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SA 200 : Overall Objectives of the Independent Auditor and the 
Conduct of an Audit in Accordance with Standards on Auditing

Audit Risk 
• Risk of expressing inappropriate audit opinion when FS 
are materially misstated 
• Does not include – Risk of giving modified opnion instead 
of unmodified opnion. It is a function of ROMM & DR

Reasonable Assurance – A high but not  
absolute level of assurance

TCWG:- Person (s) or organization (s) responsible for  
overseeing the strategic directions & accountability of entity

MGT:- The person (s) with executive responsibility for 
conduct of entity’s operations

Auditor:- Covers engagement partners or the engagement 
team or firm responsible for forming an opinion

a) ROMM and
b) Quality of such AE

Framework - Means  
• Format of BS, PL, CFS, Statement of change in equity
• Contents
• Disclosures, and
• Accounting policies

 

Applicable 
– FRFW 

Framework adopted by  
management as acceptable to:

Nature of entity Objective of FS Law & Regulations 

Types of framework

Fair presentation (FP)frame work Compliance  
framework

I.  Compliance with  
applicable laws & 

 regulation, and
II.  Management agrees/ac-

knowledge to provide:
 Additional disclosure to 

achieve FP
 Exceptionally depart from 

requirement of framework

FRFW that requires 
compliance with the 

requirement of 
prescribed framework 

But does not contain 
the acknowledgement 

to achieve fair 
presentation 

Risk of assertions to be 
MM before consideration 
of any related control

The risk that MM will not be  
prevented or detected & corrected 
on timely basis by entity IC’s 

ROMM (at Individual Level)
Inherent Risk Control Risk

 

 

 

 

 

 

C
 

 

Misstatement
• Can arise from error or frauds
• Difference between item reported & to be reported with  
respect to:- Amount, classification, presentations & disclosures

Detection Risk: - Risk  
of audit procedure not 
reducing the audit risk  
to an acceptably low 
level and accordingly  
not detecting a MM.

• A structured representation of  
historical financial information 

• Includes notes comprising of summary of signifi-
cant accounting policies & explanatory material

• Complete set of FS / Single 
• FS – SA 200 to 700 applies on General purpose 

FS
• Special Purpose FS - SA – 800 / 805 / 810: De-

signed to meet the financial information need 
of specific users

Financial Statement (FS) Audit Premise Audit Evidence (AE)
 Information used by auditor in arriving at the 
conclusions / opinion. Auditor to gather SAAE.

(Dicussed in SA 500 )

Sufficiency (Quantity)

Preparation & presentation of FS To provide auditor with

a) All information  such as records, docs 
other matters that are relevant to audit

b) Any additional information  that 
auditor may require

c) Unrestricted access to those within 
entity 

As per applicable FRFW this includes

a) Design, implementations and 
maintenance of IC (DIM-IC)
b) Preparation and presentation of FS

(Quality)  
Appropriateness 

a) Its relevance
b) Its reliability 

Its measured by
Which is affected by  
the auditor’s  
assessment of the 

 Management / TCWG have following responsibility

Free from MM

FS, Audit 
Premise, 

AE 

Frame 
work -  
Means  

Applicable – 
FRFW

RoMM  

Audit  
Risk 

Detection 
Risk

Types of 
framework

RA, TCWG, 
MGT, 

Auditor 

Terms 
used in  

Standards

SA 200 Definitions

1

2

3

4

5

6

8

7

Whether due to fraud or error 
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, 

. 

(a) 
If a qualified opinion 

in the auditor’s 
report is sufficient 

for purpose of 
reporting, no further 

proceedings 

&

 Compliance with – Ethics 
of ICAI

 Fundamental Principal 
• Integrity 
• Objectivity  
• Professional competence  
   & due care 
• Confidentiality  
• Professional behavior

 Auditor is required to be 
independent

(a)  Co Act – 2013 – Some specific provisions
(b)  SA – 220 – Independence of engagement team, firm & 

network firm.
 SA – 260 – Auditor gives declaration of independence 

to TCWG
(c)  CA – Act – 1949      Person having substantial interest        
       not to accept audit.
(d)  G.N. on Independence of auditor by ICAI

 

(b) If a qualified opinion in the auditor’s report 
is insufficient for purpose of reporting 

The SA requires that the auditor disclaim an 
opinion or withdraw from the engagement

Where withdrawal is legally permitted  

            Objective of Independent Auditor1           Reasonable Assurance2

Independence 4

(i) To obtain reasonable 
assurance about 

(ii) To report 
on the FS  and 
communicate as 
required by  
SA’s in  
accordance with  
auditor’s finding 

Whether FS as a whole a free 
from material misstatement, 

whether due to fraud or error,

enabling auditor to express 
opinion on

whether FS are prepared in all 
material respect in accordance with 

applicable FRFW

Identify & assess 
ROMM

Whether due to 
fraud or erroracceptably 

low level

Obtain, 
SAAE to 

reduce audit 
risk to an 

High level of assurance but not absolute assurance

To obtain reasonable assurance auditor needs to :

Exercise professional judgment

Maintain professional skepticism 

Obtain SAAE
Whether MM 

exist or not 

Form an 
opinion on 

FS

Based on  
conclusion  

drawn from AE

Ethical  
requirements 

relating to an audit of FS

3

Auditor’s Should 
be free

In mind &  
appearance 

Includes:
(i)

(ii)

(iii)

(i) Define  -  It implies that the judgment of a person is not  
subordinate to the wishes or direction of another persons or own interest

(ii) In substance (iii) Independence defined under: 

It is condition of mind & 
personal character

Which are sometimes 
imposed by Law   

 

Legend :- 
g	 RoMM = Risk of material  

misstatement
g	 DR =  Detection Risk
g	 FRFW = Financial Reporting 

Framework
g	 TCWG = Those Charged with 

governance
g	 MGT = Management
g	 IC = Internal Control
g		 MM = material mistatement 

SA 200 : Overall Objectives of the Independent Auditor and the 
Conduct of an Audit in Accordance with Standards on Auditing

And should not be  
confused with the  

superficial & visible 
standard of independence 

What if, Auditor fails to achieve prescribed objective?
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• Attitudes that includes a questioning mind being alert to 
condition which may indicate possible misstatement due to 
fraud or error and a critical assessment of audit evidence

1. Professional skepticism  
includes being alert to, for example

2. Maintaining Professional Skepticism 
throughout the audit is necessary

(i)  Contradictory audit evidence
(ii)  Reliability of documents 
(iii)  Conditions indicating possible 

frauds
(iv)  Circumstances requiring audit 

procedures in addition to those 
required by SA’s. 

Critical assessment of 
audit evidence 

•  Overlooking of  
unusual transaction

•  Overgeneralizing 
•  Using inappropriate  

assumption in  
determine NTE of AP & 
result evaluation 

•  Questioning on 
contradictory audit 
evidence

•  Response to  
inquiries  & other info

•  Consideration of S&A 
of AE

Legend :  AE = Audit Evidence | AR = Audit Report

SA 200 : Overall Objectives of the Independent Auditor and the 
Conduct of an Audit in Accordance with Standards on Auditing

    Conduct of an audit in accordance with SA’s 5

1. Required to understandard 
complete text of SA’s its  
various sections which 
includes:
(a)  Introduction
(b)  Objective of SA
(c)   Definitions
(d)  Requirements
(e)  Applications other 
 explanatory material
(f)  Appendix , if any 

(i) Complying with SA’s relevant to audit 

2.  Any non compliance 
of SA :      

 To be reported in audit 
report else held guilty 
under clause-9 of 
Part-I of Sch.-II of CA 
Act, 1949

(ii)  Objective stated in individual SAs: 
 Achieve objectives by-
 a) Determining need for any additional audit procedure 
 b) Evaluating whether SAAE has been obtained

(iii)  Complying with relevant require-
ments auditor shall comply with 
each requirement of SA unless in 
circumstances:
(a)  Entire SA is not relevant 
(b)  Requirement is      
 conditional & 
 condition  does 
 not exist 

(iv)  Failure to achieve an 
objective:

Determine the need of  
modified opinion or 
       withdrawal

To reduce the risk of

 

         Inherent limitation of Audit8
(i) Nature of Financing Reporting 
• Involvement of management judgment  

(like – Accounting estimates etc.) 

(ii) Nature of Audit Procedure 
• Incomplete information by management 
• Fraudulent evidences like fake evidence 
• Inability to conduct       Search or investigation 
• AE – Persuasive not conclusive

• User expectation to get AR within a 
reasonable period and at reasona-
ble cost

• Fraud involving senior management 
• Related Party Transactions 
• Non compliance with L&R
• Auditing Accounting estimates and 

going concern

(iii) Balance between Cost & benefit 

(iv)  Other matters

          Professional Judgment7

• That are appropriate 
in the circumstances 
of audit engagement

• Within the context 
provided by 
- Auditing 
- Accounting &
- Ethical standard

• The application of 
relevant  
- Training
- Knowledge 
        &
- Experience

• In making informed 
decisions about the 
course of action

Few areas requiring  
professional judgment 

  1  Materiality & audit risk

  2 NTE of AP

  3  Evaluating sufficiency & 
appropriateness of AP

  4  Evaluating management 
judgment in applying 
applicable FRFW

  5  Drawing conclusions 
based on audit evidence

            Professional Skepticism6
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• Adequate planning 
• Proper assignment of  

personnel to the engagement team 
• Application of professional skepticism
• Supervision and review of audit work 

performed

Audit Risk (SA 200 + 315)
The risk that the auditor expresses an inappropriate audit opinion when the FS are materially misstated.

Risk of  
material 

misstatement 
(ROMM)

Detection  
Risk

Exist at 
two levels

The 
overall FS 

level

That 
relates 

to MM at 
level of 

To the 
assessed risk 
of material 

misstatement 
at assertion 

level

And of  
its  

application  
by the  
auditor

Matters  
such as 

It is  
therefore a 
function of 

effectiveness 
of an audit 
procedure

Class of 
transaction 

account 
balances & 
disclosures 

That  
relates 

pervasively 
to FS as a 

whole 

Potentially 
affect many 
assertions 

Assertion 
level for class 
of transaction 

A/c bal. & 
disclosure 

(CAD)

The  
acceptable  

level of detection 
risk bears an 

inverse  
relationship 

Inherent Risk Control Risk

The susceptibility (risk) of an assertion It is the functions of the effectiveness 
of DIM – IC by management 

Class of tr. / a/c balance & disclosure

Example – Complex calculation
Can only reduce, but not eliminate, RoMM in the FS  

because of inherent limitation of IC Example – Human error

To be misstated before  
consideration of any related controls

However internal control no matter 
how well designed and operated 

Unmodified Modified

Qualified Adverse

No  
T/F 

view

Disclaimer

No opinion 
(FS  

unaudited)
T/F with 

exceptionEOM/OM

T/F view 
with 

Auditor’s Opinion

• Likely to be susceptible 
to misstatement

• Judgment involved in 
a/c balance

• Unusual pressure with-
in entity 

• Unusual complex trans-
actions

• Abnormal  
transaction

• Asset loss probability 

• Integrity of manage-
ment 

• Management – experi-
ence, knowledge,  
professionalism 

• Nature of  
entities  
business

• Internal factors
• External factors affect-

ing business 

Assertion level

SA 200 : Overall Objectives of the Independent Auditor and the 
Conduct of an Audit in Accordance with Standards on Auditing

Assertions: - at level 
of account balance,  
transactions and 
disclosures are seen 
by auditor while 
applying RAP and 
determining NTE of 
FAP

Assertions 
includes

I. Authorisation 
II. Existence & obligation

III. Period 
IV. Ownership & title

V. Valuations & measurement 
VI. Completeness & classification 

VII. Disclosure & presentation
VIII. Right &  
obligation

T&E

AB

P&D

I.  Occurrence
II.  Completeness
III.  Accuracy
IV.  Cut off
V.  Classification

I.  Existence 
II.  Right & obligation
III. Completeness
IV.  Valuation &  

measurement 

i.  Occurrence & right  
and obligation

ii.  Completeness
iii.  Classification &  

understandability 
iv.  Accuracy & valuation

Assertions about classes  
of transactions & events

Assertion about  
accounts balances

Assertions about  
presentations & disclosure Factors affecting 

 inherent risk at  
overall FS level and  
at assertion levels.

FS level
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SA 210 : Agreeing the Terms of Audit Engagement
(SA-210 Drone Chart updated)

The objective of the auditor is to accept or 
continue an audit engagement only when 
the basis upon which it is to be performed 

has been agreed, through:

Auditor shall not accept such a 
limited engagement as an audit 
engagement, unless required by 

law or regulation to do so.

(a) 
Establishing 
whether the 

preconditions for 
an audit are 
present; and

(b) 
Confirming that there is a 
common understanding 
between the auditor and 
management and TCWG, 
of the terms of the audit 

engagement.

Note: For limitations 
imposed post 
acceptance of 

audit, refer SA 705

2. Preconditions for an Audit

a. 
Determine whether the FRFW in 

acceptable; and

Preparation of the FS in accordance with 
the applicable FRFW

Determining the 
Acceptability of the 

FRFW

Factors  affecting 
assessment of suitability 

of framework
For IC necessary to enable the 

preparation of FS that are free from MM, 
whether due to fraud or error; and

To provide the auditor with:

b. 
MGT acknowledges and understands its 

responsibility (AUDIT PREMISE):

a. 
Access  to  all  information  

such as records, documenta-
tion and other matters;

• Whether law or reg-
ulation prescribes 
the applicable FRFW.

• The nature of the 
entity

• The nature of the FS
• The purpose of the 

FS

• Relevance
• Completeness
• Reliability, in that the 

information provided 
in the FS

• Neutrality
• Understandability

b. 
Additional information 
that the auditor may 

request for audit; and

c. 
Unrestricted access to persons 

within the entity from whom the 
auditor determines it necessary to 

obtain audit evidence.

4. Agreement on Audit Engagement Terms 

Engagement letter shall include:
a.   The objective and scope of the audit of the FS;
b.   The responsibilities of the auditor (Refer SA 200);
c.    The responsibilities of MGT (design and maintenance of  internal  con-

trols,  selection  of  accounting   policies,  making  accounting  estimates,  
making information available for the purpose of audit, prevention / detec-
tion and correction of frauds and errors, etc.)

d.   Identification of the applicable FRFW; and
e.   Reference to the expected form and content of any reports.

Form and Content of the Audit Engagement Letter – Other Matters 
• Elaboration of the scope of the audit, including reference to applicable 

legislation, regulations, SAs, and ethical and other pronouncements of 
professional bodies to which the auditor adheres.

• The form of any other communication of results of the audit engage-
ment.

• The fact that because of the inherent limitations of an audit, together 
with the inherent limitations of internal control, there is an unavoida-
ble risk that some material misstatements may not be detected, even 
though the audit is properly planned and performed in accordance with 
SAs.

• Arrangements  regarding  the  planning  and  performance  of  the  
audit,  including  the composition of the audit team.

• The expectation that management will provide written representa-
tions.

When relevant, the following points could also be made in the audit engage-
ment letter:
• Arrangements concerning the involvement of other auditors and ex-

perts in some aspects of the audit.
• Arrangements concerning the involvement of internal auditors and 

other staff of the entity.
• Arrangements to be made with the predecessor auditor, if any, in the 

case of an initial audit.
• Any restriction of the auditor’s liability when such possibility exists.
• A reference to any further agreements between the auditor and the 

entity.

If law or regulation prescribes in sufficient detail the terms of the audit en-
gagement, the auditor need not record them in a written agreement, except 
for a letter acknowledging:
a.   the fact that such law or regulation applies and
b.   that MGT acknowledges and understands its responsibilities of audit  

premise.

The auditor shall agree the terms of the audit engagement with MGT or 
TCWG, as appropriate. It will be in form of written letter by auditor to mgt. 

1. Objective of Auditor 3. Limitation on 
Scope Prior to Audit 

Engagement 
Acceptance

1

5

4

3

2
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SA 210 : Agreeing the Terms of Audit Engagement
(SA-210 Drone Chart updated)

Recurring Audits

Additional Considerations in Engagement Acceptance

Acceptance of a Change in the 
Terms of the Audit Engagement

Audits of Components 
Whether to send a separate audit 

engagement letter to the component?

Depends on the 
following:

Who 
Appoints the 
component 

auditor;

Degree of 
ownership by 
Parent; and 

Wheth-
er a separate 

auditor’s Report is 
to be issued on the 

component;

Degree of 
Independence of the 

component MGT from the 
parent entity.

Legal 
requirements in 
relation to audit 

appointments

The auditor may decide not to send a new audit engagement 
letter or other written agreement each period.

1.
In many cases, the 
law or regulation 
applicable to the 
entity prescribes 

layout or wording 
of the auditor’s 
report in a form 
or in items that 
are significantly 

different from the 
requirements of 

SAs.

2. 
In such case, the 

auditor shall evaluate, 
whether users might 
misunderstand the 
assurance obtained 

from the audit of the 
FS, and if so happens, 
whether additional 
explanation in the 

auditor’s report can 
reduce the possible 
misunderstanding.

3. 
If, according 

to auditor, the 
additional expla-

nation cannot 
reduce such mis-

understanding 
the auditor shall 
not accept audit 

engagement.

4. 
The auditor 

shall not include 
any reference 

within the 
auditor’s report 

to the audit 
having been 
conducted in 
accordance 
with SAs.

5. 
However, the 

auditor should 
disclose that he 
is encouraged 
to apply SAs.

Change
• Any revised or special terms of the audit engagement.
• A recent change of senior MGT.
• A significant change in ownership.
• A significant change in nature or size of the entity’s business.
• A change in legal or regulatory requirements.
• A change in the FRFW adopted in the preparation of FS.
• A change in other reporting requirements.

Misunderstands
Any indication that the entity misunderstands the objective and 
scope of the audit.

1.   Accept only if reasonable justification for doing so if there is 
reduction in scope

2.   New terms – New agreement in writing 
3.   If terms change unsuitable to auditor and MGT refuses to 

continue, auditor to:
a.   Withdraw; and
b.   Determine  whether  there  is  any  obligation,  either  con-

tractual  or  otherwise,  to report the circumstances to other 
parties, such as TCWG, owners or regulators.

• Financial Reporting Standards supplemented by Law or Regulation
• Financial Reporting Standards prescribed by Law or Regulation – Other Matters Affecting Acceptance
• Auditor’s Report Prescribed by Law or Regulation

Financial Reporting Standards 
SUPPLEMENTED by Law or 
Regulation (Additional 
Disclosure requiredby Law)

Financial Reporting Standards PRESCRIBED by 
Law or Regulation – Other Matters Affecting  
Acceptance

a. The additional require-
ments can be met 
through additional 
disclosures in the FS,

b. The description of the 
applicable FRFW in the 
FS can be amended 
accordingly.

If, according to auditor, FRFW prescribed by law or 
regulation would be unacceptable, he shall accept 
the audit engagement only if:-
a. MGT agrees to provide additional disclosures 

required to avoid statements being misleading, 
&

b.   The terms of audit engagement specifies that:-
i.    Auditor’s  Report    shall  incorporate  an  

Emphasis  of  Matter  Paragraph,  drawing  
users attention to this, &

ii.   Auditor’s Report shall not include phrases 
’Present Fairly, in all material aspects’ or 
‘give a T&F View in accordance with appli-
cable FRFW’, unless the law or regulation so 
requires.

6

7

8

9

Auditor’s Report 
Prescribed by 

Law or 
Regulation
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SA 220 & SQC-1 :   
Quality Control for an Audit of Financial Statements

• The partner or other person in firm 
 who is  Member of ICAI
  In full time practice 
  Responsible for engagement & its performance and for   
                     the report that is issued on behalf of firm.
  Has appropriate authority from legal or professional body. 

A sole practitioner / proprietor, 
partnership, or any such entity of 
professional accountant as may 
be permitted by law.

As per ICAI – Networking amongst two or more 
firms under common control, ownership or man-
agement with the firm
or
Having an affiliation with an a accounting entity. 

In relation to completed engagements,
 procedure designed to provides evidence of 
compliance by engagement teams with the 
firm’s quality control policy & procedure

A process comprising an ongoing consideration 
& evaluation of firm’s system of Q.C.

Including a periodic inspection of a selection of 
completed engagements, designed to enable 
the firm to obtain RA that its system is operat-
ing effectively 

1. Engagement Partners 6. Engagement quality control review 

2. Firm 7. Inspection (SQC-1)

8. Engagement quality control reviewer 3. Network firm

A process designed to provide an evaluation, before 
the report is issued of the significant judgments            
        The engagement team made & conclusions 
they reached in formulating the report. 

4. Network – A larger structure

&

I II 

That is aimed at 
cooperation

That is clearly aimed at 
profit or cost sharing

share common 
ownership control

or

5. Relevant Ethical Requirement

9. Monitoring (SQC1)
Ethical requirements to which the  
engagement team & engagement 

quality control reviewer are subject to

Which ordinary comprise of COE 
of ICAI related to an audit of FS

(SQC-I)

• A partner, other person in the firm, suitable 
qualified external person or a team made up of 
such individuals with sufficient & appropriate 
experience & authority to objectively  
evaluate           before the report is issued  
• The significant judgments team made &  
conclusions they reached in formulating the  
report          

(SQC-1)
Definition

LEGEND : SQC = Standard’s  on Quality Control COE = Code of Ethics RA = Reasonable Assurance

2

3

4 5 9

8

7

61
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