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OVERALL OBJECTIVES OF THE
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(i) Misstatement — A difference between the amount,
classification, presentation, or disclosure of a
reported financial statement item and the amount,
classification, presentation, or disclosure that is
required for the item to be in accordance with the
applicable  financial  reporting  framework.

Misstatements can arise from error or fraud.

Where the auditor expresses an opinion on whether

the financial statements are presented fairly, in all

material respects, or give a true and fair view,

misstatements also include those adjustments of

amounts, classifications, presentation, or
disclosures that, in the auditor’s judgment, are
necessary for the financial statements to be
presented fairly, in all material respects, or to give a
true and fair view.

(h) Management — The person(s) with executive
responsibility for the conduct of the entity’s
operations. For some entities in some jurisdictions,

management includes some or all of those charged

with governance, for example, executive members

CONDUCT OF AN AUDIT IN

ACCORDANCE WITH INTERNATIONAL

STANDARDS ON AUDITING
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of a governance board, or an owner-manager. H5,
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(f) Financial statements — A structured representation

of historical financial information, including

disclosures, intended to communicate an entity’s

economic resources or obligations at a point in
time, or the changes therein for a period of time, in
accordance with a financial reporting framework.

The term "financial statements” ordinarily refers to

a complete set of financial statements as determined

by the requirements of the applicable financial

reporting framework, but can also refer to a single
financial  statement.  Disclosures  comprise
explanatory or descriptive information, set out as
required, expressly permitted or otherwise allowed
by the applicable financial reporting framework, on
the face of a financial statement, or in the notes, or
incorporated  therein by  cross-reference.

(Ref:Para.A14-A15)

(n) Risk of material misstatement — The risk that the
financial statements are materially misstated prior
to audit.

This consists of two components, described as

follows at the assertion level:

(i) Inherent risk — The susceptibility of an assertion
about a class of transaction, account balance or
disclosure to a misstatement that could be
material, either individually or when aggregated
with other misstatements, before consideration
of any related controls.

(i1) Control risk — The risk that a misstatement that
could occur in an assertion about a class of
transaction, account balance or disclosure and
that could be material, either individually or when
aggregated with other misstatements, will not be
prevented, or detected and corrected, on a timely
basis by the entity’s internal control.

(o) Those charged with governance — The person(s)
or organization(s) (for example, a corporate trustee)

with responsibility for overseeing the strategic
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direction of the entity and obligations related to the
accountability of the entity. This includes
overseeing the financial reporting process. For
some entities in some jurisdictions, those charged
with governance may include management
personnel, for example, executive members of a
governance board of a private or public sector

entity, or an owner-manager.
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Application and Other Explanatory Material
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An Audit of Financial Statements
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Preparation of the Financial Statements (Ref: Para. 4)
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A6. The requirements of the applicable financial
reporting framework determine the form and
content of the financial statements. Although the
framework may not specify how to account for or
disclose all transactions or events, it ordinarily
embodies sufficient broad principles that can serve
as a basis for developing and applying accounting
policies that are consistent with the concepts

underlying the requirements of the framework.
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Financial Statements (Ref: Para. 13(f))
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A14. Some financial reporting frameworks may refer to
an entity’s economic resources or obligations in
other terms. For example, these may be referred to
as the entity’s assets and liabilities, and the residual
difference between them may be referred to as

equity or equity interests.

A12-2. A4S DRI X - Tl EORFH
GBI IIFRHE 2 B PE T AE LY, TOEEY
BARNITMEREL L TCHERT 258085 5,

A15. Explanatory or descriptive information required to
be included in the financial statements by the
applicable financial reporting framework may be
incorporated therein by cross-reference to

information in another document, such as a

A12-3. i S 402 MBS A O P K o T ES G
FAOFLHD R I DA « Fhalk i) 72 I,
REZICLDHIATY 27 HiEER LMo
& (MBERFIHEPMERER & [F U S TRk
IR ATRER b D) DIFHMA~SHRT L2 L2k »




fR
B

# 200

ISA200

BEEER200

management report or a risk report. “Incorporated
therein by cross-reference” means cross-referenced
from the financial statements to the other
document, but not from the other document to the
Where the

financial reporting framework does not expressly

financial statements. applicable
prohibit the cross-referencing of where explanatory
or descriptive information may be found, and the
information has been appropriately cross-
referenced, the information will form part of the

financial statements.
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Sufficient Appropriate Audit Evidence and Audit
Risk (Ref: Para. 5 and 17)
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Audit Risk
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Risks of Material Misstatement
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A40. Inherent risk is higher for some assertions and
related classes of transactions, account balances,
and disclosures than for others. For example, it
may be higher for complex calculations or for
accounts consisting of amounts derived from
accounting estimates that are subject to significant
estimation uncertainty. External circumstances

giving rise to business risks may also influence

inherent risk. For example, technological
developments might make a particular product
obsolete, thereby causing inventory to be more
susceptible to overstatement. Factors in the entity
and its environment that relate to several or all of
the classes of transactions, account balances, or
disclosures may also influence the inherent risk
related to a specific assertion. Such factors may
include, for example, a lack of sufficient working
capital to continue operations or a declining
industry characterized by a large number of

business failures.
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Inherent Limitations of an Audit
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The Nature of Financial Reporting
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A48. The preparation of financial statements involves

judgment by management in applying the
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requirements of the entity’s applicable financial
reporting framework to the facts and circumstances
of the entity. In addition, many financial statement
items involve subjective decisions or assessments
or a degree of uncertainty, and there may be a range
of acceptable interpretations or judgments that may
be made. Consequently, some financial statement
items are subject to an inherent level of variability
which cannot be eliminated by the application of
additional auditing procedures. For example, this is
often the case with respect to certain accounting
estimates. Nevertheless, the ISAs require the
auditor to give specific consideration to whether
accounting estimates are reasonable in the context
of the applicable financial reporting framework
and related disclosures, and to the qualitative
aspects of the entity’s accounting practices,
indicators bias in

including of possible

management’s judgments.

20 ISA 540, Auditing Accounting Estimates, Including

Fair Value Accounting Estimates, and Related
Disclosures, and ISA 700(Revised), Forming an
Opinion and Reporting on Financial Statements,

paragraph 12.
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Conduct of an Audit in Accordance with ISAs
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Complying with Relevant Requirements

€(4) BEE§ 2 BERFEHDET)

Relevant Requirements (Ref: Para. 22)
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A75. Within a relevant ISA, there may be conditional
requirements. Such a requirement is relevant when
the circumstances envisioned in the requirement
apply and the condition exists. In general, the
conditionality of a requirement will either be
explicit or implicit, for example:

The requirement to modify the auditor’s opinion if
there is a limitation of scope®’ represents an explicit
conditional requirement

The requirement to communicate significant
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deficiencies in internal control identified during the
audit to those charged with governance,”® which
depends on the existence of such identified
significant deficiencies; and the requirement to
obtain sufficient appropriate audit evidence
regarding the presentation and disclosure of
segment information in accordance with the
applicable financial reporting framework,?® which
depends on that framework requiring or permitting
such disclosure, represent implicit conditional
requirements.
In some cases, a requirement may be expressed as
being conditional on applicable law or regulation. For
example, the auditor may be required to withdraw
from the audit engagement, where withdrawal is
possible under applicable law or regulation, or the
auditor may be required to do something, unless
prohibited by law or regulation. Depending on the
jurisdiction, the legal or regulatory permission or

prohibition may be explicit or implicit.

27 ISA 705, Modifications to the Opinion in the
Independent Auditor s Report, paragraph 13

B ISA 265, Communicating Deficiencies in Internal

Control to Those Charged with Governance and

Management, paragraph 9

2 ISA 501, Audit Evidence —Specific Considerations for

Selected Items, paragraph 13
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Effective Date

(v M)

10. This ISA is effective for audits of financial
statements for periods beginning on or after
December 15, 2009.
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