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Introduction (I AEEEOHFEKHEAD
Scope of this ISA 1. AMEZEDOHR)

Responsibility for the Prevention and Detection of
Fraud

€(2) AREDHIERUFERIAT 5EED

4.  The primary responsibility for the prevention and
detection of fraud rests with both those charged
with governance of the entity and management. It is
important that management, with the oversight of
those charged with governance, place a strong
emphasis on fraud prevention, which may reduce
opportunities for fraud to take place, and fraud
deterrence, which could persuade individuals not to
commit fraud because of the likelihood of detection
and punishment. This involves a commitment to
creating a culture of honesty and ethical behavior
which can be reinforced by an active oversight by
those charged with governance. Oversight by those
charged with governance includes considering the
potential for override of controls or other

inappropriate influence over the financial reporting

process, such as efforts by management to manage
earnings in order to influence the perceptions of
analysts as to the entity’s performance and

profitability.
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Definitions

(3. E&E)

12.  For purposes of the ISAs, the following terms have
the meanings attributed below:

(a) Fraud - An intentional act by one or more
individuals among management, those charged
with governance, employees, or third parties,
involving the use of deception to obtain an
unjust or illegal advantage.

(b) Fraud risk factors - Events or conditions that
indicate an incentive or pressure to commit
fraud or provide an opportunity to commit
fraud.
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Requirements (I ERHEIR)
Professional Skepticism €1. MENEMFRL L TOERELL)

13.

In accordance with ISA 200°, the auditor shall
maintain professional skepticism throughout the
audit, recognizing the possibility that a material
fraud

notwithstanding the auditor’s past experience of the

misstatement due to could exist,

honesty and integrity of the entity’s management
and those charged with governance. (Ref: Para. A8-
A9)

> ISA200, paragraph 15
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15.  Where responses to inquiries of management or | 13. B&H AL, fREH . BUHsk L NEAKRE~DE
those charged with governance are inconsistent, the | 2% HEIZENFJE L TV D &R L7256
auditor shall investigate the inconsistencies. i, ZHEFE LRI 6720,

Discussion among the Engagement Team (2. BEEF—L2AOFE)

16.

ISA 315(Revised) requires a discussion among the
engagement team members and a determination by
the engagement partner of which matters are to be
communicated to those team members not involved
in the discussion.® This discussion shall place
particular emphasis on how and where the entity’s
financial statements may be susceptible to material
misstatement due to fraud, including how fraud
might occur. The discussion shall occur setting
aside beliefs that the engagement team members
may have that management and those charged with
governance are honest and have integrity. (Ref:
Para. A11-A12)

®ISA 315(Revised), paragraph 10
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Risk Assessment Procedures and Related Activities

3. VRIFMmFRL Z HICEET SIEED)

Management and Others within the Entity

(1) BREEROCEZOMOEEERE) (FAL0-6
HZM)

18. The auditor shall make inquiries of management |  16. HS#E A, LA FOFIEIZ OV TRE F IZE R

regarding: LT HiE7e 6720,

(a) Management’s assessment of the risk that the (1) MBERICAREICL DEEREAFR RN
financial statements may be materially 1IThivd ) A7 IZET B2/ H OrME (GG
misstated due to fraud, including the nature, ONE., ®HEOBEE % &Te,) (AITEEW
extent and frequency of such assessments; A12THZFR)

(Ref: Para. A13-A14) (2) BEZHFMNRIEY 27 OB E xSz 20T

(b) Management’s process for identifying and L —HEOEE a2 A (R 23555
responding to the risks of fraud in the entity, L7 EBEEZHL S TOWDREDREY R |
including any specific risks of fraud that XAIARIEY 27 BAEET L WREMED & 2 s |
management has identified or that have been FEEE, BhER S UTERRFH A ST, ) (A13H
brought to its attention, or classes of Z M)
transactions, account balances, or disclosures (3) FROEH o RICH L TRES LA
for which a risk of fraud is likely to exist; (Ref: BEOWBEIMTON TV BEEIZITZE DN
Para. A15) (4) BEBEOBERSIKT 25 2 H0mELn

(c) Management’s communication, if any, to those IRATENZ DWW T O RREHEEBITBZZE L T
charged with governance regarding its HGEITIEE ORE
processes for identifying and responding to the
risks of fraud in the entity; and

(d) Management’s communication, if any, to
employees regarding its views on business
practices and ethical behavior.

20. For those entities that have an internal audit | 18. BE#E NIX. PEREERERERZ B T DB ICHOWT

function, the auditor shall make inquiries of
appropriate individuals within the function to
determine whether they have knowledge of any
actual, suspected or alleged fraud affecting the
entity, and to obtain its views about the risks of
fraud. (Ref: Para. A19)
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Application and Other Explanatory Material

(I 58 FfEEH)

Characteristics of Fraud (Ref: Para. 3)

(1. REOKHE) (GF3HZM)

A2. Fraudulent financial reporting involves intentional
misstatements including omissions of amounts or
disclosures in financial statements to deceive
financial statement users. It can be caused by the

efforts of management to manage earnings in order
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to deceive financial statement users by influencing
their perceptions as to the entity’s performance and
profitability. Such earnings management may start
out with small actions or inappropriate adjustment
of assumptions and changes in judgments by
management. Pressures and incentives may lead
these actions to increase to the extent that they result
in fraudulent financial reporting. Such a situation
could occur when, due to pressures to meet market
expectations or a desire to maximize compensation
based on performance, management intentionally
takes positions that lead to fraudulent financial
reporting by materially misstating the financial
statements. In some entities, management may be
motivated to reduce earnings by a material amount
to minimize tax or to inflate earnings to secure bank

financing.
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A3. Fraudulent financial reporting may be accomplished
by the following:
Manipulation, falsification (including forgery), or
alteration of accounting records or supporting
documentation from which the financial
statements are prepared.
Misrepresentation in, or intentional omission from,
the financial statements of events, transactions or
other significant information.
Intentional misapplication of accounting principles
relating to amounts, classification, manner of

presentation, or disclosure.
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A4. Fraudulent financial reporting often involves
management override of controls that otherwise

may appear to be operating effectively. Fraud can
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be committed by management overriding controls
using such techniques as intentionally:

Recording fictitious journal entries, particularly close
to the end of an accounting period, to manipulate
operating results or achieve other objectives.
Inappropriately adjusting assumptions and changing
judgments used to estimate account balances.
Omitting, advancing or delaying recognition in the
financial statements of events and transactions that
have occurred during the reporting period.

Omitting, obscuring or misstating disclosures
required by the applicable financial reporting
framework, or disclosures that are necessary to
achieve fair presentation.

Concealing 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.
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Professional Skepticism (Ref: Para. 13-15)

(2. BEMEMFRE L TOREED) FE11mE)
HES13TEB )

A9.  Although the auditor cannot be expected to
disregard past experience of the honesty and
integrity of the entity’s management and those
charged with governance, the auditor’s professional
skepticism is particularly important in considering
the risks of material misstatement due to fraud
because there may have been changes in

circumstances.
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Discussion among the Engagement Team (Ref: Para.
16)

(3. BEF—LADFE) (F 14 EHZM)
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A12. The discussion may include such matters as:
An exchange of ideas among engagement team
members about how and where they believe the
entity’s financial statements (including the individual
statements and the disclosures) may be susceptible to
material misstatement due to fraud, how management

could perpetrate and conceal fraudulent financial
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reporting, and how assets of the entity could be
misappropriated.

A consideration of circumstances that might be
indicative of earnings management and the practices
that might be followed by management to manage
earnings that could lead to fraudulent financial
reporting.

A consideration of the risk that management may
attempt to present disclosures in a manner that may
obscure a proper understanding of the matters
disclosed (for example, by including too much
immaterial information or by using unclear or
ambiguous language).

A consideration of the known external and internal
factors affecting the entity that may create an
incentive or pressure for management or others to
commit fraud, provide the opportunity for fraud to be
perpetrated, and indicate a culture or environment that
enables management or others to rationalize
committing fraud.

A consideration of management’s involvement in
overseeing employees with access to cash or other
assets susceptible to misappropriation.

A consideration of any unusual or unexplained
changes in behavior or lifestyle of management or
employees which have come to the attention of the
engagement team.

An emphasis on the importance of maintaining a
proper state of mind throughout the audit regarding
the potential for material misstatement due to fraud.
A consideration of the types of circumstances that, if
encountered, might indicate the possibility of fraud.
A consideration of how an element of unpredictability
will be incorporated into the nature, timing and extent
of the audit procedures to be performed.

A consideration of the audit procedures that might be
selected to respond to the susceptibility of the entity’s
financial statements to material misstatement due to
fraud and whether certain types of audit procedures

are more effective than others.
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A consideration of any allegations of fraud that have
come to the auditor’s attention.
A consideration of the risk of management override

of controls.

Risk Assessment Procedures and Related Activities

(4. UV RZFHEFR L ZICBEEY STEED)

Inquiries of Management

(1) BEH~DOHEM)

Inquiries of Internal Audit (Ref: Para. 20)

(NEEEHELYE~OER) (F 18 HEM)

A19. ISA 315 (Revised) and ISA 610 (Revised 2013)
establish requirements and provide guidance
relevant to audits of those entities that have an
internal audit function.!” In carrying out the
requirements of those ISAs in the context of fraud,
the auditor may inquire about specific activities of
the function including, for example:
The procedures performed, if any, by the internal
auditor function during the year to detect fraud.
Whether management has satisfactorily responded

to any findings resulting from those procedures.

7 ISA 315 (Revised), paragraphs 6(a) and 23, and ISA
610 (Revised 2013), Using the Work of Internal Auditors
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Obtaining an Understanding of Oversight Exercised by
Those Charged With Governance (Ref: Para. 21)

€(2) BRRkUEEREICKDERESOH
fEy (55 19 M)

A21. An understanding of the oversight exercised by
those charged with governance may provide
insights regarding the susceptibility of the entity to
management fraud, the adequacy of internal control
over risks of fraud, and the competency and
integrity of management. The auditor may obtain
this understanding in a number of ways, such as by
attending meetings where such discussions take
place, reading the minutes from such meetings or

making inquiries of those charged with governance.
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Identification and Assessment of the Risks of Material

Misstatement Due to Fraud

(5. REICEDEERBHBRRY X7 O &
A

Risks of Material
Misstatement Due to Fraud and Understanding the

Identifying and Assessing the
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Entity’s Related Controls (Ref: Para. 28)

A32.

and extent of the controls it chooses to implement, and the

Management may make judgments on the nature

nature and extent of the risks it chooses to assume.'® In
determining which controls to implement to prevent and
detect fraud, management considers the risks that the
financial statements may be materially misstated as a
result of fraud. As part of this consideration, management
may conclude that it is not cost effective to implement and
maintain a particular control in relation to the reduction
in the risks of material misstatement due to fraud to be

achieved.

19 ISA 315, paragraph A56
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to the Assessed Risks

Misstatement Due to Fraud

Responses of Material

(6. FHli L7=ARIEIC X D2 EEREBRTY X7
DRI

Accounting Estimates (Ref: Para. 33(b))

€(6) =FFEDREYY (311 Q)&M)

A48. A retrospective review is also required by ISA
540.% That review is conducted as a risk assessment
procedure to obtain information regarding the
effectiveness of management’s prior period
estimation process, audit evidence about the
outcome, or where applicable, the subsequent re-
estimation of prior period accounting estimates that
is pertinent to making current period accounting
estimates, and audit evidence of matters, such as
estimation uncertainty, that may be required to be
disclosed in the financial statements. As a practical
matter, the auditor’s review of management
judgments and assumptions for biases that could
represent a risk of material misstatement due to
fraud in accordance with this ISA may be carried
out in conjunction with the review required by ISA

540.

20 ISA 540, Auditing Accounting Estimates, Including
Fair  Value and Related

Disclosures, paragraph 9

Accounting  Estimates,
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Communications To Management and With Those
Charged With Governance (Ref: Para. 41-43)
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Communication With Those Charged With Governance
(Ref: Para. 42)

(@) BEZLLDaIz=Fr—varv) (F40

A63. The auditor’s communication with those charged
with governance may be made orally or in writing.
ISA 260(Revised) identifies factors the auditor
considers in determining whether to communicate
orally or in writing.® Due to the nature and
sensitivity of fraud involving senior management,
or fraud that results in a material misstatement in
the financial statements, the auditor reports such

matters on a timely basis and may consider it

necessary to also report such matters in writing.

26

ISA 260(Revised), paragraph A38

THZ M)
SILAL
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ENRHLHENDH D ZEICHET D,

A65. In the exceptional circumstances where the
auditor has doubts about the integrity or honesty of
management or those charged with governance, the
auditor may consider it appropriate to obtain legal
advice to assist in determining the appropriate

course of action.

A60. BEAE NS, fEE . Bk UTEEREOF
FEME P FNE I B 2 B0 L 9 7 BIAMA 72 R
IZBWTIE, YIS T 5720, EFREME
B E 2RO D2 EERIT2HERH 5,

Effective Date

(v J@EH)

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

December 15, 2009.
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HREALDEHAT 5, 72721, 2019 44

10



fR
B

¥ 240

ISA240

BEEHR 240

H 1 BLEBIAGT 2 FRE IR D A M
ONF] B LA BdR 9 2 hH = EH RIS AR ©
FEAN O RMEN 5 Z &N TE D,

Appendix 1 (Ref: Para. A26) Examples of Fraud Risk

Factors

ek 1 ARV X7 EZROFIR)  (A23HSH)

Risk Factors Relating to Misstatements Arising from

Fraudulent Financial Reporting

(1. RERMEBRECLIEBRRCETHIE
3

Incentives/Pressures

Q) B - Ly ve—)

Information available indicates that the personal financial
situation of management or those charged with
governance is threatened by the entity’s financial
performance arising from the following:

*  Significant financial interests in the entity.

*  Significant portions of their compensation (for
example, bonuses, stock options, and earn-out
arrangements) being contingent upon achieving
aggressive targets for stock price, operating

results, financial position, or cash flow.!

e Personal guarantees of debts of the entity.

& %)

3. BEDHEREN, WO LD BRI X -
T, BEE. B, XITBEERSOE AW E
(L RIT T RREMER S 5,

RRE T, FEEB BT HUR S LS A A
B HEERRFEWFEFERRZAL TV
Do

TR DRI D IRy A BRAT ., AR Bk
BRI F v v 2 - 7 r—ICB T
L HEDOERICELESNDEGRA Y
7 e ATy a i ETHERER TS (A
B.ZokokArvrT 47 - 7T 0%,
ZAVZEAMRT D E R m O | DN Y B RE 3R
IZE > TTEETRTYH, FFEOBIERK
E RS N BfRT 2 BIEEDOERICESL S
HZENWDD, ) .
EEOEE 2 E AL L TV D,

! Management incentive plans may be contingent upon (E )
achieving targets relating only to certain accounts or

selected activities of the entity, even though the related

accounts or activities may not be material to the entity as

a whole.

Opportunities €2 =)

....... C- )

There is a complex or unstable organizational structure,
as evidenced by the following:
Difficulty in determining the organization or
individuals that have controlling interest in the
entity.
Overly complex organizational structure involving
unusual legal entities or managerial lines of

authority

3. MREREEDS . IR KD 7Rl X0 MU
REFE L T2 > TV 5D,
{22 3L LT 2 AR S OB 23 R 8 C
H 5,
B 72 ) FEAR SUTHME R R AL & T2 > T
L7 MR THHEZ AR HEToH
2o
e B OIS L < IFIEEBHIT
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High turnover of senior management, legal B IR L T 5D,
counsel, or those charged with governance. C Y

€(3) &% - EX4{b)

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

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

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

Restrictions on the auditor that inappropriately
limit access to people or information or the
ability to communicate effectively with those
charged with governance.

Domineering management behavior in dealing
with the auditor, especially involving attempts
to influence the scope of the auditor’s work or
the selection or continuance of personnel
assigned to or consulted on the audit

engagement.

& W)

T & BUEUIRHEDBEA N & ORISR O X
O IRBIRBAR A B 5,
2Eb. B TSI 2 FIEICOW T,
BEA LB SUIRHMEOE R A & A HEEICH
G LD XFiwmdr LT,
B O T T A REFORITICHE L TR
SRR 2R T 7 & A ASDOARS
HRESR 21T > TV D,
Bidy RGO RO A 3E L < JBIE
T 5 TR L2,

=1 AoA

- BEEANCK LT, (5N OERERSDL Z
ENITEE S L aI 2= — g BT

ZEEARYGICHIELE Y ELTWD, XL,
BEAT ANDSLATE LT L7 AR Ao s s &
BT ARYICHIBLE S E LTS,
REED, BEEEBEOFAA L ITEAT—
LA N—DOEEFICEE LG 25, T

AR L CEJERRREE 2 & D,

Appendix 2 (Ref: Para. A41)

Examples of Possible Audit Procedures to Address the
Assessed Risks
Fraud

of Material Misstatement Due to

(&2 AECKIZEBELREMBRRTCETSY
R 7 FISFREDOFIR)  (A38 HZ M)

ONZT AN

Consideration at the Assertion Level

1. TH—var - LYLTBIT D RFTFE)

Specific responses to the auditor’s assessment of the
risks of material misstatement due to fraud will vary
depending upon the types or combinations of fraud
risk factors or conditions identified, and the classes of
transactions, account balances, disclosures and
assertions they may affect.

The following are specific examples of responses:

ANEIZ XD EERERBIRICET DY 275G
Fhoeld, RIEY 27 EROFECH A, SULR5
L7oRil, WM 2 B3 29 5 s | FiE, e
EE Ak OELFEHT O T —va ik TR
%,

U AT RISFROFIX, RO ELBY THL,

€I )

Appendix 3 (Ref: Para. A50))

Examples of Circumstances that Indicate the

143 ARERX2EELRBABRTIOIEEZR
TRWEOFIRY) (A7 THS )

=i
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Possibility of Fraud

Problematic or unusual relationships between the auditor

and management, including:

() BEHEDOEE~DRE)

An unwillingness to add or revise disclosures in the
financial statements to make them more complete

and understandable.

C- )
WMiRE LV ERETHBRELTVWHD LTS
72 DIEFLDOIBICEIEIZTHBRI TH 5,

...... C )

Other () &)

....... € )
Unwillingness by management to permit the auditor BE A A EGR S U AR L T2 2 LTkt
to meet privately with those charged with | B 23 EIREITH 5,
governance. CI Y
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