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Scope of this ISA

(1. AEEOHH)

1. This International Standard on Auditing (ISA) deals with
the auditor’s responsibility to identify and assess the risks
of material misstatement in the financial statements.

1. AWREEIL, MWEBROBEBEREBER R AT 2%
B LRI 5 2 & B3 5 5% LEofaét 2t 7 %
HLDOTH D,

Key Concepts in this ISA

(2. AWEFICEEY 5 ERRLBEE)

2. ISA 200 deals with the overall objectives of the auditor in
conducting an audit of the financial statements,* including
to obtain sufficient appropriate audit evidence to reduce
audit risk to an acceptably low level.? Audit risk is a
function of the risks of material misstatement and detection
risk.> ISA 200 explains that the risks of material
misstatement may exist at two levels:* the overall financial
statement level; and the assertion level for classes of
transactions, account balances and disclosures.

2. EEBFLUET B oidd 000 [MBHRERICBITS
IR 72 B 1%, A Y R 7 2R ARE/R KIS
MZ D T=OIT 3o 7 AR LA AN F9 5 2
LEha, MEHEEREDFERICET 5EE Lo
W7 teet Rt 5, BERY 27 1%, EELER
HRYV R EREBV 2RO oOnbEERINS, B
TRMEZESWEE 200 1T, EEREBRRY R
I, MB#EREERL LT —r g s LD
TOD VULV THET HAREMEDR H D EFBI L TV
7% (BEELER 20045 1670, 1276 (5) R ONA33IHRM)

1 ISA 200, Overall Objectives of the Independent Auditor and
the Conduct of an Audit in Accordance with International
Standards on Auditing

2 ISA 200, paragraph 17

% I1SA 200, paragraph 13(c)

4 ISA 200, paragraph A36

3. ISA 200 requires the auditor to exercise professional
judgment in planning and performing an audit, and to plan
and perform an audit with professional skepticism
recognizing that circumstances may exist that cause the
financial statements to be materially misstated. °

3. EEEEWERESWEE 20013, BEEANIC, WiE#HE
BRSO3 & EiIC BT, BEEMEMARLE LTo
W AT D L, RO, WMEERICBWTEE
R ARR E I DIRUDFET DO H H Z &
TRk U, BREEMIESE L & PR U A & 5l L SE
Mg D2 EAEERL WD (BEEEH 200 25 14 THE O
% 16 HEMH) |

% ISA 200, paragraphs 15-16

4. Risks at the financial statement level relate pervasively to
the financial statements as a whole and potentially affect
many assertions. Risks of material misstatement at the
assertion level consist of two components, inherent and
control risk:
¢ Inherent risk is described as 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.

« Control risk is described as the risk that a misstatement
that could occur in an assertion about a class of
transaction, account balance or disclosure and that could

4, MEREREER LV OEEREBFRRY A 71X, W
BH#RERIILSEDLYRHY, Z< DTV — 3
VNCEBTERNCREEE KFET, T —va s L
DOEEREBFRY A2, BAEY 27 LHEH Y 2
I D ODEFRTHERIND,
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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 system of
internal control.

OWNERFHNT L - TBH1E X%
WY A7 LTV
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5. ISA 200 explains that risks of material misstatement are
assessed at the assertion level in order to determine the
nature, timing and extent of further audit procedures
necessary to obtain sufficient appropriate audit evidence.®
For the identified risks of material misstatement at the
assertion level, a separate assessment of inherent risk and
control risk is required by this ISA. As explained in ISA
200, inherent risk is higher for some assertions and related
classes of transactions, account balances and disclosures
than for others. The degree to which inherent risk varies is
referred to in this ISA as the ‘spectrum of inherent risk.’
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6 ISA 200, paragraph A43a and ISA 330, The Auditor’s
Responses to Assessed Risks, paragraph 6

6. Risks of material misstatement identified and assessed by
the auditor include both those due to error and those due to
fraud. Although both are addressed by this ISA, the
significance of fraud is such that further requirements and
guidance are included in ISA 2407 in relation to risk
assessment procedures and related activities to obtain
information that is used to identify, assess and respond to
the risks of material misstatement due to fraud.

6. BEAEANDEAI LEEMT 2 EEREMBERRY X 71T
IZ. BB EAREOHEOU 27 BNEEND, W
BABEEORRE L TWDEN, REIXEICEET
bHT LD, BEAEKERESWMEE 240 WK
REBIZBITHAE] 1T, REICLD2EEREBR
RU A7 OFAL R O S Fe O SEEICH A
HIEREZANFT D200 ) 27 3F M Fi & Z i B
W HINENCBIT 5 H e D ERHIE & A fRE &5
HLTWD,

T I1SA 240, The Auditor’s Responsibilities Relating to Fraud
in an Audit of Financial Statements

7. The auditor’s risk identification and assessment process is
iterative and dynamic. The auditor’s understanding of the
entity and its environment, the applicable financial
reporting framework, and the entity’s system of internal
control are interdependent with concepts within the
requirements to identify and assess the risks of material
misstatement. In obtaining the understanding required by
this ISA, initial expectations of risks may be developed,
which may be further refined as the auditor progresses
through the risk identification and assessment process. In
addition, this ISA and ISA 330 require the auditor to revise
the risk assessments, and modify further overall responses
and further audit procedures, based on audit evidence
obtained from performing further audit procedures in
accordance with ISA 330, or if new information is
obtained.
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8. ISA 330 requires the auditor to design and implement
overall responses to address the assessed risks of material
misstatement at the financial statement level.® ISA 330
further explains that the auditor’s assessment of the risks of
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material misstatement at the financial statement level, and
the auditor’s overall responses, is affected by the auditor’s
understanding of the control environment. ISA 330 also
requires the auditor to design and perform further audit
procedures whose nature, timing and extent are based on
and are responsive to the assessed risks of material
misstatement at the assertion level.’

BO, IbiC, BEEANOFHERE OB L, MK
REER VXNV OBEEREBE R A7 OFHMEE ., £
AT AN OB 72 kS B % KT &
AL TW5a, Flo, FHREEZ, BN, 7MiM
LT —Tay s LULOEBEREGBR R A7
Wi U, SEid 5 U A7 3 B O, K&
OHHAENN R LUEMT D EAER LTS (B
330 55 4 HE O 5 HS M)

8 ISA 330, paragraph 5
9 ISA 330, paragraph 6

Scalability

(B8 D BRI

9. ISA 200 states that some ISAs include scalability
considerations which illustrate the application of the
requirements to all entities regardless of whether their
nature and circumstances are less complex or more
complex. ° This ISA is intended for audits of all entities,
regardless of size or complexity and the application
material therefore incorporates specific considerations
specific to both less and more complex entities, where
appropriate. While the size of an entity may be an indicator
of its complexity, some smaller entities may be complex
and some larger entities may be less complex.

9. EEAHLVET B E 200 Tlid, o DREA LY
ZEESWMEEICBOWCEAOZIMEICET 525 EH
ENREENTWNDN, EBEONE LR OBHENEIC
MPOLTRTOREICERFEZEHTHZ &N
RENTWD (BEEEH 200 D A63-2 THEMR) , A
HEL, R SUTEMEEIZ s )b BT 2 TORFED
EEEZRGE L TEY, HELNUT, HETRW
{3 & BME T 2B T BT BRI 72 B B HTE & 3w e
FHoZNTRRHE L TV D, BEOHBEN T DM
PEDIRIEL 2 558 LB 50, IR ENEMET
HOEAEL. KEESENMETRTWEALH D,

10 ISA 200, paragraph A65a

Objective

(3. AWEZEDH)

11. The objective of the auditor is to identify and assess the
risks of material misstatement, whether due to fraud or
error, at the financial statement and assertion levels thereby
providing a basis for designing and implementing
responses to the assessed risks of material misstatement.

10. EHEADOHMBIL., RIENEZENZMbT., MG#
REERVNNVOBEEREBR RV AT L TH—
2y s LLVOEBEREBERRY AT &k UFEHn
THZLETHD, 2k, VAT %NSTFRHD
REFERIET 2 EBENRME SN D,

Definitions

Definitions (Ref: Para. 12)

4. ERE)

(1. EH)

(% 11 FHZMR)

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

1. KFEECBITOIHEOERILZ, UTOEED &
35,

(9) IT environment — The IT applications and supporting IT
infrastructure, as well as the IT processes and personnel
involved in those processes, that an entity uses to support
business operations and achieve business strategies. For the
purposes of this ISA:

(i) An IT application is a program or a set of programs that
is used in the initiation, processing, recording and
reporting of transactions or information. 1T applications
include data warehouses and report writers.

(ii) The IT infrastructure comprises the network, operating
systems, and databases and their related hardware and
software.

(ii1) The IT processes are the entity’s processes to manage
access to the IT environment, manage program changes
or changes to the IT environment and manage IT
operations.

(1) TITEREE — IT7 7V r—yarkOEns%x
BT IT AV T7T7ANT 7 Fv—% 0, IT 7o
AL IT kA b EELEGEEND, %
X, INHEEBOIIRSFERIKE ERT LD
RIS %, AREZO RN T, IT BREEICH
HITHHEEIUTOEEBY ThD,
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— " T4 X —bEEND,
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(d) General information technology (IT) controls — Controls
over the entity’s IT processes that support the continued
proper operation of the IT environment, including the
continued effective functioning of information processing
controls and the integrity of information (i. e., the
completeness, accuracy and validity of information) in the
entity’s information system. Also see the definition of IT
environment.

(2)  TIT 2fefil ) — 1T ERBEOMKIGER 2> B 70 5E H

B RETALED IT 7 ut RRBWNEEE O = &
), 1T BREZOMEGRY o m ) 20 I 1, ke
L CHNCHERET D IEHALERAEH], R OO E#H
VAT LANDIEROA T )T 4 (Thbb, 1F
W(F—%) O, EMEME, E4M) O
HBEND, TOITERE] OERLZHT 5,

(i) Risks arising from the use of IT — Susceptibility of
information processing controls to ineffective design or
operation, or risks to the integrity of information (i. e., the
completeness, accuracy and validity of transactions and
other information) in the entity’s information system, due
to ineffective design or operation of controls in the entity’s
IT processes (see IT environment).

3) TITOFMANPBAET DY A7

—E0 IT 7
T RTBITDNEKEIOT VA U L ITERNA
BTN LI XY LS HI G T A
Vo L <UTEH SR WATREE ST EZEDOFH > A
TLEANOEROA 77T 4 (Tbb, BEl K
CZOMOER (F—4%) OMEFEME, EfrE, 1EY
M) extLslEREI SNV 275205, [()IT
REE) OEROLBRT S,

Assertions (Ref: Para. 12(a))

Q) 7H—var) EGE11H @) &H)

(a) Assertions — Representations, explicit or otherwise, with
respect to the recognition, measurement, presentation and
disclosure of information in the financial statements which
are inherent in management representing that the financial
statements are prepared in accordance with the applicable
financial reporting framework. Assertions are used by the
auditor to consider the different types of potential
misstatements that may occur when identifying, assessing
and responding to the risks of material misstatement. (Ref:
Para. Al)

Al. Categories of assertions are used by auditors to consider

the different types of potential misstatements that may
occur when identifying, assessing and responding to the
risks of material misstatement. Examples of these
categories of assertions are described in paragraph A190.
The assertions differ from the written representations
required by ISA 580, to confirm certain matters or support
other audit evidence.

4) 7% —var] —REEPMEERICBNTH

IRIIDE NI LTI THHDOTHY . M#
MERD, THRO, WE, BAREOETICE LT
W XD MBS ORI ERL L TR ST
WHZ EERTHLOTHD, BN, EERER
For U A7 OFFRI, T OSFIZB8 W T, BAET
HAHEMED b DB AF ROEE LY ZE T A8 T
—a yEFAT S AL EZH),

Al TH—va ORIy, BERERFRD 27

ORI, T & OB W T, 3BT B ATREME O
o D IEBFRTROEMZEBE T HBRICEEANDF AT
bHe ZOTH—a rOXOBIE, A1T8 THIZFLHE
SHTWb, 7H— a3, BEOEELZHER
B 72 8 X3 OB AL A B A 1T D 7o O I FLYE
ZESWESE 580 IREFMRE] T\ THERS
NTCWDIEREH & 1T R D,

14 1SA 580, Written Representations

Relevant Assertions (Ref: Para. 12(h)) (@) BEET AT —Tar) FE11H 5) &)

(h) Relevant assertions — An assertion about a class of | A9. A risk of material misstatement may relate to more than | (5)

BhET 27— 3 —eIMEE, BEiks | A2, BEEALAEBHRRY 2271, koTr— 9

transactions, account balance or disclosure is relevant when
it has an identified risk of material misstatement. The
determination of whether an assertion is a relevant
assertion is made before consideration of any related
controls (i. e., the inherent risk). (Ref: Para. A9)

one assertion, in which case all the assertions to which such
arisk relates are relevant assertions. If an assertion does not
have an identified risk of material misstatement, then it is
not a relevant assertion.

YIIFRFHEIRL T —arnor b, BERE
AR A7 N ENT=T Y —varEzno, 7
=gy BT 57— a ) Tharne
2 OHWTIE, BHEE T D NEHEH 2 B T A RICAT
bivs (Thbb, BHEY A7) (A2HEZR) |

R T 2580150, TOHEAITITYUZEY A7 N
BRI A7V —a e IBEETATHY— 3
Y] ThhH, HERERBZRY A7 B S 78 h
ST —vaik, BE#Ed 527 —var) C
EAAN

Inherent Risk Factors (Ref: Para. 12(f))

€B) BARIVZAZEZR) & 113H (6) ZH)

(f) Inherent risk factors — Characteristics of events or
conditions that affect susceptibility to misstatement,
whether due to fraud or error, of an assertion about a class
of transactions, account balance or disclosure, before
consideration of controls. Such factors may be qualitative
or quantitative, and include complexity, subjectivity,
change, uncertainty or susceptibility to misstatement due to
management bias or other fraud risk factors!! insofar as
they affect inherent risk. (Ref: Para. A7—-A8)

Appendix 2 sets out further considerations relating to
understanding inherent risk factors.

A7. Inherent risk factors may be qualitative or gquantitative

and affect the susceptibility of assertions to misstatement.

Qualitative inherent risk factors relating to the preparation

of information required by the applicable financial

reporting framework include:

- Complexity;

- Subjectivity;

- Change;

- Uncertainty; or

- Susceptibility to misstatement due to management bias or
other fraud risk factors insofar as they affect inherent
risk.

6)  THEA Y27 ZEK | — B3 2 NERHH S FE L

RN EDIED BT, RIENBEZ N ERDT, Bl
FEFE, EEERE XITERFEHIR DL T —va Ui
B DRAEEROLELSLCT SITHEEE LT THELRY
IR ORI A D, BEA U A 7 BRI E MR X
ERmMRERTH Y, EHEME, F8IE, £, N
EME, BEE OMRIE XIEZE DOMOARIEY R 7 BERMN
BA Y AT IR RETHEICBIT5EBETRD
AT IEZFHATVD (BiHEWH 240 @ A21 HD
A2 THZMR) (A3 IHNG M TESM) |

k2 Tix, BEA YV A7 ENOBRIZET 5 L 0§
7B EHFEEEZRLTWVD,
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A8. Other inherent risk factors, that affect susceptibility to M. HEIERE. RS T ERERICRA T U —
misstatement of an assertion about a class of transactions, Sa BT AEBEROAE LT SICEEE KT

account balance or disclosure may include:

- The quantitative or qualitative significance of the class of
transactions, account balance or disclosure; or

- The volume or a lack of uniformity in the composition of
the items to be processed through the class of transactions
or account balance, or to be reflected in the disclosure.

#%@M®lﬁ)xﬁﬁl . UTFoHEEZET
ZENDHD,
o[ fdH, EEskm L < I3RS E O B SUX
BRI EYE
- G ITEECH E R m 2l U T SN 5 HAS L
IFERRFHICKBR SN D THE OB UIIHH O
FRNEE DA

1 ISA 240, paragraphs A24-A27

(b) Business risk — A risk resulting from significant
conditions, events, circumstances, actions or inactions that
could adversely affect an entity’s ability to achieve its
objectives and execute its strategies, or from the setting of
inappropriate objectives and strategies.

(1) THZEEDU R {2 H O RERRSCHNE D 24T
(L NAE LGS EARZRML, FE, RELD
ITEIOFEICKEKRT LU 27, IIAR#EY) A% H
B ORI DR EICER T D U A7 20 9,

(k) Significant class of transactions, account balance or
disclosure — A class of transactions, account balance or
disclosure for which there is one or more relevant
assertions.

(8) THZEZRWGIFH, EEkm ITELHHE] — K
Y7 Y —vary (BEEG)ZR) N—o2LlkAF
FE3 2 WG IR, Bk ITERRFEHEZ WV ),

Information Processing Controls (Ref: Para. 12(e))

(@) HHLEED) (5 11H (9) 2

(e) Information processing controls — Controls relating to the
processing of information in IT applications or manual
information processes in the entity’s information system
that directly address risks to the integrity of information (i.
e., the completeness, accuracy and validity of transactions
and other information). (Ref: Para. A6)

A6. Risks to the integrity of information arise from
susceptibility to ineffective implementation of the entity’s
information policies, which are policies that define the
information flows, records and reporting processes in the
entity’s information system. Information processing
controls are procedures that support effective
implementation of the entity’s information policies.
Information processing controls may be automated (i.e.,
embedded in IT applications) or manual (e.g., input or
output controls) and may rely on other controls, including
other information processing controls or general IT

(9)  MEHERkEEl —EHRoA T 7T 40 (T
bbh, BB ROZOMOER (F—%) OfEFEME,

EfEME, EXME) o A7 ICEESICT D, B¥ED
B AT MBS 5 IT 77)/7*—5/5 > DIE AL

PENIT TR KX D EHAOER I B U 7= NS HE I &2
VWO (ASTEBH)

A5, TEHROA T IV T gk THY A 71E, BFE
DIFHR Y AT DIZBIT HIEHROTEIL. Likk s
%57mtx%ﬁm?ém%@%ﬁ’%#éﬁ%

DA SN/ LB Z T 5,

TEMAEERNT, REOHFRIZBET 2 1A%
WCEH SN 7DD XTI TR Th D, 15 HRUE
WX, BHEMES N TWAEHAE (Thabb, IT 77
Vr—ya ICHBIAENTNS, ) & FIEEDY
B BzE, A7y bUIT 7 7y MR DN
HREHD A0 MOFRAERGHSC 1T SBGFEH 2

controls. SO NIRRT 5 = L hib 5,
Significant Risk (Ref: Para. 12(1)) (B) HRiExtEnELIEZIRIY (B 11 H
(10) ZM)
(I) Significant risk — An identified risk of material | A10. Significance can be described as the relative importance | (10) B2 MEt2MLEE L T5 Y X7 | —iBISu7- | A6, BRI 2 NELE T2 A7 ICBITHEAEY

misstatement: (Ref: Para. A10)

(i) For which the assessment of inherent risk is close to the
upper end of the spectrum of inherent risk due to the
degree to which inherent risk factors affect the
combination of the likelihood of a misstatement
occurring and the magnitude of the potential
misstatement should that misstatement occur; or

(i) That is to be treated as a significant risk in accordance
with the requirements of other ISAs. 2

of a matter, and is judged by the auditor in the context in
which the matter is being considered. For inherent risk,
significance may be considered in the context of how, and
the degree to which, inherent risk factors affect the
combination of the likelihood of a misstatement occurring
and the magnitude of the potential misstatement should that
misstatement occur.
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12 ISA 240, paragraph 27 and ISA 550, Related Parties,
paragraph 18

Controls (Ref: Para. 12(c))

€(6) PER#EMI) (F 113 (11) ZH)

(c) Controls — Policies or procedures that an entity establishes
to achieve the control objectives of management or those
charged with governance. In this context: (Ref: Para. A2—
Ab)

(i) Policies are statements of what should, or should not, be
done within the entity to effect control. Such statements

may be documented, explicitly stated in
communications, or implied through actions and
decisions.

(it) Procedures are actions to implement policies.

A2. Controls are embedded within the components of the
entity’s system of internal control.

(11)  TNERHEHI ) — {3, REE TR S, &
BTEE LT ESRS, EEEZESE L IIEE
FELE (UT., BEAERE L IIEBEAEKRS, BEASSR
BENITEERZB S THEKRE) L), ) O
il B ) &2 AT 5 7 OISR ET 2 et X Tl 2 v
5 (AT D AL0O THBHR)

O FetEix, el z2EHTT 57010, MmN T
NREZLENIFTRETRVWILZRTHDOE W
W, XEfERTWAZ EL L, BmEOHT
BHRMICER RSN TWDHZ b H 0, 1TAHCER
REZBEL TCERMIORINTWDZ EE b D,

@ TRl FHEFRITTHEOOITEE VD,

AT NERHEENT., EOWNEHEHI S AT L ORE L2
FITHHAIAFEINL TN D,

A3. Policies are implemented through the actions of personnel
within the entity, or through the restraint of personnel from
taking actions that would conflict with such policies.

A8, TrEHE. EEMREOTHZE L TERIND
B i R DA B OIT R 2 M5 2
EICE-THRIASND,

A4. Procedures may be mandated, through formal
documentation or other communication by management or
those charged with governance, or may result from
behaviors that are not mandated but are rather conditioned
by the entity’s culture. Procedures may be enforced through
the actions permitted by the IT applications used by the
entity or other aspects of the entity’s IT environment.

A9, FelE., ERXARTEBICI-oTHES N TWSSE
ABbbiL, REESCEARFICL-TBEEIND
ZEbLdHDH, Fo, BEE ST RNV, ABFESL
BIZE > THROZ L L ENTATANPL LTSN
L2HAbH 5, Fhild, BENSRHATLITT 7Y 7
— v a UREED IT BHROMOAE (F—%X—
A ARV =T 4T VAT A, Ry NT—7
) ICKDNBEEE U CHEITSNDEGELH D,

Ab5. Controls may be direct or indirect. Direct controls are
controls that are precise enough to address risks of material
misstatement at the assertion level. Indirect controls are
controls that support direct controls.

A10.  WNESFEHNCIE, EEEEY 7 PNERREH] & REER 2N
EAEEIN D D, EEEMZNETESIX, T — 3
Vo LULOBEBERBHBRSY A 7T H DI
‘i EEEZ A LI-NESH CH Y . MR N
BEllE, BRI NIRRT & B9 5 N T H
2o

(m) System of internal control — The system designed,
implemented and maintained by those charged with
governance, management and other personnel, to provide
reasonable assurance about the achievement of an entity’s
objectives with regard to reliability of financial reporting,
effectiveness and efficiency of operations, and compliance
with applicable laws and regulations. For the purposes of
the ISAs, the system of internal control consists of five
interrelated components:

(12)  TERHEHI S AT &) —AEZEOMBHE OFEME
IR L, FERE ORI L RE L EmD, FHE
TSR DIED OB AR T & D B3 H % K
THOI, BEE, Biks, BEERELTED
oOEEMEREIZLY, BiF (THFA 2 LEE~D
WHEET, ) ROEA SN TV DA Z NI,
AR ELEZ B AWM ZICB W T, NEHEH > 2T
LIFLL T OISO ANZEHE L= EE 0 LR S

(i) Control environment; Do

(i1) The entity’s risk assessment process; D HHEEE

(iiigoﬁ?r% Ie'ntity’s process to monitor the system of internal Q@ MEEDOYRTFHET 7 &

1 ﬁ ,(‘t l ‘\ ~— %‘ /\ Ry o)

(iv) The information system and communication; and % QDMLF/E\J fi;ﬁi AT HEROTHEA

(v) Control activities. (Hi&\/ 7 I
® HEHEE

(j) Risk assessment procedures — The audit procedures (13) [V 27 FHliFHe) — NELEZ LT, M

designed and performed to identify and assess the risks of
material misstatement, whether due to fraud or error, at the
financial statement and assertion levels.

B R BRIV OBEEREBERI AT LT —
Tay s LULOEBEREAERY AT A LR
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Requirements

(I ZREIR)

Risk Assessment Procedures and Related Activities

Risk Assessment Procedures and Related Activities (Ref:
Para. 13-18)

€1.

Y R 7 FHliFHE & 22 B 558

2. VR7FMFRE ZNICBET A 1EED)
NG 17 HSR)

(5 12

13. The auditor shall design and perform risk assessment
procedures to obtain audit evidence that provides an
appropriate basis for: (Ref: Para. A11-A18)

() The identification and assessment of risks of material
misstatement, whether due to fraud or error, at the
financial statement and assertion levels; and

(b) The design of further audit procedures in accordance
with ISA 330.

The auditor shall design and perform risk assessment

procedures in a manner that is not biased towards obtaining

audit evidence that may be corroborative or towards
excluding audit evidence that may be contradictory. (Ref:

Para. A14)

Al1l. The risks of material misstatement to be identified and
assessed include both those due to fraud and those due to
error, and both are covered by this ISA. However, the
significance of fraud is such that further requirements and
guidance are included in ISA 240 in relation to risk
assessment procedures and related activities to obtain
information that is used to identify and assess the risks of
material misstatement due to fraud.’® In addition, the
following ISAs provide further requirements and guidance
on identifying and assessing risks of material misstatement
regarding specific matters or circumstances:

* ISA 540 (Revised)® in regard to accounting estimates;

« ISA 550% in regard to related party relationships and
transactions;

* ISA 570 (Revised)*’ in regard to going concern; and

« ISA 600 in regard to group financial statements.

12. BEAENIZ, DUTICREd 2@t e i 2 2 it4 o5

T E AFT D701,
S L2 iE7e 7,

U A7 Gl Tt & L% L
(AI1ZEH B A8 THER)

(1) AEXFRBICLD, MB#HERESEKRL~LOE
BREBRR) A ROT— g - LD
HER BT T Y A7 OB K OEEH

(2) EEFREZBESWMEE 330 IZHWE-72 U 27 %fii

SRAZMVES

BAENE, BT LR THA O BN E AT
TLHMICRDRNEIIC, ITFETLTHAD

B AREHL 2 BRAN 2 TS R B v K 9 |

L

TR 2 R UER LTI b2y (Al4 TES

LY

All.  FEBISNFFE SN EEREMBERRY A 712
T, REEHBOMGFDU X7 2GR, WTILH AR
WMEFEORRE L TND,

LU, AEIIFFICEETHDHZ &b,
BT BESWEE 240 12, AEICXAEERE
B Y A7 OFRI, TN & O i Tt D LR IH]
AT 2EMAEAFET L0 27T E h
(ZBEE 3 HIRENC BT 2 W 722 2 BOR HIE Lo A fe
ZEHE L TWD (BEELHR 240 45 15 D E 26 THS
M) . Nz T, LFOESLESR B SMEETIL,
FeE DO FHE IR PUCET 2 BHEREHBRRY A7
DB ORI D 7= D T 70 2 BRHIH & i 1
FrEfRftL TV a,

e LU B S E 540 T&3F Lo RAEY 0l

7

R EUEL: B w53 550 TREE Y 3537

A ELET Bl E 570 TRk 3

BEA EUELR B diEE 600 71— A

151SA 240, paragraphs 12-27

16 ISA 540 (Revised), Auditing Accounting Estimates and
Related Disclosures

171SA 570 (Revised), Going Concern

18 ISA 600, Special Considerations—Audits of Group
Financial Statements (Including the Work of Component
Auditors)

Al12. Professional skepticism is necessary for the critical
assessment of audit evidence gathered when performing the
risk assessment procedures, and assists the auditor in
remaining alert to audit evidence that is not biased towards
corroborating the existence of risks or that may be
contradictory to the existence of risks. Professional
skepticism is an attitude that is applied by the auditor when
making professional judgments that then provides the basis
for the auditor’s actions. The auditor applies professional
judgment in determining when the auditor has audit
evidence that provides an appropriate basis for risk
assessment.

Al12. BEEEREESEOIE. U A7 Gl R O FEmMIZ LV
AT LI GHLORH 723l B ETH Y |, B

AL NFER L7z U R 7 3l & B AT 5 F N iF -
TV, TERGFIL TR L2 U A 7 5 &
FJE L TR ONT, BEEANFICEREZH
D DITHENE D, TRERVER I, BREMIEMZ L L
TOYW 24T O BRICEBE ANDPREFT REZRETH
D, TOHDOEBENDITEIORKEL R 5D TH
5, BEAENE, U A7 FHMMICEE S %@ ) 722 i A 12
T DI AL AE AT L TWDENIIHONT,
WEMEMZE E L Co¥Z2mEH 34 5,

Al13. The application of professional skepticism by the
auditor may include:

- Questioning contradictory information and the reliability
of documents;

- Considering responses to inquiries and other information
obtained from management and those charged with
governance;

Being alert to conditions that may indicate possible
misstatement due to fraud or error; and

A13.  BEAE ANDIRFEREE O ZRFFT 285 mIcix, 6l
21X, LFnd 5,
fEH O TG,
T, arul,
TREH M OEEREND AT LB ~DEE S
Z OO IEHRE T 5,
AENTFARBIC L D EBRROREME 2 7~ TR
WZEEEL D,

FLERPRL IR EH OE IS oW




B 315

[Requirement etc]

[Application and other explanatory material]

[ SRS ]

[ I FE ]

- Considering whether audit evidence obtained supports the
auditor’s identification and assessment of the risks of
material misstatement in light of the entity’s nature and
circumstances.

AF LBERREHLY . EEDOFENE K OMRBLIC
BMOELT, EAENCKDEERERBFTI X7 D
e M Ol 2 AT T 2 b D TH D0 E 9D E ki
REREE

Why Obtaining Audit Evidence in an Unbiased Manner Is
Important (Ref: Para. 13)

(1) BEEIERY ORVWEFETAFTHILHNE
BHTHLHHEAH) F12HZMH)

Al4. Designing and performing risk assessment procedures
to obtain audit evidence to support the identification and
assessment of the risks of material misstatement in an
unbiased manner may assist the auditor in identifying
potentially contradictory information, which may assist the
auditor in exercising professional skepticism in identifying
and assessing the risks of material misstatement.

Al4.  BEENIT, BEREBERTRY X7 OFM K& OFE
M RN OB ARG AR Y OV HIETATT 5 &
NV RV Rl A SR LFERT 52 & T, FE
NEEONDEREHNT D ENHDH, T LT, F
JEM BN DG WA A LIz HA i, EER G
R A7 OMHRLOTHEIC B0 TR H5 &
L COMELERFT 5 Z L1225,

Sources of Audit Evidence (Ref: Para. 13)

(@) BEEMEROFHRIR) G 12 HSHW)

A15. Designing and performing risk assessment procedures
to obtain audit evidence in an unbiased manner may
involve obtaining evidence from multiple sources within
and outside the entity. However, the auditor is not required
to perform an exhaustive search to identify all possible
sources of audit evidence. In addition to information from
other sources®®, sources of information for risk assessment
procedures may include:

Interactions with management, those charged with
governance, and other key entity personnel, such as
internal auditors.
Certain external parties such as regulators, whether
obtained directly or indirectly.
Publicly available information about the entity, for
example entity-issued press releases, materials for
analysts or investor group meetings, analysts’ reports or
information about trading activity.
Regardless of the source of information, the auditor
considers the relevance and reliability of the information to
be used as audit evidence in accordance with ISA 500.%°

Al5. U RAZEMETRiZ LR LFEmT 5 LT, AFTTD
BEAREILME & 72V K 912, ORI DOEE DT
WD ORELE ATFTT 258086 50, AN,
MERGFILA AT LD 2 TOERIRZHRNT 5720
2. MREMRAEZIT O 2 LITER SN TOH AR,
U A7 FHliFRED 72 O OFEF PRI 1L, A34 T TN A35
DM OE RIS OFHRITIMA T, FlIX, BLF
NEEND,

e, AR KON OO FE R B
(Bl 21, NEEEEN) toala=fr—ray
H Y R OREDOMNTE (EHREZEEAFT LT
DRI AT LIz a2 b7, )

- REICET L AMER, FIXIE. BESFEITLE
TVLAYVU—A TFHIURAIELIIHRER I L
— N OFBER, T U R - LiR— b XIE
GRS e
A NI, TEHRIFEICEDL Y 72 <, BERERES

WA E 500 TESAGEML) (20~ T, BESAGELE LCF]

M3 2 moEEE L EEEEZZBET 5 (R 500

%6 HSM)

19 See paragraphs A37 and A38.
20|SA 500, Audit Evidence, paragraph 7

Scalability (Ref: Para. 13)

€@B) BHOFEEME) F 12 HZMH)

Al16. The nature and extent of risk assessment procedures will
vary based on the nature and circumstances of the entity
(e.g., the formality of the entity’s policies and procedures,
and processes and systems). The auditor uses professional
judgment to determine the nature and extent of the risk
assessment procedures to be performed to meet the
requirements of this ISA.

A16. U R 7 GHAl T O FEEA K OVEGBH I, 3R OME
WM BlzE, SEOFEE Tk En
TWAREKR QR Tav R L 2T ADMENL ST
HREFE) WL D, BENIAREEDERE
A 72§ 7o OIS~ & U R 7 Bl Bt O FEE
KO %2, BEENEMZF & L ToHENcE SN T
RET D,

A17. Although the extent to which an entity’s policies and
procedures, and processes and systems are formalized may
vary, the auditor is still required to obtain the understanding
in accordance with paragraphs 19, 21, 22, 24, 25 and 26.

M7, BREOFHEE FRBAHSUE I N TV D RE KT
BTt R ENEHHHI AT LANELIN TV D
FREIX, BEICL-TRRDLD, BEEANZ, F 18
TH, 20T, B 21 M, 5523 IH, 55 24 AUV 25
HIZHE- T, ELOMBERRE., #HINLWEH
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& OPEIAL N ARFE D NEBFEM] > A T L & B
5 ERROHNTND,

Examples:

Some entities, including less complex entities, and
particularly owner-managed entities, may not have
established structured processes and systems (e.g., a risk
assessment process or a process to monitor the system of
internal control) or may have established processes or
systems with limited documentation or a lack of
consistency in how they are undertaken. When such
systems and processes lack formality, the auditor may still
be able to perform risk assessment procedures through
observation and inquiry.

Other entities, typically more complex entities, are
expected to have more formalized and documented policies
and procedures. The auditor may use such documentation
in performing risk assessment procedures.

el

BHETR WS Ficth—FT—0RET 0% T
I, EB TR ENEHKHI AT A (Bl Y
A7 Gl 7 1 ARNER R S AT A AR T H T
0t R) PSS TWARWES, NTEE 7otk
ARLHERKEH] & AT DTS SN TNDD, Fh
NHFICLELEN TN E L FEE T R
RWERFEI S AT LD —BME b o THEEI TV
RWEENRNH D, ZDOXIRGRITBVNTEH, B
NiE, BB X - TV R 7 il Tk & FEhii T
XHZEND D,
FOMOEZE, FRZ LV EHEREETIE, HiteF
BNED LN LENLINTWND Z EPEE S
v, BEAENT, VAR A ET HERIC, M
MLEAZFHAT L ERD D,

Al18. The nature and extent of risk assessment procedures to
be performed the first time an engagement is undertaken
may be more extensive than procedures for a recurring
engagement. In subsequent periods, the auditor may focus
on changes that have occurred since the preceding period.

A18.

MRSV TER T 2 U 2 7 5l FHi D
FEE K OVHPHI, AkfeRe &I R 1T 2 FHi L 0 b IRH
DA D D, M AICRBW T, BEAEA
T, AT A T AMICERZES 2L D
%

Types of Risk Assessment Procedures (Ref: Para. 14)

€(4) U R7FHmFmROBE) (F 13 HSH)

14. The risk assessment procedures shall include the
following: (Ref: Para. A19-A21)

(@) Inquiries of management and of other appropriate
individuals within the entity, including individuals within
the internal audit function (if the function exists). (Ref:
Para. A22-A26)

(b) Analytical procedures. (Ref: Para. A27-A31)

(c) Observation and inspection. (Ref: Para. A32-A36)

A19. ISA 5002 explains the types of audit procedures that
may be performed in obtaining audit evidence from risk
assessment procedures and further audit procedures. The
nature, timing and extent of the audit procedures may be
affected by the fact that some of the accounting data and
other evidence may only be available in electronic form or
only at certain points in time.? The auditor may perform
substantive procedures or tests of controls, in accordance
with ISA 330, concurrently with risk assessment
procedures, when it is efficient to do so. Audit evidence
obtained that supports the identification and assessment of
risks of material misstatement may also support the
detection of misstatements at the assertion level or the
evaluation of the operating effectiveness of controls.

13.

U R TGl FReIZIX A T2 & 020 s i
VN, (A9 TEDNS A21 THBR)
(1) BEEH~OERM. MOWNEEROIEENINEET

5 (NEEREEND DHE) 2&ir, T0OM
O 7 RS B ~DER (A22 )5 A24 TES:
ff)

(2) ST TSR (A25 TEA S A29 THER)

(3) BN OGEELEDORME (A30 H D A3 THS
&)

A19. BEEARILHET B SHEE 500 1%, U R 7 5 T MK

WU R 7 5bGFfe s b AL A A T3 5 BRI i
TOHEETHOMEZTLH L WD (B 500 O
AT4TES S AIT T ONA21 THN D A2 TAB ) | B
FhReOfAE, L OEHIX, bormitr—2 L%
DO DFEIDE T HARD I TH D h, T H 5 FES
WCBWTORRHAFRETH D0 E I Tk - T
TS (B 500 0 A1 HHBM) . BEEA Al
RO THHHEATIE, VA7 FRic. FEiEF
foe STXAE A Tt & RIRFICSEMET 5 2 &3 b D,
F-. BEREBERY AT ORI K OGN & B AT
FABERGEILAS, T —a v s LUV DEAFRIR
D LT PNERHE il 0D 38 FH R I oD A 20 0 B A % 22
(T DEERFEIUC b 72 558085 5,

2LISA 500, paragraphs A14-A17 and A21-A25
22|SA 500, paragraph A12

A20. Although the auditor is required to perform all the risk
assessment procedures described in paragraph 14 in the
course of obtaining the required understanding of the entity
and its environment, the applicable financial reporting
framework, and the entity’s system of internal control (see
paragraphs 19-26), the auditor is not required to perform
all of them for each aspect of that understanding. Other
procedures may be performed when the information to be
obtained may be helpful in identifying risks of material
misstatement. Examples of such procedures may include
making inquiries of the entity’s external legal counsel or

A20.

BEANIX, AR OMBERE, A S WE
WE O A NS AZEO NFERER] > A7 & (5 18
TE/N B 25 THEM) OBEOWEIZBWNT, F 13
THIZFREHEH L WD ETO Y A7 G-l T 0 e 2 B
RENTWDEN, BT XXIHEHOZNZITK L
T, 2TOY AT FRROFEmA KD LTV D
DI TR, o, EEREBERY A7 OF5|
WCBWTHHBRIEERPATTE 25AI2IE,. £ ofth
ODFaEwETHZEnbo, HlziX, #EiriEt
ROBEE Y J7 UFARZEDFI A L 7288 & Cat i OB Z
WX LERITAZ &35,
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external supervisors, or of valuation experts that the entity
has used.

Automated Tools and Techniques (Ref: Para. 14)

(EEME SN — AV ROEE) (5 13 HEH)

A21.Using automated tools and techniques, the auditor may
perform risk assessment procedures on large volumes of
data (from the general ledger, sub-ledgers or other
operational data) including for analysis, recalculations,
reperformance or reconciliations.

A21. oM. FEEMER. BIEM. BEMETF = v 7 AN ATHE
mEEMEENTY =V ERIEENATHZ LT, B
BNIE, REOT =4 (EETR, M) ok X
ZOMODER EOT —2) 13 LTY A7 Gl Fe
BRI DHEND D,

Inquiries of Management and Others within the Entity (Ref:
Para. 14(a))

() BREERVNZDOMDEEBHRE~DOERM) G5
131 (1) ZH)

Why Inquiries Are Made of Management and Others Within
the Entity

(@O BEEROCZOMOMALFEBHREIIH LERMT S
)

A22. Information obtained by the auditor to support an
appropriate basis for the identification and assessment of
risks, and the design of further audit procedures, may be
obtained through inquiries of management and those
responsible for financial reporting.

A22. BEENIE, U R OB OFHE, dEONZ Y &
7 KHEFREDOSIRO - O 7 Hofs b LTS
Bz, REEH KW REORLE IR 58 M
ZHBUTCAFTLHZEDRD D,

A23. Inquiries of management and those responsible for
financial reporting and of other appropriate individuals
within the entity and other employees with different levels
of authority may offer the auditor varying perspectives
when identifying and assessing risks of material
misstatement.

A23. RREE K OWMBREOEMEE. NTEF DM
WY e MR B M O R DB OB IZHT 5
HMAZE LT, BEEREBERY X7 OB &K OFE
BT 28R GEANTTHZ EBH 5,

Examples:

* Inquiries directed towards those charged with governance
may help the auditor understand the extent of oversight
by those charged with governance over the preparation
of the financial statements by management. ISA 260
(Revised)? identifies the importance of effective two-
way communication in assisting the auditor to obtain
information from those charged with governance in this
regard.

* Inquiries of employees responsible for initiating,
processing or recording complex or unusual transactions
may help the auditor to evaluate the appropriateness of
the selection and application of certain accounting
policies.

* Inquiries directed towards in-house legal counsel may
provide information about such matters as litigation,
compliance with laws and regulations, knowledge of
fraud or suspected fraud affecting the entity, warranties,
post-sales obligations, arrangements (such as joint
ventures) with business partners, and the meaning of
contractual terms.

* Inquiries directed towards marketing or sales personnel
may provide information about changes in the entity’s
marketing strategies, sales trends, or contractual
arrangements with its customers.

* Inquiries directed towards the risk management function
(or inquiries of those performing such roles) may
provide information about operational and regulatory
risks that may affect financial reporting.

¢ Inquiries directed towards IT personnel may provide
information about system changes, system or control

il

EEAEEA~OEMIX, REFICLDIMBEHRD
VERR AT 69 2 BE RS K DR OFEE 2 B A
DEES 2 DI D, EAELEL B SHEF
260 [BE/REELELDaIa=r— 9] TlL,
R ANDEERENOEREATTL ETO, W
FhDaI a=r— 3 OEEHIZONTEIEHE
LTCW5 (BEHEER 260 54 H(2))
BHE7R B AT B T WG| OB bA ., ALERE
L<ITELERICEL A AT AIEEBE~DOERMIX, 2
D L 5 BB T 2 25§08 R K OV
O G % T 95 OISO,

C EBEHMA~oERX, R, BSOS, RIE
YIIRIEDEENTHOWT OREE. B REE, HRiE
HREAL, R AR EOXBRERE, 2
RIFHEDOEFRZRIET 5,

=TT T AT EERYLE~DOEMIX., K
TG, ARFEEN A TR & DRRTEEK DL EIZ
SN TOFREZRILT 5,

VRV EBICERETAE~OEMIL, MBS
(R % MAF T T REMEDS & D FEE = ST
LDV AT IZOoONTOERERIET 5,

IT OHEBF~OERIT, THEHR AT LOEFH,
TE T AT AOREALIEHEH] OB S O fF
VAT LIEHET S U R 7 TN T OFE A At

ERAR
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| failures, or other IT-related risks. |

23 |1SA 260 (Revised), Communication with Those Charged
with Governance, paragraph 4(b)

Considerations Specific to Public Sector Entities

A24. When making inquiries of those who may have
information that is likely to assist in identifying risks of
material misstatement, auditors of public sector entities
may obtain information from additional sources such as
from the auditors that are involved in performance or other
audits related to the entity.

Inquiries of the Internal Audit Function

(@ AMEENIHTDEM ((RESAEEERE
EFRHELTWAHE) )

Appendix 4 sets out considerations for understanding an
entity’s internal audit function.

fhik4 Tix, EEONIEAKEZHBFET L7200
ZEFHETHL TV D,

Why inquiries are made of the internal audit function (if
the function exists)

(@ HEMEEANIX LEMTOHEE (hEFNIRE
EHELZA L TVDIHEAE) )

A25. If an entity has an internal audit function, inquiries of
the appropriate individuals within the function may assist
the auditor in understanding the entity and its environment,
and the entity’s system of internal control, in the
identification and assessment of risks.

A24. EPNEEEMEL A L TV DHEHEE. N
EREBEOIEENCHEF T DY) 2o 1okt 3 2R,
BEAE AN, U R 7 Z3RB LRl 2B, RO,
ERBE N EEONEFEH > AT A2 BT 5
DI,

Considerations specific to public sector entities

A26. Auditors of public sector entities often have additional
responsibilities with regard to internal control and
compliance with applicable laws and regulations. Inquiries
of appropriate individuals in the internal audit function may
assist the auditors in identifying the risk of material non-
compliance with applicable laws and regulations, and the
risk of control deficiencies related to financial reporting.

Analytical Procedures (Ref: Para. 14(b))

€(6) sHrEFRE) (131 (2) M)

Why Analytical Procedures Are Performed as a Risk
Assessment Procedure

(O YV R7FMmFHEE LTOITHROFRLERT 58
E)

A27. Analytical procedures help identify inconsistencies,
unusual transactions or events, and amounts, ratios, and
trends that indicate matters that may have audit
implications. Unusual or unexpected relationships that are
identified may assist the auditor in identifying risks of
material misstatement, especially risks of material
misstatement due to fraud.

A25.  ATEYFRiL, BEA BB T I MoBEE#R
EDOFE, WHITRVWEGI XITES, e, R K
MEMA AR T2 DICHERTH S, @B S 7@l
TRV THEREGRIE, BEEANEERERE
RU AT FRICARIEIC L DEBEREBR R A %
AT D DI D Z END D,

A28. Analytical procedures performed as risk assessment
procedures may therefore assist in identifying and
assessing the risks of material misstatement by identifying
aspects of the entity of which the auditor was unaware or
understanding how inherent risk factors, such as change,
affect susceptibility of assertions to misstatement.

A26. U 273 TR & LT HEMT Do FRC X
ST, Zff W TW Ao 2RO 255 L7
., Bl EoBEAEY A7 BRNED L HIZT I —
va IR BEBFTROECURT SICEEL MIE
TOPCOWTHMFETLZERNHY, TND R, 4
Frt PReIXEE R BBAER Y 27 285 Ui+ 5

DI,

Types of Analytical Procedures

(O ST FREOREIR)
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A29. Analytical procedures performed as risk assessment
procedures may:

« Include both financial and non-financial information, for
example, the relationship between sales and square
footage of selling space or volume of goods sold (non-
financial).

* Use data aggregated at a high level. Accordingly, the
results of those analytical procedures may provide a
broad initial indication about the likelihood of a
material misstatement.

Example:

In the audit of many entities, including those with less
complex business models and processes, and a less
complex information system, the auditor may perform a
simple comparison of information, such as the change in
interim or monthly account balances from balances in prior
periods, to obtain an indication of potentially higher risk
areas.

A27. U A7 G-l FR & L TELT O3 i) Tt & S i3

HT EMWBH D,

56 b & eSOl e R D Btk 7 & DG
W& FEES TR O 7 &2 T2 08T Tt
© IR ER ST EHRE DT T T, T2
L. ZOXI oM TROMBEIT., EE2E
AR TRDIFET D E NI ONTOIREEZ R LT
WAHIZT 0,

i

%< DEE (EVRRAET AR/ T 1 ANEHET
RN, WNTIER S AT ABREHE TRV EES
Eite, ) OEEIZBWT, BEENX, AiliRES &
VU= 2R 5% i S H Ika% i & OBk i & S i
Z LT, BEMICY A BNEWEE Z RS 2 &
N5,

A30. This ISA deals with the auditor’s use of analytical
procedures as risk assessment procedures. ISA 520%* deals
with the auditor's use of analytical procedures as
substantive  procedures (“substantive analytical
procedures”) and the auditor’s responsibility to perform
analytical procedures near the end of the audit.
Accordingly, analytical procedures performed as risk
assessment procedures are not required to be performed in
accordance with the requirements of ISA 520. However,
the requirements and application material in ISA 520 may
provide useful guidance to the auditor when performing
analytical procedures as part of the risk assessment
procedures.

A28, AEFEIZ. BEANCLD U A7 TR E L

TOGHHFROFAZH > Tnb, EEEHELE
AR 520 [oHTRIFRE) 1L, BEA&ANIC X D FEGE
FhtE Lo Fee (LLT [oriy3E5EFHt)
VNI, ) DOFI M OB O B i BB D 43 BT B Tt
DOFERIZETLIEEANDOEL LT > T\ D, LR
ST, UAZRHMI TR E L CHEIET D001 T
I, BEEEEZESWMEE 520 OERFIHIIMES T
Fhi 9 2 LET WD, BEELEZESHREE 520
OFERFIE L EAEE X, BEAEAN Y R 7 5l T
D—Bg & LT Tl &= Eii 3 2 B O F 4% 72 Fa &t
ERBTEND D,

24|SA 520, Analytical Procedures

Automated tools and techniques

(® BEMbEhY =V RUEIE)

A31. Analytical procedures can be performed using a number
of tools or techniques, which may be automated. Applying
automated analytical procedures to the data may be referred
to as data analytics.

Example:
The auditor may use a spreadsheet to perform a comparison
of actual recorded amounts to budgeted amounts, or may
perform a more advanced procedure by extracting data
from the entity’s information system, and further analyzing
this data using visualization techniques to identify classes
of transactions, account balances or disclosures for which
further specific risk assessment procedures may be
warranted.

A29.  HTEIFREL. 2 < OV — A SIEIEEFI L

THEET 2 I ENARET, VY — A I HEEZ A EME
SNTWEEAERD D, T—XIIx L THEELE
oY — VR EEEAW TN T 22T —4 T
FUVT AT AENIZENH D,

il

EAEANI. ALy FUy—F&2FfH L CEEE TR
T 52 L biX, —FHF T, L EERRY
A7 G TR S LB & e A HRS I FEREE, B e XX
DR FHEABYT L7010, LVEERFRELE L
T, BEDER AT LT — X ZfhiH LAk
BiEEMO YT =223 L o752t bdH
%,

Observation and Inspection (Ref: Para. 14(c))

() BERVEGOXEOHE) CGE13H 3)
M)

Why Observation and Inspection Are Performed as Risk
Assessment Procedures

(O VRI7FmFREL L TBERVEESXEOH
T EmT HHEE)

A32. Observation and inspection may support, corroborate or
contradict inquiries of management and others, and may

A30.  BER AT, BISK OGRS CEOBEICL Y,

P A ST D EMOBE 2 BT 20 TS
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also provide information about the entity and its
environment.

ELTEDT 52 EbbiE, BEKRUBEEEREIZD
WTOHEHREAFT LI E LD D,

Scalability

(@ A DFEMED

A33. Where policies or procedures are not documented, or the
entity has less formalized controls, the auditor may still be
able to obtain some audit evidence to support the
identification and assessment of the risks of material
misstatement through observation or inspection of the
performance of the control.

Examples:

* The auditor may obtain an understanding of controls over
an inventory count, even if they have not been
documented by the entity, through direct observation.

* The auditor may be able to observe segregation of duties.

* The auditor may be able to observe passwords being
entered.

A3l.  FEHEE L IE T sCEL STV R WEE,
SFAEZEN IERUTHEST ST NERHERI 2 F L T
WA Th-TH, BEAENIEZ, WNEHH O EhRd
DOBEL ST O SRR I B9~ 5 Fidko s #E
ORI %28 U C, BEREBIRY A7 OFH L FF
izl T 5 —EDOBELE ATT5HZ ENTE
LEENH D,

il

B NIT. MAETE PE O FEHUARENC BE 3 2 INER A
FINEEIZL > TXENLIN TV RWVWEGEAETH-
ThH, FEHMEZEEEET Lk, Uik
WESHEH 2 B 556035 5,

- EANT. BBEOSEEORRICONWTRIZE TE
LEENH D,
- EH AN, SRT—=FROANITONWTEIETE
LEENH D,

Observation and Inspection as Risk Assessment Procedures

(® VRIZFMFEREL L TOBERVOREHEOILED
B

A34. Risk assessment procedures may include observation or
inspection of the following:

- The entity’s operations.

Internal documents (such as business plans and
strategies), records, and internal control manuals.
Reports prepared by management (such as quarterly
management reports and interim financial statements)
and those charged with governance (such as minutes of
board of directors’ meetings).

- The entity’s premises and plant facilities.

- Information obtained from external sources such as trade
and economic journals; reports by analysts, banks, or
rating agencies; regulatory or financial publications; or
other external documents about the entity’s financial
performance (such as those referred to in paragraph
AT9).

The behaviors and actions of management or those
charged with governance (such as the observation of an
audit committee meeting).

A32. U RAZEFHIFERICIL, BIZIE, LT OHEHEOB]
LIRS CEDOHER H 5,
ERE DOHIER
PR CE: (FEHEBECTHRES) | BET LR
B OIS~ = = 7 L D&
© o RRE BT X o TTHERR S U7 U0 e RS 1 R A O R
RS EOBFFROBE
© RO LR R O LR
© ERGEORRIERE. T U A b SRITORRATRERS 0
WwEE, BT O X 5 72N O ERIE 515
TIEH, IIBEOEEICET 5 Z DM OIS
EOBE (A70 THIZFEHE STV 5 L)
CORREE . RS SUTEE R DB O T A D
Blgz

Automated tools and techniques

(@ BEMEENTZY —VRUEE)

A35. Automated tools or techniques may also be used to
observe or inspect, in particular assets, for example through
the use of remote observation tools (e.g., a drone).

A33. HEME I Y — U XITEEN,. B Tr®E
OBEDEDICRAENEZ b D, Bz, F
TEDEFEIZOWNT, Ra—r b Wo i imElgiE >y —
IWNFHEINAHZ END D,

Considerations Specific to Public Sector Entities

A36. Risk assessment procedures performed by auditors of
public sector entities may also include observation and
inspection of documents prepared by management for the
legislature, for example documents related to mandatory
performance reporting.
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Information from Other Sources

Information from Other Sources (Ref: Para. 15)

(D FERIE b DIFHR)

(@) fOFHRIRLOFHR) (F 14 HEH)

Why the Auditor Considers Information from Other Sources

(O BEEAPHMOBRENLOFERELERTIH
)

15. In obtaining audit evidence in accordance with paragraph
13, the auditor shall consider information from: (Ref: Para.
A37-A38)

(a) The auditor’s procedures regarding acceptance or
continuance of the client relationship or the audit
engagement; and

(b) When applicable, other engagements performed by the
engagement partner for the entity.

A37. Information obtained from other sources may be
relevant to the identification and assessment of the risks of
material misstatement by providing information and
insights about:

- The nature of the entity and its business risks, and what
may have changed from previous periods.

- The integrity and ethical values of management and those
charged with governance, which may also be relevant to
the auditor’s understanding of the control environment.

- The applicable financial reporting framework and its
application to the nature and circumstances of the entity.

14. B 12 HIZHE S EAEMO AT Y 2> TE, LA
TOBEMEEE LTI S0 (A34 TH)D A3
HEZM)

(1) BEEARKOFH OfihE X O H BT 2848 A
D Fe i B3 LT E#

(2) EEETEENTCEOERDUNOERICES LT
WDIGEIZIX, EOHEBI LR LI EF#R

A34.  MLOEFEIE S AT LT2EWS, L FOFEIEHEIZ
BT 2 EmCm L 218t 2551213, EERER
For U A7 OB e OFAmIZ BN D,

TEOFEENELMEEOEE EOY X7 WNT
WEAEFE D DAL
CORREE M OEAARSE ORENE & mEREL, U,
BEAE ANIZ K D HEHIBREE O BB IC & AR T 5 2 & 2
H5b,
© g S DB O OREDO FENRE
E RPN U 72 M 5% 2 0 36

Other Relevant Sources (@ £ DfhoBEEd % fFHRIED
A38. Other relevant sources of information include: A35.  EOMOBIET HIFRIEITIL. LTFAE EN
- The auditor’s procedures regarding acceptance or )

continuance of the client relationship or the audit
engagement in accordance with ISA 220, including the
conclusions reached thereon.?®

Other engagements performed for the entity by the
engagement partner. The engagement partner may have
obtained knowledge relevant to the audit, including about
the entity and its environment, when performing other
engagements for the entity. Such engagements may
include agreed-upon procedures engagements or other
audit or assurance engagements, including engagements
to address incremental reporting requirements in the
jurisdiction.

- EEEMERE AW E 220 TEEEB BT S M
HEH) oo, BRI OHHE ORER K O
BB D EEA AN O Ffeell QN B U= fdam (B
Hith 220 3 11 HZH)

BEREHLE N EICK LT EM L -BEA LS D3

%, BEAEMEEIT. GBI L TERDIOES
I LB, ISR S M (EEA O

TEREICETIMHEE ST, ) 2B 0D
Do ZDOXIREKIIL. EEINTZFRELS
ZOMOER IIRIEEDS (5SS TEMIZER
ENDIHWEFHICHINT DT-ODOEEE T, )
DEEND,

% ISA 220, Quality Control for an Audit of Financial
Statements, paragraph 12

Information from the Auditor’s Previous Experience with the
Entity and Previous Audits (Ref: Para. 16)

(@ BEEADEETOBEDRRLBEEDEREDN
SEDNIER) (F 15 HEM)

Why information from previous audits is important to the
current audit

(7. BEEOEENOR/RLNIFRE, HFEEDE
HIZE>THETHDHEH)

16. When the auditor intends to use information obtained
from the auditor’s previous experience with the entity and
from audit procedures performed in previous audits, the
auditor shall evaluate whether such information remains
relevant and reliable as audit evidence for the current audit.
(Ref: Para. A39-A41)

A39. The auditor’s previous experience with the entity and
from audit procedures performed in previous audits may
provide the auditor with information that is relevant to the
auditor’s determination of the nature and extent of risk
assessment procedures, and the identification and
assessment of risks of material misstatement.

15. BEEANIL, BRETOBREORE L BEEOEAET
FEhfi LI-EEF R OELNERERALLY &
THGEITIL, TOEMPYFEOERICKIT K
BREHLE L ClAME AR E LTHL T
BN OWTHIHI L 72T duid 72 5720 (A36 TE D
A8 THER) |

NN

A36. BEENIL, BETOBEORE L IBERE DR
THEME LB FRnb, U R 7G0T OFEE &
OV N B2 A Z R U R 7 OB K& OFEAM
BT DA NI BEET A REATTHZ
ENRBH D,

Nature of the Information from Previous Audits

(4. BEEDOEED LR LN AFROER)

A40. The auditor’s previous experience with the entity and
audit procedures performed in previous audits may provide
the auditor with information about such matters as:

- Past misstatements and whether they were corrected on a
timely basis.

- The nature of the entity and its environment, and the
entity’s system of internal control (including control
deficiencies).

A37.  BEE NI, A TOBEEDORER L WEEORA
THE LBEAETR» O, UTO LD RiEmae AF
THIENRD D,

B EDRERFR M OE N B NHERITEE S iz
£ D

1B 3 K OB ZEBR I DN AR E D NERHEHI > A 7 A
Mz ate, )

L D OARFE T FEEE O TR
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- Significant changes that the entity or its operations may Bl ZIX, ZOBHEMED T2, AN LB R
have undergone since the prior financial period. TEEERTAHIERRETHH-T-HE]. FHY
- Those particular types of transactions and other events or I ER S (BET AR EEHES T, )
account balances (and related disclosures) where the
auditor experienced difficulty in performing the
necessary audit procedures, for example, due to their
complexity.

A41. The auditor is required to determine whether A38. BEER AN, UHEEOERIZBWNT, BEEADONE
information obtained from the auditor’s previous HCOREDORE LIBEFEOERCHEE L-EAET
expferiencde_ with the eng_ty and _froml audit p&oc?fjubrles NS ELNTIEREFI L LD &+ 584100,
performed in previous audits remains relevant and reliable, R \ —
if the auditor intends to use that information for the fﬁizﬁiiﬁg#kb E%E?ﬁigéﬁ‘é [ii;’i
purposes of the current audit. If the nature or circumstances = ) ‘9 ‘%
of the entity have changed, or new information has been Kb E‘Jﬂé ERDFLENEL LS i«[j({‘ﬁli))’ﬁﬂj L
obtained, the information from prior periods may no longer TeSE . XUTF e ®ma AF LGS, BEEIC
be relevant or reliable for the current audit. To determine BOWTHELATLERIT, YFEOEAICBNTHIX
whether changes have occurred that may affect the SO AME X ITEFTEMEE B L TR WATREMER B 5
relevance or reliability of such information, the auditor may BEA AT, b2 Y3558 owE &M X ETE M I
maked inquiriesh and ylakerfﬁrm ﬁthe}r allppropriate audi]E BT IFE LT D DEDEHINTT 5 710 . BRI
procedures, such as walk-throughs of relevant systems. | . . .. o s . -
the information is not reliable, the auditor may consider 2%?{141?@@]@%&%%@“ @KE‘P%@?Z)P‘?DB
performing additional procedures that are appropriate in the e il ‘/2 7 A DT F—7 A) 7&;@75@#5 ZEDRDH

&VFA i Wﬁki ﬁﬁ Ebtﬁﬂﬁﬁm
H) T D FE i 2 T35 Z LIl D,
Engagement Team Discussion Engagement Team Discussion (Ref: Para. 17-18) (B F— ANOHE) 9 BEEZF—ARNOHEE) (F 16 HELOE 17T EHS

1)

Why the Engagement Team Is Required to Discuss the
Application of the Applicable Financial Reporting
Framework and the Susceptibility of the Entity’s Financial
Statements to Material Misstatement

(O BHIh D MBRE ORKEA O R ILKR R
BHROBEBERBERFBRDELRT I OVWTERE
F—LHNOFBNER SN HHA)

17. The engagement partner and other key engagement team
members shall discuss the application of the applicable
financial reporting framework and the susceptibility of the
entity’s financial statements to material misstatement.
(Ref: Para. A42—-A47)

A42. The discussion among the engagement team about the
application of the applicable financial reporting
framework and the susceptibility of the entity’s financial
statements to material misstatement:

* Provides an opportunity for more experienced
engagement team members, including the engagement
partner, to share their insights based on their knowledge
of the entity. Sharing information contributes to an
enhanced understanding by all engagement team
members.

* Allows the engagement team members to exchange
information about the business risks to which the entity
is subject, how inherent risk factors may affect the
susceptibility to misstatement of classes of transactions,
account balances and disclosures, and about how and
where the financial statements might be susceptible to
material misstatement due to fraud or error.

* Assists the engagement team members to gain a better
understanding of the potential for material misstatement
of the financial statements in the specific areas assigned
to them, and to understand how the results of the audit
procedures that they perform may affect other aspects of
the audit, including the decisions about the nature,
timing and extent of further audit procedures. In
particular, the discussion assists engagement team

16.

BEAERMHE LEAT —LOFE R N —(F, i

XA MBS O 2 008 IR O £ O
HEREBEROELRLT IOV THREE LR ITN
172 5720y (A39 TN AAT TEHSR)

A39. W XD WS O FERL A O R M OV
Bt R OBEEREBFRTIOE LT IICHOVWTER

F— AN THHELITO Z &Ik > T, LUFRATREIC
5,
EETETE G, RS ERERET—L A

N—DAEEIZET M e MmA 2T o2 L,

BMOEHFIT, ETOERTF — L A L —DHiF

IR D,
o RENEBLTWAIEELEDOU R IOEA Y A
2 BRI N EL G | FEHE @E%ﬁ&@&i%@’%é

TH—a ANIBITLEBEROAELRLT I
DL :%72.“75:&&#7 VAN SRR /AN AON N T
1E X ITREBIC ié%%ﬁ@%%r#%%%%@&

ZIZED X I TS RN S D oV T
,ﬁ\ﬁ%f@?ﬁﬁ‘éo

- YT EFEOHEICB VT, MR OEE
RIEBZFTRDE LT WVWINE 9w Lo B < HfR
THI L, N, FEhT D EE TR OR R,
FhiT 5 U AT RS PR OFEEE, R & OFiPH o
REZBZLEAOMOREIZED X S ITHEEL K&
ETZENHEIMNICHOVWTHRET S Z &, KT,
L, BEEF— LA A U=, BEOFENK
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members in further considering contradictory
information based on each member’s own T AERA SRR 5 DI,
understanding of the nature and circumstances of the . EEROBELZ B L CAT L EEARESEERY
. Perr:)gg.es a basis upon which engagement team members A7 DRl XL Y 2 7 HIEFHU R E JIET
ZENRHLH LWNEREE LA T 5,

communicate and share new information obtained B e Y o ) o i e b -
throughout the audit that may affect the assessment of - EERAEZASW S 240 13, Bl F— LN DR
BICBWT, REREDOLICRETIONLE

risks of material misstatement or the audit procedures

performed to address these risks. O, REIZ KD EBERERBFRRPMBHELD L ZIZ
ISA 240 requires the engagement team discussion to place ED L IATON DA REMED & D D DNIHFICEH R &
particular emphasis on how and where the entity’s financial B LA RODTWS (BEHE 240 45 14 THSHR) |
statements may be susceptible to material misstatement due

to fraud, including how fraud may occur.?

EARTLICEET A% A R —D IR IES W T E

26 |SA 240, paragraph 16

A43. Professional skepticism is necessary for the critical A40.  MERFEREERE X, B AR 2 JUH0IZ R T 5

assessment of audit evidence, and a robust and open
engagement team discussion, including for recurring
audits, may lead to improved identification and assessment
of the risks of material misstatement. Another outcome
from the discussion may be that the auditor identifies
specific areas of the audit for which exercising professional
skepticism may be particularly important, and may lead to
the involvement of more experienced members of the
engagement team who are appropriately skilled to be
involved in the performance of audit procedures related to
those areas.

T2OICHETHY . OB WRELREETF — LN
OFEEIL, MEEAICB W TH, BEEREBRRY
A7 DA E MO ORN DN D, £
7o, BEET—2NOFHREOR R, BEEMEME L L
TOEELERFE T2 ENRFICEE L R 2EED
FrE O A TR U, Y RX R BE T 5 B A e
NS D O e R E A T AR E A
F—L A N—EEIEL R TEDL LIk
2o

Scalability

A44. When the engagement is carried out by a single

individual, such as a sole practitioner (i.e., where an
engagement team discussion would not be possible),
consideration of the matters referred to in paragraphs A42
and A46 nonetheless may assist the auditor in identifying
where there may be risks of material misstatement.

A45. When an engagement is carried out by a large

engagement team, such as for an audit of group financial
statements, it is not always necessary or practical for the
discussion to include all members in a single discussion
(for example, in a multi-location audit), nor is it necessary
for all the members of the engagement team to be informed
of all the decisions reached in the discussion. The
engagement partner may discuss matters with key members
of the engagement team including, if considered
appropriate, those with specific skills or knowledge, and
those responsible for the audits of components, while
delegating discussion with others, taking into account the
extent of communication considered necessary throughout
the engagement team. A communications plan, agreed by
the engagement partner, may be useful.

M1, TN—TEED LI, KEBBERESET —AIZ

Ko TEBMTONL LA, BET — LNOFHEIC
BTODAUN=BENTHZ EEFMTLHMETIE
2L EEHTHLRY, £, BEEF—2082TD
A UNR—IFREOREROETEMLED Z &b d
LHHETIEEZR,

R EHLE L, WY EB X DHEAICE,. FFEDH
RESUT AR 2 A T D A /N — Mk B O BS A BT
FrGUDERT — LD FEERX L NN—LEEEITD
N, FO—5T, BETF—L A NN—ZFNF
TWLEZ LNHIEROFEHAZBEICANT, BEET
— LD FEFERX U NR—|ZFDMMDERF — L A /N —
EDOFEEERERNDZEND D, BEEBTENFEEL
AT —LANOFEICET 25T, AEFETH
Do

Discussion of Disclosures in the Applicable Financial

Reporting Framework

(@ HEAEhMEBEREDOHMARICKIT S ELFR
(ZBE9 D ETRR)

A46. As part of the discussion among the engagement team,

consideration of the disclosure requirements of the
applicable financial reporting framework assists in

A2, EETF—L2HNOFHREO—ERELT, BHIND

WA OV B W TR S LD TR FH L R
AYA i, W SN D MBI ORI MR
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identifying early in the audit where there may be risks of

material misstatement in relation to disclosures, even in

circumstances where the applicable financial reporting

framework only requires simplified disclosures. Matters

the engagement team may discuss include:

- Changes in financial reporting requirements that may
result in significant new or revised disclosures;

-Changes in the entity’s environment, financial condition
or activities that may result in significant new or revised
disclosures, for example, a significant business
combination in the period under audit;

- Disclosures for which obtaining sufficient appropriate
audit evidence may have been difficult in the past; and

- Disclosures about complex matters, including those
involving significant management judgment as to what
information to disclose.

RUERFEHOLZFR L TWALEA TS, ELHHE
(B 2 B R EAAT R Y AT B A O Y B
WZBWTHERBIT 2 DIZENLD, BT — ADRFHET
HEREMENR S D FHIZIT, UTFTOLONREEND,
- EE AR EE I EE R HHEHOL T
EHLIOTAREEA S D, WH I DM BRSO
Pkl D B IE
T EELFEFE NI EEREGEEFHOL R
EHLI-DTAREMEN D D, REREE, FEITHHX
BRI D2 (B2 1E, BEAESSRBIMICB T
% EE IR ERER)
BRI OB R AE N5 2 LN
Nt T - -1t gE
M FIEIC B AEeEE (B2, EitEE
DL K O DOFEAN S 12DV TR E & O B 72|
Wiz Lo b o EETe, )

Considerations Specific to Public Sector Entities

A47. As part of the discussion among the engagement team
by auditors of public sector entities, consideration may also
be given to any additional broader objectives, and related
risks, arising from the audit mandate or obligations for
public sector entities.

18. When there are engagement team members not involved
in the engagement team discussion, the engagement partner
shall determine which matters are to be communicated to
those members.

17.

AT — ANOFREICS I L TV WEEER F— 4
AUNR=DNDEE, RS EEIL, YigA N —
AR A FALZIRE LT U7 5720,

Obtaining an Understanding of the Entity and Its
Environment, the Applicable Financial Reporting
Framework and the Entity’ s System of Internal
Control (Ref: Para. A48-A49)

Obtaining an Understanding of the Entity and Its
Environment, the Applicable Financial Reporting
Framework and the Entity’s System of Internal Control
(Ref: Para. 19-27)

(2. CEROCLERE, BHINWHERE O
A N A ZE D NS S AT ADOBRME) (M43 TH
KON A4 TESR)

(3. EROAERE, HEAHINMESRE O
B A EDONEHEE S 2T LAOEMEY (55 1818
65 26 THZ )

Appendices 1 through 6 set out further considerations
relating to obtaining an understanding of the entity and its
environment, the applicable financial reporting framework
and the entity’s system of internal control.

k1205 613, M OEERE, BEHIh LM
Bt O P 23 DN A3 O R HE ] o A 7 b & PR
fEd 27200 XY MBS EFHEZ LR L TVD,

Obtaining the Required Understanding (Ref: Para. 19-27)

(1) RPEETER I TV S EAE)
5 26 IHEB )

(% 18 THM D

A48. Obtaining an understanding of the entity and its
environment, the applicable financial reporting framework
and the entity’s system of internal control is a dynamic and
iterative process of gathering, updating and analyzing
information and continues throughout the audit. Therefore,
the auditor’s expectations may change as new information
is obtained.

A43.  ABFERKOMBEBREE, A I W5 HE O
Il N2 DN > 2 T L OBfRIL, TEHRO
AR, HHT K OVt O BEE D K ER 72 7 & A
Thy, EEHWEEEZE L Tt T 5, Lo
T, B REATTLH LT, BEEADOY RS
FHI OB AL T 2L E R B D,

A49. The auditor’s understanding of the entity and its
environment and the applicable financial reporting
framework may also assist the auditor in developing initial
expectations about the classes of transactions, account
balances and disclosures that may be significant classes of
transactions, account balances and disclosures. These
expected significant classes of transactions, account
balances and disclosures form the basis for the scope of the
auditor’s understanding of the entity’s information system.

Ad4.  EFERKROEFERE, WONHEA S W EB#RE
DV 2 BT 5 2 L1, BEA AN, HERRT
FE¥E, HER S I FRFE A ENICHER T 5 2
NI, BEEENIE, YEEELRIGIME, e
a X ITFEGRFHFRICE S S, BT 2 0EOEHR T
AT KAOFHERET D,
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Understanding the Entity and Its Environment, and the

Why an Understanding of the Entity and Its Environment, and

(1) ERCEEREWVCCER SN HERED

(@2 GERCEERBEVCICHEAINIMERED

Applicable Financial Reporting Framework (Ref: Para. | the Applicable Financial Reporting Framework Is| gukHZDFRAR)  (A45 IEHA)> 5 A50 HHER) Bkl DEENNE L R 58H) B 18KV 19
A50-A55) Required (Ref: Para. 19-20) HZ M)
19. The auditor shall perform risk assessment procedures to [ A50. The auditor’s understanding of the entity and its | 18. EE#& A(X, U TFTOFHAZHEM CEX 5L 91T, U A [ A45. KR OMBERET CICHEH S5 MEHRE D

obtain an understanding of:
(a) The following aspects of the entity and its environment:
(i) The entity’ s organizational structure, ownership and
governance, and its business model, including the
extent to which the business model integrates the use
of IT; (Ref: Para. A56-A67)

(ii) Industry, regulatory and other external factors; (Ref:
Para. A68-A73) and

(iii) The measures used, internally and externally, to
assess the entity’ s financial performance; (Ref: Para.
A74-A81)

(b) The applicable financial reporting framework, and the
entity” s accounting policies and the reasons for any
changes thereto; (Ref: Para. A82-A84) and

(c) How inherent risk factors affect susceptibility of
assertions to misstatement and the degree to which they
do so, in the preparation of the financial statements in
accordance with the applicable financial reporting
framework, based on the understanding obtained in (a)
and (b). (Ref: Para. A85-A89)

environment, and the applicable financial reporting
framework, assists the auditor in understanding the events
and conditions that are relevant to the entity, and in
identifying how inherent risk factors affect the
susceptibility of assertions to misstatement in the
preparation of the financial statements, in accordance with
the applicable financial reporting framework, and the
degree to which they do so. Such information establishes a
frame of reference within which the auditor identifies and
assesses risks of material misstatement. This frame of
reference also assists the auditor in planning the audit and
exercising professional judgment and professional
skepticism throughout the audit, for example, when:

® |dentifying and assessing risks of material
misstatement of the financial statements in accordance
with ISA 315 (Revised 2019) or other relevant
standards (e.g., relating to risks of fraud in accordance
with ISA 240 or when identifying or assessing risks
related to accounting estimates in accordance with ISA
540 (Revised));

Performing procedures to help identify instances of
non-compliance with laws and regulations that may
have a material effect on the financial statements in
accordance with I1SA 250;%

Evaluating whether the financial statements provide
adequate disclosures in accordance with ISA 700
(Revised);?®

Determining materiality or performance materiality in
accordance with ISA 320;% or

Considering the appropriateness of the selection and
application of accounting policies, and the adequacy of
financial statement disclosures.
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2T |ISA 250 (Revised), Consideration of Laws and Regulations
in an Audit of Financial Statements, paragraph 14

28 1SA 700 (Revised), Forming an Opinion and Reporting on
Financial Statements, paragraph 13(e)

29 |SA 320, Materiality in Planning and Performing an Audit,
paragraphs 10-11

20. The auditor shall evaluate whether the entity = s
accounting policies are appropriate and consistent with the
applicable financial reporting framework.

AS51. The auditor’s understanding of the entity and its
environment, and the applicable financial reporting
framework, also informs how the auditor plans and
performs further audit procedures, for example, when:

® Developing expectations for use when performing
analytical procedures in accordance with ISA 520;%

® Designing and performing further audit procedures to
obtain sufficient appropriate audit evidence in
accordance with ISA 330; and

® FEvaluating the sufficiency and appropriateness of audit

evidence obtained (e.g., relating to assumptions or
management’s oral and written representations).
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% |SA 520, paragraph 5

Scalability

(I8 D TR M)

Ab52. The nature and extent of the required understanding is a
matter of the auditor’s professional judgment and varies
from entity to entity based on the nature and circumstances
of the entity, including:
® The size and complexity of the entity, including its IT
environment;

® The auditor’s previous experience with the entity;

® The nature of the entity’s systems and processes,
including whether they are formalized or not; and

® The nature and form of the entity’s documentation.
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AS53. The auditor’s risk assessment procedures to obtain the
required understanding may be less extensive in audits of
less complex entities and more extensive for entities that
are more complex. The depth of the understanding that is
required by the auditor is expected to be less than that
possessed by management in managing the entity.
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A54. Some financial reporting frameworks allow smaller
entities to provide simpler and less detailed disclosures in
the financial statements. However, this does not relieve the
auditor of the responsibility to obtain an understanding of
the entity and its environment and the applicable financial
reporting framework as it applies to the entity.
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AS5S5. The entity’s use of IT and the nature and extent of
changes in the IT environment may also affect the
specialized skills that are needed to assist with obtaining
the required understanding.
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The Entity and Its Environment (Ref: Para. 19(a))

((3) EERVERRE) (5 18 (1) W)

The Entity’s Organizational Structure, Ownership and
Governance, and Business Model (Ref: Para. 19(a)(i))

(O ®EOHBHEE, TABEL INT UV ARUE
URAETNY (FE18E (1) OH)

The entity’s organizational structure and ownership

(7. EEOHBIEE L PTG

AS56. An understanding of the entity’s organizational structure
and ownership may enable the auditor to understand such
matters as:

» The complexity of the entity’s structure.

Example:
The entity may be a single entity or the entity’s structure
may include subsidiaries, divisions or other components in
multiple locations. Further, the legal structure may be
different from the operating structure. Complex structures
often introduce factors that may give rise to increased
susceptibility to risks of material misstatement. Such issues
may include whether goodwill, joint ventures, investments,
or special-purpose entities are accounted for appropriately
and whether adequate disclosure of such issues in the
financial statements has been made.
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* The ownership, and relationships between owners and
other people or entities, including related parties. This
understanding may assist in determining whether related
party transactions have been appropriately identified,
accounted for, and adequately disclosed in the financial
statements.®!

* The distinction between the owners, those charged with
governance and management.

Example:

In less complex entities, owners of the entity may be

involved in managing the entity, therefore there is little or

no distinction. In contrast, such as in some listed entities,
there may be a clear distinction between management, the
owners of the entity, and those charged with governance.®

* The structure and complexity of the entity’s IT
environment.

Examples:

An entity may:

* Have multiple legacy IT systems in diverse businesses that
are not well integrated resulting in a complex IT
environment.

* Be using external or internal service providers for aspects
of its IT environment (e.g., outsourcing the hosting of its
IT environment to a third party or using a shared service
centre for central management of IT processes in a

group).
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31 I1SA 550 establishes requirements and provide guidance on
the auditor’s considerations relevant to related parties.

8 ISA 260 (Revised), paragraphs Al and A2, provide
guidance on the identification of those charged with
governance and explains that in some cases, some or all of
those charged with governance may be involved in
managing the entity.

Automated tools and techniques

CEEYL Sy — IV R OEEE)

Ab57. The auditor may use automated tools and techniques to
understand flows of transactions and processing as part of
the auditor’s procedures to understand the information
system. An outcome of these procedures may be that the
auditor obtains information about the entity’s
organizational structure or those with whom the entity
conducts business (e.g., vendors, customers, related
parties).

A52.  BEEENIT, HEHRV AT LRS- DR
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Considerations specific to public sector entities

Ab58. Ownership of a public sector entity may not have the
same relevance as in the private sector because decisions
related to the entity may be made outside of the entity as a
result of political processes. Therefore, management may
not have control over certain decisions that are made.
Matters that may be relevant include understanding the
ability of the entity to make unilateral decisions, and the
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ability of other public sector entities to control or influence
the entity’s mandate and strategic direction.

Example:

A public sector entity may be subject to laws or other
directives from authorities that require it to obtain approval
from parties external to the entity of its strategy and
objectives prior to it implementing them. Therefore,
matters related to understanding the legal structure of the
entity may include applicable laws and regulations, and the
classification of the entity (i.e., whether the entity is a
ministry, department, agency or other type of entity).

Governance

A . TRFUR)

Why the auditor obtains an understanding of governance

(EER AN HNF v R BT 5 H)

AS59. Understanding the entity’s governance may assist the
auditor with understanding the entity’s ability to provide
appropriate oversight of its system of internal control.
However, this understanding may also provide evidence of
deficiencies, which may indicate an increase in the
susceptibility of the entity’s financial statements to risks of
material misstatement.
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Understanding the entity’s governance

(EZED A /3T 2 2 DER)

A60. Matters that may be relevant for the auditor to consider
in obtaining an understanding of the governance of the
entity include:

* Whether any or all of those charged with governance are
involved in managing the entity.

* The existence (and separation) of a non-executive Board,
if any, from executive management.

* Whether those charged with governance hold positions
that are an integral part of the entity’s legal structure, for
example as directors.

» The existence of sub-groups of those charged with
governance, such as an audit committee, and the
responsibilities of such a group.

* The responsibilities of those charged with governance for
oversight of financial reporting, including approval of the
financial statements.
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The Entity’s Business Model

(7. LEDEIRAETNL)

Appendix 1 sets out additional considerations for
obtaining an understanding of the entity and its business
model, as well as additional considerations for auditing
special purpose entities.
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Why the auditor obtains an understanding of the entity’s
business model

(EEANCEDOE VR RAET VAT HHEB)

A61. Understanding the entity’s objectives, strategy and
business model helps the auditor to understand the entity at
a strategic level, and to understand the business risks the
entity takes and faces. An understanding of the business
risks that have an effect on the financial statements assists
the auditor in identifying risks of material misstatement,
since most business risks will eventually have financial
consequences and, therefore, an effect on the financial
statements.

| Examples: |
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An entity’s business model may rely on the use of IT in

different ways:

* The entity sells shoes from a physical store, and uses an
advanced stock and point of sale system to record the
selling of shoes; or

* The entity sells shoes online so that all sales transactions
are processed in an IT environment, including initiation
of the transactions through a website.

For both of these entities the business risks arising from a

significantly  different business model would be

substantially different, notwithstanding both entities sell
shoes.
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Understanding the entity’s business model

(EFEDE IR RAET NVOEIE)

A62. Not all aspects of the business model are relevant to the
auditor’s understanding. Business risks are broader than the
risks of material misstatement of the financial statements,
although business risks include the latter. The auditor does
not have a responsibility to understand or identify all
business risks because not all business risks give rise to
risks of material misstatement.
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A63. Business risks increasing the susceptibility to risks of
material misstatement may arise from:

» Inappropriate objectives or strategies, ineffective
execution of strategies, or change or complexity.

* A failure to recognize the need for change may also give
rise to business risk, for example, from:

0 The development of new products or services that may
fail;

0 A market which, even if successfully developed, is
inadequate to support a product or service; or

o Flaws in a product or service that may result in legal
liability and reputational risk.

* Incentives and pressures on management, which may
result in intentional or unintentional management bias,
and therefore affect the reasonableness of significant
assumptions and the expectations of management or
those charged with governance.
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A64. Examples of matters that the auditor may consider when
obtaining an understanding of the entity’s business model,
objectives, strategies and related business risks that may
result in a risk of material misstatement of the financial
statements include:

* Industry developments, such as the lack of personnel or
expertise to deal with the changes in the industry;

* New products and services that may lead to increased
product liability;
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* Expansion of the entity’s business, and demand has not
been accurately estimated;

* New accounting requirements where there has been
incomplete or improper implementation;

* Regulatory requirements resulting in increased legal
eXposure;

* Current and prospective financing requirements, such as
loss of financing due to the entity’s inability to meet
requirements;

*» Use of IT, such as the implementation of a new IT system
that will affect both operations and financial reporting; or

* The effects of implementing a strategy, particularly any
effects that will lead to new accounting requirements.
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AB65. Ordinarily, management identifies business risks and
develops approaches to address them. Such a risk
assessment process is part of the entity’s system of internal
control and is discussed in paragraph 22, and paragraphs
A109-Al13.
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Considerations specific to public sector entities

AG66. Entities operating in the public sector may create and
deliver value in different ways to those creating wealth for
owners but will still have a ‘business model” with a specific
objective. Matters public sector auditors may obtain an
understanding of that are relevant to the business model of
the entity, include:

» Knowledge of relevant government activities, including
related programs.

* Program objectives and strategies, including public policy
elements.

A67. For the audits of public sector entities, “management
objectives” may be influenced by requirements to
demonstrate public accountability and may include
objectives which have their source in law, regulation or
other authority.

Industry, Regulatory and Other External Factors (Ref: Para.
19(a)(ii))

(@ PEX., SHfFOMEER) 5 18 H (1) @%
M)

Industry factors

(7. pEEX)

A68. Relevant industry factors include industry conditions
such as the competitive environment, supplier and
customer relationships, and technological developments.
Matters the auditor may consider include:

* The market and competition, including demand, capacity,
and price competition.

* Cyclical or seasonal activity.

* Product technology relating to the entity’s products.

* Energy supply and cost.
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A69. The industry in which the entity operates may give rise
to specific risks of material misstatement arising from the
nature of the business or the degree of regulation.

Example:

In the construction industry, long-term contracts may
involve significant estimates of revenues and expenses that
give rise to risks of material misstatement. In such cases, it
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is important that the engagement team include members
with sufficient relevant knowledge and experience.*

TWAZERH D, ZDOL D REEITIL, BB
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3 SA 220, paragraph 14

Regulatory factors

€A . HH

AT70. Relevant regulatory factors include the regulatory
environment. The regulatory environment encompasses,
among other matters, the applicable financial reporting
framework and the legal and political environment and any
changes thereto. Matters the auditor may consider include:
+ Regulatory framework for a regulated industry, for

example, prudential requirements, including related
disclosures.

- Legislation and regulation that significantly affect the
entity’s operations, for example, labor laws and
regulations.

+ Taxation legislation and regulations.

+ Government policies currently affecting the conduct of
the entity’s business, such as monetary, including foreign
exchange controls, fiscal, financial incentives (for
example, government aid programs), and tariffs or trade
restriction policies.

+ Environmental requirements affecting the industry and
the entity’s business.
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AT1. I1SA 250 (Revised) includes some specific requirements
related to the legal and regulatory framework applicable to
the entity and the industry or sector in which the entity
operates.**

A63. EERFLEFZBSWMEE 250 ([JiE, BEMOEE
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3 ISA 250 (Revised), paragraph 13

Considerations specific to public sector entities

AT72. For the audits of public sector entities, there may be
particular laws or regulations that affect the entity’s
operations. Such elements may be an essential
consideration when obtaining an understanding of the
entity and its environment.

Other external factors

(v. ZOMOANFBER)

AT73. Other external factors affecting the entity that the
auditor may consider include the general economic
conditions, interest rates and availability of financing, and
inflation or currency revaluation.
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Measures Used by Management to Assess the Entity’s
Financial Performance (Ref: Para. 19(a)(iii))
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Why the auditor understands measures used by management

(7. BEEPEMTIEROAEREZEEAGE
flE3 HHHR)

A74. An understanding of the entity’s measures assists the
auditor in considering whether such measures, whether
used externally or internally, create pressures on the entity
to achieve performance targets. These pressures may
motivate management to take actions that increase the
susceptibility to misstatement due to management bias or
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fraud (e.g., to improve the business performance or to
intentionally misstate the financial statements) (see ISA
240 for requirements and guidance in relation to the risks
of fraud).

AR TROAELRT I EmD D X0 RITEIOENE &
RHZENRD DL, X, EREOUEREZFHE L HE)
22 b2, MBEROBEXNE
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BEE 3~ 2 EOR HIH & i RS W TR B I 240
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AT75. Measures may also indicate to the auditor the likelihood
of risks of material misstatement of related financial
statement information. For example, performance
measures may indicate that the entity has unusually rapid
growth or profitability when compared to that of other
entities in the same industry.
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Measures used by management

(1. BEEPMERT 2 FROREHEE)

AT76. Management and others ordinarily measure and review
those matters they regard as important. Inquiries of
management may reveal that it relies on certain key
indicators, whether publicly available or not, for evaluating
financial performance and taking action. In such cases, the
auditor may identify relevant performance measures,
whether internal or external, by considering the
information that the entity uses to manage its business. If
such inquiry indicates an absence of performance
measurement or review, there may be an increased risk of
misstatements not being detected and corrected.
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A77. Key indicators used for evaluating financial
performance may include:

» Key performance indicators (financial and non-financial)
and key ratios, trends and operating statistics.

» Period-on-period financial performance analyses.

* Budgets, forecasts, variance analyses, segment
information and divisional, departmental or other level
performance reports.

* Employee performance measures and incentive
compensation policies.

* Comparisons of an entity’s performance with that of
competitors.
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Scalability (Ref: Para. 19(a)(iii))

(V. BHAOFKME) (F181H (1) OFM)

AT78. The procedures undertaken to understand the entity’s
measures may vary depending on the size or complexity of
the entity, as well as the involvement of owners or those
charged with governance in the management of the entity.

Examples:

* For some less complex entities, the terms of the entity’s
bank borrowings (i.e., bank covenants) may be linked to
specific performance measures related to the entity’s
performance or financial position (e.g., a maximum
working capital amount). The auditor’s understanding of
the performance measures used by the bank may help
identify areas where there is increased susceptibility to
the risk of material misstatement.
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* For some entities whose nature and circumstances are
more complex, such as those operating in the insurance
or banking industries, performance or financial position
may be measured against regulatory requirements (e.g.,
regulatory ratio requirements such as capital adequacy
and liquidity ratios performance hurdles). The auditor’s
understanding of these performance measures may help
identify areas where there is increased susceptibility to
the risk of material misstatement.
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Other considerations

(. ZDfMmnEREE)

AT79. External parties may also review and analyze the
entity’s financial performance, in particular for entities
where financial information is publicly available. The
auditor may also consider publicly available information to
help the auditor further understand the business or identify
contradictory information such as information from:

* Analysts or credit agencies.

* News and other media, including social media.

* Taxation authorities.

* Regulators.

* Trade unions.

* Providers of finance.

Such financial information can often be obtained from the
entity being audited.
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A80. The measurement and review of financial performance
IS not the same as the monitoring of the system of internal
control (discussed as a component of the system of internal
control in paragraphs A114-A122), though their purposes
may overlap:

* The measurement and review of performance is directed
at whether business performance is meeting the
objectives set by management (or third parties).

* In contrast, monitoring of the system of internal control is
concerned with monitoring the effectiveness of controls
including those related to management’s measurement
and review of financial performance.

In some cases, however, performance indicators also

provide information that enables management to identify

control deficiencies.
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Considerations specific to public sector entities

A8L. In addition to considering relevant measures used by a
public sector entity to assess the entity’s financial
performance, auditors of public sector entities may also
consider non-financial information such as achievement of
public benefit outcomes (for example, the number of
people assisted by a specific program).

The Applicable Financial Reporting Framework (Ref: Para.
19(b))

(@ BEHENDIMBEREOEMAY (5 18 H (2)
Z M)

Understanding the  Applicable Financial Reporting
Framework and the Entity’s Accounting Policies

(7. BWRENZHBEREDOBMARONEDOSE
SO MR
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AB82. Matters that the auditor may consider when obtaining an
understanding of the entity’s applicable financial reporting
framework, and how it applies in the context of the nature
and circumstances of the entity and its environment
include:

* The entity’s financial reporting practices in terms of the
applicable financial reporting framework, such as:

0 Accounting principles and industry-specific practices,
including for industry-specific significant classes of
transactions, account balances and related disclosures
in the financial statements (for example, loans and
investments for banks, or research and development for
pharmaceuticals).

0 Revenue recognition.

0 Accounting for financial instruments, including related
credit losses.

o0 Foreign currency assets, liabilities and transactions.

0 Accounting for unusual or complex transactions
including those in controversial or emerging areas (for
example, accounting for cryptocurrency).

» An understanding of the entity’s selection and application
of accounting policies, including any changes thereto as
well as the reasons therefore, may encompass such
matters as:

0 The methods the entity uses to recognize, measure,
present and disclose significant and unusual
transactions.

0 The effect of significant accounting policies in
controversial or emerging areas for which there is a
lack of authoritative guidance or consensus.

0 Changes in the environment, such as changes in the
applicable financial reporting framework or tax
reforms that may necessitate a change in the entity’s
accounting policies.

o Financial reporting standards and laws and regulations
that are new to the entity and when and how the entity
will adopt, or comply with, such requirements.
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A83. Obtaining an understanding of the entity and its
environment may assist the auditor in considering where
changes in the entity’s financial reporting (e.g., from prior
periods) may be expected.

Example:
If the entity has had a significant business combination
during the period, the auditor would likely expect changes
in classes of transactions, account balances and disclosures
associated with that business combination. Alternatively, if
there were no significant changes in the financial reporting
framework during the period the auditor’s understanding
may help confirm that the understanding obtained in the
prior period remains applicable.
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Considerations specific to public sector entities

A84. The applicable financial reporting framework in a public
sector entity is determined by the legislative and regulatory
frameworks relevant to each jurisdiction or within each
geographical area. Matters that may be considered in the
entity’s application of the applicable financial reporting
requirements, and how it applies in the context of the nature
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and circumstances of the entity and its environment,
include whether the entity applies a full accrual basis of
accounting or a cash basis of accounting in accordance with
the International Public Sector Accounting Standards, or a
hybrid.

How Inherent Risk Factors Affect Susceptibility of

Assertions to Misstatement (Ref: Para. 19(c))

4. EBEVRZERNEDLS T —Ta it
TABBRADOELST ITHELRITTHM B
1818 (3) &)

Appendix 2 provides examples of events and conditions
that may give rise to the existence of risks of material
misstatement, categorized by inherent risk factor.

k213, EEREBR R A7 24 L W5 A6
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Why the auditor understands inherent risk factors when

understanding the entity and its environment and the
applicable financial reporting framework

(U. EEROMEERETCCEHA I 2HERE D
Pl 2 BT DB, BEAPERY A7 ERZ
B4 HHH)

A85. Understanding the entity and its environment, and the

applicable financial reporting framework, assists the
auditor in identifying events or conditions, the
characteristics of which may affect the susceptibility of
assertions about classes of transactions, account balances
or disclosures to misstatement. These characteristics are
inherent risk factors. Inherent risk factors may affect
susceptibility of assertions to misstatement by influencing
the likelihood of occurrence of a misstatement or the
magnitude of the misstatement if it were to occur.
Understanding how inherent risk factors affect the
susceptibility of assertions to misstatement may assist the
auditor with a preliminary understanding of the likelihood
or magnitude of misstatements, which assists the auditor in
identifying risks of material misstatement at the assertion
level in accordance with paragraph 28(b). Understanding
the degree to which inherent risk factors affect
susceptibility of assertions to misstatement also assists the
auditor in assessing the likelihood and magnitude of a
possible misstatement when assessing inherent risk in
accordance  with  paragraph  31(a). Accordingly,
understanding the inherent risk factors may also assist the
auditor in designing and performing further audit
procedures in accordance with ISA 330.
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A86. The auditor’s identification of risks of material

misstatement at the assertion level and assessment of
inherent risk may also be influenced by audit evidence
obtained by the auditor in performing other risk assessment
procedures, further audit procedures or in fulfilling other
requirements in the ISAs (see paragraphs A95, A103,
Alll, A121, A124 and A151).
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The effect of inherent risk factors on a class of transactions,

account balance or disclosure
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A87. The extent of susceptibility to misstatement of a class of

transactions, account balance or disclosure arising from
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complexity or subjectivity is often closely related to the
extent to which it is subject to change or uncertainty.
Example:

If the entity has an accounting estimate that is based on
assumptions, the selection of which are subject to
significant judgment, the measurement of the accounting
estimate is likely to be affected by both subjectivity and
uncertainty.
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AB88. The greater the extent to which a class of transactions,
account balance or disclosure is susceptible to
misstatement because of complexity or subjectivity, the
greater the need for the auditor to apply professional
skepticism. Further, when a class of transactions, account
balance or disclosure is susceptible to misstatement
because of complexity, subjectivity, change or uncertainty,
these inherent risk factors may create opportunity for
management bias, whether unintentional or intentional, and
affect susceptibility to misstatement due to management
bias. The auditor’s identification of risks of material
misstatement, and assessment of inherent risk at the
assertion level, are also affected by the interrelationships
among inherent risk factors.
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AB89. Events or conditions that may affect susceptibility to
misstatement due to management bias may also affect
susceptibility to misstatement due to other fraud risk
factors. Accordingly, this may be relevant information for
use in accordance with paragraph 24 of ISA 240, which
requires the auditor to evaluate whether the information
obtained from the other risk assessment procedures and
related activities indicates that one or more fraud risk
factors are present.
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Understanding the Components of the Entity ~ s System of
Internal Control (Ref: Para. A90 - A95)

Obtaining an Understanding of the Entity’s System of Internal
Control (Ref: Para. 21-27)
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Appendix 3 further describes the nature of the entity’s
system of internal control and inherent limitations of
internal control, respectively. Appendix 3 also provides
further explanation of the components of a system of
internal control for the purposes of the ISAs.
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A90. The auditor’s understanding of the entity’s system of

internal control is obtained through risk assessment
procedures performed to understand and evaluate each of
the components of the system of internal control as set out
in paragraphs 21 to 27.
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A91. The components of the entity’s system of internal
control for the purpose of this ISA may not necessarily
reflect how an entity designs, implements and maintains its
system of internal control, or how it may classify any
particular component. Entities may wuse different
terminology or frameworks to describe the various aspects
of the system of internal control. For the purpose of an
audit, auditors may also use different terminology or
frameworks provided all the components described in this
ISA are addressed.
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Scalability
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A92. The way in which the entity’s system of internal control

is designed, implemented and maintained varies with an
entity’s size and complexity. For example, less complex
entities may use less structured or simpler controls (i.e.,
policies and procedures) to achieve their objectives.
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Considerations Specific to Public Sector Entities

A93. Auditors of public sector entities often have additional

responsibilities with respect to internal control, for
example, to report on compliance with an established code
of practice or reporting on spending against budget.
Auditors of public sector entities may also have
responsibilities to report on compliance with law,
regulation or other authority. As a result, their
considerations about the system of internal control may be
broader and more detailed.

Information Technology in the Components of the Entity’s

System of Internal Control

CPERRER S 2 T L DERRERIZIIT S IT)

Appendix 5 provides further guidance on understanding
the entity’s use of IT in the components of the system of
internal control.
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A94. The overall objective and scope of an audit does not

differ whether an entity operates in a mainly manual
environment, a completely automated environment, or an
environment involving some combination of manual and
automated elements (i.e., manual and automated controls
and other resources used in the entity’s system of internal
control).
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Understanding the Nature of the Components of the Entity’s

System of Internal Control
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A95. In evaluating the effectiveness of the design of controls

and whether they have been implemented (see paragraphs
A175 to A181) the auditor’s understanding of each of the
components of the entity’s system of internal control
provides a preliminary understanding of how the entity
identifies business risks and how it responds to them. It
may also influence the auditor’s identification and
assessment of the risks of material misstatement in
different ways (see paragraph A86). This assists the auditor
in designing and performing further audit procedures,
including any plans to test the operating effectiveness of
controls. For example:

* The auditor’s understanding of the entity’s control
environment, the entity’s risk assessment process, and
the entity’s process to monitor controls components are
more likely to affect the identification and assessment of
risks of material misstatement at the financial statement
level.

* The auditor’s understanding of the entity’s information
system and communication, and the entity’s control
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misstatement at the assertion level.
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Control Environment, the Entity’ s Risk Assessment Process
and the Entity” s Process to Monitor the System of Internal
Control (Ref: Para. A96-A98)

Control Environment, The Entity’s Risk Assessment Process
and the Entity’s Process to Monitor the System of Internal
Control (Ref: Para. 21-24)
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A96. The controls in the control environment, the entity’s risk
assessment process and the entity’s process to monitor the
system of internal control are primarily indirect controls
(i.e., controls that are not sufficiently precise to prevent,
detect or correct misstatements at the assertion level but
which support other controls and may therefore have an
indirect effect on the likelihood that a misstatement will be
detected or prevented on a timely basis). However, some
controls within these components may also be direct
controls.
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Why the auditor is required to understand the control
environment, the entity’s risk assessment process and the
entity’s process to monitor the system of internal control

«7.%ﬁ%ﬁ\m¥®)x9ﬁﬁ7ntX&@W%
BRI AT AEERTINEDO S A LER L
X 5 )

A97. The control environment provides an overall foundation
for the operation of the other components of the system of
internal control. The control environment does not directly
prevent, or detect and correct, misstatements. It may,
however, influence the effectiveness of controls in the other
components of the system of internal control. Similarly, the
entity’s risk assessment process and its process for
monitoring the system of internal control are designed to
operate in a manner that also supports the entire system of
internal control.

A85.  HEHIBRBEIX. PNELHEHI S AT A DM O E R
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A98. Because these components are foundational to the
entity’s system of internal control, any deficiencies in their
operation could have pervasive effects on the preparation
of the financial statements. Therefore, the auditor’s
understanding and evaluations of these components affect
the auditor’s identification and assessment of risks of
material misstatement at the financial statement level, and
may also affect the identification and assessment of risks of
material misstatement at the assertion level. Risks of
material misstatement at the financial statement level affect
the auditor’s design of overall responses, including, as
explained in ISA 330, an influence on the nature, timing
and extent of the auditor’s further procedures.®
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% |SA 330, paragraphs A1-A3

Control environment

Obtaining an understanding of the control environment (Ref:
Para. 21)

(1. WRIREOEM) (5 20 THZMH)

21. The auditor shall obtain an understanding of the control
environment relevant to the preparation of the financial

M AT LEERTHEFEO 2 R) (A84 IH
25 A86 IESFH)
(7. MHIBEE)
20. BEEENIE, UV RZEHEFHeE @ TR TR
fEOFEAMIZ L 0 . MESRER OMERRIC 2 E KT 35
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statements, through  performing risk  assessment RS A FRAE L 72 1 U7 & 720 (AT IE )N A8 TH
procedures, by: (Ref: Para. A99-A100) SHR) |
(@) Understanding the set of controls, processes and (1) BLFICBEF 2 — O WNEEEl. 7 rt 2 RO

structures that address: (Ref: Para. A101-A102)

(i) How management’s oversight responsibilities are
carried out, such as the entity’s culture and
management’s commitment to integrity and ethical
values;

(if) When those charged with governance are separate
from management, the independence of, and oversight
over the entity’s system of internal control by, those
charged with governance;

(iii)) The entity’s assignment
responsibility;

(iv) How the entity attracts,
competent individuals; and
(v) How the entity holds individuals accountable for their

responsibilities in the pursuit of the objectives of the
system of internal control;and
(b) Evaluating whether: (Ref: Para. A103—-A108)

(i) Management, with the oversight of those charged with
governance, has created and maintained a culture of
honesty and ethical behavior;

(i) The control environment provides an appropriate
foundation for the other components of the entity’s
system of internal control considering the nature and
complexity of the entity; and

(iii) Control deficiencies identified in the control
environment undermine the other components of the
entity’s system of internal control.

of authority and

develops, and retains

G OBEE (AB9 THN D A0 THE )
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Scalability

(I P D BRI

A99. The nature of the control environment in a less complex

entity is likely to be different from the control environment
in a more complex entity. For example, those charged with
governance in less complex entities may not include an
independent or outside member, and the role of governance
may be undertaken directly by the owner-manager where
there are no other owners. Accordingly, some
considerations about the entity’s control environment may
be less relevant or may not be applicable.

AB7.  HEHETZRWBREDOMHIREEIX, HMEREEICE
T HREHIBREE S 1T R D 2 ENZ W, B, B
TRWVEEIZBIT 2B A S CEEEE I, ST
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FIAEHETHY, o, HxOFFEEZICTEEL TV
L) WEBEH AT U ZADOEE|ZHE S TV LSS
bhH, BEOEMNMEIZ L > T, ¥R ICHE
THEONOBEEEIT, BIEMENRO Y L
WIEENH D,

A100. In addition, audit evidence about elements of the

control environment in less complex entities may not be
available in documentary form, in particular where
communication between management and other personnel
is informal, but the evidence may still be appropriately
relevant and reliable in the circumstances.

Examples:

* The organizational structure in a less complex entity will
likely be simpler and may include a small number of
employees involved in roles related to financial
reporting.

* If the role of governance is undertaken directly by the
owner-manager, the auditor may determine that the

A88.  F7o. FRICREE LWEEER & O o R EBHE D
EXRARETITONRNZ ENENWEHETRVWEET
X, IR D& TEE|Z OV T OB AFILA SCEAL
SN TAFTERWGERH LN, EOIRNIZ
BWTHEELEAME EEEEEBA LTS 2
ENBHD,

i

FEHET 22O ORI & (X5 38 & 7e pEmNIC
HO ., MHEHREICHET HEEZM S EEE NV
DIGENH 5,

T —F R E D EE T N ADEKE A 5
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independence of those charged with governance is not MVEITBRE T D IR LW LT 2356

relevant.

* Less complex entities may not have a written code of
conduct but, instead, develop a culture that emphasizes
the importance of integrity and ethical behaviour
through oral communication and by management
example. Consequently, the attitudes, awareness and
actions of management or the owner-manager are of
particular importance to the auditor’s understanding of a
less complex entity’s control environment.

N5,

- BT WRETIR, CE LS TEN LI
RV, FOMRDVIZHEEIC X AGERRE LI
XD FEEA®EU T, BRFEM L MEENITEI O EEM
EERTIBEULEZER L TWDZ 20D D,
FOHA . BREEHE I —FT —RELEOREE, &
B OFTEIN, BHHECRWEEORHIREDEE
ANDOHFRIT & > THICEETH D,

Understanding the control environment (Ref: Para. 21(a))

(HHIZREOEME) (B 20H (1) Z2H)

A101. Audit evidence for the auditor’s understanding of the
control environment may be obtained through a
combination of inquiries and other risk assessment
procedures (i.e., corroborating inquiries through
observation or inspection of documents).

A89.  HEMIERBL O BRMRICPEE 4 25 BiATREALI T, ER &
BEH L ImNA 2 BT 2 LFEORMESBE R EDE
DD U 27 Gl Fhe & 2 AG e TEmET 5 Z
CIZED . AFENLHGERD D,

Al102. In considering the extent to which management
demonstrates a commitment to integrity and ethical values,
the auditor may obtain an understanding through inquiries
of management and employees, and through considering
information from external sources, about;

* How management communicates to employees its views
on business practices and ethical behavior; and

* Inspecting management’s written code of conduct and
observing whether management acts in a manner that
supports that code.

A90.  REEE DNIRFEME R OMm BRIk 5 B8 E LD
BETRLTWDINEHRETT D472, BE&ENL,
BEE R OREEB ~OERT., I ONT AN O FF HIR
SEEROEEZE L T, ROFEHEA RS 55
AND 5,

R B TRTT DB 2 TR MBI TENC OV T
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R E N IER e TE B2 R E L, EEEICZED
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Evaluating the control environment (Ref: Para. 21(b))

(HEHIRBEORIE) (55 20 IH (2) 2

Why the auditor evaluates the control environment

(BEE A DS HEHIERBE 2 5Pl 9 5 B H)

A103. The auditor’s evaluation of how the entity
demonstrates behavior consistent with the entity’s
commitment to integrity and ethical values; whether the
control environment provides an appropriate foundation for
the other components of the entity’s system of internal
control; and whether any identified control deficiencies
undermine the other components of the system of internal
control, assists the auditor in identifying potential issues in
the other components of the system of internal control. This
is because the control environment is foundational to the
other components of the entity’s system of internal control.
This evaluation may also assist the auditor in understanding
risks faced by the entity and therefore in identifying and
assessing the risks of material misstatement at the financial
statement and assertion levels (see paragraph A86).
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The auditor’s evaluation of the control environment

(RERIZRELIZATd 5 B A DR

A104. The auditor’s evaluation of the control environment is
based on the understanding obtained in accordance with
paragraph 21(a).

A92.  EEF ANIE. & 20 H (1) \Zft- T BRI
DX, MHIBRE Z LT 5,

A105. Some entities may be dominated by a single individual
who may exercise a great deal of discretion. The actions
and attitudes of that individual may have a pervasive effect

A93. FFEDEANNEEEZ IR L., KEREELITHE
LTCWABEE., TOMEANDITEICEE X, mEDL
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on the culture of the entity, which in turn may have a ERIETZEND D, TOREL, HEEMNCHLEE
pervasive effect on the control environment. Such an effect BICH 7205,
may be positive or negative. 7l

Example:

Direct involvement by a single individual may be key to
enabling the entity to meet its growth and other objectives,
and can also contribute significantly to an effective system
of internal control. On the other hand, such concentration
of knowledge and authority can also lead to an increased
susceptibility to misstatement through management
override of controls.

AP FEREICERERES T 52 813, BEOKRE
LMo BEEDOZER % FIEE & L, PELHEHI o &
T ADEIEICRKRELS BT DML H D, £OD
— T, IHFROMERDBEF T 52 LT, BREEDN
HEeH 2 Hb L, BBARROELRLT INEE D
ZERD D,

A106. The auditor may consider how the different elements
of the control environment may be influenced by the
philosophy and operating style of senior management
taking into account the involvement of independent
members of those charged with governance.

A94.  EEAE NI, B -CRARSE T, MaEe A
TLEOBE BB L, LflftEEOREHELT
8= 7 BRI BREE DAL E R IS G- 2 D B 2 I
T ENDHD,

A107. Although the control environment may provide an
appropriate foundation for the system of internal control
and may help reduce the risk of fraud, an appropriate
control environment is not necessarily an effective
deterrent to fraud.

Example:
Human resource policies and procedures directed toward
hiring competent financial, accounting, and IT personnel
may mitigate the risk of errors in processing and recording
financial information. However, such policies and
procedures may not mitigate the override of controls by
senior management (e.g., to overstate earnings).

A95.  FHEHIBRBEIXNERHLH] o A T L O ) 722 KLl % 42
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A108. The auditor’s evaluation of the control environment as
it relates to the entity’s use of IT may include such matters
as:

» Whether governance over IT is commensurate with the
nature and complexity of the entity and its business
operations enabled by IT, including the complexity or
maturity of the entity’s technology platform or
architecture and the extent to which the entity relies on
IT applications to support its financial reporting.

* The management organizational structure regarding IT
and the resources allocated (for example, whether the
entity has invested in an appropriate IT environment and
necessary enhancements, or whether a sufficient number
of appropriately skilled individuals have been employed
including when the entity uses commercial software
(with no or limited modifications)).

A96. AEZED IT OFIHIZET 2 HHIERE OB A NI X
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The entity’ s risk assessment process

Obtaining an understanding of the entity’s risk assessment
process (Ref: Para. 22-23)

(A. LZEDY RZ7FMTrER)

v. %DV X7 FMT 1 2 DEF)
N 22 THEHR)

NZAN

(5521 LK

Understanding the entity’s risk assessment process (Ref: Para.
22(a))

(EFEDY 27T v & 2 DOEAE)
ZR)

(% 21 1 (1)

22. The auditor shall obtain an understanding of the entity’
s risk assessment process relevant to the preparation of the
financial statements, through performing risk assessment
procedures, by:

(a) Understanding the entity’ s process for: (Ref: Para.
A109-A110)

A109. As explained in paragraph A62, not all business risks
give rise to risks of material misstatement. In understanding
how management and those charged with governance have
identified business risks relevant to the preparation of the
financial statements, and decided about actions to address
those risks, matters the auditor may consider include how

21 EEANIE, VARl Fhc 28 U TRl PO
PRI LV . MESRE R DOIERICHE %2 KT T
DY RATFHM T e 2B LT RIE R SR
A
(1) UTOFEHEICHEHTIEED ot A0 (A97
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(i) Identifying business risks relevant to financial
reporting objectives; (Ref: Para. A62)
(ii) Assessing the significance of those risks, including
the likelihood of their occurrence; and
(iii) Addressing those risks; and
(b) Evaluating whether the entity > s risk assessment
process is appropriate to the entity’ s circumstances
considering the nature and complexity of the entity. (Ref:

Para. A111-Al113)

management or, as appropriate, those charged with

governance, has:

* Specified the entity’s objectives with sufficient precision
and clarity to enable the identification and assessment of
the risks relating to the objectives;

» Identified the risks to achieving the entity’s objectives and
analyzed the risks as a basis for determining how the risks
should be managed; and

* Considered the potential for fraud when considering the
risks to achieving the entity’s objectives.®
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% SA 240, paragraph 19

A110. The auditor may consider the implications of such

business risks for the preparation of the entity’s financial
statements and other aspects of its system of internal
control.

A98. EEEH AL, #BILI-FEE LY X NEEORM
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Evaluating the entity’s risk assessment process (Ref: Para.

22(b))

(EFED Y R 7 3l 7 v & 2 OFHE)
Z M)

(% 21 m (2)

Why the auditor evaluates whether the entity’s risk

assessment process is appropriate

(EDOYRITFMT R ARBEETHEINE I »E
BN FHE9 5 E )

A111. The auditor’s evaluation of the entity’s risk assessment

process may assist the auditor in understanding where the
entity has identified risks that may occur, and how the
entity has responded to those risks. The auditor’s
evaluation of how the entity identifies its business risks,
and how it assesses and addresses those risks assists the
auditor in understanding whether the risks faced by the
entity have been identified, assessed and addressed as
appropriate to the nature and complexity of the entity. This
evaluation may also assist the auditor with identifying and
assessing financial statement level and assertion level risks
of material misstatement (see paragraph A86).
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Evaluating whether the entity’s risk assessment process is

(BEDY R IIMTS a2 ARNBEITHEINE I 1D

appropriate (Ref: Para. 22(b)) MY (21 (2) B
A112. The auditor’s evaluation of the appropriateness of the A100. RFEDOY X7 FHl 7 vt 2O UIMEIZE T 5

entity’s risk assessment process is based on the
understanding obtained in accordance with paragraph
22(a).

B AN ORI, 5 21 HH (1) (S0 TR BRI
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Scalability

(388 FH 0> SRR

A113. Whether the entity’s risk assessment process is
appropriate to the entity’s circumstances considering the
nature and complexity of the entity is a matter of the
auditor’s professional judgment.

Example:

In some less complex entities, and particularly owner-
managed entities, an appropriate risk assessment may be
performed through the direct involvement of management
or the owner-manager (e.g., the manager or owner-manager
may routinely devote time to monitoring the activities of
competitors and other developments in the market place to

identify emerging business risks). The evidence of this risk

A101. BREDOFEFENEM NEMEZZELZEGE.
TEDOY R ZFH T a2, SEOWRMITH LT
WO E DL, BEANORREMEMZFE L L ToH
Wik bbb,
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assessment occurring in these types of entities is often not
formally documented, but it may be evident from the
discussions the auditor has with management that
management are in fact performing risk assessment
procedures.

5o ) o ZOXIBRMEEDY R FMOFEHNT. 1E
RUCLEA SN TV RWIGERZ NN, B & O
TAAT T a N RREFEDY A7 T TRl &
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23. If the auditor identifies risks of material misstatement that
management failed to identify, the auditor shall:

(a) Determine whether any such risks are of a kind that the
auditor expects would have been identified by the
entity’ s risk assessment process and, if so, obtain an
understanding of why the entity> s risk assessment
process failed to identify such risks of material
misstatement; and

(b) Consider the implications for the auditor’ s evaluation
in paragraph 22(b).

22. BEANIE., RREFEFHAI L TV e WEE AR
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(1) BEEE AT, YV A7 BREED) 27 # il 7 et
ANZBWTASKE#A SN2 nwy 27
THHPE I DEHW L, AR S e T ild
BN Y AT ThAHAGEICIE, BREREDY R
M7 e AN YY) AT BT E o Tz
DINEBRS 5,

(2) F21IH (2) BT EAENOF M ZKRTT 5,

The entity’ s process to monitor the system of internal
control

Obtaining an understanding of the entity’s process to monitor
the entity’s system of internal control (Ref: Para. 24)

(v. NEHEHS AT LZERT HEEDOT 1 ER)

(. AHEHIV AT L ZEHTHILED T XD
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Scalability
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24 . The auditor shall obtain an understanding of the entity’
s process for monitoring the system of internal control
relevant to the preparation of the financial statements,
through performing risk assessment procedures, by: (Ref:
Para. A114-A115)

(a) Understanding those aspects of the entity’ s process
that address:

(i) Ongoing and separate evaluations for monitoring the
effectiveness of controls, and the identification and
remediation of control deficiencies identified; (Ref:
Para. A116-A117) and

(ii) The entity’ s internal audit function, if any, including
its nature, responsibilities and activities; (Ref: Para.
Al118)

(b) Understanding the sources of the information used in the
entity* s process to monitor the system of internal
control, and the basis upon which management
considers the information to be sufficiently reliable for
the purpose; (Ref: Para. A119-A120) and

(c) Evaluating whether the entity’ s process for monitoring
the system of internal control is appropriate to the
entity s circumstances considering the nature and
complexity of the entity. (Ref: Para. A121-A122)

Al14. In less complex entities, and in particular owner-
manager entities, the auditor’s understanding of the entity’s
process to monitor the system of internal control is often
focused on how management or the owner-manager is
directly involved in operations, as there may not be any
other monitoring activities.

Example:

Management may receive complaints from customers

about inaccuracies in their monthly statement that alerts the

owner-manager to issues with the timing of when customer
payments are being recognized in the accounting records.

23. EEENIE, VAVl TR A8 U CTHLToR
it L EHMIC L0 . EEER OMERICEE L KITTW
R > AT AEEMAT HREO T o A ZBiE L
RTHIEA B2y (A102 TEHN S A103 TH)
(1) BLFOFEHIZHINT AEFHED T 1 ' X O Hfi
O WNEHH OB Z A L. NEHH O A
ZEkR]  RIET 5 7200 B R HY K O ST A AT
(A104 TEH % A105 TH)

@ wEONIEEMIE (ZOEMLLKNEBNAE
Zate, ) (A106 THSMR)

(2) WEBKEHI v AT LA EEHT I REDO T rE RIC
BWTHIH SN ERIFEOHM L . FOERNE
FEHBICRS LGB TE 5 & RRE B D
L CWAHBOFME (AL07 IH S AL0S ITHE )

(3) BHEOHFEENRKEEEHMELZRE LGS, N
Ml AT AEERTIREO T AR, %
OARVLUZHT L CHEY)TH D0 E 9 0> OFHE (A109
E S AL10 THE )

A102. BHET/eWBFE, FRlcA—T—RE0EHEIC
BT, BEHETA—F—REEHE N FEICEER
B L. fICEERIEEI A 726, BEA A DSk
VAT LAEEMTORED T u v A LB RET 5
AL REHEXIIA—F—REFENED K HITHEIZ
EHEEHE L TWLINNIEBHT DI ENEN,

il

F—F—EHIL, ARFEREOR Y IZHOWTEE
NHE T L—ALEZTHZEITLD, BENDD AN
DEREDOHXA IV TORBERER#BT LN D
Do

Al115. For entities where there is no formal process for
monitoring the system of internal control, understanding
the process to monitor the system of internal control may
include understanding periodic reviews of management
accounting information that are designed to contribute to
how the entity prevents or detects misstatements.

AL03.  PIHEHIS 2T A2 BHT ¥ ERR T
0 AR LA WA I, NERERI S 27 o % B
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Understanding the entity’s process to monitor the system of
internal control (Ref: Para. 24(a))
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A116. Matters that may be relevant for the auditor to consider
when understanding how the entity monitors its system of
internal control include:

* The design of the monitoring activities, for example
whether it is periodic or ongoing monitoring;

* The performance and frequency of the monitoring
activities;

* The evaluation of the results of the monitoring activities,
on a timely basis, to determine whether the controls have
been effective; and

* How identified deficiencies have been addressed through
appropriate  remedial actions, including timely
communication of such deficiencies to those responsible
for taking remedial action.

A104.  WNEFEHI S AT A E2ERT I EEO T R
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A117. The auditor may also consider how the entity’s process
to monitor the system of internal control addresses
monitoring information processing controls that involve
the use of IT. This may include, for example:

* Controls to monitor complex IT environments that:

0 Evaluate the continuing design effectiveness of
information processing controls and modify them, as
appropriate, for changes in conditions; or

0 Evaluate the operating effectiveness of information
processing controls.

* Controls that monitor the permissions applied in
automated information processing controls that enforce
the segregation of duties.

* Controls that monitor how errors or control deficiencies
related to the automation of financial reporting are
identified and addressed.

A105.  BEAE NI, NERHI S AT AR 5 EFE
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Understanding the entity’s internal audit function (Ref: Para.

24(a)(ii))
Appendix 4 sets out further considerations for
understanding the entity’s internal audit function.

(EEONIEEEREOEM) (5 23 H (1) 0%
)

ik 4 TiE, BREONEEAKEZBR 57200
KV REMA B EHEEZ TR L TV D,

A118. The auditor’s inquiries of appropriate individuals
within the internal audit function help the auditor obtain an
understanding of the nature of the internal audit function’s
responsibilities. If the auditor determines that the
function’s responsibilities are related to the entity’s
financial reporting, the auditor may obtain further
understanding of the activities performed, or to be
performed, by the internal audit function by reviewing the
internal audit function’s audit plan for the period, if any,
and discussing that plan with the appropriate individuals
within the function. This understanding, together with the
information obtained from the auditor’s inquiries, may also
provide information that is directly relevant to the auditor’s
identification and assessment of the risks of material
misstatement. If, based on the auditor’s preliminary
understanding of the internal audit function, the auditor
expects to use the work of the internal audit function to
modify the nature or timing, or reduce the extent, of audit
procedures to be performed, ISA 610 (Revised 2013)%
applies.
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8 ISA 610 (Revised 2013), Using the Work of Internal
Auditors

Other sources of information used in the entity’s process to
monitor the system of internal control

CNEBFERI S AT LEZERTHILEDO T vEXIZB
THRIAH &N 5 Z D OTERIE)

Understanding the sources of information (Ref: Para. 24(b))

(FFSIROEME) (F23 1 (2) W)

A119. Management’s monitoring activities may use
information in communications from external parties such
as customer complaints or regulator comments that may
indicate problems or highlight areas in need of
improvement.

A107. REFIC L H2ELIEECIX, BE» DL OEE
OB R 6 OUER S %, MEAEZERL, &
BEOVEDOH LR ERBET 52 ENHDHINTEND
OEREFAT L2 E083H 5,

Why the auditor is required to understand the sources of
information used for the entity’s monitoring of the system
of internal control

CPNEBFER] S 2T ADBERIZB W THIH S h 2 1H#RIR
MR LTI bR VWELH)

A120. The auditor’s understanding of the sources of
information used by the entity in monitoring the entity’s
system of internal control, including whether the
information used is relevant and reliable, assists the auditor
in evaluating whether the entity’s process to monitor the
entity’s system of internal control is appropriate. If
management assumes that information used for monitoring
is relevant and reliable without having a basis for that
assumption, errors that may exist in the information could
potentially lead management to draw incorrect conclusions
from its monitoring activities.

A108. BWMAEHMICEA L TWTEETEINED
MG NEREEH > AT A& AR T 2 BRI EN
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XD LRI L TWVDEAITIE, HHICEY BN FEL
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Evaluating the entity’s process to monitor the system of
internal control (Ref: Para 24(c))

(BB AT L EERTILEEDO S vZRADFE
fliy (F 231 (3) W)

Why the auditor evaluates whether the entity’s process to
monitor the system of internal control is appropriate

(NER#ERHI S AT L2 BER T hEDOT v A3 EY
ThHDNE D NEEEAPTET 2EH)

A121. The auditor’s evaluation about how the entity
undertakes ongoing and separate evaluations for
monitoring the effectiveness of controls assists the auditor
in understanding whether the other components of the
entity’s system of internal control are present and
functioning, and therefore assists with understanding the
other components of the entity’s system of internal control.
This evaluation may also assist the auditor with identifying
and assessing financial statement level and assertion level
risks of material misstatement (see paragraph A86).

A109. WNERHEHIOFHMEEZER T D720 EFEDH
A B TG B & NI REA O HIEIZ OV TR AN
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Evaluating whether the entity’s process to monitor the system
of internal control is appropriate (Ref: Para. 24(c))

(NERRERI S 2T LZERT 5 EEDOT v X3 HY)
NE D POFHE) (5523 H (3) )

A122. The auditor’s evaluation of the appropriateness of the
entity’s process to monitor the system of internal control is
based on the auditor’s understanding of the entity’s process
to monitor the system of internal control.

A110. WNERREI S AT A ZERTHIEEDO 7ok A
OEEIMEZ BT A B AOIEAIL. & 23 H (1) &
W (2) (THE» TR BiRIZFES <,

Information System and Communication,
Activities (Ref: Para. A123-A130)

and Control

Information System and Communication, and Control
Activities (Ref: Para. 25-26)

(@ BHRVATLEEEROEEIES) (A111 Eh
5> Al18 THSMR)
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OV 25 THEHR)

NZ AN

(5 24 T )

The information system and communication

(7. BRI RT b LRE)

Al123. The controls in the information system and
communication, and control activities components are
primarily direct controls (i.e., controls that are sufficiently
precise to prevent, detect or correct misstatements at the
assertion level).

Alll. BRI AT A EGELOHHITIEENCB T 2N
X, EICEEN NIRRT D, Thb
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Why the auditor Is required to understand the information
system and communication and controls in the control
activities component

(7. B AT b LIBERVHAITEENIZE T 5N
Wl 2 A AP LR TR D RVER)

A124. The auditor is required to understand the entity’s
information  system and communication because
understanding the entity’s policies that define the flows of
transactions and other aspects of the entity’s information
processing activities relevant to the preparation of the
financial statements, and evaluating whether the
component appropriately supports the preparation of the
entity’s financial statements, supports the auditor’s
identification and assessment of risks of material
misstatement at the assertion level. This understanding and
evaluation may also result in the identification of risks of
material misstatement at the financial statement level when
the results of the auditor’s procedures are inconsistent with
expectations about the entity’s system of internal control
that may have been set based on information obtained
during the engagement acceptance or continuance process
(see paragraph A86).

A112. A6 OVERRICBE T 2 5| Ot ie £ D
D TERLFIET 2 GO RED et 2P L. N
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A125. The auditor is required to identify specific controls in
the control activities component, and evaluate the design
and determine whether the controls have been
implemented, as it assists the auditor’s understanding about
management’s approach to addressing certain risks and
therefore provides a basis for the design and performance
of further audit procedures responsive to these risks as
required by ISA 330. The higher on the spectrum of
inherent risk a risk is assessed, the more persuasive the
audit evidence needs to be. Even when the auditor does not
plan to test the operating effectiveness of identified
controls, the auditor’s understanding may still affect the
design of the nature, timing and extent of substantive audit
procedures that are responsive to the related risks of
material misstatement.

A113.  BEEE AL, HHETEENC I T D & O NER K]
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The iterative nature of the auditor’s understanding and
evaluation of the information system and communication,
and control activities

(1. BRI RT b LIEERUHANEBICH T 2EE
NI & 2 R IR EE & BT

A126. As explained in paragraph A49, the auditor’s
understanding of the entity and its environment, and the
applicable financial reporting framework, may assist the
auditor in developing initial expectations about the classes
of transactions, account balances and disclosures that may
be significant classes of transactions, account balances and
disclosures. In obtaining an understanding of the
information system and communication component in
accordance with paragraph 25(a), the auditor may use these
initial expectations for the purpose of determining the
extent of understanding of the entity’s information
processing activities to be obtained.

Al14. A4 THORHIZH D LBV, BEMOMEREE
AFONZTE FH S0 S O A 2 B 5 = &
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A127. The auditor’s understanding of the information system
includes understanding the policies that define flows of
information relating to the entity’s significant classes of
transactions, account balances, and disclosures, and other
related aspects of the entity’s information processing
activities.

A115.  EH U AT AT 2 EE NOBRIZIL, E
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This information, and the information obtained from the
auditor’s evaluation of the information system may confirm
or further influence the auditor’s expectations about the
significant classes of transactions, account balances and
disclosures initially identified (see paragraph A126).

LEBENOFMA L EEZ T HHGERNH S (A114 H
ZW)

A128. In obtaining an understanding of how information

relating to significant classes of transactions, account
balances and disclosures flows into, through, and out of the
entity’s information system, the auditor may also identify
controls in the control activities component that are
required to be identified in accordance with paragraph

Al16.
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26(a). The auditor’s identification and evaluation of
controls in the control activities component may first focus
on controls over journal entries and controls that the auditor
plans to test the operating effectiveness of in designing the
nature, timing and extent of substantive procedures.

A7, BB Y A 72T 2 BEAE NORHMIIL, #HlE
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A129. The auditor’s assessment of inherent risk may also
influence the identification of controls in the control
activities component. For example, the auditor’s
identification of controls relating to significant risks may
only be identifiable when the auditor has assessed inherent
risk at the assertion level in accordance with paragraph 31.
Furthermore, controls addressing risks for which the
auditor has determined that substantive procedures alone
do not provide sufficient appropriate audit evidence (in
accordance with paragraph 33) may also only be
identifiable once the auditor’s inherent risk assessments
have been undertaken.

Al18. EHENCEDZTY— gy s LYLOEER
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A130. The auditor’s identification and assessment of risks of
material misstatement at the assertion level is influenced by
both the auditor’s:

* Understanding of the entity’s policies for its information
processing activities in the information system and
communication component, and

* Identification and evaluation of controls in the control
activities component.

(v. BRI RAT b LREOEM) (55 24 HEM)

Obtaining an understanding of the information system and
communication (Ref: Para. 25)

gk 3 O 16 HP B 19 HIX, HH 27T L&
EEICBT % L VAR B EEHA R L TV D,

Appendix 3, Paragraphs 15-19, sets out further
considerations relating to the information system and
communication.

Scalability G FH D FHER M

25. The auditor shall obtain an understanding of the entity’ | A131. The information system, and related business | 24. B A%, U 273l Ffi 2l U CTHEZUUTOHE | A119. HHETRWEEDOERS 2T LA K OEET 5

s information system and communication relevant to the
preparation  of the financial statements, through
performing risk assessment procedures, by: (Ref: Para.
A131)

(a) Understanding the entity’ s information processing
activities, including its data and information, the
resources to be used in such activities and the policies
that define, for significant classes of transactions,
account balances and disclosures: (Ref: Para. A132-
Al43)

(i) How information flows through the entity * s
information system, including how:

processes, in less complex entities are likely to be less
sophisticated than in larger entities, and are likely to
involve a less complex IT environment; however, the role
of the information system is just as important. Less
complex entities with direct management involvement may
not need extensive descriptions of accounting procedures,
sophisticated accounting records, or written policies.
Understanding the relevant aspects of the entity’s
information system may therefore require less effort in an
audit of a less complex entity, and may involve a greater
amount of inquiry than observation or inspection of
documentation. The need to obtain an understanding,

fECFHMIC L 0, MBHEROIEMICET 5 REDNE

WY AT A EREAZEME L2 R 57wy (A119

HZM)
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a. Transactions are initiated, and how information about
them is recorded, processed, corrected as necessary,
incorporated in the general ledger and reported in the
financial statements; and

b. Information about events and conditions, other than
transactions, is captured, processed and disclosed in
the financial statements;

(if) The accounting records, specific accounts in the
financial statements and other supporting records
relating to the flows of information in the information
system;

(iii) The financial reporting process used to prepare the
entity’ s financial statements, including disclosures;
and

(iv) The entity ° s resources, including the IT
environment, relevant to (a)(i) to (a)(iii) above;

(b) Understanding how the entity communicates significant
matters that support the preparation of the financial
statements and related reporting responsibilities in the
information system and other components of the system
of internal control: (Ref: Para. A144-A145)

(i) Between people within the entity, including how
financial reporting roles and  responsibilities are
communicated;

(ii) Between management and those charged with
governance; and

(iii) With external parties, such as those with regulatory
authorities; and

(c) Evaluating whether the entity’ s information system
and communication appropriately  support the
preparation of the entity’ s financial statements in
accordance with the applicable financial reporting
framework. (Ref: Para. A146)

however, remains important to provide a basis for the
design of further audit procedures in accordance with ISA
330 and may further assist the auditor in identifying or
assessing risks of material misstatement (see paragraph
A86).
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Obtaining an understanding of the information system (Ref: BB AT LOEMEY (F241H (1) 2H)
Para. 25(a))
A132. Included within the entity’s system of internal control A120. REOWNERFEHIS AT LI2E, BEOREH

are aspects that relate to the entity’s reporting objectives,
including its financial reporting objectives, but may also
include aspects that relate to its operations or compliance
objectives, when such aspects are relevant to financial
reporting. Understanding how the entity initiates
transactions and captures information as part of the
auditor’s understanding of the information system may
include information about the entity’s systems (its policies)
designed to address compliance and operations objectives
because such information is relevant to the preparation of
the financial statements. Further, some entities may have
information systems that are highly integrated such that
controls may be designed in a manner to simultaneously
achieve financial reporting, compliance and operational
objectives, and combinations thereof.
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A133. Understanding the entity’s information system also
includes an understanding of the resources to be used in the
entity’s information processing activities. Information
about the human resources involved that may be relevant
to understanding risks to the integrity of the information
system include:

* The competence of the individuals undertaking the work;
» Whether there are adequate resources; and
» Whether there is appropriate segregation of duties.
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Al134. Matters the auditor may consider when understanding
the policies that define the flows of information relating to
the entity’s significant classes of transactions, account
balances, and disclosures in the information system and
communication component include the nature of:

(a) The data or information relating to transactions, other
events and conditions to be processed;

(b) The information processing to maintain the integrity of
that data or information; and

(c) The information processes, personnel and other
resources used in the information processing process.
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A135. Obtaining an understanding of the entity’s business
processes, which include how transactions are originated,
assists the auditor in obtaining an understanding of the
entity’s information system in a manner that is appropriate
to the entity’s circumstances.

Al123. B0 ¥BETutzxr (WEBINREDLIITED
WCRAETOINEET, ) OB, BEEADEHE
OIRBUNTIS U TIER S AT A ZBfET 5 2 LTS

o

A136. The auditor’s understanding of the information system
may be obtained in various ways and may include:

* Inquiries of relevant personnel about the procedures used
to initiate, record, process and report transactions or
about the entity’s financial reporting process;

» Inspection of policy or process manuals or other
documentation of the entity’s information system;

* Observation of the performance of the policies or
procedures by entity’s personnel; or

» Selecting transactions and tracing them through the
applicable process in the information system (i.e.,
performing a walk-through).
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Automated tools and techniques

(BEMb T2y — L RO

A137. The auditor may also use automated techniques to
obtain direct access to, or a digital download from, the
databases in the entity’s information system that store
accounting records of transactions. By applying automated
tools or techniques to this information, the auditor may
confirm the understanding obtained about how transactions
flow through the information system by tracing journal
entries, or other digital records related to a particular
transaction, or an entire population of transactions, from
initiation in the accounting records through to recording in
the general ledger. Analysis of complete or large sets of
transactions may also result in the identification of
variations from the normal, or expected, processing
procedures for these transactions, which may result in the
identification of risks of material misstatement.
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Information obtained from outside of the general and
subsidiary ledgers

(kB E TTIRCME B TTIRDASN 2> b ATF L 7o fF )

A138. Financial statements may contain information that is
obtained from outside of the general and subsidiary ledgers.
Examples of such information that the auditor may
consider include:

* Information obtained from lease agreements relevant to
disclosures in the financial statements.

* Information disclosed in the financial statements that is
produced by an entity’s risk management system.

* Fair value information produced by management’s experts
and disclosed in the financial statements.

* Information disclosed in the financial statements that has
been obtained from models, or from other calculations
used to develop accounting estimates recognized or
disclosed in the financial statements, including
information relating to the underlying data and
assumptions used in those models, such as:

0 Assumptions developed internally that may affect an
asset’s useful life; or

o Data such as interest rates that are affected by factors
outside the control of the entity.

* Information disclosed in the financial statements about
sensitivity analyses derived from financial models that
demonstrates that management has considered
alternative assumptions.

* Information recognized or disclosed in the financial
statements that has been obtained from an entity’s tax
returns and records.

* Information disclosed in the financial statements that has
been obtained from analyses prepared to support
management’s assessment of the entity’s ability to
continue as a going concern, such as disclosures, if any,
related to events or conditions that have been identified
that may cast significant doubt on the entity’s ability to
continue as a going concern.®
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% |SA 570 (Revised), paragraphs 19-20

A139. Certain amounts or disclosures in the entity’s financial
statements (such as disclosures about credit risk, liquidity
risk, and market risk) may be based on information
obtained from the entity’s risk management system.
However, the auditor is not required to understand all
aspects of the risk management system, and uses
professional judgment in determining the necessary
understanding.
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The entity’s use of information technology in the information
system

(EEIZXDERY AT AZBIT B ITOF FIRID

Why does the auditor understand the IT environment relevant
to the information system

(EHR AT ACEHET AITREYEEANEMET S
2:i())

A140. The auditor’s understanding of the information system
includes the IT environment relevant to the flows of
transactions and processing of information in the entity’s
information system because the entity’s use of IT
applications or other aspects in the IT environment may
give rise to risks arising from the use of IT.
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Al41. The understanding of the entity’s business model and
how it integrates the use of IT may also provide useful
context to the nature and extent of IT expected in the
information system.
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Understanding the entity’s use of IT

(EZIZ L 3 IT OF| RO BAE)

A142. The auditor’s understanding of the IT environment
may focus on identifying, and understanding the nature and
number of, the specific IT applications and other aspects of
the IT environment that are relevant to the flows of
transactions and processing of information in the
information system. Changes in the flow of transactions, or
information within the information system may result from
program changes to IT applications, or direct changes to
data in databases involved in processing, or storing those
transactions or information.
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Al143. The auditor may identify the IT applications and
supporting IT infrastructure concurrently with the auditor’s
understanding of how information relating to significant
classes of transactions, account balances and disclosures
flows into, through and out the entity’s information system.
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Obtaining an understanding of the entity’s communication

%
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(Ref: Para. 25(b)) HR)
Scalability (B D TR )
Al44. In larger, more complex entities, information the A132. REMETHEMER ARV TL, A¥EDRiE

auditor may consider when understanding the entity’s
communication may come from policy manuals and
financial reporting manuals.

PR DB NN EE T D IEHRIL. MEHE
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A145. In less complex entities, communication may be less
structured (e.g., formal manuals may not be used) due to
fewer levels of responsibility and management’s greater
visibility and availability. Regardless of the size of the
entity, open communication channels facilitate the
reporting of exceptions and acting on them.
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Evaluating whether the relevant aspects of the information
system support the preparation of the entity’s financial
statements (Ref: Para. 25(c))

(BET HERI AT LN, BMBHEROIEREZXEL
TWANE S OFMEY (B524H (3) &)

A146. The auditor’s evaluation of whether the entity’s
information system and communication appropriately
supports the preparation of the financial statements is based
on the understanding obtained in paragraphs 25(a)—(b).
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Control activities

Control Activities (Ref: Para. 26)
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Controls in the control activities component
Appendix 3, Paragraphs 20 and 21 set out further
considerations relating to control activities.

(HERITEBENIZ I 1T 2 PIERHERID
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26. The auditor shall obtain an understanding of the control
activities component, through performing risk assessment
procedures, by: (Ref: Para. A147-A157)

(a) ldentifying controls that

misstatement

at the assertion level in

address risks of material

the control

Al147. The control activities component includes controls that
are designed to ensure the proper application of policies
(which are also controls) in all the other components of the
entity’s system of internal control, and includes both direct
and indirect controls.
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activities component as follows:

(i) Controls that address a risk that is determined to be a
significant risk; (Ref: Para. A158-A159)

(i) Controls over journal entries, including non-standard
journal entries used to record non-recurring, unusual
transactions or adjustments; (Ref: Para. A160-A161)

(iii) Controls for which the auditor plans to test operating
effectiveness in determining the nature, timing and
extent of substantive testing, which shall include
controls that address risks for which substantive
procedures alone do not provide sufficient appropriate
audit evidence; and (Ref: Para. A162-A164)

(iv) Other controls that the auditor considers are
appropriate to enable the auditor to meet the objectives
of paragraph 13 with respect to risks at the assertion
level, based on the auditor’ s professional judgment;
(Ref: Para. A165)

(b) Based on controls identified in (a), identifying the IT
applications and the other aspects of the entity’ s IT
environment that are subject to risks arising from the use
of IT; (Ref: Para. A166-Al172)

(c) For such IT applications and other aspects of the IT
environment identified in (b), identifying: (Ref: Para.
Al73-Al74)

(i) The related risks arising from the use of IT; and

(i) The entity’ s general IT controls that address such
risks; and

(d) For each control identified in (a) or (c)(ii): (Ref: Para.
Al175-A181)

(i) Evaluating whether the control is designed effectively
to address the risk of material misstatement at the
assertion level, or effectively designed to support the
operation of other controls; and

(i) Determining whether the control has been
implemented by performing procedures in addition to
inquiry of the entity’ s personnel.

Example:

The controls that an entity has established to ensure that its
personnel are properly counting and recording the annual
physical inventory relate directly to the risks of material
misstatement relevant to the existence and completeness
assertions for the inventory account balance.
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A148. The auditor’s identification and evaluation of controls

in the control activities component is focused on
information processing controls, which are controls applied
during the processing of information in the entity’s
information system that directly address risks to the
integrity of information (i.e., the completeness, accuracy
and validity of transactions and other information).
However, the auditor is not required to identify and
evaluate all information processing controls related to the
entity’s policies that define the flows of transactions and
other aspects of the entity’s information processing
activities for the significant classes of transactions, account
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balances and disclosures.

A149. There may also be direct controls that exist in the
control environment, the entity’s risk assessment process
or the entity’s process to monitor the system of internal
control, which may be identified in accordance with
paragraph 26. However, the more indirect the relationship
between controls that support other controls and the control
that is being considered, the less effective that control may
be in preventing, or detecting and correcting, related
misstatements.

Example:
A sales manager’s review of a summary of sales activity
for specific stores by region ordinarily is only indirectly
related to the risks of material misstatement relevant to the
completeness assertion for sales revenue. Accordingly, it
may be less effective in addressing those risks than controls
more directly related thereto, such as matching shipping
documents with billing documents.
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A150. Paragraph 26 also requires the auditor to identify and
evaluate general IT controls for IT applications and other
aspects of the IT environment that the auditor has
determined to be subject to risks arising from the use of IT,
because general IT controls support the continued effective
functioning of information processing controls. A general
IT control alone is typically not sufficient to address a risk
of material misstatement at the assertion level.
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A151. The controls that the auditor is required to identify and
evaluate the design, and determine the implementation of,
in accordance with paragraph 26 are those:

* Controls which the auditor plans to test the operating
effectiveness of in determining the nature, timing and
extent of substantive procedures. The evaluation of such
controls provides the basis for the auditor’s design of test
of control procedures in accordance with ISA 330. These
controls also include controls that address risks for which
substantive procedures alone do not provide sufficient
appropriate audit evidence.

* Controls include controls that address significant risks and
controls over journal entries. The auditor’s identification
and evaluation of such controls may also influence the
auditor’s understanding of the risks of material
misstatement, including the identification of additional
risks of material misstatement (see paragraph A95). This
understanding also provides the basis for the auditor’s
design of the nature, timing and extent of substantive
audit procedures that are responsive to the related
assessed risks of material misstatement.

* Other controls that the auditor considers are appropriate to
enable the auditor to meet the objectives of paragraph 13
with respect to risks at the assertion level, based on the
auditor’s professional judgment.
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A152. Controls in the control activities component are
required to be identified when such controls meet one or
more of the criteria included in paragraph 26(a). However,
when multiple controls each achieve the same objective, it
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is unnecessary to identify each of the controls related to
such objective.

THHAEITIE. £ DO HBNCEES 54T O NG
i Gl NPT I E A

Types of controls in the control activities component (Ref:
Para. 26)
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A153. Examples of controls in the control activities
component include authorizations and approvals,
reconciliations, verifications (such as edit and validation
checks or automated calculations), segregation of duties,
and physical or logical controls, including those addressing
safeguarding of assets.
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A154. Controls in the control activities component may also
include controls established by management that address
risks of material misstatement related to disclosures not
being prepared in accordance with the applicable financial
reporting framework. Such controls may relate to
information included in the financial statements that is
obtained from outside of the general and subsidiary ledgers.
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A155. Regardless of whether controls are within the IT
environment or manual systems, controls may have various
objectives and may be applied at various organizational and
functional levels.
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Scalability (Ref: Para. 26)
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A156. Controls in the control activities component for less
complex entities are likely to be similar to those in larger
entities, but the formality with which they operate may
vary. Further, in less complex entities, more controls may
be directly applied by management.

Example:

Management’s sole authority for granting credit to

customers and approving significant purchases can provide

strong control over important account balances and
transactions.
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A157. It may be less practicable to establish segregation of
duties in less complex entities that have fewer employees.
However, in an owner-managed entity, the owner-manager
may be able to exercise more effective oversight through
direct involvement than in a larger entity, which may
compensate for the generally more limited opportunities for
segregation of duties. Although, as also explained in ISA
240, domination of management by a single individual can
be a potential control deficiency since there is an
opportunity for management override of controls.*
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%9 |SA 240, paragraph A28

Controls that address risks of material misstatement at the
assertion level (Ref: Para. 26(a))
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Controls that address risks that are determined to be a
significant risk (Ref: Para. 26(a)(i))
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A158. Regardless of whether the auditor plans to test the
operating effectiveness of controls that address significant
risks, the understanding obtained about management’s
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approach to addressing those risks may provide a basis for
the design and performance of substantive procedures
responsive to significant risks as required by ISA 330.%
Although risks relating to significant non-routine or
judgmental matters are often less likely to be subject to
routine controls, management may have other responses
intended to deal with such risks. Accordingly, the auditor’s
understanding of whether the entity has designed and
implemented controls for significant risks arising from
non-routine or judgmental matters may include whether
and how management responds to the risks. Such responses
may include:
» Controls, such as a review of assumptions by senior
management or experts.
* Documented processes for accounting estimations.
» Approval by those charged with governance.

Example:

Where there are one-off events such as the receipt of a
notice of a significant lawsuit, consideration of the entity’s
response may include such matters as whether it has been
referred to appropriate experts (such as internal or external
legal counsel), whether an assessment has been made of the
potential effect, and how it is proposed that the
circumstances are to be disclosed in the financial
statements.
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40 ISA 330, paragraph 21

A159. ISA 240* requires the auditor to understand controls
related to assessed risks of material misstatement due to
fraud (which are treated as significant risks), and further
explains that it is important for the auditor to obtain an
understanding of the controls that management has
designed, implemented and maintained to prevent and
detect fraud.
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41 1SA 240, paragraphs 28 and A33

Controls over journal entries (Ref: Para. 26(a)(ii))

CERANCE T 2 NERRERID) (55 25 H (1) ©%
1)

A160. Controls that address risks of material misstatement at
the assertion level that are expected to be identified for all
audits are controls over journal entries, because the manner
in which an entity incorporates information from
transaction processing into the general ledger ordinarily
involves the use of journal entries, whether standard or
non-standard, or automated or manual. The extent to which
other controls are identified may vary based on the nature
of the entity and the auditor’s planned approach to further
audit procedures.

Example:

In an audit of a less complex entity, the entity’s information

system may not be complex and the auditor may not plan

to rely on the operating effectiveness of controls. Further,
the auditor may not have identified any significant risks or
any other risks of material misstatement for which it is
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necessary for the auditor to evaluate the design of controls
and determine that they have been implemented. In such an
audit, the auditor may determine that there are no identified
controls other than the entity’s controls over journal
entries.
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Automated tools and techniques
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A161. In manual general ledger systems, non-standard journal

entries may be identified through inspection of ledgers,
journals, and supporting documentation. When automated
procedures are used to maintain the general ledger and
prepare financial statements, such entries may exist only in
electronic form and may therefore be more easily identified
through the use of automated techniques.

Example:

In the audit of a less complex entity, the auditor may be
able to extract a total listing of all journal entries into a
simple spreadsheet. It may then be possible for the auditor
to sort the journal entries by applying a variety of filters
such as currency amount, name of the preparer or reviewer,
journal entries that gross up the balance sheet and income
statement only, or to view the listing by the date the journal
entry was posted to the general ledger, to assist the auditor
in designing responses to the risks identified relating to
journal entries.
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Controls for which the auditor plans to test the operating

effectiveness (Ref: Para. 26(a)(iii))

KBS A A 258 P et oD S0 & 7T L TV 2 NERHE
fl) (25 (1) @MW)

A162. The auditor determines whether there are any risks of

material misstatement at the assertion level for which it is
not possible to obtain sufficient appropriate audit evidence
through substantive procedures alone. The auditor is
required, in accordance with ISA 330,*? to design and
perform tests of controls that address such risks of material
misstatement when substantive procedures alone do not
provide sufficient appropriate audit evidence at the
assertion level. As a result, when such controls exist that
address these risks, they are required to be identified and
evaluated.
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421SA 330, paragraph 8(b)

A163. In other cases, when the auditor plans to take into

account the operating effectiveness of controls in
determining the nature, timing and extent of substantive
procedures in accordance with ISA 330, such controls are
also required to be identified because ISA 330* requires
the auditor to design and perform tests of those controls.

Examples:

The auditor may plan to test the operating effectiveness of

controls:

* Over routine classes of transactions because such testing
may be more effective or efficient for large volumes of
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homogenous transactions.

* Over the completeness and accuracy of information
produced by the entity (e.g., controls over the
preparation of system-generated reports), to determine
the reliability of that information, when the auditor
intends to take into account the operating effectiveness
of those controls in designing and performing further
audit procedures.

* Relating to operations and compliance objectives when
they relate to data the auditor evaluates or uses in

applying audit procedures.
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» ISA 330, paragraph 8(a)

A164. The auditor’s plans to test the operating effectiveness

of controls may also be influenced by the identified risks of

material misstatement at the financial statement level. For
example, if deficiencies are identified related to the control
environment, this may affect the auditor’s overall
expectations about the operating effectiveness of direct
controls.
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Other controls that the auditor considers appropriate (Ref:
Para. 26(a)(iv))
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A165. Other controls that the auditor may consider are
appropriate to identify, and evaluate the design and
determine the implementation, may include:

* Controls that address risks assessed as higher on the
spectrum of inherent risk but have not been determined
to be a significant risk;

* Controls related to reconciling detailed records to the
general ledger; or

» Complementary user entity controls, if using a service
organization.*
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4 SA 402, Audit Considerations Relating to an Entity Using
a Service Organization

Identifying IT applications and other aspects of the IT
environment, risks arising from the use of IT and general
IT controls (Ref: Para. 26(b)—(c))
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Appendix 5 includes example characteristics of IT
applications and other aspects of the IT environment, and
guidance related to those characteristics, that may be
relevant in identifying IT applications and other aspects of
the IT environment subject to risks arising from the use of
IT.
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Identifying IT applications and other aspects of the IT
environment (Ref: Para. 26(b))
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Why the auditor identifies risks arising from the use of IT and
general IT controls related to identified IT applications and
other aspects of the IT environment

(AR, BAIENZITT AV r—3 g RO
THZOMD IT WEICBE LT, IT ORANBET
B A7 "ROIT 2k 2 i%5 3 2B H)

A166. Understanding the risks arising from the use of IT and
the general IT controls implemented by the entity to
address those risks may affect:

* The auditor’s decision about whether to test the operating
effectiveness of controls to address risks of material
misstatement at the assertion level;

Example:

When general IT controls are not designed effectively or

appropriately implemented to address risks arising from the

use of IT (e.g., controls do not appropriately prevent or
detect unauthorized program changes or unauthorized
access to IT applications), this may affect the auditor’s
decision to rely on automated controls within the affected

IT applications.

* The auditor’s assessment of control risk at the assertion
level;

Example:
The ongoing operating effectiveness of an information
processing control may depend on certain general IT
controls that prevent or detect unauthorized program
changes to the IT information processing control (i.e.,
program change controls over the related IT application).
In such circumstances, the expected operating
effectiveness (or lack thereof) of the general IT control may
affect the auditor’s assessment of control risk (e.g., control
risk may be higher when such general IT controls are
expected to be ineffective or if the auditor does not plan to
test the general IT controls).

* The auditor’s strategy for testing information produced
by the entity that is produced by or involves information
from the entity’s IT applications;

Example:

When information produced by the entity to be used as

audit evidence is produced by IT applications, the auditor

may determine to test controls over system-generated
reports, including identification and testing of the general

IT controls that address risks of inappropriate or

unauthorized program changes or direct data changes to the

reports.
* The auditor’s assessment of inherent risk at the assertion
level; or

Example:

When there are significant or extensive programming

changes to an IT application to address new or revised

reporting requirements of the applicable financial reporting
framework, this may be an indicator of the complexity of
the new requirements and their effect on the entity’s
financial statements. When such extensive programming or
data changes occur, the IT application is also likely to be
subject to risks arising from the use of IT.

* The design of further audit procedures.

Example:

If information processing controls depend on general IT

controls, the auditor may determine to test the operating
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effectiveness of the general IT controls, which will then
require the design of tests of controls for such general IT
controls. If, in the same circumstances, the auditor
determines not to test the operating effectiveness of the
general IT controls, or the general IT controls are expected
to be ineffective, the related risks arising from the use of IT
may need to be addressed through the design of substantive
procedures. However, the risks arising from the use of IT
may not be able to be addressed when such risks relate to
risks for which substantive procedures alone do not provide
sufficient appropriate audit evidence. In such
circumstances, the auditor may need to consider the
implications for the audit opinion.
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Identifying IT applications that are subject to risks arising
from the use of IT

(IT DFIRANCELCD VA7 OEBERITD IT 77
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Al167. For the IT applications relevant to the information
system, understanding the nature and complexity of the
specific IT processes and general IT controls that the entity
has in place may assist the auditor in determining which IT
applications the entity is relying upon to accurately process
and maintain the integrity of information in the entity’s
information system. Such IT applications may be subject to
risks arising from the use of IT.
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A168. Identifying the IT applications that are subject to risks
arising from the use of IT involves taking into account
controls identified by the auditor because such controls
may involve the use of IT or rely on IT. The auditor may
focus on whether an IT application includes automated
controls that management is relying on and that the auditor
has identified, including controls that address risks for
which substantive procedures alone do not provide
sufficient appropriate audit evidence. The auditor may also
consider how information is stored and processed in the
information system relating to significant classes of
transactions, account balances and disclosures and whether
management is relying on general IT controls to maintain
the integrity of that information.
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A169. The controls identified by the auditor may depend on
system-generated reports, in which case the IT applications
that produce those reports may be subject to risks arising
from the use of IT. In other cases, the auditor may not plan
to rely on controls over the system-generated reports and
plan to directly test the inputs and outputs of such reports,
in which case the auditor may not identify the related IT
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applications as being subject to risks arising from IT.
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Scalability

(88 D FRBR )

A170. The extent of the auditor’s understanding of the IT
processes, including the extent to which the entity has
general IT controls in place, will vary with the nature and
the circumstances of the entity and its IT environment, as
well as based on the nature and extent of controls identified
by the auditor. The number of IT applications that are
subject to risks arising from the use of IT also will vary
based on these factors.

Examples:

* An entity that uses commercial software and does not
have access to the source code to make any program
changes is unlikely to have a process for program
changes, but may have a process or procedures to
configure the software (e.g., the chart of accounts,
reporting parameters or thresholds). In addition, the
entity may have a process or procedures to manage
access to the application (e.g., a designated individual
with administrative access to the commercial software).
In such circumstances, the entity is unlikely to have or
need formalized general IT controls.

* In contrast, a larger entity may rely on IT to a great extent
and the IT environment may involve multiple IT
applications and the IT processes to manage the IT
environment may be complex (e.g., a dedicated IT
department exists that develops and implements
program changes and manages access rights), including
that the entity has implemented formalized general IT
controls over its IT processes.

* When management is not relying on automated controls
or general IT controls to process transactions or maintain
the data, and the auditor has not identified any automated
controls or other information processing controls (or any
that depend on general IT controls), the auditor may plan
to directly test any information produced by the entity
involving IT and may not identify any IT applications
that are subject to risks arising from the use of IT.

» When management relies on an IT application to process
or maintain data and the volume of data is significant,
and management relies upon the IT application to
perform automated controls that the auditor has also
identified, the IT application is likely to be subject to
risks arising from the use of IT.
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Al71. When an entity has greater complexity in its IT
environment, identifying the IT applications and other
aspects of the IT environment, determining the related risks
arising from the use of IT, and identifying general IT
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controls is likely to require the involvement of team
members with specialized skills in IT. Such involvement is
likely to be essential, and may need to be extensive, for
complex IT environments.
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Identifying other aspects of the IT environment that are
subject to risks arising from the use of IT
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Al172. The other aspects of the IT environment that may be
subject to risks arising from the use of IT include the
network, operating system and databases, and, in certain
circumstances, interfaces between IT applications. Other
aspects of the IT environment are generally not identified
when the auditor does not identify IT applications that are
subject to risks arising from the use of IT. When the auditor
has identified IT applications that are subject to risks
arising from IT, other aspects of the IT environment (e.g.,
database, operating system, network) are likely to be
identified because such aspects support and interact with
the identified IT applications.
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Identifying risks arising from the use of IT and general IT
controls (Ref: Para. 26(c))

(IT DFIFNGAET D Y X7 & IT 2k OB
(%5 25 16 (3) &)

Appendix 6 sets out considerations for understanding
general IT controls.

ok 6 13, IT i 2 AT 572 OB EFHE
AL LTV D,

A173. In identifying the risks arising from the use of IT, the
auditor may consider the nature of the identified IT
application or other aspect of the IT environment and the
reasons for it being subject to risks arising from the use of
IT. For some identified IT applications or other aspects of
the IT environment, the auditor may identify applicable
risks arising from the use of IT that relate primarily to
unauthorized access or unauthorized program changes, as
well as that address risks related to inappropriate data
changes (e.g., the risk of inappropriate changes to the data
through direct database access or the ability to directly
manipulate information).

A161. BB NIZ. IT ORI SAET DY 27 285
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Al174. The extent and nature of the applicable risks arising
from the use of IT vary depending on the nature and
characteristics of the identified IT applications and other
aspects of the IT environment. Applicable IT risks may
result when the entity uses external or internal service
providers for identified aspects of its IT environment (e.g.,
outsourcing the hosting of its IT environment to a third
party or using a shared service center for central
management of IT processes in a group). Applicable risks
arising from the use of IT may also be identified related to
cybersecurity. It is more likely that there will be more risks
arising from the use of IT when the volume or complexity
of automated application controls is higher and
management is placing greater reliance on those controls
for effective processing of transactions or the effective
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maintenance of the integrity of underlying information.

LIEHROA T TV T 4 (Thbb, F# (F—
X)) OMEFEME, IERMEM:. 1E4ME) oy kR0
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Evaluating the design, and determining implementation, of
identified controls in the control activities component (Ref:
Para 26(d))

(FERITEBYIC B\ THB S NI NERERI O T A D

b R CEB~DOBEHOHNTY (5 25 H (4) &
M)

A175. Evaluating the design of an identified control involves
the auditor’s consideration of whether the control,
individually or in combination with other controls, is
capable of effectively preventing, or detecting and
correcting, material misstatements (i.e., the control
objective).

A163. R S T NEREEI O T A v OFHIE. N
BRI S B T U O N ERRE I & ofEAE T, &
B BAR R AN I - BIETE 500
ES (Thebb, NEKEIOBR) ZMEd s 2
EEEte,

Al176. The auditor determines the implementation of an
identified control by establishing that the control exists and
that the entity is using it. There is little point in the auditor
assessing the implementation of a control that is not
designed effectively. Therefore, the auditor evaluates the
design of a control first. An improperly designed control
may represent a control deficiency.

A164.  BEAENIZ. WNESHEISAEIE L, EERICEED
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bbb,

Al177. Risk assessment procedures to obtain audit evidence
about the design and implementation of identified controls
in the control activities component may include:

* Inquiring of entity personnel.

* Observing the application of specific controls.

* Inspecting documents and reports.

Inquiry alone, however, is not sufficient for such purposes.

A165.  FRENEENCRB W CEEB S L= NEHEH o T 5
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A178. The auditor may expect, based on experience from the
previous audit or based on current period risk assessment
procedures, that management does not have effectively
designed or implemented controls to address a significant
risk. In such instances, the procedures performed to address
the requirement in paragraph 26(d) may consist of
determining that such controls have not been effectively
designed or implemented. If the results of the procedures
indicate that controls have been newly designed or
implemented, the auditor is required to perform the
procedures in paragraph 26(b)—(d) on the newly designed
or implemented controls.

Al166. WFEFEOEESLY MO U X 7 3R Tl &
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A179. The auditor may conclude that a control, which is
effectively designed and implemented, may be appropriate
to test in order to take its operating effectiveness into
account in designing substantive procedures. However,
when a control is not designed or implemented effectively,
there is no benefit in testing it. When the auditor plans to

ALBT. AT VA SNEBICHEHA SN THDN
RN DV T, ERREH OB AR L O FME 2 &
JE L CHEAEFR 2 LR T D720 T DONHEHEH O
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test a control, the information obtained about the extent to
which the control addresses the risk(s) of material
misstatement is an input to the auditor’s control risk
assessment at the assertion level.

VENTWRWXIZEBICEA IR TW R WES
X, EARHE TR A S L CHERN R,

W O 1E ARG Tt 2 Eii 5% 6. £OWN
ERREHI N B AR AFROR Y A 7 ITHIGT D RRE AR
WAL, BEEAOT =3y s LNV
U 27 OFMBNTHETH D,

A180. Evaluating the design and determining the
implementation of identified controls in the control
activities component is not sufficient to test their operating
effectiveness.However, for automated controls, the auditor
may plan to test the operating effectiveness of automated
controls by identifying and testing general IT controls that
provide for the consistent operation of an automated
control instead of performing tests of operating
effectiveness on the automated controls directly. Obtaining
audit evidence about the implementation of a manual
control at a point in time does not provide audit evidence
about the operating effectiveness of the control at other
times during the period under audit.Tests of the operating
effectiveness of controls, including tests of indirect
controls, are further described in ISA 330.%
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o

4 ISA 330, paragraphs 8-11

A181. When the auditor does not plan to test the operating
effectiveness of identified controls, the auditor’s
understanding may still assist in the design of the nature,
timing and extent of substantive audit procedures that are
responsive to the related risks of material misstatement.

Example:

The results of these risk assessment procedures may

provide a basis for the auditor’s consideration of possible

deviations in a population when designing audit samples.

A169. B S AU 72 PNl oD 3 F REA T e A SN L
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Control Deficiencies Within the Entity * s System of Internal

Control Deficiencies Within the Entity’s System of Internal

(@ EXORNERGS RT HIZBIT D EHEH DR

€(6) EFEDOWNEHESIT AT KiZISlT 5 NERHER DR

Control Control (Ref: Para. 27) = Y (&5 26 THEMR)
27. Based on the auditor’ s evaluation of each of the | A182. In performing the evaluations of each of the|26. {IEDOWNEHHI T AT LADBIEREZEOIAMIC [ A170.  BEE AL, BEONIBEHE > AT L OKHER

components of the entity’ s system of internal control, the
auditor shall determine whether one or more control
deficiencies have been identified. (Ref: Para. A182-A183)

components of the entity’s system of internal control,*® the
auditor may determine that certain of the entity’s policies
in a component are not appropriate to the nature and
circumstances of the entity. Such a determination may be
an indicator that assists the auditor in identifying control
deficiencies. If the auditor has identified one or more
control deficiencies, the auditor may consider the effect of
those control deficiencies on the design of further audit
procedures in accordance with ISA 330.

HoX | AN, WNESHLH O AME 235k B S 4v7z
E QMBI LR U Ze 5720y (A170 XD A1T1
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46 paragraphs 21(b), 22(b), 24(c), 25(c) and 26(d)

A183. If the auditor has identified one or more control
deficiencies, ISA 265* requires the auditor to determine
whether, individually or in combination, the deficiencies
constitute a significant deficiency. The auditor uses

AL71. B NSRS O A 255k A L= 56, %
THAET: B o5 E 265 THEHHEIOAHICBET %
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Ra=r—va v iE, WERHIOANEDS, B
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represents a significant control deficiency.* ORI ATER L TWD (BB 265 45 7 HS

Examples:

Circumstances that may indicate a significant control

deficiency exists include matters such as:

* The identification of fraud of any magnitude that involves
senior management;

* Identified internal processes that are inadequate relating
to the reporting and communication of deficiencies
noted by internal audit;

* Previously communicated deficiencies that are not
corrected by management in a timely manner;

* Failure by management to respond to significant risks, for
example, by not implementing controls over significant
risks; and

* The restatement of previously issued financial statements.

M) o M2 NERHEH O BE R &L 22 D0 E D
OHIWrL, BEEME L L TOHBFEEHTSH S
(BE L 265 D A6 TH N N AB THS M)
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4T1SA 265, Communicating Deficiencies in Internal Control
to Those Charged with Governance and Management,
paragraph 8

81SA 265, paragraphs A6—A7 set out indicators of significant
deficiencies, and matters to be considered in determining
whether a deficiency, or a combination of deficiencies, in
internal control constitute a significant deficiency.

Identifying and Assessing the Risks of Material
Misstatement (Ref: Para. A184-A185) Identifying

Identifying and Assessing the Risks of Material Misstatement
(Ref: Para. 28-37)

(3. BEREMBFRY X7 O LMY  (A172 2
5 AlLT3 THSMR)

(4. BEERBHBIRTY X7 ORI & FAE)
MO H 36 IHS M)

(5 27 11

Why the Auditor Identifies and Assesses the Risks of Material
Misstatement

(1) BEAPEEREHBFTY X7 s LT
S HEH)

Al184. Risks of material misstatement are identified and
assessed by the auditor in order to determine the nature,
timing and extent of further audit procedures necessary to
obtain sufficient appropriate audit evidence. This evidence
enables the auditor to express an opinion on the financial
statements at an acceptably low level of audit risk.

AL72. BEENIE. oot R AR AF9 5
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A185. Information gathered by performing risk assessment
procedures is used as audit evidence to provide the basis
for the identification and assessment of the risks of material
misstatement. For example, the audit evidence obtained
when evaluating the design of identified controls and
determining whether those controls have been
implemented in the control activities component, is used as
audit evidence to support the risk assessment. Such
evidence also provides a basis for the auditor to design
overall responses to address the assessed risks of material
misstatement at the financial statement level, as well as
designing and performing further audit procedures whose
nature, timing and extent are responsive to the assessed
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risks of material misstatement at the assertion level, in
accordance with ISA 330.

DOFEEE, B R OFPH 2 28R LU EMiT 5 72D O Halk
b7 D,

Identifying Risks of Material Misstatement

Identifying Risks of Material Misstatement (Ref: Para. 28)

{

(1) BEERQERBFIRY X7 ORI

(2 EEREHBITY 220  (GF 27 HEMR)

28. The auditor shall identify the risks of material
misstatement and determine whether they exist at: (Ref:
Para. A186-A192)

(a) The financial statement level; (Ref: Para. A193-A200)
or

(b) The assertion level for classes of transactions, account
balances and disclosures. (Ref: Para. A201)

A186. The identification of risks of material misstatement is
performed before consideration of any related controls (i.e.,
the inherent risk), and is based on the auditor’s preliminary
consideration of misstatements that have a reasonable
possibility of both occurring, and being material if they
were to occur.*

27.
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49 1SA 200, paragraph Al5a

29. The auditor shall determine the relevant assertions and the
related significant classes of transactions, account balances
and disclosures. (Ref: Para. A202-A204)

A187. Identifying the risks of material misstatement also
provides the basis for the auditor’s determination of
relevant assertions, which assists the auditor’s
determination of the significant classes of transactions,
account balances and disclosures.

28.
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Assertions

(@) 7H—=va)

Why the Auditor Uses Assertions

(O BEARTY—varzfHT58E)

A188. In identifying and assessing the risks of material
misstatement, the auditor uses assertions to consider the
different types of potential misstatements that may occur.
Assertions for which the auditor has identified related risks
of material misstatement are relevant assertions.

A176. BEAANIX., EEREBERY A7 2585 Lk
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The Use of Assertions

(@ 79— aroffE)

Al189. In identifying and assessing the risks of material
misstatement, the auditor may use the categories of
assertions as described in paragraph A190(a)—(b) below or
may express them differently provided all aspects
described below have been covered. The auditor may
choose to combine the assertions about classes of
transactions and events, and related disclosures, with the
assertions about account balances, and related disclosures.
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A190. Assertions used by the auditor in considering the
different types of potential misstatements that may occur
may fall into the following categories:

() Assertions about classes of transactions and events, and
related disclosures, for the period under audit:

(i) Occurrence—transactions and events that have been
recorded or disclosed have occurred, and such
transactions and events pertain to the entity.

(i) Completeness—all transactions and events that
should have been recorded have been recorded, and all
related disclosures that should have been included in
the financial statements have been included.

(iii) Accuracy—amounts and other data relating to
recorded transactions and events have been recorded
appropriately, and related disclosures have been
appropriately measured and described.

(iv) Cutoff—transactions and events have been recorded
in the correct accounting period.
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(v) Classification—transactions and events have been
recorded in the proper accounts.

(vi)  Presentation—transactions and events are
appropriately aggregated or disaggregated and clearly
described, and related disclosures are relevant and
understandable in the context of the requirements of the
applicable financial reporting framework.

(b) Assertions about account balances, and related
disclosures, at the period end:

(i) Existence—assets, liabilities and equity interests exist.

(if) Rights and obligations—the entity holds or controls
the rights to assets, and liabilities are the obligations of
the entity.

(iii) Completeness—all assets, liabilities and equity
interests that should have been recorded have been
recorded, and all related disclosures that should have
been included in the financial statements have been
included.

(iv) Accuracy, valuation and allocation—assets,
liabilities and equity interests have been included in the
financial statements at appropriate amounts and any
resulting valuation or allocation adjustments have been
appropriately recorded, and related disclosures have
been appropriately measured and described.

(v) Classification—assets, liabilities and equity interests
have been recorded in the proper accounts.

(vi) Presentation—assets, liabilities and equity interests
are appropriately aggregated or disaggregated and
clearly described, and related disclosures are relevant
and understandable in the context of the requirements
of the applicable financial reporting framework.
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A191. The assertions described in paragraph A190(a)—(b)
above, adapted as appropriate, may also be used by the
auditor in considering the different types of misstatements
that may occur in disclosures not directly related to
recorded classes of transactions, events or account
balances.

Example:
An example of such a disclosure includes where the entity
may be required by the applicable financial reporting
framework to describe its exposure to risks arising from
financial instruments, including how the risks arise; the
objectives, policies and processes for managing the risks;
and the methods used to measure the risks.
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Considerations Specific to Public Sector Entities

A192. When making assertions about the financial statements
of public sector entities, in addition to those assertions set
out in paragraph A190(a)—(b), management may often
assert that transactions and events have been carried out in
accordance with law, regulation or other authority. Such
assertions may fall within the scope of the financial
statement audit.

Assessing Risks of Material Misstatement at the Financial
Statement Level

Risks of Material Misstatement at the Financial Statement
Level (Ref: Para. 28(a) and 30)

(@2 ME#RLEEVSNVOERERRBRRY X0
ERAL

(1) MBERLEL_NVOBBEREHBERY X))
(3F 27 H (1) KOV 29 THSHR)

Why the Auditor Identifies and Assesses Risks of Material
Misstatement at the Financial Statement Level

(@ BEBEADRBBHEREELVVOEEREHRTR
VX7 ZHB U 5 EH)

30. For identified risks of material misstatement at the
financial statement level, the auditor shall assess the risks
and: (Ref: Para. A193-A200)

(a) Determine whether such risks affect the assessment of
risks at the assertion level; and

(b) Evaluate the nature and extent of their pervasive effect
on the financial statements.

A193. The auditor identifies risks of material misstatement at
the financial statement level to determine whether the risks
have a pervasive effect on the financial statements, and
would therefore require an overall response in accordance
with ISA 330.%°
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0 |SA 330, paragraph 5

A194. In addition, risks of material misstatement at the
financial statement level may also affect individual
assertions, and identifying these risks may assist the auditor
in assessing risks of material misstatement at the assertion
level, and in designing further audit procedures to address
the identified risks.
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Identifying and Assessing Risks of Material Misstatement at
the Financial Statement Level

(@ MEBHREEVAANVOEEREBRFR) X770
Rl & REAT)

A195. Risks of material misstatement at the financial
statement level refer to risks that relate pervasively to the
financial statements as a whole, and potentially affect many
assertions. Risks of this nature are not necessarily risks
identifiable with specific assertions at the class of
transactions, account balance or disclosure level (e.g., risk
of management override of controls). Rather, they
represent circumstances that may pervasively increase the
risks of material misstatement at the assertion level. The
auditor’s evaluation of whether risks identified relate
pervasively to the financial statements supports the
auditor’s assessment of the risks of material misstatement
at the financial statement level. In other cases, a number of
assertions may also be identified as susceptible to the risk,
and may therefore affect the auditor’s risk identification
and assessment of risks of material misstatement at the
assertion level.

Example:

The entity faces operating losses and liquidity issues and is

reliant on funding that has not yet been secured. In such a

circumstance, the auditor may determine that the going

concern basis of accounting gives rise to a risk of material
misstatement at the financial statement level. In this
situation, the accounting framework may need to be
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applied using a liquidation basis, which would likely affect
all assertions pervasively.
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A196. The auditor’s identification and assessment of risks of

material misstatement at the financial statement level is

influenced by the auditor’s understanding of the entity’s

system of internal control, in particular the auditor’s

understanding of the control environment, the entity’s risk

assessment process and the entity’s process to monitor the

system of internal control, and:

* The outcome of the related evaluations required by
paragraphs 21(b), 22(b), 24(c) and 25(c); and

* Any control deficiencies identified in accordance with
paragraph 27.

In particular, risks at the financial statement level may arise

from deficiencies in the control environment or from

external events or conditions such as declining economic

conditions.
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A197. Risks of material misstatement due to fraud may be

particularly relevant to the auditor’s consideration of the
risks of material misstatement at the financial statement
level.

Example:

The auditor understands from inquiries of management that
the entity’s financial statements are to be used in
discussions with lenders in order to secure further financing
to maintain working capital. The auditor may therefore
determine that there is a greater susceptibility to
misstatement due to fraud risk factors that affect inherent
risk (i.e., the susceptibility of the financial statements to
material misstatement because of the risk of fraudulent
financial reporting, such as overstatement of assets and
revenue and under-statement of liabilities and expenses to
ensure that financing will be obtained).
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A198. The auditor’s understanding, including the related

evaluations, of the control environment and other
components of the system of internal control may raise
doubts about the auditor’s ability to obtain audit evidence
on which to base the audit opinion or be cause for
withdrawal from the engagement where withdrawal is
possible under applicable law or regulation.

Examples:

* As a result of evaluating the entity’s control environment,
the auditor has concerns about the integrity of the
entity’s management, which may be so serious as to
cause the auditor to conclude that the risk of intentional
misrepresentation by management in the financial
statements is such that an audit cannot be conducted.

* As a result of evaluating the entity’s information system
and communication, the auditor determines that
significant changes in the IT environment have been
poorly managed, with little oversight from management
and those charged with governance. The auditor

concludes that there are significant concerns about the
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condition and reliability of the entity’s accounting
records. In such circumstances, the auditor may
determine that it is unlikely that sufficient appropriate
audit evidence will be available to support an
unmodified opinion on the financial statements.

| WALk D,

A199. ISA 705 (Revised)®! establishes requirements and
provides guidance in determining whether there is a need
for the auditor to express a qualified opinion or disclaim an
opinion or, as may be required in some cases, to withdraw
from the engagement where withdrawal is possible under
applicable law or regulation.
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L ISA 705 (Revised), Modifications to the Opinion in the
Independent Auditor’s Report

Considerations Specific to Public Sector Entities

A200. For public sector entities, the identification of risks at
the financial statement level may include consideration of
matters related to the political climate, public interest and
program sensitivity.

Risks of Material Misstatement at the Assertion Level (Ref:
Para. 28(b))

(B) TH—Tay  LRAUVOBEREBIERY X
7y (21 (2) M)

Appendix 2 sets out examples, in the context of inherent
risk factors, of events or conditions that may indicate
susceptibility to misstatement that may be material.

fhik 213, BEREGBF R Z2AE L SE LR AR
B9 5 FERRMOBIZ . EHA Y R 7 ER OB
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A201. Risks of material misstatements that do not relate
pervasively to the financial statements are risks of material
misstatement at the assertion level.

A187. WHsERITILS b M WEE L EAFERY
2705, TH—ar s LYULOEBEREGLIRRY
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Relevant Assertions and Significant Classes of Transactions,
Account Balances and Disclosures (Ref: Para. 29)

(O BETHI7H—va VI EERIGIEE.
BEREUIELEE)  (F 28 HEH)

Why Relevant Assertions and Significant Classes of
Transactions, Account Balances and Disclosures Are
Determined

(7. BEETAT7Y—Ta yEOICEERTE|FEE.
BERE I FELZRET 2HH)

A202. Determining relevant assertions and the significant
classes of transactions, account balances and disclosures
provides the basis for the scope of the auditor’s
understanding of the entity’s information system required
to be obtained in accordance with paragraph 25(a). This
understanding may further assist the auditor in identifying
and assessing risks of material misstatement (see A86).
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Automated Tools and Techniques

(. BEMbS 7Y — A ROEIE)

A203. The auditor may use automated techniques to assist in
the identification of significant classes of transactions,
account balances and disclosures.

Examples:

* An entire population of transactions may be analyzed
using automated tools and techniques to understand their
nature, source, size and volume. By applying automated
techniques, the auditor may, for example, identify that
an account with a zero balance at period end was
comprised of numerous offsetting transactions and
journal entries occurring during the period, indicating
that the account balance or class of transactions may be
significant (e.g., a payroll clearing account). This same
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payroll clearing account may also identify expense
reimbursements to management (and other employees),
which could be a significant disclosure due to these
payments being made to related parties.

* By analyzing the flows of an entire population of revenue
transactions, the auditor may more easily identify a
significant class of transactions that had not previously
been identified.

AT Az s D Bl AIE, MERBEBE) .
Flo, ZOREBIREIEN, BEE (RUZEOMM
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Disclosures that May Be Significant

(V. EEQEFRFEL RV EIELEE)

A204. Significant disclosures include both quantitative and
qualitative disclosures for which there is one or more
relevant assertions.Examples of disclosures that have
qualitative aspects and that may have relevant assertions
and may therefore be considered significant by the auditor
include disclosures about:

* Liquidity and debt covenants of an entity in financial
distress.

* Events or circumstances that have led to the recognition
of an impairment loss.

* Key sources of estimation uncertainty,
assumptions about the future.

* The nature of a change in accounting policy, and other
relevant disclosures required by the applicable financial
reporting framework, where, for example, new financial
reporting requirements are expected to have a significant
impact on the financial position and financial
performance of the entity.

» Share-based payment arrangements, including
information about how any amounts recognized were
determined, and other relevant disclosures.

*Related parties, and related party transactions.

*Sensitivity analysis, including the effects of changes in
assumptions used in the entity’s valuation techniques
intended to enable users to understand the underlying
measurement uncertainty of a recorded or disclosed
amount.

including
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Assessing Risks of Material Misstatement at the Assertion
Level

Assessing Risks of Material Misstatement at the Assertion
Level

(@) 7H—Tay - LYUVLOEEREBIRERY X7
DFEAMY

(@ 7H—vay- - LIUVOEBEEREBERTY X7
D7)

Assessing Inherent Risk (Ref: Para. A205-A217)

Assessing Inherent Risk (Ref: Para. 31-33)

(O BEEIYRZOFM) (A191 225 A202 THSH)

(7. BEYRZOHE) (5 30 HLH 32 HE

M)

Assessing the likelihood and magnitude of misstatement (Ref:
Para: 31)

(A‘A-

(BBFRROFETREM & BEBOES VO
30 TAZ )

Why the auditor assesses likelihood and magnitude of
misstatement

(EEAPEBRROFEAETREE L FEOESV TR
fifid~ 25 EH)

31. For identified risks of material misstatement at the
assertion level, the auditor shall assess inherent risk by
assessing the likelihood and magnitude of misstatement. In
doing so, the auditor shall take into account how, and the
degree to which:

(@) Inherent risk factors affect the susceptibility of relevant
assertions to misstatement; and

A205. The auditor assesses the likelihood and magnitude of
misstatement for identified risks of material misstatement
because the significance of the combination of the
likelihood of a misstatement occurring and the magnitude
of the potential misstatement were the misstatement to
occur determines where on the spectrum of inherent risk
the identified risk is assessed, which informs the auditor’s
design of further audit procedures to address the risk.
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(b) The risks of material misstatement at the financial
statement level affect the assessment of inherent risk for
risks of material misstatement at the assertion level. (Ref:
Para. A215-A216)
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A206. Assessing the inherent risk of identified risks of
material misstatement also assists the auditor in
determining significant risks. The auditor determines
significant risks because specific responses to significant
risks are required in accordance with ISA 330 and other
ISAs.
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A207. Inherent risk factors influence the auditor’s assessment
of the likelihood and magnitude of misstatement for the
identified risks of material misstatement at the assertion
level. The greater the degree to which a class of
transactions, account balance or disclosure is susceptible to
material misstatement, the higher the inherent risk
assessment is likely to be. Considering the degree to which
inherent risk factors affect the susceptibility of an assertion
to misstatement assists the auditor in appropriately
assessing inherent risk for risks of material misstatement at
the assertion level and in designing a more precise response
to such a risk.
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Spectrum of inherent risk

A208. In assessing inherent risk, the auditor uses professional
judgment in determining the significance of the
combination of the likelihood and magnitude of a
misstatement.

A194. BEEE NI, EA YV A7 OFHMEIlCB W T, BiaFk
IROFETREMN E R BOESVWOMEEOEEE 4
FRERFLFZE & L COHIBHIZIFESWTIRET D,

A209. The assessed inherent risk relating to a particular risk
of material misstatement at the assertion level represents a
judgment within a range, from lower to higher, on the
spectrum of inherent risk. The judgment about where in the
range inherent risk is assessed may vary based on the
nature, size and complexity of the entity, and takes into
account the assessed likelihood and magnitude of the
misstatement and inherent risk factors.
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A210. In considering the likelihood of a misstatement, the
auditor considers the possibility that a misstatement may
occur, based on consideration of the inherent risk factors.

A196. BEA ANIX. EAFETOREFREM 2 a5 B
W2, EHAY A7 EREEET D,
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A211. In considering the magnitude of a misstatement, the
auditor considers the qualitative and quantitative aspects of
the possible misstatement (i.e., misstatements in assertions
about classes of transactions, account balances or
disclosures may be judged to be material due to size, nature
or circumstances).
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A212. The auditor uses the significance of the combination of
the likelihood and magnitude of a possible misstatement in
determining where on the spectrum of inherent risk (i.e.,
the range) inherent risk is assessed. The higher the
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combination of likelihood and magnitude, the higher the
assessment of inherent risk; the lower the combination of
likelihood and magnitude, the lower the assessment of
inherent risk.

@< 720, RWIEEFEA U A7 OFmIIEL 722
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A213. For a risk to be assessed as higher on the spectrum of
inherent risk, it does not mean that both the magnitude and
likelihood need to be assessed as high. Rather, it is the
intersection of the magnitude and likelihood of the material
misstatement on the spectrum of inherent risk that will
determine whether the assessed inherent risk is higher or
lower on the spectrum of inherent risk. A higher inherent
risk assessment may also arise from different combinations
of likelihood and magnitude, for example a higher inherent
risk assessment could result from a lower likelihood but a
very high magnitude.
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A214. In order to develop appropriate strategies for
responding to risks of material misstatement, the auditor
may designate risks of material misstatement within
categories along the spectrum of inherent risk, based on
their assessment of inherent risk. These categories may be
described in different ways.Regardless of the method of
categorization used, the auditor’s assessment of inherent
risk is appropriate when the design and implementation of
further audit procedures to address the identified risks of
material misstatement at the assertion level is appropriately
responsive to the assessment of inherent risk and the
reasons for that assessment.
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Pervasive Risks of Material Misstatement at the Assertion
Level (Ref: Para 31(b))
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A215. In assessing the identified risks of material
misstatement at the assertion level, the auditor may
conclude that some risks of material misstatement relate
more pervasively to the financial statements as a whole and
potentially affect many assertions, in which case the auditor
may update the identification of risks of material
misstatement at the financial statement level.
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A216. In circumstances in which risks of material
misstatement are identified as financial statement level
risks due to their pervasive effect on a number of assertions,
and are identifiable with specific assertions, the auditor is
required to take into account those risks when assessing
inherent risk for risks of material misstatement at the
assertion level.
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Considerations Specific to Public Sector Entities

A217. In exercising professional judgment as to the
assessment of the risk of material misstatement, public
sector auditors may consider the complexity of the
regulations and directives, and the risks of non-compliance
with authorities.

Significant Risks (Ref: Para. 32)
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Why significant risks are determined and the implications for
the audit

(RN EZMEL TR 7 ZRETHEHKD
BEE~DEE)

32. The auditor shall determine whether any of the assessed
risks of material misstatement are significant risks. (Ref:

Para. A218-A221)

A218. The determination of significant risks allows for the
auditor to focus more attention on those risks that are on
the upper end of the spectrum of inherent risk, through the
performance of certain required responses, including:
*Controls that address significant risks are required to be

identified in accordance with paragraph 26(a)(i), with a
requirement to evaluate whether the control has been
designed effectively and implemented in accordance
with paragraph 26(d).

* ISA 330 requires controls that address significant risks to
be tested in the current period (when the auditor intends
to rely on the operating effectiveness of such controls)
and substantive procedures to be planned and performed
that are specifically responsive to the identified
significant risk.>

* ISA 330 requires the auditor to obtain more persuasive
audit evidence the higher the auditor’s assessment of
risk.>

* ISA 260 (Revised) requires communicating with those
charged with governance about the significant risks
identified by the auditor.>

* ISA 701 requires the auditor to take into account
significant risks when determining those matters that
required significant auditor attention, which are matters
that may be key audit matters.%

* Timely review of audit documentation by the engagement
partner at the appropriate stages during the audit allows
significant matters, including significant risks, to be
resolved on a timely basis to the engagement partner’s
satisfaction on or before the date of the auditor’s report.>®

* ISA 600 requires more involvement by the group
engagement partner if the significant risk relates to a
component in a group audit and for the group
engagement team to direct the work required at the
component by the component auditor.’

31, BEAAIX. B

LI BERERIR U 27 D3l

IR EREL T DI AT THLNE I MEREL

TR 7RV,

(A203 726 A206 TEHZR)

A203. EEENIL, ¥Rl et 2 nE LT X7 2k
ETDHZET, BHAY AT N @O EBRICIFET
HEFMELZY AZICL D EAEZEL ZENTE,
UTOHEEZEGLERINI-REONIGEFEHT D
TENTE D,

%25 I (1) OTIE, FlZematz v EmE 45
U R 7Tk T 2NEHHl 2505 L., 5 256 IH
(4) Tix, YENEHE DRI T A &
N, ¥BICHEA ST DENE I 0 EFHMTi+ 5 2
EERFERLTND,

- EERELERESWIEE 330 1%, FRISREE
L35V R 7RSS D PNERHE I o0 FEAm T
B, YWEEOERICBWTEETLZ & (BEH
N3 Y 5% NS I oD 38 IR I 0 A S L AR LT %
BA) . KOS U=kl e it e L EmET5H Y
A7 AE BN xR D FREFHe 2 518 L FE 3 5
T EHEERLTWA (BEEEHR 330 55 14 TH L UV 20
HEZM) |

=

- EAEEZBSWEE 330 1L, FHME L-EE R
BAERRY R 7 OFRRENFEDIZE, L0 iENL
RERFONDERAE AFTTH L2 ERLT
W5 (BEAER 330, B 6H (2) M) .

B LET B S E 260 12, BE AR L
TR A LB LT 5 U A 712 oW TR
ElpaIla=hr— g rEERLTNS (B
260 5 13 THBR)

B SLvET: B 3701 TS BE A A\ O BE A )
EEICBITIERE FOFELMFNEEORE)
I, BEE O TERBRFFHLE R LAIREOD
5, EEADPFCEREE LS FHERET DB
WZIE, FRRl it 2 L Em LT U R 2 EET D
ZEHRERLTWD (AR 701 55 8HSM) |
- ERBLEN. BEEOIEM T O 7 B T
RpICEEHELZER T2 &Ick» T, BEARRE
EHFNC, BB ELELETD Y A7 25T
EEAFEAEESEENNE TE D L ) I
RSB Z EnAfRE L 72 B (BEHLH 220 26 16 TH
KONALS HHBR)

BEAT L UET: B A E 600 (X, BRI iEt 2
T DY RINITN—THEHEROERICE T
DAERREALICER L, 7V — TR F — L3R
HALOBEBE NIV EL SNHEELERT 5
W, IN—THEEEEEICLDER DL 2 HR
LCW5 (B 600 55 29 TH KL OV 30 THS R)

52 |SA 330, paragraphs 15 and 21

53 ISA 330, paragraph 7(b)

%4 ISA 260 (Revised), paragraph 15

%5 ISA 701, Communicating Key Audit Matters in the Independent
Auditor’s Report, paragraph 9

% 1SA 220, paragraphs 17 and A19
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STISA 600, paragraphs 30 and 31

Determining significant risks

CRFRl B2 LE LT 5 Y X7 DRIED

A219. In determining significant risks, the auditor may first
identify those assessed risks of material misstatement that
have been assessed higher on the spectrum of inherent risk
to form the basis for considering which risks may be close
to the upper end. Being close to the upper end of the
spectrum of inherent risk will differ from entity to entity,
and will not necessarily be the same for an entity period on
period. It may depend on the nature and circumstances of
the entity for which the risk is being assessed.

A204. BEAENIZ. ¥R ZLEE T U X7 ik
ETHERIC, ETEAY A7 BNEW &G L7z B
RIBAFRTRI AT EREEL, EOY A7 BN RbLEWD
TEEIC T WY R 7 TH DN E Rt 57200k &
THZENDD, VAT NS EWEBIZTWNE
IMMIRECL - TRERRY, /2, BEICE-STH
FTLOLEHFR CTIER<, VAT ZFHE LD
FENR LRI L TR S,

A220. The determination of which of the assessed risks of
material misstatement are close to the upper end of the
spectrum of inherent risk, and are therefore significant
risks, is a matter of professional judgment, unless the risk
is of a type specified to be treated as a significant risk in
accordance with the requirements of another ISA. ISA 240
provides further requirements and guidance in relation to
the identification and assessment of the risks of material
misstatement due to fraud.*®

Example:

* Cash at a supermarket retailer would ordinarily be
determined to be a high likelihood of possible
misstatement (due to the risk of cash being
misappropriated), however the magnitude would
typically be very low (due to the low levels of physical
cash handled in the stores). The combination of these
two factors on the spectrum of inherent risk would be
unlikely to result in the existence of cash being
determined to be a significant risk.

* An entity is in negotiations to sell a business segment. The
auditor considers the effect on goodwill impairment, and
may determine there is a higher likelihood of possible
misstatement and a higher magnitude due to the impact
of inherent risk factors of subjectivity, uncertainty and
susceptibility to management bias or other fraud risk
factors. This may result in goodwill impairment being
determined to be a significant risk.

A205. FHi L7=EER2EHBR R AZ05L, EDY
AT Wb @ ORI AFE LR et 2 B b 4
HYRTERDPOPREIL, BENFEMFLELTO
HIWrZ LD (43U A7 0, fhoEELERESW
HECTHER IND FHITWES T, FrilZetatz L3
ETHIVAZELTRVED Z & & SNTEERE
BRIV AT THLIGAEEIRS, ) . BEEEERS
S 240 13, REIC K AEEREBF R A7
DA & FMICBE U CRel 7 Bk H I & e 8 &
SLE LTS (B 240 5 24 HH)NDF 26 THS
M)

Bl

INBEZTHDA—N—~—F v NOBAEIX,
WMHIND Y A28, BZVELEBRTO
FEAETREME E W Ll E T S D N, TR
DEAWIE, EHCTHEb s BHEDOEN VRN
D —fRANTARD TR, FEAFTREM: & B D E A
WORERTEEBET D &, BleOEEENFR 72
et nE L350 27 LB algerEid g,

BN, HOEFEY T AL FORHORW AT
STWDHEA, BENX., ONADOHBIZ LTS
WAL RE L, T8I, NEENME, BEE ORFR
DETLRLTEXIZZDOMDOREY 27 EHR LV -
EAY A7 ERORBIZELY, BZVEDEDG
RRDFAEFREM: & B D EEE WD E VD &
HTERDDH, ZOHE. OIVADOBIED R
B2 LET 5 27 LAUMENDZ END
Do

%8 |SA 240, paragraphs 26-28

A221. The auditor also takes into the account the relative
effects of inherent risk factors when assessing inherent risk.
The lower the effect of inherent risk factors, the lower the
assessed risk is likely to be. Risks of material misstatement
that may be assessed as having higher inherent risk and
may therefore be determined to be a significant risk, may
arise from matters such as the following:

* Transactions for which there are multiple acceptable
accounting treatments such that subjectivity is involved.

* Accounting estimates that have high estimation
uncertainty or complex models.

A206. BEAENIX, BEAY A7 ZFMT 585, EAY
A7 BERNLIETHELEET D, BAY A7 EHRE
DOFEMRNE L, BHA Y A7 IHMELSFHMis N =
EMZ, EHAY A7 BEL, Rl E n B L
THUARAIThHDEHWTHZENHHEERED
TRV A7 1L, UTOFERENSAELDLZ EBH D,

BHOSFHENERD LD G T, FOER
(ZEBIEDE S B

AHEEMEDN @V UTEME R ET LV ORE EO R
&Y
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» Complexity in data collection and processing to support
account balances.

* Account balances or quantitative disclosures that involve
complex calculations.

» Accounting principles that may be subject to differing
interpretation.

» Changes in the entity’s business that involve changes in
accounting, for example, mergers and acquisitions.

BEFR & ARl 2 7o 0 DT — Z NS LB D
EHENE

BMEZR R R 2 A S B E R R o B 7 TR RC SR
BRI DR A b T2 B REMEN B D= at e
RFHLELOE R 2 ) RO FRFEDEAL (Bl z
I, EHERE)

Risks for Which Substantive Procedures Alone Do Not

Provide Sufficient Appropriate Audit Evidence (Ref: Para.
33)

(FAEFHD H TiI+ 02 oBE P RERAME AF T
ERVWIR7) (%32 HEZM)

NN

Why risks for which substantive procedures alone do not

provide sufficient appropriate audit evidence are required
to be identified

(FAEFHD H TiI+ 00 oBU RERAME AF T
TRWY X7 BT HEH)

33. The auditor shall determine whether substantive
procedures alone cannot provide sufficient appropriate
audit evidence for any of the risks of material misstatement
at the assertion level. (Ref: Para. A222-A225)

A222. Due to the nature of a risk of material misstatement,

and the control activities that address that risk, in some
circumstances the only way to obtain sufficient appropriate
audit evidence is to test the operating effectiveness of
controls. Accordingly, there is a requirement for the auditor
to identify any such risks because of the implications for
the design and performance of further audit procedures in
accordance with ISA 330 to address risks of material
misstatement at the assertion level.

32.

BN, TH—va s LYLOEEREBR
AU RATZIZDONWT, FEREFHED A TIE A4 hoiE Y]
RERGMAEATT L ENTERNY AT NE S
AR L2 T T 57200 (207 2D A210 THS
HR)

]

A207. LR EARRY A7 OMWE K ONEY 271

KT DR HENEB O L - Tk, NEKEHIoE
FHEEAM ot &2 520 L 72 0 iuiE 43 2ot U) 7o BE AT RIE
WAEANFETERWEAERD D, TDH, TH—v
3y LV OBEEREBRRY A 7RIS T 57
DO IEER B WA E 330 IiE-72 U A7 %tk
Fhi R L, EfiT D000, EiEFHEDOHLT
X+ oY) e AL A AT CTERNWT AT %
AT A ENME LIS,

A223. Paragraph 26(a)(iii) also requires the identification of

controls that address risks for which substantive procedures
alone cannot provide sufficient appropriate audit evidence
because the auditor is required, in accordance with ISA
330, to design and perform tests of such controls.

A208.

BEA N3, BELERBAWMEE 330 ([Cito
T. FiFFEDOLTII oo 7R BRI A2 A
FTERY AR 2% P o 38 74 5
BT RUERT LI ENERINATD (B
330 # 7IESMR) . % 25 H (1) @, 4% =
(XSS D N 2 @B S 2 L 2 TR LT
%

%9 |ISA 330, paragraph 8

Determining risks for which substantive procedures alone do

not provide sufficient appropriate audit evidence

(EEFEHED LTI+ B R ERIFILE AFT
X2V X7 DOBRE)

A224. Where routine business transactions are subject to

highly automated processing with little or no manual
intervention, it may not be possible to perform only
substantive procedures in relation to the risk. This may be
the case in circumstances where a significant amount of an
entity’s information is initiated, recorded, processed, or
reported only in electronic form such as in an information
system that involves a high degree of integration across its

IT applications. In such cases:

* Audit evidence may be available only in electronic form,
and its sufficiency and appropriateness usually depend on
the effectiveness of controls over its accuracy and
completeness.

* The potential for improper initiation or alteration of

information to occur and not be detected may be greater
if appropriate controls are not operating effectively.

Example:

It is typically not possible to obtain sufficient appropriate
audit  evidence relating to revenue for a
telecommunications entity based on substantive procedures

A209.

ERME 7RSI8, 1FE A8 XTI FEEEN
ESEFICEEICHEBLE I N TWAEAICIE, £
AETR DA EFERT H Z L CREET 5 U X7 I2%n
THZENARARRZEND D, £, IT 77V 7
—va U EEEICRE LIEERY AT LD XK 1T,
BEOBKIRIEHRN, BHRFEICE > TORE
bh, Fogk, ER, HEIND X Rz VT,
Bl NIRRT O 2 £+ 5 Z & TrEfEd 5
JUAZIZRIGT D ENTERNWEEZDLZEND
Do ZAUDOMRPLTIX, A AR BE A RE LIS

BARDRTUIMEIELRWNWZ ERH Y, ZO+45M
EREEIMEIX, I, BN & RIS T D R
I OGIMEITIEL TWD, F7-. WU NEHE
FIAEZNTE T SN TORWIEAICIT., RO AR E
Y72 BRAA U A L CTH R R S WAl e
NHERTHZEND D,
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alone. This is because the evidence of call or data activity
does not exist in a form that is observable. Instead,
substantial controls testing is typically performed to
determine that the origination and completion of calls, and
data activity is correctly captured (e.g., minutes of a call or
volume of a download) and recorded correctly in the
entity’s billing system.

EHrEEFEL B REDOIIRITOVWTIX, HiFE
FECT — H (G DR AR AT RE AR O REHL TAEE L 720
20, —RIC, EFAEFFEORTIT o omt e
il Z AFT 5 Z LT, bvic, &F
HAE OB LK ToT — X BIEENEREICIERE S
(B2 1E, WwEEREECHA v — Kof) | Y%
EDFER VAT MTIEMEIZFESER S LTV D ORI
L=l mE, PNEREEH o AR T 2 01
Fhid 5,

A225. ISA 540 (Revised) provides further guidance related to
accounting estimates about risks for which substantive
procedures alone do not provide sufficient appropriate
audit evidence.® In relation to accounting estimates this
may not be limited to automated processing, but may also
be applicable to complex models.

A210. BEAFEUEFR B AW E 540 13, 2 EORFEY
[ZOWNWT, FEFEFHe DA TIE o) 7 B A GiE
WAEANFTE7NY A7 IZBET 5 X0 M7 dadt %
AL T D (BEEHR 540 o A87T HNG A89 IEE
M) . 2EFFEOREY (CBE#E L, HEMLEE ) T
<, BMRETANER SN DHAICIX, EiETh
DI TIE Oy R ARG AE AT TE R0 2
ENBH D,

60 ISA 540 (Revised), paragraphs A87—-A89

Assessing Control Risk

Assessing Control Risk (Ref: Para. 34)

(@ #HlY 27 OFHE)

(1. Bl D 27 OFHEY  (F 33 HBH)

34. If the auditor plans to test the operating effectiveness of
controls, the auditor shall assess control risk. If the auditor
does not plan to test the operating effectiveness of controls,
the auditor’ s assessment of control risk shall be such that
the assessment of the risk of material misstatement is the
same as the assessment of inherent risk. (Ref: Para. A226-
A229)

A226. The auditor’s plans to test the operating effectiveness
of controls is based on the expectation that controls are
operating effectively, and this will form the basis of the
auditor’s assessment of control risk. The initial expectation
of the operating effectiveness of controls is based on the
auditor’s evaluation of the design, and the determination of
implementation, of the identified controls in the control
activities component. Once the auditor has tested the
operating effectiveness of the controls in accordance with
ISA 330, the auditor will be able to confirm the initial
expectation about the operating effectiveness of controls. If
the controls are not operating effectively as expected, then
the auditor will need to revise the control risk assessment
in accordance with paragraph 37.

33, BEAT AN PN R ] o0 S R I o0 A S A S A 3
DAV, WMV A7 BFHE LR T e B0,
B A AN DS N ER B o0 F R I D 2h M % BRI L 720
BAIE, BEAREBE R A7 LEAEY A7ZE LT
AL 72D (A211 D A214 THEBMR)

A211.  BEZE A DS HEm] 003E FLR I 0 A Zhit: & R4 4
%A1, NEHINAENGER SN TWDL 2 E %
FHELTRBY ., YAEEIIHE U A7 O HLigE
EIR D, PNERHEH] ORI OB RIS A E
X, RHETEENC B O TR S - NEREEI O T 5 A
> DR & EBA~OwE A ORI IS TUVN S,
AN, BEAELEZESHEE 330 12> TH
R O L TR A EhET S 2 & T NERKLH
OIEMARMOFHMEICET HBEEZ R T D En
TE 5, WEHHIDNEE E RV HNEH ST
W WS BEA AITES 36 THITHES THEEI Y 2 7 D
A EIET D2 &2 D,

A227. The auditor’s assessment of control risk may be
performed in different ways depending on preferred audit
techniques or methodologies, and may be expressed in
different ways.

A212. BEE NI X BHEHI Y 27 OF I, BEEDO T
W U CREX 7o FIETCHEE S, -84 HIET
REINDZEDRDH D,

A228. If the auditor plans to test the operating effectiveness
of controls, it may be necessary to test a combination of
controls to confirm the auditor’s expectation that the
controls are operating effectively. The auditor may plan to
test both direct and indirect controls, including general IT
controls, and, if so, take into account the combined
expected effect of the controls when assessing control risk.
To the extent that the control to be tested does not fully
address the assessed inherent risk , the auditor determines
the implications on the design of further audit procedures
to reduce audit risk to an acceptably low level.

A213.  BEAE AASPIERHE ] o0 8 R e 2 i3 % 5
B WEREHRIAADNER SN TS LD BEAA

DORAE Z HA T B 72D, PNESFE I OFHAH O FEAM
DULEERDZ N5, BEAENT, EENRNE
W & B 22 NSRRI (IT 2fkhl 28T, ) O
W5 2 dH T 256, WERHEH] & (A o 7o b R
ZERLUTHRKY A7 Z7HhT 5, EHFEn TR O
KGR D NERFHI, B LB A Y X712+
WX LTW WA, BB Y R 7 23R fRER K
VWKHEICHN Z 7=, T OB LY A7 %tk
Fhe e LRI 5,

A229. When the auditor plans to test the operating
effectiveness of an automated control, the auditor may also

A214. BEAS NIX. HEME S 7= 1 BB ) o0 1 5T
MFEfi 2 FERT 5845, IT OFHANSET LY 27
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plan to test the operating effectiveness of the relevant
general IT controls that support the continued functioning
of that automated control to address the risks arising from
the use of IT, and to provide a basis for the auditor’s
expectation that the automated control operated effectively
throughout the period. When the auditor expects related
general IT controls to be ineffective, this determination
may affect the auditor’s assessment of control risk at the
assertion level and the auditor’s further audit procedures
may need to include substantive procedures to address the
applicable risks arising from the use of IT. Further
guidance about the procedures that the auditor may perform
in these circumstances is provided in ISA 330.%

RS U, B EMb S 7072 18 s VBRHE il 3 BS A k52 14
MzZECCHMER SN TS &) EilEE25E5
72002, 4E% H B S 7 MR ] o ke B9 72
A 2 SR T 5 1T il oo H R T & FEhid
HIENDD, BhET D IT BRFEHRINEZTIER WD
EHEINDEGAIE. T —v a3y - LULOFEH
U A7 O ELE RIETZERNHY, BEEHENT
IT OFANSALT D U R 7T 57280 D FEHEF
e U A7 MG TFHRINCED D Z EME LI D54
N5, EEKERZESWMEE 330 1. 29 LIk
DR WTEAE AN FE T 5 el B LT X0 FE
7efEE AR LT D (B 2R 330 D A28 TH JZ TV A29
W)

61 ISA 330, paragraphs A29-A30

Evaluating the Audit Evidence Obtained from the Risk
Assessment Procedures

Evaluating the Audit Evidence Obtained from the Risk
Assessment Procedures (Ref: Para 35)

€(4) VR 7 FHMFRED OB D I T BEEAREHLO R

€6) Y R7FHlFRED 54 O T EEERFHLOFAMm)
(%5 34 THZR)

Why the Auditor Evaluates the Audit Evidence from the Risk
Assessment Procedures

(O BEEANY R 7FHlFRe)» 65 b AR
2Rl S E )

35. The auditor shall evaluate whether the audit evidence
obtained from the risk assessment procedures provides an
appropriate basis for the identification and assessment of
the risks of material misstatement. If not, the auditor shall
perform additional risk assessment procedures until audit
evidence has been obtained to provide such a basis. In
identifying and assessing the risks of material
misstatement, the auditor shall take into account all audit
evidence obtained from the risk assessment procedures,
whether corroborative or contradictory to assertions made
by management. (Ref: Para. A230-A232)

A230. Audit evidence obtained from performing risk
assessment procedures provides the basis for the
identification and assessment of the risks of material
misstatement. This provides the basis for the auditor’s
design of the nature, timing and extent of further audit
procedures responsive to the assessed risks of material
misstatement, at the assertion level, in accordance with ISA
330. Accordingly, the audit evidence obtained from the risk
assessment procedures provides a basis for the
identification and assessment of risks of material
misstatement whether due to fraud or error, at the financial
statement and assertion levels.

34, EEAENIZ., U A ZEFHIFER 5 DT ARE
WA, EHEREHBTRRY AT OB OGO 72 9
DM 72 A HRAE L TV A E 9 ) Z 3 L 722 1T
iE7e B 7avy, w87 L 2 f24E LT Ze s & FEE
TH%A. BAENT, @Y7 e 2R3 o AR
AT BN D FE T, BINZR Y A7 5l T 2 5kt
L722iT i Ze 6720,

BEANIX, EEREBERY A7 235 LiHn 5
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(A215 75 A217 THBM)
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The Evaluation of the Audit Evidence

(@ BEEREHLOFAMR)

A231. Audit evidence from risk assessment procedures
comprises both information that supports and corroborates
management’s assertions, and any information that
contradicts such assertions.®?

A216. U A7 Gl FHens bF b D BAREILE, #EE
HBOT V= a BT HERETET D HRD
Wb SN D (B 500 D AL HZH)

62 ISA 500, paragraph Al

Professional Skepticism

(® MERIEERL)

A232. In evaluating the audit evidence from the risk
assessment procedures, the auditor considers whether
sufficient understanding about the entity and its
environment, the applicable financial reporting framework
and the entity’s system of internal control has been
obtained to be able to identify the risks of material
misstatement, as well as whether there is any evidence that
is contradictory that may indicate a risk of material
misstatement.

A217. BEEANIZ, U A7 FHIFHREN 515 b B ARE
2RI D BRI, R OMREREE, Wi Sh5
W55 s D AR A0 DN AR ZE D PNERHEH] & A 7 AT
LT, EEQEBERY A7 Z@TE 5138+
SICHEMR LT/ E D7, FTBHERERELTRY X7
ZIREST D0 JET DAL FET 200 E O hE B R
ERE

Classes of Transactions, Account Balances and Disclosures
that Are Not Significant, but Which Are Material

Classes of Transactions, Account Balances and Disclosures
that Are Not Significant, but Which Are Material (Ref:
Para. 36)

(G) BETARTY—Ygr2HIL TR (BE
REBHBFERY A7 EFB AL TWARY) PEEEDD
HEGIEE. BERES UIERFEER)

1 BETATYH—TarzHiLcniRy (BEE
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36. For material classes of transactions, account balances or | A233. As explained in ISA 320,% materiality and audit risk | 35. BH#4 2 74— 3 U Z3kBI L TR WS EELM: | A218. EEHREERESWEE 320 THH I TWS X

disclosures that have not been determined to be significant
classes of transactions, account balances or disclosures, the
auditor shall evaluate whether the auditor’ s determination
remains appropriate. (Ref: Para. A233-A235)

are considered when identifying and assessing the risks of
material misstatement in classes of transactions, account
balances and disclosures. The auditor’s determination of
materiality is a matter of professional judgment, and is
affected by the auditor’s perception of the financial
information needs of users of the financial statements.® For
the purpose of this ISA and paragraph 18 of ISA 330,
classes of transactions, account balances or disclosures are
material if omitting, misstating or obscuring information
about them could reasonably be expected to influence the
economic decisions of users taken on the basis of the
financial statements as a whole.

D DGR, WiEikm X EIC B R
BFR) R 7NN E LR NDOFHEN, 5l &
XU THLINE Y D EFMM LTI S22 0n
(A2187 HA2205HER)

22, BEIEE, BEkm A OERRFHICBT A E
BB HBFRR Y A7 A LMl 2B, EE
PR OEERY A7 25ET 25 (BHH 320 0 A1LIES
M) . B AN 2 EEORTEIT. BREOEMSE
ELTOHWERETHY, MBHEROFHENAGT
HMBTERIZRTT 5 =— RO T O A DR
WL > T2 5 (B 3205 4H)
RN O A RS B35 330 O 17 11
DOHMIZBWT, BEMOH L BSIFE, BEEEs X
FEREEE T, ChSICETAERAENE LT .,
ol=FRorE L2, IIRHBICRH T2 2 & T,
UL B et R OF I ORFIE BRI EICEL 5 2
L ERBEMICEAENDEAEZ VD,

83 1SA 320, paragraph Al
64 ISA 320, paragraph 4

A234. There may be classes of transactions, account balances A219. TEHZEZRSIFEE, BEskes XdFEixsEH])

or disclosures that are material but have not been
determined to be significant classes of transactions,
account balances or disclosures (i.e., there are no relevant
assertions identified).

Example:

The entity may have a disclosure about executive
compensation for which the auditor has not identified a risk
of material misstatement. However, the auditor may
determine that this disclosure is material based on the
considerations in paragraph A233.

X2, TEEST A7 — g FEks LT
WONEZEMOH DG, BEEs Tk
H| DB ERDD,

il

BT, BEEADPBEERERBERY X7 2805 LT
WRWR BRI DWW TR T2 280 H 508, B
H AT, A218 THOEZEHIHICHESN T, ZoELs
BHEMOH HEFL T HZ Db 5,

A235. Audit procedures to address classes of transactions,

account balances or disclosures that are material but are not
determined to be significant are addressed in ISA 330.%
When a class of transactions, account balance or disclosure
is determined to be significant as required by paragraph 29,
the class of transactions, account balance or disclosure is
also a material class of transactions, account balance or
disclosure for the purposes of paragraph 18 of ISA 330.

A220.

BT 57— a U EA L TR W N EE
Moo DA, B EFER & X ERLF ISR ST
LoD OERETHIT, BEELEZESWEE 330 O
BT EICEHR SN TS, ARHREESE 28 THOTEK
FIHICHE > CHRE LT EERRG IR, WEsk s X
IR EHIT, AL B SWEE 330 5 17T HD
HENCBW CIZEEEOH 2 WG HEE, #ieikm X
ITERFETLH D70, EiEThiE2 T 5,

® ISA 330, paragraph 18

Revision of Risk Assessment Revision of Risk Assessment (Ref: Para. 37) {(6) VRIEMDEIE) @B) UARZIHBDIEIEY (& 36 HEMR)

37. If the auditor obtains new information which is | A236. During the audit, new or other information may come | 36. BE&# AL, SO EEREBER Y A7 ORI X

A221. BEAEENIE, BEEAEHIFERIZ, SYP0 U R 73O

inconsistent with the audit evidence on which the auditor
originally based the identification or assessments of the
risks of material misstatement, the auditor shall revise the
identification or assessment. (Ref: Para. A236)

to the auditor’s attention that differs significantly from the
information on which the risk assessment was based.

Example:

The entity’s risk assessment may be based on an
expectation that certain controls are operating effectively.
In performing tests of those controls, the auditor may
obtain audit evidence that they were not operating
effectively at relevant times during the audit. Similarly, in
performing substantive procedures the auditor may detect
misstatements in amounts or frequency greater than is
consistent with the auditor’s risk assessments. In such
circumstances, the risk assessment may not appropriately

WXREM O IR & 7 o TR G E S JET 2857721
WAEANF LA ITIE. U A7 Ok M O 2 1&
ELRTFNIER 220 (A221 TEHBMR) |

BB L I o Tl & RE S RAQRLH LWL Ol
DIFRICEMAS S Z DD D,

%

BEAENIL, DU A7 3BT, NERFEH] A3
BINGERH SN TWD EHEEL TV ZIZE b b
9 E R R O FEREIC L0 . B T O NER
R EZNE T STV E WD D EERZFILA A
FITDHEnHDH, FERIC, EIETHiE I L7
BB NI, TV A7 FHMERCAEEL-LY S
REREBEIZHBOEBTR R EBATIH55LH
5. T LTIRBUIZE TR, BP0 U R 7 G-l
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reflect the true circumstances of the entity and the further
planned audit procedures may not be effective in detecting
material misstatements. Paragraphs 16 and 17 of ISA 330
provide further guidance about evaluating the operating
effectiveness of controls.

RIIEEOERLZEUICKMLTELT, YR LE
U A7 %S FRECTILEEREBRRER LT HDIC
HHTIEARWAREER D D, 7ok, BEELERES
WEE 330 45 16 AL OV 16 HHIX, WNESHEHIOEM

Al FRUC BT D &V EEM 2 fE S AR L T D,

Documentation

Documentation (Ref: Para. 38)

(4. BEHERAE)

(5. BEEME) (F37HZH)

38. The auditor shall include in the audit documentation:?

(Ref: Para. A237-A241)

(a) The discussion among the engagement team and the
significant decisions reached;

(b) Key elements of the auditor’ s understanding in
accordance with paragraphs 19, 21, 22, 24 and 25; the
sources of information from which the auditor’ s
understanding was obtained; and the risk assessment
procedures performed;

(c) The evaluation of the design of identified controls, and
determination whether such controls have been
implemented, in accordance with the requirements in
paragraph 26; and

(d) The identified and assessed risks of material
misstatement at the financial statement level and at the
assertion level, including significant risks and risks for
which substantive procedures alone cannot provide
sufficient appropriate audit evidence, and the rationale
for the significant judgments made.

A237. For recurring audits, certain documentation may be
carried forward, updated as necessary to reflect changes in
the entity’s business or processes.

37. EEHNIT, UToOFRHEZEAFEICTIH L 20T

LR B2w,  (A222 TH D A226 THS )

(1) BEEF—L2NOFRE (B 16 TH) ROEE/L R

(2) EROMEERSEONCHEH S5 MERED
Pt (55 18 ) | #ehilEREE (BF 20 ) | 2
DY R7FHE 7 vt (5 21 H) | WKL > A
FLEERTACEO T o 2 (5 23 H) KOVE
W AT AbfmiE (85 24 H) 12O\ T, /AN
PR U= AR, BRICY o> THRIH L7215
DOFFHRIF, T OFEH L7z U 2 7 2l Ft

(3) FRBILT=INERFEHI DT A » OFHM. K OWES
IR EBICHEA SN TWDENE S 0ol (5
25 1H)

4) MEBEHERERL VKT H—ra s LL
B W CHRA LRl L 7- EE BB R R R
(Rl it 2 B L 325V 27 L OVFEGEFHD
HTIE T ol R AL A AT TE 720
AT wEte, ) KOVER 2| OFRHL

A222. fEBEREEERIZBWTIL., FFEOEEREIL, 2
~ERYEE SN, BREOFEST o ROE L K
THEDMNEIL L TCEFINDILGEND D,

13 ISA 230, Audit Documentation, paragraphs 8-11, and A6—
A7

A238. ISA 230 notes that, among other considerations,
although there may be no single way in which the auditor’s
exercise of professional skepticism is documented, the
audit documentation may nevertheless provide evidence of
the auditor’s exercise of professional skepticism.®® For
example, when the audit evidence obtained from risk
assessment procedures includes evidence that both
corroborates and contradicts management’s assertions, the
documentation may include how the auditor evaluated that
evidence, including the professional judgments made in
evaluating whether the audit evidence provides an
appropriate basis for the auditor’s identification and
assessment of the risks of material misstatement. Examples
of other requirements in this ISA for which documentation
may provide evidence of the exercise of professional
skepticism by the auditor include:

* Paragraph 13, which requires the auditor to design and
perform risk assessment procedures in a manner that is
not biased towards obtaining audit evidence that may
corroborate the existence of risks or towards excluding
audit evidence that may contradict the existence of risks;

 Paragraph 17, which requires a discussion among key
engagement team members of the application of the
applicable financial reporting framework and the
susceptibility of the entity’s financial statements to
material misstatement;

* Paragraphs 19(b) and 20, which require the auditor to
obtain an understanding of the reasons for any changes to

A223. EEEANORENHEMFE L L COBEELE LE
b3 2 FEIZ 2 TIER VN, ERFREN, B A
DIRENHEMZE L L COERLEITHE LWV IRE
WEZRET 203 D LEREEZESRIEE
230 MEEAFHE) IZe#f L 1D (B 230 @ A7
HEMR) , B2, VAT oS-
TRELC, 7Y —a VEEMIT DEEHLE FET S
AELNE EFN TV DHEAICIE, BEEANED L HIC
UHERTNAZFTM L0 ERHEICED D
(REAZEILY . BEE NI R A BREREBERY 27
DRI & TR D 7= 8 O G 72 FepE 2 424t LT D
E )M ERHMET DB T, BREMEMZE L L
TOHWrEET, ) . AREEOMOERFIHIZE
WC, EEEADRTRENEMZE & L TOEELZ REF
Lz WG EEREFREN RS EnHHF
HIZIX, FIZE, LFEEn S,

B I1I2HHE, VA OFEOEMTERDLTHA
IEEILE ATT 5 HHEICHL 2V E 91, X
IEFET 5D ThAH DAL E BRI 5 5 IR
HRWED, VRATFIFRA LR LFEmRT H 2
EEEARNTER LTS,

- 516 TEIR, JE A S 4D ESERAS O RSk 0D i

R O Bt =\ BB R BB R R T Al
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the entity’s accounting policies and to evaluate whether
the entity’s accounting policies are appropriate and
consistent with the applicable financial reporting
framework;

* Paragraphs 21(b), 22(b), 23(b), 24(c), 25(c), 26(d) and 27,
which require the auditor to evaluate, based on the
required understanding obtained, whether the
components of the entity’s system of internal control are
appropriate to the entity’s circumstances considering the
nature and complexity of the entity, and to determine
whether one of more control deficiencies have been
identified;

» Paragraph 35, which requires the auditor to take into
account all audit evidence obtained from the risk
assessment procedures, whether corroborative or
contradictory to assertions made by management, and to
evaluate whether the audit evidence obtained from the
risk assessment procedures provides an appropriate basis
for the identification and assessment of the risks of
material misstatement; and

* Paragraph 36, which requires the auditor to evaluate, when
applicable, whether the auditor’s determination that there
are no risks of material misstatement for a material class
of transactions, account balance or disclosure remains
appropriate.

REMEIZOW T, BEEEEE LERTF —2 DO FHR
UK ARREEER LTV D,

- 8T (2) KOS 19 HIL, EoSFH o
EHRDHESITITFOREEHEET L. W
N EOERFTTENEI TH L2 0L OEHA S
LM BEHE ORI > TV D AT 5 =
L EEHENIERL TV,

- 200 (2) 2t (2, F22H (2) .
H523IH (3) . 24 (3) . FH2mE (4 AW
%26 HIL, BEAEANNG-BEMEICESOWT, BED
WERHEH] o A 7 A ORERE RN, BEOFEANR
EEHEMEAE B LG, EEORDUIIK L TCHE
I E ) EFHMET 5 2 & K OWEHHE O R
IR S NT=E D E T 52 L2 ERLT
W5,

- 34T, BREFEOTH— a3 ATkt LEAT
ERDMFIET D EMDT, U A7 Gl TR
OISR TOERFMEZZEICANSZ &, W
(2 U A7 Bl B0 15 b2 BEAREIL S, EHE
IR Y AT OFRBI R O O 72 8 O ] 72
AR LTI E I D EMMT 5 2 & 25
RKLTWD,

- H 3L IEIT, BET AT —T 3 AL TV
TRV EENEO H DGR, BEE S TER
FIEIWCEBEREMBERY A7 N 0nE LIZER AN
OFMIEA, Bl &fEXHEWUITH DL E 9 M EFHMET
HZEEERLTWVD,

% 1SA 230, paragraph A7

Scalability

(I P D BRI

A239. The manner in which the requirements of paragraph 38
are documented is for the auditor to determine using
professional judgment.

A224. ZFE3THETHER IN D FHIALEAREICTEH T S
FEZ, BEEADPERENEFEMZ E L TOHBIED
XRET D,

A240. More detailed documentation, that is sufficient to
enable an experienced auditor, having no previous
experience with the audit, to understand the nature, timing
and extent of the audit procedures performed, may be
required to support the rationale for difficult judgments
made.

A225. EEEE P A2 AT A0, RBREE
AN, DANCYZEAEICE G LTl s, FE
i U7 A TR O, R R O 2 B T & 2
Lo, KVFEMAREAREDOTHNLEL LD Z
LMD D,

A241. For the audits of less complex entities, the form and
extent of documentation may be simple and relatively brief.
The form and extent of the auditor’s documentation is
influenced by the nature, size and complexity of the entity
and its system of internal control, availability of
information from the entity and the audit methodology and
technology used in the course of the audit. It is not
necessary to document the entirety of the auditor’s
understanding of the entity and matters related to it. Key
elements®” of understanding documented by the auditor
may include those on which the auditor based the
assessment of the risks of material misstatement. However,
the auditor is not required to document every inherent risk
factor that was taken into account in identifying and

A226. HMET/WREOERICE T AR EIX, £
K EHPHN M T, ORI LD LD
ENB D, BEEREOKE &ML, BELZTON
ERFEH S AT LOME, B OEMEM:, I DN AR
ENDOATHRERERLE OCEEOBETHEA SIS
EROFIELHEICL o TRR S, SECREICH
HIHHIEZOWT, B ANHE L2 CTOFIHE
AT RIS T A MBI, R ADSBRAR L
FHEEO)LEEREICE#H T I ERLDOLE LT
. BEEADPEEREBR Y A7 ZFNT 5720
DML LI-FHR N H D (BEW 230 F7HS
) . =L, BEANE, 7Y —var - Lo
HEREHBERRY A7 235 LRl 5B ZE L
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assessing the risks of material misstatement at the assertion
level.

Example:

In audits of less complex entities audit documentation may
be incorporated in the auditor’s documentation of the
overall strategy and audit plan.®® Similarly, for example,
the results of the risk assessment may be documented
separately, or may be documented as part of the auditor’s

documentation of further audit procedures.®

TARTOBA VA7 BN EZ, BEERFHECTE#TL 2
EHILREINTWD DT TiEARW,

il
BHECTHRWEREDOEREDLEIX., BEAEDOEARN T
SHEFEMARE A EOBERREL KL LTCE
THZENDD EERKEZESWMEE 300 B4
) 6 TE, B SIEKLN ALl HEM) |, [FERIC,
Bl 21X, U A 7RO R, BIE O AT EIC L
e+ bR, U RZ TR OERRE
D—pELTXENT D E LD, (BEHH 330
%527 THESH)

7 1SA 230, paragraph 8

6 ISA 300, Planning an Audit of Financial Statements,
paragraphs 7, 9 and All

6 |SA 330, paragraph 28

Effective Date

(v @R

10. This ISA is effective for audits of financial statements for periods beginning on or after December 15, 2021.

R FHARICAR D FREAD SE AT 5,

FRISFHHIRICR D PHEAL DA T 5, 72720, 2019 4£4 A 1 BUEBGT 2 FEFELITR L EA KD

FHAENCAR D TR B R O T RIEEE NS FEM T 5, 72720, TALIRTORFIR 5 MEER OB AL OH

AEE (20114 12 H 22 H) 1%, 2012 44 A 1 HLUEBMET 5 FEFEEITR 2 %A K ONR B LA BRIG 9
D HRISFHMICR A REENSEAT 5,

AEE (201545 H 29 H) X, 201644 H 1 HLLBAAT 2 FHEFE IR D %A K ONF H DL BIAET 5
AEE (201946 H 12 H) 1%, 202044 A 1 BLIMLBALAT 2 FEFEE IR DAL OFE H LRG3 5

[ B LAtLBRAAT 2 RS FHIRNCAR 2 REE O BEAT 5 2 L3 T 5,
AEE (202146 A 8 H) &, 2023 4F 3 HRFEIZIR DM B R OBEA R V2022 49 AIZK T2 M=

Bl EHURNIC AR 2 MR OPRHIEAN O FEM 5 2 & 28T a0,
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Appendix 1 (Ref: Para. A61-A67)

(k1 RERVCEOEIVRRAETNVEERT HOOZ/EE) (A5 H) 5 A9 HEM)

Considerations for Understanding the Entity and its Business Model

This appendix explains the objectives and scope of the entity’s business model and provides examples of matters that the
auditor may consider in understanding the activities of the entity that may be included in the business model. The auditor’s
understanding of the entity’s business model, and how it is affected by its business strategy and business objectives, may
assist the auditor in identifying business risks that may have an effect on the financial statements. In addition, this may
assist the auditor in identifying risks of material misstatement.

ZOfETIR, REOETYRAETTAOHMEFAICOVWTIAL, BEEAN, EVRAETMIIEENHME
EIEE 2 BT D BRICHET T D RO H D FHEZBIR L TS, BEDE VR AET )L ONFERIK-OFE
BN E YR AT M RITTREL R NN 2 2 813, MERERICGEEL 5 20t H 5 FEE
DY AT H@ATDDIESLHOZ ERH D, IHIT, BEANDEEREBRRY A7 2858325 DIZEL>Z
EMBH D,

Objectives and Scope of an Entity’s Business Model

(1. EEOEIRRET O HK L HH)

1. An entity’s business model describes how an entity considers, for example its organizational structure, operations or scope
of activities, business lines (including competitors and customers thereof), processes, growth opportunities, globalization,
regulatory requirements and technologies. The entity’s business model describes how the entity creates, preserves and
captures financial or broader value, for its stakeholders.

LAEEOE VR AET VL, MG, S50 OISR ORI, FREA (Z0FHEICE T DB A ML
kO@E G, ) . EVRATuv A jREEKE, 7 e — U, Bl EO 2R ONSBEE T L Sl 2
BENEDIIIRA TV DN ERDT, BREOEIVRXZET ML, FIFFEREIC L > TOMBRZ2MiEX
T LV IRHE R MEZ, EENEOLSICANEL, REFL, WETLONERDT,

2. Strategies are the approaches by which management plans to achieve the entity’s objectives, including how the entity plans
to address the risks and opportunities that it faces. An entity’s strategies are changed over time by management, to respond
to changes in its objectives and in the internal and external circumstances in which it operates.

2. BEME L, EENEET DY R EME~OLEEE GO, EEPEEOANEERKT L2007 7 n
—FThd, EEOEMKIL. WHOREKLFEHNOZLIZIISEL T, MREHIZK > THOBEIZS AT S
o,

3. A description of a business model typically includes:

3. EVEAAETLORMICIE, IO TAE EN 5,

* The scope of the entity’s activities, and why it does them. - EEOIEBIOFPH & 7 OFFEEEEH
* The entity’s structure and scale of its operations. o EEREYE N OV LR
e ket o g o bmogupbic st s s o he vl chin i i opes o nges | . AR 1 168, AU - ATSHHIOBIEO <) 2 TE (LB, W
competes, ’ ' BT A F&U?ﬁ@ﬁ?ﬁ) TEDLED &:%%% L. /JE%OD%J%%%@%@{FM?
* The entity’s business or operating processes (e.g., investment, financing and operating processes) employed in performing PRGN E EATT IO DR UTEE 7 e X (&, MEBERURET nE2%) T, L0bi, il
its activities, focusing on those parts of the business processes that are important in creating, preserving or capturing ZRANEL, REFL., EETH-OICEEREE 1 E A
value. © EIIT S ETARRIROUIEE LM, ANF, A, BRED A OIS BIE T 5 E IS, NS, Biafth
* The resources (e.g., financial, human, intellectual, environmental and technological) and other inputs and relationships . AR OREEE & oK%
(e.g., customers, competitors, suppliers and employees) that are necessary or important to its success. s BEOETUXAETFTAN, FE. HALLEOELSEORT R PORERFZEE L OBV IZBWT, IT A
* How the entity’s business model integrates the use of IT in its interactions with customers, suppliers, lenders and other LT e A OEAE LT, FOL S IT #IEA LTV A,

stakeholders through IT interfaces and other technologies.

4. A business risk may have an immediate consequence for the risk of material misstatement for classes of transactions, | 4. FH¥ F DU 27 121X, BEHIZTH—T g3 « LYYLOBEEREBERY A7 VIME#ERSE L )L O EE
account balances, and disclosures at the assertion level or the financial statement level. For example, the business risk REMBETRY RV IZO0BNHH00RH 5, Hlz 1. REEOTEMEDO KGR FENSALLIHEEEDY &
arising from a significant fall in real estate market values may increase the risk of material misstatement associated with 7%, WO REFEHRA T — L DEFICE 5T IO T I — 5 LICEET A EEEGBRERY RS B
the valuation assertion for a lender of medium-term real estate backed loans. However, the same risk, particularly in BIMXE38E607"55, —FH. EMEMEOERY 27 2 HINXw5 L5 72BN BESB B EHAED X 5

combination with a severe economic downturn that concurrently increases the underlying risk of lifetime credit losses on N e . B 3K _ - . { ot b e o ~
its loans, may also have a longer-term consequence. The resulting net exposure to credit losses may cast significant doubt ?“%(?,Eié/%j Hk )B ;i 7 T} iiﬁ,ﬁ;ﬁéﬁ fi"’i% %it 5F e f;fiéz < Ofﬁk'% %Eﬁ’g\?%iﬁﬁ%mt‘a {‘
on the entity’s ability to continue as a going concern. If so, this could have implications for management’s, and the auditor’s, SROMBEARIORITRIZ HRDEER N E LS AR DD, TOHE, Z0 2 Lid, RREDMFLRIE ORI

conclusion as to the appropriateness of the entity’s use of the going concern basis of accounting, and determination as to | 252 MBS FERF 2T 2 2 & OWUMNEIZBIT 2 flm &k CHERARFEEIENFET 5008 5 D OWREICE
whether a material uncertainty exists. Whether a business risk may result in a risk of material misstatement is, therefore, | 2% &KIZT A[REMNH 5, Lo > T, BEEANZ, FELOV A7 NEBEREBERY A7 L7325 a RN
considered in light of the entity’s circumstances. Examples of events and conditions that may give rise to the existence of HAOAMEIMIZONWTIE, BEORMEZEZE L L THRITAMLERND S, (821213, EEREBERY

risks of material misstatement are indicated in Appendix 2. AU DIFEEE LD SHALHES LR AFRL TV,
Activities of the Entity (2. EOFEEHE)
5. Examples of matters that the auditor may consider when obtaining an understanding of the activities of the entity (included | 5. 3 DEE) (REDOE PR AETNMIZEEND, ) ZFMMT HBRICERTHHEHEOH & LT, LFENRETH
in the entity’s business model) include: na,
(a) Business operations such as: (1) st
o Nature of revenue sources, products or services, and markets, including involvement in electronic commerce such as . DRI e e T p NN g LA 5 o —
Internet sales and marketing activities. ﬁgg@ﬂﬁfL iuuigg) EARCHRORM B, A 5=y MRREO LD RETHRI~O
0 Conduct of operations (for example, stages and methods of production, or activities exposed to environmental risks). Z Hv V\H : 74 / f . - .
- ¥EBOERE BIzIX, AE TR E FIEXIREY A7 205 15H)

o0 Alliances, joint ventures, and outsourcing activities.

0 Geographic dispersion and industry segmentation. - EBREE. LRSS ZE R OV ZSRE
o Location of production facilities, warehouses, and offices, and location and quantities of inventories. - HER S EFEEE A B
0 Key customers and important suppliers of goods and services, employment arrangements (including the existence of o ZEPERE. BE N ONEEFTORTEH, 3 ONSHIETIE PE O S T & s
union contracts, pension and other post- employment benefits, stock option or incentive bonus arrangements, and e FEEELOREL L — 20 EEA A WONSTEABE W2 E. . E4e 7 L OB
government regulation related to employment matters). . A Rw 7 ATy g LRSS . SRR
0 Research and development activities and expenditures. C BRI b
o Transactions with related parties. e
- B ER L DR
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(b) Investments and investment activities such as:
0 Planned or recently executed acquisitions or divestitures.
0 Investments and dispositions of securities and loans.
o0 Capital investment activities.
o Investments in non-consolidated entities, including non-controlled partnerships, joint ventures and non-controlled
special-purpose entities.
(c) Financing and financing activities such as:
0 Ownership structure of major subsidiaries and associated entities, including consolidated and non-consolidated
structures.
o0 Debt structure and related terms, including off-balance-sheet financing arrangements and leasing arrangements.
o Beneficial owners (for example, local, foreign, business reputation and experience) and related parties.
0 Use of derivative financial instruments.

@)&%&U%gﬁﬁ
FHEF D L <35I ST SN FER I L FETEH
HARES:, BfTE&EORBE & WLy
B ey
IN— =Ty
()Wﬁ&UW G
- FERFat L BRSO AE (B, B & OFEERE ORI
BIERER & ZDORESM (Bl 2IX, 737 VA TOEEFZEGEORN &V — AEK)
FEMTAE BlAIX, BN, FEOFRH &5 KO E Y FH
7T VT ¢ TEE | OF AR

SR SRR ZE R ORI H R 2 B e, IR R~ ORE

Nature of Special-Purpose Entities

(3. %rplHREZE)

6. A special-purpose entity (sometimes referred to as a special-purpose vehicle) is an entity that is generally established for a
narrow and well-defined purpose, such as to effect a lease or a securitization of financial assets, or to carry out research
and development activities. It may take the form of a corporation, trust, partnership or unincorporated entity. The entity on
behalf of which the special-purpose entity has been created may often transfer assets to the latter (for example, as part of a
derecognition transaction involving financial assets), obtain the right to use the latter’s assets, or perform services for the
latter, while other parties may provide the funding to the latter. As ISA 550 indicates, in some circumstances, a special-
purpose entity may be a related party of the entity.”

6. ¥l H BRI RIS, U — A E@EEOTER L SUINIIERRIEE 0 & IRIE S 2R BRI O
Jf 0] _mjéhé$%%1%5 %ﬁﬁ%%%%i BN BFE. = M=y IUIFRE AN DM D

TEREAZIND Z &b D, MAtA KR B S SEIRIC
HROFEERICEELEE L- 0 KRB B FEZERD
—EADIRM AT T 52035, Rl HEERT
FEEDRBUZBNTIE, BEOHBEYEETHLILANRD D,

CEEEZRIEL TS L LT, ©¥iE. A LD
%%%@ﬂ%%%k?bk@\X@%%E%%%%K%
B AR JEVEZR B W35 550 8RR % L 9 1T,
(B AL ¥R 550 D AT THZ )

0 |SA 550, paragraph A7

7. Financial reporting frameworks often specify detailed conditions that are deemed to amount to control, or circumstances
under which the special-purpose entity should be considered for consolidation. The interpretation of the requirements of
such frameworks often demands a detailed knowledge of the relevant agreements involving the special-purpose entity.

JiHH XD A O, R B PSR A L L TV D ST B BARE 7 e, RS SR L T
RERPUCHOWVWTHEL TWDZ ENZ, ZO X ) 2 HAICBWTERI N TWD FHEOEHIZY - -
TIE., R HBEEERBIE L TV AT HOWT OB RAME L XD 2 EREN,

Appendix 2(Ref: Para. 12(f), 19(c), A7-A8, A85-A89)

(Frég2 BEVRZEROBME) (G511 (6) . F18IH (3) . ASHM VA4 IH, AT4 IH) G AT8 THE M)

Understanding Inherent Risk Factors

This appendix provides further explanation about the inherent risk factors, as well as matters that the auditor may consider in
understanding and applying the inherent risk factors in identifying and assessing the risks of material misstatement at the
assertion level.

AKefFEkiZ, AV A7 BRICOWTHERT D E EHIZ, TH—vay « LULOEBEREBRRY X7 Of5
EEHICRBWT, AV A7 ERAZFFE LEHT 2 ECEREANEZEERETL2HEICOWTHHFER L TWD

The Inherent Risk Factors

1. Inherent risk factors are characteristics of events or conditions that affect susceptibility of an assertion about a class of
transactions, account balance or disclosure, to misstatement, whether due to fraud or error, and before consideration of
controls. Such factors may be qualitative or quantitative, and include complexity, subjectivity, change, uncertainty or
susceptibility to misstatement due to management bias or other fraud risk factors’ insofar as they affect inherent risk. In
obtaining the understanding of the entity and its environment, and the applicable financial reporting framework and the
entity’s accounting policies, in accordance with paragraphs 19(a)—(b), the auditor also understands how inherent risk factors
affect susceptibility of assertions to misstatement in the preparation of the financial statements.

(1. BFYXZ7ERH)
S

L [EAY A7 EWR L, %L?éﬁ%%ﬁﬂfﬁbﬁwemﬁﬁmif RIEMEZ M3, oI FE,
B ER S UL FHICR D 7T — 2 a VBT D EBRIOE U T SR L KT HFR UR IO FE
ez o, BAY A7 BRITEMEDUIEENL2BRTHY . EHEME, 8. 2, RFEE, BEEFo
fRIE T2 OMOARIEY A7 BN (BEHEHR 240 O A21 TH) S A24 THEHR) BEAF Y A7 IR EZ KFTHAEIC
‘Téﬁ%if@éu%ﬁé%ahfw o EEANIE, B 18 TH (1) KW (2) I~ T, BELVEEER

.18 E 4B B RS DR A TR ¢%@ FthE A BT S 2 LT, B REERT DR T, [H
ﬁ)x&%l#k@io T Y= a BT DEBETROECSLT SNTHEL RIFT OOV T HfiF
T 5,

" 1SA 240, paragraphs A24-A27

2. Inherent risk factors relating to the preparation of information required by the applicable financial reporting framework
(referred to in this paragraph as “required information”) include:
» Complexity—arises either from the nature of the information or in the way that the required information is prepared,
including when such preparation processes are more inherently difficult to apply. For example, complexity may arise:

o In calculating supplier rebate provisions because it may be necessary to take into account different commercial terms
with many different suppliers, or many interrelated commercial terms that are all relevant in calculating the rebates
due; or

0 When there are many potential data sources, with different characteristics used in making an accounting estimate, the
processing of that data involves many inter-related steps, and the data is therefore inherently more difficult to identify,
capture, access, understand or process.

» Subjectivity—arises from inherent limitations in the ability to prepare required information in an objective manner, due to
limitations in the availability of knowledge or information, such that management may need to make an election or
subjective judgment about the appropriate approach to take and about the resulting information to include in the financial
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statements. Because of different approaches to preparing the required information, different outcomes could result from
appropriately applying the requirements of the applicable financial reporting framework. As limitations in knowledge or
data increase, the subjectivity in the judgments that could be made by reasonably knowledgeable and independent
individuals, and the diversity in possible outcomes of those judgments, will also increase.

» Change—results from events or conditions that, over time, affect the entity’s business or the economic, accounting,
regulatory, industry or other aspects of the environment in which it operates, when the effects of those events or
conditions are reflected in the required information.Such events or conditions may occur during, or between, financial
reporting periods. For example, change may result from developments in the requirements of the applicable financial
reporting framework, or in the entity and its business model, or in the environment in which the entity operates. Such
change may affect management’s assumptions and judgments, including as they relate to management’s selection of
accounting policies or how accounting estimates are made or related disclosures are determined.

Uncertainty—arises when the required information cannot be prepared based only on sufficiently precise and

comprehensive data that is verifiable through direct observation. In these circumstances, an approach may need to be

taken that applies the available knowledge to prepare the information using sufficiently precise and comprehensive
observable data, to the extent available, and reasonable assumptions supported by the most appropriate available data,
when it is not. Constraints on the availability of knowledge or data, which are not within the control of management

(subject to cost constraints where applicable) are sources of uncertainty and their effect on the preparation of the required

information cannot be eliminated. For example, estimation uncertainty arises when the required monetary amount cannot

be determined with precision and the outcome of the estimate is not known before the date the financial statements are
finalized.

« Susceptibility to misstatement due to management bias or other fraud risk factors insofar as they affect inherent risk
—susceptibility to management bias results from conditions that create susceptibility to intentional or unintentional
failure by management to maintain neutrality in preparing the information. Management bias is often associated with
certain conditions that have the potential to give rise to management not maintaining neutrality in exercising judgment
(indicators of potential management bias), which could lead to a material misstatement of the information that would be
fraudulent if intentional. Such indicators include incentives or pressures insofar as they affect inherent risk (for example,
as a result of motivation to achieve a desired result, such as a desired profit target or capital ratio), and opportunity, not
to maintain neutrality. Factors relevant to the susceptibility to misstatement due to fraud in the form of fraudulent
financial reporting or misappropriation of assets are described in paragraphs Al to A5 of ISA 240.
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3. When complexity is an inherent risk factor, there may be an inherent need for more complex processes in preparing the
information, and such processes may be inherently more difficult to apply. As a result, applying them may require
specialized skills or knowledge, and may require the use of a management’s expert.
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4. When management judgment is more subjective, the susceptibility to misstatement due to management bias, whether
unintentional or intentional, may also increase. For example, significant management judgment may be involved in making
accounting estimates that have been identified as having high estimation uncertainty, and conclusions regarding methods,
data and assumptions may reflect unintentional or intentional management bias.
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Examples of Events or Conditions that May Give Rise to the Existence of Risks of Material Misstatement

(2. BEREBFERY A7 24E L IESFERD H D B2 UTRTOH)

5. The following are examples of events (including transactions) and conditions that may indicate the existence of risks of
material misstatement in the financial statements, at the financial statement level or the assertion level. The examples
provided by inherent risk factor cover a broad range of events and conditions; however, not all events and conditions are
relevant to every audit engagement and the list of examples is not necessarily complete. The events and conditions have
been categorized by the inherent risk factor that may have the greatest effect in the circumstances. Importantly, due to the
interrelationships among inherent risk factors, the example events and conditions also are likely to be subject to, or affected
by, other inherent risk factors to varying degrees.

Relevant Inherent Risk | Examples of Events or Conditions That May Indicate the Existence of Risks of Material

Factor: Misstatement at the Assertion Level:
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Complexity Regulatory:

- Operations that are subject to a high degree of complex regulation.
Business model:

- The existence of complex alliances and joint ventures.

Applicable financial reporting framework:

- Accounting measurements that involve complex processes.
Transactions:
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Use of off-balance sheet finance, special-purpose entities, and other complex financing
arrangements.

Subjectivity

Applicable financial reporting framework:

* A wide range of possible measurement criteria of an accounting estimate. For example,
management’s recognition of depreciation or construction income and expenses.

* Management’s selection of a valuation technique or model for a non-current asset, such as
investment properties.

Change

Economic conditions:

* Operations in regions that are economically unstable, for example, countries with significant
currency devaluation or highly inflationary economies.

Markets:

*» Operations exposed to volatile markets, for example, futures trading.

Customer loss:

* Going concern and liquidity issues including loss of significant customers.

Industry model:

* Changes in the industry in which the entity operates.

Business model:

* Changes in the supply chain.

* Developing or offering new products or services, or moving into new lines of business.

Geography:

* Expanding into new locations.

Entity structure:

* Changes in the entity such as large acquisitions or reorganizations or other unusual events.

* Entities or business segments likely to be sold.

Human resources competence:

* Changes in key personnel including departure of key executives.

IT:

* Changes in the IT environment.

* Installation of significant new IT systems related to financial reporting.

Applicable financial reporting framework:

* Application of new accounting pronouncements.

Capital:

* New constraints on the availability of capital and credit.

Regulatory:

* Inception of investigations into the entity’s operations or financial results by regulatory or
government bodies.

* Impact of new legislation related to environmental protection.

Uncertainty

Reporting:

* Events or transactions that involve significant measurement uncertainty, including accounting
estimates, and related disclosures.

* Pending litigation and contingent liabilities, for example, sales warranties, financial guarantees
and environmental remediation.

Susceptibility
misstatement due to
management bias or

other
factors

fraud

insofar

to

risk
as

they affect inherent

risk

Reporting:

* Opportunities for management and employees to engage in fraudulent financial reporting,
including omission, or obscuring, of significant information in disclosures.

Transactions:

« Significant transactions with related parties.

* Significant amount of non-routine or non-systematic transactions including intercompany
transactions and large revenue transactions at period end.

* Transactions that are recorded based on management’s intent, for example, debt refinancing,
assets to be sold and classification of marketable securities.
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Other events or conditions that may indicate risks of material misstatement at the financial statement level:
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+ Lack of personnel with appropriate accounting and financial reporting skills.

+ Control deficiencies — particularly in the control environment, risk assessment process and process for monitoring, and
especially those not addressed by management.

« Past misstatements, history of errors or a significant amount of adjustments at period end.
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Appendix 3(Ref: Para. 12(m), 21-26, A90-A181)
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Understanding the Entity’s System of Internal Control

1. The entity’s system of internal control may be reflected in policy and procedures manuals, systems and forms, and the
information embedded therein, and is effected by people. The entity’s system of internal control is implemented by
management, those charged with governance, and other personnel based on the structure of the entity. The entity’s system
of internal control can be applied, based on the decisions of management, those charged with governance or other personnel
and in the context of legal or regulatory requirements, to the operating model of the entity, the legal entity structure, or a
combination of these.
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. This appendix further explains the components of, as well as the limitations of, the entity’s system of internal control as
set out in paragraphs 12(m), 21-26, and A90-A181, as they relate to a financial statement audit.
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. Included within the entity’s system of internal control are aspects that relate to the entity’s reporting objectives, including
its financial reporting objectives, but it may also include aspects that relate to its operations or compliance objectives, when
such aspects are relevant to financial reporting.

Example:

Controls over compliance with laws and regulations may be relevant to financial reporting when such controls are relevant

to the entity’s preparation of disclosures of contingencies in the financial statements.
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Components of the Entity’s System of Internal Control

(1. EFEONEFEH > AT HOBRER)

Control Environment

((1) BEHIZRSE)

4. The control environment includes the governance and management functions and the attitudes, awareness, and actions of
those charged with governance and management concerning the entity’s system of internal control, and its importance in
the entity. The control environment sets the tone of an organization, influencing the control consciousness of its people,
and provides the overall foundation for the operation of the other components of the entity’s system of internal control.
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. An entity’s control consciousness is influenced by those charged with governance, because one of their roles is to
counterbalance pressures on management in relation to financial reporting that may arise from market demands or
remuneration schemes. The effectiveness of the design of the control environment in relation to participation by those
charged with governance is therefore influenced by such matters as:

* Their independence from management and their ability to evaluate the actions of management.

* Whether they understand the entity’s business transactions.

* The extent to which they evaluate whether the financial statements are prepared in accordance with the applicable financial

reporting framework, including whether the financial statements include adequate disclosures.
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6. The control environment encompasses the following elements:

(a) How management’s responsibilities are carried out, such as creating and maintaining the entity’s culture and
demonstrating management’s commitment to integrity and ethical values. The effectiveness of controls cannot rise above
the integrity and ethical values of the people who create, administer, and monitor them. Integrity and ethical behavior are
the product of the entity’s ethical and behavioral standards or codes of conduct, how they are communicated (e.g., through
policy statements), and how they are reinforced in practice (e.g., through management actions to eliminate or mitigate
incentives or temptations that might prompt personnel to engage in dishonest, illegal, or unethical acts). The
communication of entity policies on integrity and ethical values may include the communication of behavioral standards
to personnel through policy statements and codes of conduct and by example.

(b) When those charged with governance are separate from management, how those charged with governance demonstrate
independence from management and exercise oversight of the entity’s system of internal control. An entity’s control
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consciousness is influenced by those charged with governance. Considerations may include whether there are sufficient
individuals who are independent from management and objective in their evaluations and decision-making; how those
charged with governance identify and accept oversight responsibilities and whether those charged with governance retain
oversight responsibility for management’s design, implementation and conduct of the entity’s system of internal control.
The importance of the responsibilities of those charged with governance is recognized in codes of practice and other laws
and regulations or guidance produced for the benefit of those charged with governance. Other responsibilities of those
charged with governance include oversight of the design and effective operation of whistle blower procedures.

(c) How the entity assigns authority and responsibility in pursuit of its objectives. This may include considerations about:
* Key areas of authority and responsibility and appropriate lines of reporting;

* Policies relating to appropriate business practices, knowledge and experience of key personnel, and resources provided
for carrying out duties; and

* Policies and communications directed at ensuring that all personnel understand the entity’s objectives, know how their
individual actions interrelate and contribute to those objectives, and recognize how and for what they will be held
accountable.

(d) How the entity attracts, develops, and retains competent individuals in alignment with its objectives. This includes how
the entity ensures the individuals have the knowledge and skills necessary to accomplish the tasks that define the
individual’s job, such as:

» Standards for recruiting the most qualified individuals — with an emphasis on educational background, prior work
experience, past accomplishments, and evidence of integrity and ethical behavior.

*Training policies that communicate prospective roles and responsibilities, including practices such as training schools
and seminars that illustrate expected levels of performance and behavior; and

* Periodic performance appraisals driving promotions that demonstrate the entity’s commitment to the advancement of
qualified personnel to higher levels of responsibility.

(e) How the entity holds individuals accountable for their responsibilities in pursuit of the objectives of the entity’s system
of internal control. This may be accomplished through, for example:

* Mechanisms to communicate and hold individuals accountable for performance of controls responsibilities and
implement corrective actions as necessary;

*Establishing performance measures, incentives and rewards for those responsible for the entity’s system of internal
control, including how the measures are evaluated and maintain their relevance;

*How pressures associated with the achievement of control objectives impact the individual’s responsibilities and
performance measures; and

* How the individuals are disciplined as necessary.

The appropriateness of the above matters will be different for every entity depending on its size, the complexity of its

structure and the nature of its activities.
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The Entity’s Risk Assessment Process

Q) tED) RI7FEMTaER)

7. The entity’s risk assessment process is an iterative process for identifying and analyzing risks to achieving the entity’s
objectives, and forms the basis for how management or those charged with governance determine the risks to be managed.
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. For financial reporting purposes, the entity’s risk assessment process includes how management identifies business risks
relevant to the preparation of financial statements in accordance with the entity’s applicable financial reporting framework,
estimates their significance, assesses the likelihood of their occurrence, and decides upon actions to manage them and the
results thereof. For example, the entity’s risk assessment process may address how the entity considers the possibility of
unrecorded transactions or identifies and analyzes significant estimates recorded in the financial statements.
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Risks relevant to reliable financial reporting include external and internal events, transactions or circumstances that may

occur and adversely affect an entity’s ability to initiate, record, process, and report financial information consistent with

the assertions of management in the financial statements. Management may initiate plans, programs, or actions to address

specific risks or it may decide to assume a risk because of cost or other considerations. Risks can arise or change due to

circumstances such as the following:

* Changes in operating environment. Changes in the regulatory, economic or operating environment can result in changes
in competitive pressures and significantly different risks.
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* New personnel. New personnel may have a different focus on or understanding of the entity’s system of internal control.

* New or revamped information system. Significant and rapid changes in the information system can change the risk relating
to the entity’s system of internal control.

* Rapid growth. Significant and rapid expansion of operations can strain controls and increase the risk of a breakdown in
controls.

» New technology. Incorporating new technologies into production processes or the information system may change the
risk associated with the entity’s system of internal control.

* New business models, products, or activities. Entering into business areas or transactions with which an entity has little
experience may introduce new risks associated with the entity’s system of internal control.

*Corporate restructurings. Restructurings may be accompanied by staff reductions and changes in supervision and
segregation of duties that may change the risk associated with the entity’s system internal control.

» Expanded foreign operations. The expansion or acquisition of foreign operations carries new and often unique risks that
may affect internal control, for example, additional or changed risks from foreign currency transactions.

» New accounting pronouncements. Adoption of new accounting principles or changing accounting principles may affect
risks in preparing financial statements.

» Use of IT. Risks relating to:
0 Maintaining the integrity of data and information processing;
o Risks to the entity business strategy that arise if the entity’s IT strategy does not effectively support the entity’s business

strategy; or
o Changes or interruptions in the entity’s IT environment or turnover of IT personnel or when the entity does not make
necessary updates to the IT environment or such updates are not timely.
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The Entity’s Process to Monitor the System of Internal Control

((3) PEHERIS 2T A EERT HEEDOT 1B R)

10. The entity’s process to monitor the system of internal control is a continual process to evaluate the effectiveness of the
entity’s system of internal control, and to take necessary remedial actions on a timely basis. The entity’s process to monitor
the entity’s system of internal control may consist of ongoing activities, separate evaluations (conducted periodically), or
some combination of the two. Ongoing monitoring activities are often built into the normal recurring activities of an entity
and may include regular management and supervisory activities. The entity’s process will likely vary in scope and
frequency depending on the assessment of the risks by the entity.
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11. The objectives and scope of internal audit functions typically include activities designed to evaluate or monitor the
effectiveness of the entity’s system of internal control.”? The entity’s process to monitor the entity’s system of internal
control may include activities such as management’s review of whether bank reconciliations are being prepared on a timely
basis, internal auditors’ evaluation of sales personnel’s compliance with the entity’s policies on terms of sales contracts,
and a legal department’s oversight of compliance with the entity’s ethical or business practice policies. Monitoring is done
also to ensure that controls continue to operate effectively over time. For example, if the timeliness and accuracy of bank
reconciliations are not monitored, personnel are likely to stop preparing them.
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21SA 610 (Revised 2013) and Appendix 4 of this ISA provides further guidance related to internal audit.

12. Controls related to the entity’s process to monitor the entity’s system of internal control, including those that monitor
underlying automated controls, may be automated or manual, or a combination of both. For example, an entity may use
automated monitoring controls over access to certain technology with automated reports of unusual activity to management,
who manually investigate identified anomalies.
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13. When distinguishing between a monitoring activity and a control related to the information system, the underlying details
of the activity are considered, especially when the activity involves some level of supervisory review. Supervisory reviews
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are not automatically classified as monitoring activities and it may be a matter of judgment whether a review is classified
as a control related to the information system or a monitoring activity. For example, the intent of a monthly completeness
control would be to detect and correct errors, where a monitoring activity would ask why errors are occurring and assign
management the responsibility of fixing the process to prevent future errors. In simple terms, a control related to the
information system responds to a specific risk, whereas a monitoring activity assesses whether controls within each of the
five components of the entity’s system of internal control are operating as intended.
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14. Monitoring activities may include using information from communications from external parties that may indicate
problems or highlight areas in need of improvement. Customers implicitly corroborate billing data by paying their invoices
or complaining about their charges. In addition, regulators may communicate with the entity concerning matters that affect
the functioning of the entity’s system of internal control, for example, communications concerning examinations by bank
regulatory agencies. Also, management may consider in performing monitoring activities any communications relating to
the entity’s system of internal control from external auditors.

14, BEAIEENICIE, R Z R LS 2 LB 2R i 2 B & 7>
FMHzELl nd D,

T2 EndbD, BRI OIaZ 6NTNFRD

FHREBVER DT — X ABLZOWTIE, BENEREEB VI > TWD Z L TR Db REITX T
LEENRSDH B LT, PRI TITRWBHEEEZG2 Z L0 5,
I Bz, Bz, SUTHRELZE L CTOEED L D2, Bl S /0 PNEFEH > A7 A OMEEIZBE T 5 FIHZ

(BT L BB D,
Efo, EEHIL BREEEEET DB, AN D OIS AT AT 2 EE A RS
L8 %,

The Information System and Communication

((4) BT AT & LIBE)

15. The information system relevant to the preparation of the financial statements consists of activities and policies, and

accounting and supporting records, designed and established to:

* Initiate, record and process entity transactions (as well as to capture, process and disclose information about events and
conditions other than transactions) and to maintain accountability for the related assets, liabilities and equity;

* Resolve incorrect processing of transactions, for example, automated suspense files and procedures followed to clear
suspense items out on a timely basis;

* Process and account for system overrides or bypasses to controls;

* Incorporate information from transaction processing in the general ledger (e.g., transferring of accumulated transactions
from a subsidiary ledger);

* Capture and process information relevant to the preparation of the financial statements for events and conditions other
than transactions, such as the depreciation and amortization of assets and changes in the recoverability of assets; and
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* Ensure information required to be disclosed by the applicable financial reporting framework is accumulated, recorded, FH S 2 B OFSAIT L 0 BRA TR S A E®A . I, 06k, MFE . ERXh. WK -
processed, summarized and appropriately reported in the financial statements. GO XD = b AT D = L ' ' ' ' T
16. An entity’s business processes include the activities designed to: 16. BEDOEHE Tt AT, UTOFEDOZDIZT VA v ENiE#h %z &te,

- Develop, purchase, produce, sell and distribute an entity’s products and services;

+ Ensure compliance with laws and regulations; and

+ Record information, including accounting and financial reporting information.

Business processes result in the transactions that are recorded, processed and reported by the information system.
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and memoranda. Communication also can be made electronically, orally, and through the actions of management.
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19. Communication by the entity of the financial reporting roles and responsibilities and of significant matters relating to
financial reporting involves providing an understanding of individual roles and responsibilities pertaining to the entity’s
system of internal control relevant to financial reporting. It may include such matters as the extent to which personnel
understand how their activities in the information system relate to the work of others and the means of reporting exceptions
to an appropriate higher level within the entity.
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Control Activities

((5) HEMITES)

20. Controls in the control activities component are identified in accordance with paragraph 26. Such controls include
information processing controls and general IT controls, both of which may be manual or automated in nature. The greater
the extent of automated controls, or controls involving automated aspects, that management uses and relies on in relation
to its financial reporting, the more important it may become for the entity to implement general IT controls that address the
continued functioning of the automated aspects of information processing controls. Controls in the control activities
component may pertain to the following:

* Authorization and approvals. An authorization affirms that a transaction is valid (i.e., it represents an actual economic
event or is within an entity’s policy). An authorization typically takes the form of an approval by a higher level of
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management or of verification and a determination if the transaction is valid. For example, a supervisor approves an
expense report after reviewing whether the expenses seem reasonable and within policy. An example of an automated
approval is when an invoice unit cost is automatically compared with the related purchase order unit cost within a pre-
established tolerance level. Invoices within the tolerance level are automatically approved for payment. Those invoices
outside the tolerance level are flagged for additional investigation.
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* Reconciliations — Reconciliations compare two or more data elements. If differences are identified, action is taken to bring
the data into agreement. Reconciliations generally address the completeness or accuracy of processing transactions.

* Verifications — Verifications compare two or more items with each other or compare an item with a policy, and will likely
involve a follow-up action when the two items do not match or the item is not consistent with policy. Verifications
generally address the completeness, accuracy, or validity of processing transactions.

* Physical or logical controls, including those that address security of assets against unauthorized access, acquisition, use
or disposal. Controls that encompass:

0 The physical security of assets, including adequate safeguards such as secured facilities over access to assets and
records.

0 The authorization for access to computer programs and data files (i.e., logical access).

0 The periodic counting and comparison with amounts shown on control records (for example, comparing the results of
cash, security and inventory counts with accounting records).

The extent to which physical controls intended to prevent theft of assets are relevant to the reliability of financial statement -

preparation depends on circumstances such as when assets are highly susceptible to misappropriation.

* Segregation of duties. Assigning different people the responsibilities of authorizing transactions, recording transactions,

and maintaining custody of assets. Segregation of duties is intended to reduce the opportunities to allow any person to be -
in a position to both perpetrate and conceal errors or fraud in the normal course of the person’s duties.
For example, a manager authorizing credit sales is not responsible for maintaining accounts receivable records or handling
cash receipts. If one person is able to perform all these activities the person could, for example, create a fictitious sale
that could go undetected. Similarly, salespersons should not have the ability to modify product price files or commission
rates.

Sometimes segregation is not practical, cost effective, or feasible. For example, smaller and less complex entities may lack

sufficient resources to achieve ideal segregation, and the cost of hiring additional staff may be prohibitive. In these

situations, management may institute alternative controls. In the example above, if the salesperson can modify product price
files, a detective control activity can be put in place to have personnel unrelated to the sales function periodically review
whether and under what circumstances the salesperson changed prices.

21. Certain controls may depend on the existence of appropriate supervisory controls established by management or those
charged with governance. For example, authorization controls may be delegated under established guidelines, such as
investment criteria set by those charged with governance; alternatively, non-routine transactions such as major acquisitions
or divestments may require specific high-level approval, including in some cases that of shareholders.
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Limitations of Internal Control
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22. The entity’s system of internal control, no matter how effective, can provide an entity with only reasonable assurance
about achieving the entity’s financial reporting objectives. The likelihood of their achievement is affected by the inherent
limitations of internal control. These include the realities that human judgment in decision-making can be faulty and that
breakdowns in the entity’s system of internal control can occur because of human error. For example, there may be an error
in the design of, or in the change to, a control. Equally, the operation of a control may not be effective, such as where
information produced for the purposes of the entity’s system of internal control (for example, an exception report) is not
effectively used because the individual responsible for reviewing the information does not understand its purpose or fails
to take appropriate action.
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23. Additionally, controls can be circumvented by the collusion of two or more people or inappropriate management override
of controls. For example, management may enter into side agreements with customers that alter the terms and conditions
of the entity’s standard sales contracts, which may result in improper revenue recognition. Also, edit checks in an IT
application that are designed to identify and report transactions that exceed specified credit limits may be overridden or
disabled.
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24. Further, in designing and implementing controls, management may make judgments on the nature and extent of the
controls it chooses to implement, and the nature and extent of the risks it chooses to assume.
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Appendix 4(Ref: Para 14(a), 24(a)(ii), A25-A28, A118)
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Considerations for Understanding an Entity’s Internal Audit Function

This appendix provides further considerations relating to understanding the entity’s internal audit function when such a
function exists.
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Objectives and Scope of the Internal Audit Function

(1. PEFEEHEED BB R OHEIEH)

1. The objectives and scope of an internal audit function, the nature of its responsibilities and its status within the organization,
including the function’s authority and accountability, vary widely and depend on the size, complexity and structure of the
entity and the requirements of management and, where applicable, those charged with governance. These matters may be
set out in an internal audit charter or terms of reference.
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. The responsibilities of an internal audit function may include performing procedures and evaluating the results to provide
assurance to management and those charged with governance regarding the design and effectiveness of risk management,
the entity’s system of internal control and governance processes. If so, the internal audit function may play an important
role in the entity’s process to monitor the entity’s system of internal control. However, the responsibilities of the internal
audit function may be focused on evaluating the economy, efficiency and effectiveness of operations and, if so, the work
of the function may not directly relate to the entity’s financial reporting.
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Inquiries of the Internal Audit Function

(2. AMEEAN~DER)

3. If an entity has an internal audit function, inquiries of the appropriate individuals within the function may provide
information that is useful to the auditor in obtaining an understanding of the entity and its environment, the applicable
financial reporting framework and the entity’s system of internal control, and in identifying and assessing risks of material
misstatement at the financial statement and assertion levels. In performing its work, the internal audit function is likely to
have obtained insight into the entity’s operations and business risks, and may have findings based on its work, such as
identified control deficiencies or risks, that may provide valuable input into the auditor’s understanding of the entity and
its environment, the applicable financial reporting framework, the entity’s system of internal control, the auditor’s risk
assessments or other aspects of the audit. The auditor’s inquiries are therefore made whether or not the auditor expects to
use the work of the internal audit function to modify the nature or timing, or reduce the extent, of audit procedures to be
performed.” Inquiries of particular relevance may be about matters the internal audit function has raised with those charged
with governance and the outcomes of the function’s own risk assessment process.
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3 The relevant requirements are contained in ISA 610 (Revised 2013).

4. If, based on responses to the auditor’s inquiries, it appears that there are findings that may be relevant to the entity’s
financial reporting and the audit of the financial statements, the auditor may consider it appropriate to read related reports
of the internal audit function. Examples of reports of the internal audit function that may be relevant include the function’s
strategy and planning documents and reports that have been prepared for management or those charged with governance

describing the findings of the internal audit function’s examinations.

A NDOERNTS T 2RIZIC, EEOMBHRECEAICEEST 2 BN H DR FEI T EN 56, B
BANF, BETOINHBEEOREELEHT 5 I ENWUNE O NERE+2 280305, BET 5N
BOREEITIT, PIIE, WEEAEOTE-OFEE, #EE ., RS UIEERFOTOIT/ER SN ZA
MEAOREMFHRL L L CREESETEN D,

. In addition, in accordance with ISA 240, if the internal audit function provides information to the auditor regarding any
actual, suspected or alleged fraud, the auditor takes this into account in the auditor’s identification of risk of material
misstatement due to fraud.

2B, BEEEERESWEE 240 F 18 IIZHEV, BEEAEAN, RNIE, RIEDEWIIAREORN CTIZET 5
BHRENTBEEADLOAFLEZEES, BEANE, REICLDEEREBERY X7 2309 2 BRI Y 545 ®)
EET D,

" ISA 240, paragraph 19

6. Appropriate individuals within the internal audit function with whom inquiries are made are those who, in the auditor’s
judgment, have the appropriate knowledge, experience and authority, such as the chief internal audit executive or,
depending on the circumstances, other personnel within the function. The auditor may also consider it appropriate to have
periodic meetings with these individuals.

6. ERIDOXIG & 72 2 B A HE S U] 2 813, WY, RBRE OMEREZ A4 5 EEEAE A Lz
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Consideration of the Internal Audit Function in Understanding the Control Environment

(3. WEHIBRSEOEMITISIT HNEEEMKEICEET 5ZEEER)

7. In understanding the control environment, the auditor may consider how management has responded to the findings and
recommendations of the internal audit function regarding identified control deficiencies relevant to the preparation of the
financial statements, including whether and how such responses have been implemented, and whether they have been
subsequently evaluated by the internal audit function.

7. AT, WMHIREZEMT DB, M REROMERICEIE D NERHLHNZ W TRl S e A ICE L
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Understanding the Role that the Internal Audit Function Plays in the Entity’s Process to Monitor the System of
Internal Control

(4. WEHEH > 2T A OBHEENICI T 5 NEEEERE O&RE OEHE)

8. If the nature of the internal audit function’s responsibilities and assurance activities are related to the entity’s financial
reporting, the auditor may also be able to use the work of the internal audit function to modify the nature or timing, or
reduce the extent, of audit procedures to be performed directly by the auditor in obtaining audit evidence. Auditors may be
more likely to be able to use the work of an entity’s internal audit function when it appears, for example, based on
experience in previous audits or the auditor’s risk assessment procedures, that the entity has an internal audit function that
is adequately and appropriately resourced relative to the complexity of the entity and the nature of its operations, and has

a direct reporting relationship to those charged with governance.

8. NHBEL ALK RE D BALCIE B N DM B S ICBE I 5 56, BANT, BEELOAFIIY Y | BEAA
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. I, based on the auditor’s preliminary understanding of the internal audit function, the auditor expects to use the work of
the internal audit function to modify the nature or timing, or reduce the extent, of audit procedures to be performed, ISA
610 (Revised 2013) applies.

9. NERBEAHEREIC R T D EA AN D P72 BIfif |IC S & | A ANE T 5 BAE T OREA L < X224
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610 EH S5,
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10. As is further discussed in ISA 610 (Revised 2013), the activities of an internal audit function are distinct from other
monitoring controls that may be relevant to financial reporting, such as reviews of management accounting information
that are designed to contribute to how the entity prevents or detects misstatements.

10. NFEEARERE OTR BN, MBS HE ICBE LG th oSS (B2 13, EEDEBFRZBIESUIFER D
LIRS LD IR SN SFHEROEHE I L 2EME) LIl (BEEH 610 o A3 HS
R.\E\) o

11. Establishing communications with the appropriate individuals within an entity’s internal audit function early in the
engagement, and maintaining such communications throughout the engagement, can facilitate effective sharing of
information. It creates an environment in which the auditor can be informed of significant matters that may come to the
attention of the internal audit function when such matters may affect the work of the auditor. ISA 200 discusses the
importance of the auditor planning and performing the audit with professional skepticism,” including being alert to
information that brings into question the reliability of documents and responses to inquiries to be used as audit evidence.
Accordingly, communication with the internal audit function throughout the engagement may provide opportunities for
internal auditors to bring such information to the auditor’s attention. The auditor is then able to take such information into
account in the auditor’s identification and assessment of risks of material misstatement.

11. BEAOYMERE) CEEA MM 28 U7 N EE IS E T 28 & Offfiit e aIa=r—a Ui, 2
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> ISA 200, paragraph 7

Appendix 5(Ref: Para. 25(a), 26(b)—(c), A94, A166-Al172)
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Considerations for Understanding Information Technology (IT)

This appendix provides further matters that the auditor may consider in understanding the entity’s use of IT in its system of
internal control.

ZOfETIE, REOHERHIS AT ACBIT D IT OFIAZEE NPT 25812805, FEMAREEEH
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Understanding the Entity’s Use of Information Technology in the Components of the Entity’s System of Internal
Control

(1. EEONEFEH > AT LOBRERICEIT 5 IT OFHOEME)

1. An entity’s system of internal control contains manual elements and automated elements (i.e., manual and automated

controls and other resources used in the entity’s system of internal control). An entity’s mix of manual and automated

elements varies with the nature and complexity of the entity’s use of IT. An entity’s use of IT affects the manner in which

the information relevant to the preparation of the financial statements in accordance with the applicable financial reporting

framework is processed, stored and communicated, and therefore affects the manner in which the entity’s system of internal

control is designed and implemented. Each component of the entity’s system of internal control may use some extent of

IT.

Generally, IT benefits an entity’s system of internal control by enabling an entity to:

« Consistently apply predefined business rules and perform complex calculations in processing large volumes of transactions
or data;

+ Enhance the timeliness, availability and accuracy of information;

« Facilitate the additional analysis of information;

+ Enhance the ability to monitor the performance of the entity’s activities and its policies and procedures;

» Reduce the risk that controls will be circumvented; and

» Enhance the ability to achieve effective segregation of duties by implementing security controls in IT applications,
databases and operating systems.
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. The characteristics of manual or automated elements are relevant to the auditor’s identification and assessment of the risks
of material misstatement, and further audit procedures based thereon.Automated controls may be more reliable than manual
controls because they cannot be as easily bypassed, ignored, or overridden, and they are also less prone to simple errors
and mistakes. Automated controls may be more effective than manual controls in the following circumstances:

« High volume of recurring transactions, or in situations where errors that can be anticipated or predicted can be prevented,
or detected and corrected, through automation.
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« Controls where the specific ways to perform the control can be adequately designed and automated.

RIETE 256

NERHEHI 2 B UNHEEE L HEE T 2 2 &3 TE D & 0 RER FIENFEET 256

Understanding the Entity’s Use of Information Technology in the Information System (Ref: Para. 25(a))

(1) REDCERY AT AIZBIT B IT OF|H OB

(% 24 1 (1) M)

3. The entity’s information system may include the use of manual and automated elements, which also affect the manner in
which transactions are initiated, recorded, processed, and reported. In particular,procedures to initiate, record, process and
report transactions may be enforced through the IT applications used by the entity, and how the entity has configured those
applications. In addition, records in the form of digital information may replace or supplement records in the form of paper
documents.

BLAREDIEHM Y AT AT, FAEELOH B S 7 HALERRE S ORI 23 2, 51 OB hans bRk, ALEE,
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DICE IR X 25082, BREBMADO T Z R IHTET 2 2 L b b D,

4. In obtaining an understanding of the IT environment relevant to the flows of transactions and information processing in the
information system, the auditor gathers information about the nature and characteristics of the IT applications used, as well
as the supporting IT infrastructure and IT. The following table includes examples of matters that the auditor may consider
in obtaining the understanding of the IT environment and includes examples of typical characteristics of IT environments
based on the complexity of IT applications used in the entity’s information system. However, such characteristics are
directional and may differ depending on the nature of the specific IT applications in use by an entity.
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Examples of typical characteristics of:

— R 72 R D]

Non-complex commercial | Mid-size and moderately | Large or complex IT
software complex commercial | applications (e.g.. ERP
software or IT applications | systems)
Matters related to extent of
automation and use of data:
* The extent of automated | N/A N/A Extensive  and often
procedures for processing, complex automated
and the complexity of those procedures
procedures, including,
whether there is highly
automated, paperless
processing.
* The extent of the entity’s | Simple automated Simple relevant Complex

reliance on system-generated | report logic automated report automated report

reports in the processing of logic logic; Report-writer
information. software

* How data is input (i.e., manual | Manual data inputs Small number of data | Large number of
input, customer or vendor inputs or simple | data inputs or
input, or file load). interfaces complex interfaces

How IT facilitates | No automated Small number of data | Large number of

communication between | interfaces (manual inputs or simple interfaces | data inputs or
applications, databases or | inputs only) complex interfaces
other aspects of the IT

environment, internally and
externally, as appropriate,
through system interfaces.

* The volume and complexity of | Low volume of data Low volume of data Large volume of data or

data in digital form being | or simple data that or simple data complex data; Data
processed by the information | is able to be verified warehouses;”®  Use  of
system, including whether | manually; Data internal or

external IT service
providers (e.g., third-party
storage or hosting of data)

accounting records or other
information are stored in
digital form and the location
of stored data.

available locally

8 A data warehouse is generally described as a central repository of integrated data from one or more disparate sources
(such as multiple databases) from which reports may be generated or that may be used by the entity for other data analysis
activities. A report-writer is an IT application that is used to extract data from one or more sources (such as a data
warehouse, a database or an IT application) and present the data in a specified format.

Matters  related to IT

applications and IT

infrastructure:

» The type of application (e.g., a | Purchased Purchased Custom developed
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commercial application with
little or no customization, or a
highlycustomized or
highlyintegrated application
that may have been purchased
and customized, or developed
in-house).

application with little
or no customization

application or simple
legacy or low-end
ERP applications with
little or no
customization

applications or
more complex
ERPs with
significant
customization

* The complexity of the nature
of the IT applications and the
underlying IT infrastructure.

Small, simple laptop
or client serverbased
solution

Mature and stable
mainframe, small or
simple client server,
software as a service
cloud

Complex
mainframe, large or
complex client
server, web-facing,
infrastructure as a
service cloud

* Whether there is thirdparty
hosting or outsourcing of IT.

If outsourced,
competent, mature,

If outsourced,
competent, mature,

Competent, mature
proven provider for

proven provider (e.g., | proven provider (e.g., | certain applications
cloud provider) cloud provider) and new or start-up
provider for others

» Whether the entity is using | No use of emerging Limited use of Mixed use of
Emerging technologies that | technologies emerging emerging
affect its financial reporting. technologies in  some | technologies

applications across platforms

Matters related to IT processes:

* The personnel involved in | Few personnel with Limited personnel Dedicated IT
maintaining the IT | limited IT knowledge to | with IT skills/ departments with
environment (the number and | process vendor dedicated to IT skilled personnel,
skill level of the IT support | upgrades and including
resources  that  manage | manage access programming skills
security and changes to the IT
environment).

* The complexity of processes to | Single individual Few individuals  with | Complex processes
manage access rights. with administrative administrative access | managed by IT

access manages
access rights

manage access rights

department for
access rights

* The complexity of the security
over the IT environment,
including vulnerability of the
IT applications, databases,
and other aspects of the IT
environment to cyber risks,
particularly when there are
web-based transactions or
transactions involving
external interfaces.

Simple on-premise

access with no external
web-facing

elements

Some web-based
applications with primarily
simple, rolebased security

Multiple platforms
with web-based access and
complex security models

* Whether program changes
have been made to the manner
in which information is
processed, and the extent of

Commercial
software with no
source code
installed

Some commercial
applications with no source
code and

other mature

New or large
number or complex
changes, several
development cycles

such changes during the applications with a each year
period. small number or
simple changes;
traditional systems
development lifecycle
» The extent of change within | Changes limited to Changes consist of New or large

the IT environment (e.g., new
aspects of the IT environment

version upgrades of
commercial software

software
ERP version

commercial
upgrades,

number or complex
changes, several
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upgrades,
enhancements

or legacy | development cycles
each year, heavy

ERP customization

Major version
upgrade, new
release, platform
change

or significant changes in the
IT applications or the
underlying IT infrastructure).

* Whether there was a major
data conversion during the
period and, if so, the nature
and significance of the
changes made, and how the
conversion was undertaken.

Minor version
upgrades for
commercial software
applications with
limited data being
converted

Software upgrades

provided by vendor;
No data conversion
features for upgrade
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Emerging Technologies
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5. Entities may use emerging technologies (e.g., blockchain, robotics or artificial intelligence) because such technologies may
present specific opportunities to increase operational efficiencies or enhance financial reporting. When emerging
technologies are used in the entity’s information system relevant to the preparation of the financial statements, the auditor
may include such technologies in the identification of IT applications and other aspects of the IT environment that are
subject to risks arising from the use of IT. While emerging technologies may be seen to be more sophisticated or more
complex compared to existing technologies, the auditor’s responsibilities in relation to IT applications and identified
general IT controls in accordance with paragraph 26(b)—(c) remain unchanged.
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Scalability
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6. Obtaining an understanding of the entity’s IT environment may be more easily accomplished for a less complex entity that
uses commercial software and when the entity does not have access to the source code to make any program changes. Such
entities may not have dedicated IT resources but may have a person assigned in an administrator role for the purpose of
granting employee access or installing vendor-provided updates to the IT applications. Specific matters that the auditor
may consider in understanding the nature of a commercial accounting software package, which may be the single IT
application used by a less complex entity in its information system, may include:

* The extent to which the software is well established and has a reputation for reliability;

* The extent to which it is possible for the entity to modify the source code of the software to include additional modules
(i.e., add-ons) to the base software, or to make direct changes to data;

* The nature and extent of modifications that have been made to the software. Although an entity may not be able to modify
the source code of the software, many software packages allow for configuration (e.g., setting or amending reporting
parameters). These do not usually involve modifications to source code; however, the auditor may consider the extent to
which the entity is able to configure the software when considering the completeness and accuracy of information
produced by the software that is used as audit evidence; and

» The extent to which data related to the preparation of the financial statements can be directly accessed (i.e., direct access
to the database without using the IT application) and the volume of data that is processed. The greater the volume of data,
the more likely the entity may need controls that address maintaining the integrity of the data, which may include general
IT controls over unauthorized access and changes to the data.
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7. Complex IT environments may include highly-customized or highly-integrated IT applications and may therefore require
more effort to understand. Financial reporting processes or IT applications may be integrated with other IT applications.
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Such integration may involve IT applications that are used in the entity’s business operations and that provide information
to the IT applications relevant to the flows of transactions and information processing in the entity’s information system.
In such circumstances, certain IT applications used in the entity’s business operations may also be relevant to the
preparation of the financial statements. Complex IT environments also may require dedicated IT departments that have
structured IT processes supported by personnel that have software development and IT environment maintenance skills. In
other cases, an entity may use internal or external service providers to manage certain aspects of, or IT processes within,
its IT environment (e.g., third-party hosting).

r—a s, MoITT7T PN A= a v EEA SR TWAEARHDH, ZDLX 5 RHERITIT. MEOFEE
FETHERENAITT 7Y r— 3 0T, REDIFRY AT LB W TES| O OIEHRAFICEHL HITT
TV — g ANERERMET AT AU —a v REEND, ZOX I RN TR, B¥EOFEEEST
FHINDREDITT 7V r—y a b WEHEROERICEET 2560855, £7o, B2 ITEREE TII,
V7 MU= T BRRITRE DRSO A X VA 2 7243 & M2 1T 7 1 & X & 2 72 O TTEH T 23
MELRAEAS VDD, oM, £¥iT., ZOMOITRELIT 0t A2 ET 572512, NI IR
DY —ERATu S FERATIIHAERGD B2, FEHICLDERAT 7))

Identifying IT Applications that are Subject to Risks Arising from the use of IT
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8. Through understanding the nature and complexity of the entity’s IT environment, including the nature and extent of
information processing controls, the auditor may determine which IT applications the entity is relying upon to accurately
process and maintain the integrity of financial information. The identification of IT applications on which the entity relies
may affect the auditor’s decision to test the automated controls within such IT applications, assuming that such automated
controls address identified risks of material misstatement. Conversely, if the entity is not relying on an IT application, the
automated controls within such IT application are unlikely to be appropriate or sufficiently precise for purposes of operating
effectiveness tests. Automated controls that may be identified in accordance with paragraph 26(b) may include, for
example, automated calculations or input, processing and output controls, such as a three-way match of a purchase order,
vendor shipping document, and vendor invoice. When automated controls are identified by the auditor and the auditor
determines through the understanding of the IT environment that the entity is relying on the IT application that includes
those automated controls, it may be more likely for the auditor to identify the IT application as one that is subject to risks
arising from the use of IT.
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9. In considering whether the IT applications for which the auditor has identified automated controls are subject to risks
arising from the use of IT, the auditor is likely to consider whether, and the extent to which, the entity may have access to
source code that enables management to make program changes to such controls or the IT applications. The extent to which
the entity makes program or configuration changes and the extent to which the IT processes over such changes are
formalized may also be relevant considerations. The auditor is also likely to consider the risk of inappropriate access or
changes to data.
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10. System-generated reports that the auditor may intend to use as audit evidence may include, for example, a trade receivable
aging report or an inventory valuation report. For such reports, the auditor may obtain audit evidence about the
completeness and accuracy of the reports by substantively testing the inputs and outputs of the report. In other cases, the
auditor may plan to test the operating effectiveness of the controls over the preparation and maintenance of the report, in
which case the IT application from which it is produced is likely to be subject to risks arising from the use of IT. In addition
to testing the completeness and accuracy of the report, the auditor may plan to test the operating effectiveness of general
IT controls that address risks related to inappropriate or unauthorized program changes to, or data changes in, the report.
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11. Some IT applications may include report-writing functionality within them while some entities may also utilize separate
report-writing applications (i.e., report-writers). In such cases, the auditor may need to determine the sources of system-
generated reports (i.e., the application that prepares the report and the data sources used by the report) to determine the IT
applications subject to risks arising from the use of IT.
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12. The data sources used by IT applications may be databases that, for example, can only be accessed through the IT
application or by IT personnel with database administration privileges. In other cases, the data source may be a data
warehouse that may itself be considered to be an IT application subject to risks arising from the use of IT.
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13. The auditor may have identified a risk for which substantive procedures alone are not sufficient because of the entity’s
use of highly-automated and paperless processing of transactions, which may involve multiple integrated IT applications.
In such circumstances, the controls identified by the auditor are likely to include automated controls. Further, the entity
may be relying on general IT controls to maintain the integrity of the transactions processed and other information used in
processing. In such cases, the IT applications involved in the processing and the storage of the information are likely subject
to risks arising from the use of IT.
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14. Although audit evidence may also come in the form of system-generated output that is used in a calculation performed in
an end-user computing tool (e.g., spreadsheet software or simple databases), such tools are not typically identified as IT
applications in the context of paragraph 26(b). Designing and implementing controls around access and change to end-user
computing tools may be challenging, and such controls are rarely equivalent to, or as effective as, general IT controls.
Rather, the auditor may consider a combination of information processing controls, taking into account the purpose and
complexity of the end-user computing involved, such as:

« Information processing controls over the initiation and processing of the source data, including relevant automated or
interface controls to the point from which the data is extracted (i.e., the data warehouse);

* Controls to check that the logic is functioning as intended, for example, controls which ‘prove’ the extraction of data, such
as reconciling the report to the data from which it was derived, comparing the individual data from the report to the
source and vice versa, and controls which check the formulas or macros; or

« Use of validation software tools, which systematically check formulas or macros, such as spreadsheet integrity tools.
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15. The entity’s ability to maintain the integrity of information stored and processed in the information System may vary based
on the complexity and volume of the related transactions and other information. The greater the complexity and volume of
data that supports a significant class of transactions, account balance or disclosure, the less likely it may become for the
entity to maintain integrity of that information through information processing controls alone (e.g., input and output
controls or review controls). It also becomes less likely that the auditor will be able to obtain audit evidence about the
completeness and accuracy of such information through substantive testing alone when such information is used as audit
evidence. In some circumstances, when volume and complexity of transactions are lower, management may have an
information processing control that is sufficient to verify the accuracy and completeness of the data (e.g., individual sales
orders processed and billed may be reconciled to the hard copy originally entered into the IT application). When the entity
relies on general IT controls to maintain the integrity of certain information used by IT applications, the auditor may
determine that the IT applications that maintain that information are subject to risks arising from the use of IT.

Example characteristics of an IT application Example characteristics of an IT application

that is likely not subject to risks arising from IT

that is likely subject to risks arising from IT

» Standalone applications.

* The volume of data (transactions) is not significant.

* The application’s functionality is not complex.

« Each transaction is supported by original hard copy
documentation.

* Applications are interfaced.
* The volume of data (transactions) is significant.
* The application’s functionality is complex as:
— The application automatically initiates transactions; and
— There are a variety of complex calculations underlying
automated entries.
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IT application is likely not subject to risks arising from IT

because:

* The volume of data is not significant and Therefore
management is not relying upon general IT controls to
process or maintain the data.

» Management does not rely on automated controls or other
automated functionality. The auditor has not identified

IT application is likely subject to risks arising from IT

because:

* Management relies on an application System to process or
maintain data as the volume of data is significant.

* Management relies upon the application system to perform
certain automated controls that the auditor has also
identified.

NEB LB DI NWAZ  RTa—r DT 7V 7
—vg v

T—4 (WE) OENKE 720,

TV = a3 OEENEHETIT R,
BEANIAREAR DRI CEIC L - TEAMAIT B
o

B =T 2 — A DL T ) r— g v

T—% (H5]) OENKE,

TV = a COERENLL T O X 9 ICEMET
H D,
- TV =g IHBRICEE] 2G5,
- BHEMEEROIEEEITHE 2 72 BHERE RN B D,

M7 7V r—ya i, UTOHEBIZLY, ITOF
HANGAELD Y R OB T 5 RN E <7
Uy,

IT7r 7Y or—ya i, UTOHEBIZLY, ITOF
HAMNBAEL DY AT ORERE ST 5 AREMER B,
F—HZDBENRKRENED, REEILIT — 4 &0

BYIMRE T 57207 ) r— g VAT A
[ZARIL L TV B,

- REFIX. BEEASEN LZBEOBEMES R
R 2 BT T A0, TV r— g v
VAT AITHEILL TV B,

T—HDENRKEL BN D, BREEILT —H
ZAVER Y OATHERF T 2 72 O D IT NI L <
1/\7331/\0

- BREEIE. BEME S N NERER St o B @1k
SIUTHEREICRIL L CuvZewny, BEEE AL, ZB251H

(1) OTFTHF— gy « LYYVOBREEREBRTY
A ZNTHKIET HNEHEH OFBNZ BV T, BBk
S AT NERHE I 2 3k Bl LTy,

c REFEIT. VATACLV ARSI LERE—
ERERT 508, Yak LA — b BRI SCEIT M
LTHRAL, LAR—FOREEZMIEL TV 5D,

automated

controls in accordance with paragraph 26(a).

* Although management uses system-generated reports in
their controls, it does not rely on these reports. Instead, it

reconciles the reports back to the hard copy documentation
and verifies the calculations in the reports.

* The auditor will directly test information produced by the
entity used as audit evidence.
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Other Aspects of the IT Environment that Are Subject to Risks Arising from the Use of IT
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16. When the auditor identifies IT applications that are subject to risks arising from the use of IT, other aspects of the IT
environment are also typically subject to risks arising from the use of IT. The IT infrastructure includes the databases,
operating system, and network. Databases store the data used by IT applications and may consist of many interrelated data
tables. Data in databases may also be accessed directly through database management systems by IT or other personnel
with database administration privileges. The operating system is responsible for managing communications between
hardware, IT applications, and other software used in the network. As such, IT applications and databases may be directly
accessed through the operating system. A network is used in the IT infrastructure to transmit data and to share information,
resources and services through a common communications link. The network also typically establishes a layer of logical
security (enabled through the operating system) for access to the underlying resources.
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17. When IT applications are identified by the auditor to be subject to risks arising from IT, the database(s) that stores the
data processed by an identified IT application is typically also identified. Similarly, because an IT application’s ability to
operate is often dependent on the operating system and IT applications and databases may be directly accessed from the
operating system, the operating system is typically subject to risks arising from the use of IT. The network may be identified
when it is a central point of access to the identified IT applications and related databases or when an IT application interacts
with vendors or external parties through the internet, or when web-facing IT applications are identified by the auditor.
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Identifying Risks Arising from the Use of IT and General IT Controls
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18. Examples of risks arising from the use of IT include risks related to inappropriate reliance on IT applications that are

inaccurately processing data, processing inaccurate data, or both, such as

* Unauthorized access to data that may result in destruction of data or improper changes to data, including the recording of
unauthorized or non-existent transactions, or inaccurate recording of transactions. Particular risks may arise where
multiple users access a common database.

» The possibility of IT personnel gaining access privileges beyond those necessary to perform their assigned duties thereby
breaking down segregation of duties.

* Unauthorized changes to data in master files.

* Unauthorized changes to IT applications or other aspects of the IT environment.

» Failure to make necessary changes to IT applications or other aspects of the IT environment.

* Inappropriate manual intervention.

* Potential loss of data or inability to access data as required.
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19. The auditor’s consideration of unauthorized access may include risks related to unauthorized access by internal or external
parties (often referred to as cybersecurity risks). Such risks may not necessarily affect financial reporting, as an entity’s IT
environment may also include IT applications and related data that address operational or compliance needs. It is important
to note that cyber incidents usually first occur through the perimeter and internal network layers, which tend to be further
removed from the IT application, database and operating systems that affect the preparation of the financial statements.
Accordingly, if information about a security breach has been identified, the auditor ordinarily considers the extent to which
such a breach had the potential to affect financial reporting.If financial reporting may be affected, the auditor may decide
to understand, and test the related controls to determine the possible impact or scope of potential misstatements in the
financial statements or may determine that the entity has provided adequate disclosures in relation to such security breach.
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20. In addition, laws and regulations that may have a direct or indirect effect on the entity’s financial statements may include
data protection legislation. Considering an entity’s compliance with such laws or regulations, in accordance with ISA 250
(Revised),”” may involve understanding the entity’s IT processes and general IT controls that the entity has implemented
to address the relevant laws or regulations.
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T1SA 250 (Revised)

21. General IT controls are implemented to address risks arising from the use of IT. Accordingly, the auditor uses the
understanding obtained about the identified IT applications and other aspects of the IT environment and the applicable risks
arising from the use of IT in determining the general IT controls to identify. In some cases, an entity may use common IT
processes across its IT environment or across certain IT applications, in which case common risks arising from the use of
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IT and common general IT controls may be identified.
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22. In general, a greater number of general IT controls related to IT applications and databases are likely to be identified than
for other aspects of the IT environment. This is because these aspects are the most closely concerned with the information
processing and storage of information in the entity’s information system. In identifying general IT controls, the auditor
may consider controls over actions of both end users and of the entity’s IT personnel or IT service providers.
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23. Appendix 6 provides further explanation of the nature of the general IT controls typically implemented for different
aspects of the IT environment. In addition, examples of general IT controls for different IT processes are provided.
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Appendix 6(Ref: Para. 25(c)(ii), A173-Al74)

(fe6 ITLBRERZEMT H-OOZEEEE) (GF25H (3) @, A6l HE U ALI62 HEH)

Considerations for Understanding General IT Controls

This appendix provides further matters that the auditor may consider in understanding general IT controls.
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1. The nature of the general IT controls typically implemented for each of the aspects of the IT environment:

() Applications
General IT controls at the IT application layer g will correlate to the nature and extent of application functionality and
the access paths allowed in the technology. For example, more controls will be relevant for highly-integrated 1T
applications with complex security options than a legacy IT application supporting a small number of account balances
with access methods only through transactions.

(b) Database
General IT controls at the database layer typically address risks arising from the use of IT related to unauthorized updates
to financial reporting information in the database through direct database access or execution of a script or program.

(c) Operating system
General IT controls at the operating system layer typically address risks arising from the use of IT related to administrative
access, which can facilitate the override of other controls. This includes actions such as compromising other user’s
credentials, adding new, unauthorized users, loading malware or executing scripts or other unauthorized programs.

(d) Network

General IT controls at the network layer typically address risks arising from the use of IT related to network segmentation,

remote access, and authentication. Network controls may be relevant when an entity has web-facing applications used in

financial reporting. Network controls are also may be relevant when the entity has significant business partner relationships

or third-party outsourcing, which may increase data transmissions and the need for remote access.

1. Z N DOITEREEIC®T U Cl g @ H S 45 ITeMe il O INE
1) 77V r—vav
IT7 7V r—y a UEOITERFERNL., 77V r—y g UREREDOME L BE R OHIT ErRshi=T7 7 &
AR EARERRICH D, BT, B X2V T o AT v a v EHA, BECHRAEINZITT 7 r—
Talix, T EAFERBBILEOLTHY , DHBOMEREE Y R— T AL T —1TT Y r—
arE0h, L ONERHEHIAEEET S,
2) T—HX—2R

T _R—=ZABOITEMBRENL, — &I, T RXR—=A~DHEET VB AIAZ VS T 0T LD
EITIC LD, T— &«~xmmﬁﬁﬁ¢%ﬁ®$ﬁ \DOEFNZEHET HITOFBEN LA D U A7 Ik
5o

(B) AL —F 4T« VAT A
IR —F 4 T« VAT ABOITRMBHEHNL, — I, ONEKH 2 895 X o 7, EHEEHER
THOT 7 & AT %@#énmﬂ%#%ébéJx&;ﬁﬁ#éo_h X, ORI OBEEIERORE

HLUWKRAROFIHE DB, ~ L =7 OHEDIAL, XTAZ V7 MEL 1T A&E @7&&7A@

FITEDITANEGEEND,
4) xv hU—7

X v MU —=ZREOITaMmHIIE, — IS, *y NU—2 5% (87 A Mb) | )% /A 40\
FRIEIC %@Ltn@ﬂ%ﬁ%ibé)xﬂ_ﬁmﬁé F v MU —ZHHNE, RES, BBEREICBVNTY
=T DN BET SV —va rEAATLGEICEET S, £, ry MU — 7ﬁfﬁ%lJi BENRT—HD

HRER U E— T 7 B ADOMEEZHEKIE D ot O7a, BHEREE LONR— =L ORKRITIE =F~D
7'7]\?*“‘/‘/7‘%)‘33?) DY A B D RN B D

2. Examples of general IT controls that may exist, organized by IT process include:
(a) Process to manage access:

0 Authentication
Controls that ensure a user accessing the IT application or other aspect of the IT environment is using the user’s own
log-in credentials (i.e., the user is not using another user’s credentials).

0 Authorization
Controls that allow users to access the information necessary for their job responsibilities and nothing further, which
facilitates appropriate segregation of duties.

0 Provisioning
Controls to authorize new users and modifications to existing users’ access privileges.

0 Deprovisioning
Controls to remove user access upon termination or transfer.

0 Privileged access
Controls over administrative or powerful users’ access.

0 User access reviews
Controls to recertify or evaluate user access for ongoing authorization over time.

0 Security configuration controls
Each technology generally has key configuration settings that help restrict access to the environment.

o Physical access
Controls over physical access to the data center and hardware, as such access may be used to override other controls.
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(b) Process to manage program or other changes to the IT environment:
0 Change management process
Controls over the process to design, program, test and migrate changes to a production (i.e., end user) environment.
0 Segregation of duties over change migration
Controls that segregate access to make and migrate changes to a production environment.
o0 Systems development or acquisition or implementation
Controls over initial IT application development or implementation (or in relation to other aspects of the IT
environment).
o Data conversion
Controls over the conversion of data during development, implementation or upgrades
to the IT environment.
(c) Process to manage IT operations
0 Job scheduling
Controls over access to schedule and initiate jobs or programs that may affect financial reporting.
0 Job monitoring
Controls to monitor financial reporting jobs or programs for successful execution.
0 Backup and recovery
Controls to ensure backups of financial reporting data occur as planned and that such data is available and able to be
accessed for timely recovery in the event of an outage or attack.
0 Intrusion detection
Controls to monitor for vulnerabilities and or intrusions in the IT environment. The table below illustrates examples of
general IT controls to address examples of risks arising from the use of IT, including for different IT applications based on
their nature.
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Process Risks Controls IT Applications
IT Process Example Risks Example General Non complex Mid-size and Large or
Arising from IT Controls commercial moderately complex IT
the Use of IT software — complex applications
Applicable commercial (e.g., ERP
(yes / no) software or systems) —
IT Applicable
applications (yes / no)
— Applicable
(yes/ no)
Manage User-access Management Yes — instead of | Yes Yes
Access privileges: approves the nature | user access
Users have and extent of user | reviews noted
access access privileges | below
privileges for new and modified
beyond those user access,
necessary to including standard
perform their application
assigned profiles/roles, critical
duties, which financial reporting
may create improper transactions, and
segregation of duties. | segregation of duties
Access for Yes — instead Yes Yes
terminated or of user access
transferred users is reviews below
removed or
modified in a timely
manner
User access is Yes —instead of | Yes — for Yes
periodically provisioning/ certain
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reviewed Deprovisioning applications
controls above
Segregation of duties | N/A —no Yes — for Yes
is monitored system certain
and conflicting enabled applications
access is either segregation
removed or mapped
to mitigating
controls, which are
documented and
tested
Privileged-level Yes — likely at IT | Yes —atIT Yes —at all
access (e.g., application application layers of IT
configuration, data | layer only and certain environment
and security layers of IT for platform
administrators) is environment  for
authorized and platform
appropriately
restricted
Direct data Access to N/A Yes — for Yes
access: application data files certain
Inappropriate changes | or database applications
are made directly to objects/tables/data is and
financial data through | limited to databases
means authorized
other than personnel, based on
application their job
transactions. responsibilities and
assigned role, and
such access is
approved by
management
System Access is Yes — Yes — mix of Yes
settings: Authenticated password password and
Systems are through unique user | authentication multi-factor
Not adequately IDs and passwords only authentication
configured or updated | or other methods as
to restrict system a mechanism for
access to validating that users
properly are authorized to gain
authorized and access to the
appropriate system. Password
users. parameters meet
company or industry
standards (e.g.,
password minimum
length and
complexity,
expiration, account
lockout)
The key attributes of | N/A—no Yes — for Yes
the security technical certain
configuration are | security applications
appropriately configurations and
implemented exist databases
Manage Application Application changes | N/A —would Yes — for | Yes
Change changes: are appropriately | verify no noncommercial
Inappropriate tested and source code software
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changes are approved before | installed
made to being moved into the
application production
systems or environment
programs that contain | Access to N/A Yes Yes
relevant implement  changes noncommercial
automated into the application software
controls (i.e., production
configurable environment is
settings, appropriately
automated restricted and
algorithms, segregated from the
automated development
calculations, environment
and automated
data extraction)
or report logic.
Manage Database Database changes are | N/A —no Yes - Yes
Change changes: appropriately tested | database noncommercial
Inappropriate changes | and approved | changes software
are made to the | before being moved | made at entity
database into
structure and | the production
relationships between | environment
the data.
Manage System System software N/A —no Yes Yes
Change software changes are system
changes: appropriately tested | software
Inappropriate changes | and approved changes are
are made to system before being moved | made at entity
software (e.g., to production
operating
system,
network,
changemanagement
software,
access-control
software).
Manage Data Management N/A — Yes Yes
Change conversion: Approves the results | Addressed
Data converted of the conversion of | through
from legacy data (e.g., balancing | manual
systems or and reconciliation controls
previous activities) from the
versions old application
introduces data errors | system or data
if the conversion structure to the new
transfers application system or
incomplete, data structure
redundant, and monitors that the
obsolete, or conversion is
inaccurate data. performed in
accordance with
established
conversion  policies
and procedures
IT Network: The network | Access is N/A —no Yes Yes
Operations | does not adequately Authenticated separate
prevent through unique user | network
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unauthorized

users from

gaining

inappropriate access to
information

IDs and passwords
or other methods as

a mechanism for
validating that users
are authorized to gain

authentication
method exists

systems. access to the
system. Password
parameters meet
company or
professional policies
and standards (e.g.,
password minimum
length and
complexity,
expiration, account
lockout)
Network is N/A —no Yes — with Yes — with
architected to | network judgment judgment
segment web-facing | segmentation
applications from the | employed
internal network,
where ICFR
relevant
applications are
accessed
On a periodic basis, N/A Yes — with Yes — with
vulnerability scans of judgment judgment
the network
perimeter are
performed by the
network
management  team,
which also
investigates
potential
vulnerabilities
On a periodic basis, | N/A Yes — with Yes — with
alerts are generated judgment judgment
to provide
notification of threats
identified by
the intrusion
detection systems.
These threats are
investigated by the
network
management team
Controls are N/A —no VPN Yes — with Yes — with
implemented to judgment judgment
restrict Virtual
Private Network
(VPN) access to
authorized and
appropriate users

IT Data backup and | Financial data is | N/A —relying Yes Yes
Operations recovery: Financial | backed up on a | on manual
data cannot be | regular basis backups by
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recovered or accessed
in a timely manner
when there is a loss of
data.

according to an
established schedule
and frequency

finance team

IT
Operations

Job scheduling:
Production

systems,

programs, or jobs result
in

inaccurate,

incomplete, or
unauthorized
processing of data.

Only authorized N/A — no batch | Yes — for Yes
users have access to | jobs certain

update the batch jobs applications

(including interface

jobs) in the

job scheduling

software

Critical systems, N/A —no job Yes — for Yes
programs, or jobs are | monitoring certain

monitored, and applications

processing errors are
corrected to

ensure successful
completion.

DAFX ¥ N R
v b U — 7 B
F—AhizLoT
EITI N TV
5. 1. BIE
W 72 e 59 MLz o
WTHHAE I
TwWa,

EMIC, BA
By 2T KT
X o Tihl=h
T2 S
57 7 — hDME
S b, il
SN BB IE R
v hU— &
F— A2 Lo T
HEIND,

Wiz L5,

Rz L5,

N—=F ¥ V77
A _X—hxv b
7 —7%7 (VPN) -~
DT 7' AN,
G AW B R
7 — Y — IR
EIND X577
PN A il 205 i
SN TWVW5D,

FiS
VPN72 L

RIUZ KD,

LNV [ S

ITOEM

T—H DN T
7y 7T,

MBT — & 5
KLEGAIC.
1 IRF L2 18 T 1T
TR ATER
AN

MET — 2%,
BEINTEAT
:/vl“‘/l/kﬁﬁ};ﬂ:
WZHE - T, &M
BNy 7T
AV IR

Fiiz
MHEF—LDTF
YDy 7T
v IR

ITOEM

AFERREIZEB T
Hyad e R
Va—Y 7,

A=A AN Qi e
a7 N, RIE
fitt, FER XL
RARBIeT — X
LU N W N
Do

HETR D & 2 F| H
HTHN, Va
T e RV a—
Vo 7oy 7 b
7z TIZRBITS
Ny FALEE A B
FIoHLnT
x5 (M F—
T x— R Ug
TR, ) .

flia
2N FRVER TR
AL 720,

A
YEDT 77
—Ta B Wn
<

BHER AT
L, T wa s T
A, Xixvaz
NEMINTE
D REFEIZIER

Fiz
Va TR
L

25}
YeEDT 7Y 7
— 3 a BN
T

97



98

B 315
mrcxs ko
Iz T —MEIE
b,
LA E



