reliability of the audit objectives whereas in non-statistical sampling the auditor’s
opinion determines the sample size but it cannot be measured how far the sample size

would fulfill the audit objective.

The advantages of statistical sampling may be summarized as follows -

(1) The amount of testing (sample size) does not increase in proportion to the

increase in the size of the area (universe) tested.

(2) The sample selection is more objective and thereby more defensible.



2b)

()

The method provides a means of estimating the minimum sample size associated
with a specified risk and precision.

It provides a means for deriving a “calculated risk”™ and corresponding precision
(sampling error) Le. the probable difference in result due to the use of a sample
in lieu of examining all the records in the group (universe), using the same audit
procedures.

It may provide a better description of a large mass of data than a complete

examination of all the data, since non-sampling errors such as processing and
clerical mistakes are not as large.

Under some audit circumstances, statistical sampling methods may not be appropriate.
The auditor should not attempt to use statistical sampling when another approach is
either necessary or will provide satisfactory information in less time or with less effort,
for instance when exact accuracy is required or in case of legal requirements efc.

The decision whether to use a statistical or non-statistical sampling approach is a matter
for the auditor's judgment; however, sample size is not a valid criterion to distinguish
between statistical and non-statistical approaches.

The auditor shall plan the nature, timing and extent of direction and supervision of
engagement team members and the review of their work.

The nature, timing and extent of the direction and supervision of engagement team
members and review of their work vary depending on many factors, including:

1.
2.
3.

P

The size and complexity of the entity.
The area of the audit.

The assessed risks of material misstatement

|

An increase in the assessed risk of material misstatement for a given area of the
audit ordinarily reguires a corresponding increase in the extent and timeliness of
direction and supervision of engagement team members, and a more detailed
review of their work.

The capabilities and competence of the individual team members performing the
audit work.

Boste

We may have identified a problem related to the production process that raised
concerns about inventory obsolescence. After obtaining an understanding
of the entity’s process that raised concerns about inventory obsolescence
(which we had identified as a significant class of transactions), we concluded
that additional tests of details were required. Therefore, the senior will likely take
part, along with the team, in the discussions with management about the provision
for obsolescence and examine related documentation supporting the provision,
rather than just reading the memo on file. These pracedures should be completed
as the work is being performed rather than as an after the fact review. The extent
of the senior’s involvement requires judgment, taking into consideration the
complexity of the area and the experience of the team.
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2d)

Communicating key audit matters in the auditor’s report is in the context of the auditor
having formed an opinion on the financial statements as a whole. Communicating key
audit matters in the auditor’s report is not:

(@) Asubstitute for disclosures in the financial statements that the applicable financial
reporting framework requires management to make, or that are otherwise
necessary to achieve fair presentation;

(b) A substitute for the auditor expressing a modified opinion when required by
the circumstances of a specific audit engagement in accordance with SA 705

(Revised);

(c) A substitute for reporting in accordance with SA 570 when a material uncertainty
exists relating to events or conditions that may cast significant doubt on an
entity’s ability to continue as a going concern; or

(d) A separate opinion on individual matters.

In an audit of financial statements, the primary focus is around those risks that are
relevant to financial reporting. However, there could be other non-audit assurance
engagements that auditors maybe involved wherein the area of focus could include
those IT risks relevant to company’s compliance and business operations in addition to
financial reporting risks.

Examples of such non-audit assurance engagements are internal audits, IT audits,
pre-implementation reviews, data migration audits, third party assurance.

With the introduction of the Companies Act 2013, there is greater emphasis given
to internal financial controls (IFC) from a requlatory point of view. Directors and
those charged with governance (including Board of directors, Audit committee) are
responsible for the implementation of internal controls framework within the company.
The auditors’ responsibilities now include reporting on Internal Financial Controls over
Financial Reporting which include and understanding IT environment of the company
and relevant risks & controls. We will learn more about IFC in further sections of this
chapter.

Given below are some situations in which IT will be relevant to an audit,

®  Increased use of Systems and Application software in Business (for example, use
of ERPs)

® Complexity of transactions has increased (multiple systems, network of systems)
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® Hi-tech nature of business (Telecom, e-Commerce).

® \/olume of transactions are high (Insurance, Banking, Railways ticketing).

® Company Policy (Compliance).

® Regulatory requirements - Companies Act 2013 IFC, IT Act 2008.

@ Required by Indian and International Standards - 150, PCI-DS5, 5A 315, S0C, ISAE.

® Increases efficiency and effectiveness of audit.

In some of the above situations it is likely that carrying out audit using traditional
substantive audit procedures may be difficult or even not feasible if the company
prepares, records and conducts majority of business activities through IT systems only.

On the other hand, many companies may use less complex IT systems including
desktop based accounting or spreadsheets. In such situations, the relevance of IT to
an audit could be less. However, the auditor is still required to carry out at least an
understanding the IT environment of the company and document the same.

Another area where |T can be relevant to audit is by using data analytics using computer
assisted audit techniques (CAATs). By using data analytics, it is possible to improve the
effectiveness and efficiency of an audit. We will learn more about data analytics in the

As per SA 220 “Quality Control for an Audit of Financial Statements”, the engagement partner
shall take responsibility for the overall quality on each audit engagement to which that partner is
assigned.

The actions of the engagement partner and appropriate messages to the other members of the
engagement team, in taking responsibility for the overall quality on each audit engagement,
emphasise:

(@) The importance to audit quality of:

(1) Performing work that complies with professional standards and regulatory and legal
reguirements;

() Complying with the firm's quality control policies and procedures as applicable;

(i) Issuing auditor's reports that are appropriate in the circumstances; and

{v) The engagement team’s ability to raise concems without fear of reprisals; and
{b) The fact that quality is essential in performing audit engagements.

Engagement partner defined

Engagement partner refers to the pariner or other person in the firm who is responsible for
the audit engagement and its performance, and for the auditor's report that is issued on behalf
of the firm, and who, where required, has the appropnate authority from a professional, legal
or requlatory body.
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3c)

The form, content and extent of audit documentation depend on factors such as:
1. The size and complexity of the entity.

The nature of the audit procedures to be performed.

The identified risks of material misstatement.

The significance of the audit evidence obtained.

The nature and extent of exceptions identified.

A e

The need to document a conclusion or the basis for a conclusion not readily
determinable from the documentation of the work performed or audit evidence
obtained.

7. The audit methodology and tools used.

i) Objectives of audit of Local bodies

The external control of municipal expenditure is exercised by the state governments
through the appointment of auditors to examine municipal accounts. The municipal
corporations of Delhi, Mumbail and a few others have powers to appoint their own
auditors for regular external audit. The important objectives of audit are:

(a) reporting on the fairness of the content and presentation of financial statements;
(b) reporting upon the strengths and weaknesses of systems of financial control;

(c) reporting on the adherence to legal and/or administrative requirements;

(d) reporting upon whether value is being fully received on money spent; and
(e) detection and prevention of error, fraud and misuse of resources.

Audit is another method of financial control on local governments. This provision is
coupled with the privilege of ultra vires. An action of the local authonty if it is beyond
legal authority can result in 'surcharge’ by audit. This procedure is a legacy of colonial
days and even in England it is being resorted to less and less. This may well be because
of the increasing competence of the local government authorities.

In addition to the external audit, it is also opined by the learned author that there
should be a system of internal audit in all municipal institutions. Internal audit should
be provided by the institutions” own staff. It should be performed on a continuous
basis according to a well- defined programme. The external auditor should be able
to rely upon the work of the internal audit as forming part of a complete system of
internal financial control. Where there is no internal audit, as may happen in the case
of small or poorly staffed municipalities, the external auditor himself has to do detailed
checking. As described under government audit above, increasing attention is being
given, to what is described as 'value for money” audit. This kind of audit focuses
upon assessment of whether urban institutions are fulfilling their responsibilities with
efficiency, economy and effectiveness (sometimes known as ‘the three Es').



ii)

Understanding the financial administration of local bodies

It would be imminent on the part of the auditor to understand financial administration
of local bodies before embarking upon the audit. Some of the aspects are as under:

Budgetary Procedure: This is geared to subserve the twin considerations of financial
accountability and control of expenditure. The main objective is to ensure that funds
are raised and moneys are spent by the executive departments in accordance with
the rules and regulations and within the limits of sanction and authorisation by the
legislature or council. Budget preparation is usually the occasion for determining the
levels of taxation and rates and the ceilings on expenditure.

Municipal budget formats and heads of accounts vary from state to state. There are
variations between the corporation and municipalities. One important feature of the
municipal budgets is that there is no strict separation between revenue and capital
items; usually there is a "head’ called extraordinary items which cover most of the
capital transactions. There are, however, a number of special funds (e.g. roads) or
in some cases separate budgets for specific municipal functions (e.g. education) or
enterprise activities (e.g., water supply and sanitation, transport, electricity, etc.)

Expenditure Control: The system of financial control existing in the state and central
government level is conditioned by the fact that there is a clear demarcation between
the legislature and executive. The integration of legislation and executive powers in
the municipal council makes it difficult for its executive to function as its inquisitorial
body as well. Moreover the separation of executive powers and functions in municipal
government cannot accommodate the existence of an independent finance officer
responsible to the municipal council or its executive committee. This leaves the system
of external audit by state government as the only instrument of controlling municipal
expenditure.

Accounting System: Municipal accounting and budget format have been criticised as
neither simple nor comprehensible, sometimes providing inadequate information and
at other times a surfeit of information. Both these situations are not conducive to a
proper system of management information.
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ii)

The Code of Ethics for Professional Accountants, prepared by the International Federation
of Accountants (IFAC) identifies five types of threats. These are:

1.

Self-intereat threats, which occur when an auditing firm, its partner or associate could benefit
from a financial interest in an audit client. Examples include (i) direct financial interest or
materially significant indirect financial interest in a client, (ii) loan or guarantee to or from the
concerned client, (iif) undue dependence on a client's fees and, hence, concerns about losing
the engagement, (iv) close business relationship with an audit client, (v) potential employment
with the client, and (vi) contingent fees for the audit engagement.

Self-review threats, which occur when during a review of any judgement or conclusion
reached in a previous audit or non-audit engagement (Non audit services include any
professional services provided fo an entity by an auditor, other than audit or review of the
financial statements. These include management services, internal audit, investment advisory
service, design and implementation of information technology systems etc), or when a
member of the audit team was previously a director or senior employee of the client. Instances
where such threats come into play are (i) when an auditor having recently been a director or
senior officer of the company, and (ii) when auditors perform services that are themselves
subject matters of audit.

Advocacy threats, which occur when the auditor promotes, or is perceived to promote, a
client's opinion o a point where people may believe that objectivity is getting compromised,
e.¢. when an auditor deals with shares or securities of the audited company, or becomes the
client's advocate in litigation and third party disputes.

Familiarity threats are self-evident, and occur when auditors form relationships with the
client where they end up being too sympathetic to the client’s interests. This can occur in
many ways: (1) close relative of the audit team working in a senior position in the client
company, (i) former partner of the audit firm being a director or senior employee of the client,
(i) long association between specific auditors and their specific client counterparts, and (iv)
acceptance of significant gifis or hospitality from the client company, its directors or
employees.

Intimidation threats, which occur when auditors are deterred from acting objectively with an
adequate degree of professional skepticism. Basically, these could happen because of threat
of replacement over disagreements with the application of accounting principles, or pressure
to disproportionately reduce work in response to reduced audit fees.

whether the Midhi Company has complied with the Net Owned Funds to Deposits
in the ratio of 1:20 to meet out the liability and whether the Nidhi Company is
maintaining ten per cent unencumbered term deposits as specified in the Nidhi
Rules, 2014 to meet out the liability;

whether the company has made any preferential allotment or private placement
of shares or fully or partly convertible debentures during the year under review
and if so, as to whether the requirement of section 42 of the Companies Act,
2013 have been complied with and the amount raised have been used for the
purposes for which the funds were raised. If not, provide the details in respect of
the amount involved and nature of non-compliance;
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The following are examples of events or conditions that, individually or collectively,
may cast significant doubt on the entity’s ability to continue as a going concern.

Financial

®  Net liability or net current liability position.

®  Fixed-term borrowings approaching maturity without realistic prospects of
renewal or repayment; or excessive reliance on short-term borrowings to finance
long-term assets.
Indications of withdrawal of financial support by creditors.

® Negative operating cash flows indicated by historical or prospective financial
statements.

®  Adverse key financial ratios.

Operating

® Management intentions to liquidate the entity or to cease operations.

®  |oss of key management without replacement.

®  lossof a major market, key customer(s), franchise, license, or principal supplier(s).

®  labor difficulties.

®  Shortages of important supplies.

®  Emergence of a highly successful competitor.

Other

®  Non-compliance with capital or other statutory or regulatory requirements, such
as solvency or liquidity requirements for financial institutions.

® Pending legal or regulatory proceedings against the entity that may, if successful,
result in claims that the entity is unlikely to be able to satisfy.

® Changes in law or regulation or government policy expected to adversely affect
the entity.

®  Uninsured or underinsured catastrophes when they occur.
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When inventory is material to the financial statements, the auditor shall obtain sufficient
appropriate audit evidence regarding the existence and condition of inventory by:

(a)

(b)

Attendance at physical inventory counting, unless impracticable, to:

() Evaluate management’s instructions and procedures for recording and controlling the
results of the entity's physical inventory counting;

() Observe the performance of management’s count procedures;
(i) Inspect the inventory; and
(iv) Perform test counts; and

Performing audit procedures over the entfity’s final inventory records to determine whether
they accurately reflect actual inventory count results.

When corresponding figures are presented, the auditor's opinion shall not refer to the
corresponding figures except in the following circumstances.

1.

If the auditor’s report on the prior period, as previously issued, included a qualified opinion,
a disclaimer of opinion, or an adverse opinion and the matter which gave rise fo the
modification is unresolved, the auditor shall modify the auditor's opinion on the current period’s
financial statements. In the Basis for Modification paragraph in the audifor's report, the auditor
shall either:

(a) Referto both the current period’s figures and the corresponding figures in the description
of the matter giving nse to the modification when the effects or possible effects of the
matter on the current period's figures are material; or

(b} In other cases, explain that the audit opinion has been modified because of the effects

or possible effects of the unresolved matter on the comparability of the current period’s
figures and the corresponding figures.

If the auditor obtains audit evidence that a material misstatement exists in the prior period
financial statementz on which an unmodified opinion has been previously issued, the auditor
shall verify whether the misstatement has been dealt with as required under the applicable
financial reporting framework and, if that is not the case, the auditor shall express a qualified
opinion or an adverse opinion in the auditor's report on the current penod financial statements,
modified.

Prior Period Financial Statements Not Audited- If the prior period financial statements
were not audited, the auditor shall state in an Other Matter paragraph in the auditor's report that
the corresponding figures are unaudited. Such a statement does not, however, relieve the auditor
of the requirement to obtain sufficient appropriate audit evidence that the opening balances do not
contain misstatements that matenally affect the current period’s financial statements
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The practice of appointing Chartered Accountants as joint auditors is quite widespread
in big companies and corporations. Joint audit basically implies pooling together the
resources and expertise of more than one firm of auditors to render an expert job in a
given time period which may be difficult to accomplish acting individually. It essentially
involves sharing of the total work. This 1s by itself a great advantage.

In specific terms the advantages that flow may be the following:
(I} Sharing of expertise.

(i) Advantage of mutual consultation.

() Lower workload.

(v} Better quality of performance.

(v) Improved service to the client.

(vi) Displacement of the auditor of the company taken over in a take - over often
obviated.

(vii) Inrespect of multi-national companies, the work can be spread using the expertise
of the local firms which are in a better position to deal with detailed work and the
local laws and requlations.

(viil) Lower staff development costs.

(ix) Lower costs to carry out the work.

(x) A sense of healthy competition towards a better performance.
The general disadvantages may be the following:

(1) The fees being shared.

()  Psychological problem where firms of different standing are associated in the
Joint audit.

(i) General superiority complexes of some auditors.
(v) Problems of co-ordination of the work.

(v) Areas of work of common concern being neglected.
(vi) Uncertainty about the liability for the work done.
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Substantive Procedures to be performed to assess the risk of material
misstatement: As per SA 330, "The Auditor's Response fo Assessed Risk”,
substantive procedure is an audit procedure designed to detect matenal
misstatements at the assertion level. They comprise tests of details and substantive
analytical procedures.

Test of Details: The nature of the risk and assertion is relevant to the design of
tests of details. For example, tests of details related to the existence or occurrence
assertion may involve selecting from items contained in a financial statement
amount and obtaining the relevant audit evidence. On the other hand, tests of
details related to the completeness assertion may involve selecting from items
that are expected to be included in the relevant financial statement amount and
investigating whether they are included.

In designing tests of details, the extent of testing is ordinarily thought of in terms
of the sample size.

Substantive Analytical Procedures: Substantive analytical procedures are
generally more applicable to large volumes of transactions that tend to be
predictable over time. The application of planned analytical procedures is
based on the expectation that relationships among data exist and continue in
the absence of known conditions to the contrary. However, the suitability of a
particular analytical procedure will depend upon the auditor's assessment of
how effective it will be in detecting a misstatement that, individually or when
aggregated with other misstatements, may cause the financial statements to be
matenally misstated.

In some cases, even an unsophisticated predictive model may be effective as
an analytical procedure. For example, where an entity has a known number of
employees at fixed rates of pay throughout the period, it may be possible for the
auditor to use this data to estimate the total payroll costs for the period with a
high degree of accuracy, thereby providing audit evidence for a significant item
in the financial statements and reducing the need to perform tests of details on
the payroll. The use of widely recognised trade ratios (such as profit margins
for different types of retail entities) can often be used effectively in substantive
analytical procedures to provide evidence to support the reasonableness of
recorded amounts.

Difference between Narrative records and Check-list:

(i)  The Narrative Record is a complete and exhaustive description of the system as found
in operation by the auditor whereas checklist is a series of instructions andlor questions
which a member of the auditing staff must follow andfor answer. When he completes
instruction, he initials the space against the instruction. Answers to the check list
instructions are usually Yes, No or Not Applicable

(i) The Marrative Record may be recommended in cases where no formal control system
15 in operation and would be more suited to small business whereas check list is an on
the job requirement and instructions are framed having regard to the desirable
elements of control.
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Qualification of Auditors - Section 72 of the Multi-State Co-operative Societies Act, 2002 states
that a person who is a Chartered Accountant within the meaning of the Chartered Accountants Act,
1949 can only be appointed as auditor of Multi-State co-operative society.

However, the following persons are not eligible for appointment as auditors of a Multi-State co-
operative society-

(a) A body corporate.
(b) An officer or employee of the Multi-State co-operative society.

(c) Apersonwhois a member or who is in the employment, of an officer or employee of the Multi-
State co-operative society.
(d) A person who is indebted to the Multi-State co-operative society or who has given any

guarantee or provided any security in connection with the indebtedness of any third person to
the Multi-State co-operative society for an amount exceeding one thousand rupees.

If an auditor becomes subject, after his appointment, to any, of the disqualifications specified
above, he shall be deemed to have vacated his office as such.

For verifying interest income on fixed deposits:

+  (btain a listing of fixed deposits opened duning the penod under audit along with the
applicable interest rate and the number of days for which the deposit was
outstanding during the period. Venfy the anthmetical accuracy of the interest
calculation made by the entity by multiplying the deposit amount with the applicable
rate and number of days dunng the penod under audit.

«  For deposits still outstanding as at the penod- end, trace the same to the direct
confirmation obtained from the respective bank/ financial institution.

«  (btain a confirmation of interest income from the bank and venfy that the interest
income as per bank reconciles to the calculation shared by the enfity.

«  Also, obtain a copy of Form 26AS (TDS withholding by the bank/ financial institution)
and reconcile the interest reflected therein to the calculation shared by client.

Disclosure Requirements: Ensure whether the following disclosures as required under
Ind AS compliant Schedule Il to Companies Act, 2013 have been made:

Whether ‘other income™ has been classified as:

o Interest income
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The RBI issued a Circular relating to implementation of recommendations of Committee on
Legal Aspects of Bank Frauds applicable to all scheduled commercial banks (excluding Regional
Rural Banks). Regarding liability of accounting and auditing profession, the said circular provided
as under:

“If an accounting professional, whether in the course of internal or external audit or in the process
of institutional audit finds anything susceptible to be fraud or fraudulent activity or act of excess
power or smell any foul play in any transaction, he should refer the matter to the regulator. Any
deliberate failure on the part of the auditor should render himself liable for action”.

As per the above requirement, the member shall be required to report the kind of matters stated in
the circular to RBI.

Auditor should also consider the provisions of SA 250, “Consideration of Laws and Regulations in
an Audit of Financial Statements™. The said Standard explains that the duty of confidentiality is
over-ridden by statute, law or by courts.

54 240, "The Auditor's Responsibilities Relating to Fraud in an Audit of Financial Statements "
states that an auditor conducting an audit in accordance with SAs is responsible for obtaining
reasonable assurance that the financial statements taken as a whole are free from material
misstatement, whether caused by fraud or error.

|t must be noted that auditor is not expected to look into each and every transaction but to evaluate
the system as a whole. Therefore, if the auditor while performing his normal duties comes across
any instance, he should report the matter to the RBI in addition to Chairman/Managing
Director/Chief Executive of the concerned bank.

Duty to report on Frauds under the Companies Act, 2013 - As per sub-section 12 of section
143 of the Companies Act, 2013, if an auditor of a company, in the course of the performance of
his duties as auditor, has reason to believe that an offence of fraud involving such amount or
amounts as may be prescribed, is being or has been committed in the company by its officers or
employees, the auditor shall report the matter to the Central Government within such fime and in
such manner as may be prescribed.
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While planning the audit of an NGO, the auditor may concentrate on the following:

0

(i)

(iii)

(iv)

(v)

(vi)

Knowledge of the NGO’s work, its mission and vision, areas of operations
and environment in which it operate.

Updating knowledge of relevant statutes especially with regard to recent
amendments, circulars, judicial decisions related to the statutes.

Reviewing the legal form of the Organisation and its Memorandum of
Association, Articles of Association, Rules and Regulations.

Reviewing the NGO's Organisation chart, then Financial and Administrative
Manuals, Project and Programme Guidelines, Funding Agencies Requirements
and formats, budgetary policies if any.

Examination of minutes of the Board/Managing Committee/Governing
Body/Management and Committees thereof to ascertain the impact of any
decisions on the financial records.

Study the accounting system, procedures, internal controls and internal
checks existing for the NGO and verify their applicability.

(vii) Setting of matenality levels for audit purposes.

(i) The nature and timing of reports or other communications.

(ix)
()

The involvement of experts and their reports.

Review the previous year's Audit Report.

Assessment of Risks - Matter of Professional Judgement

The assessment of risks i1s based on audit procedures fo obtain information necessary for that
purpose and evidence obtained throughout the audit. The assessment of risks is a matter of
professional judgment, rather than a matter capable of precise measurement.

What is not included in Audit Risk ?

Audit risk does not include the risk that the auditor might express an opinion that the financial
statements are materially misstated when they are not. This risk is ordinarily insignificant.

(1)

Further, audit risk is a technical term related to the process of auditing; it does not refer to the
auditor's business risks such as loss from litigation, adverse publicity, or other events arising
in connection with the audit of financial statements.



