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Japan
Fund for
ADB Poverty_ -
Reduction the Poopis of dapan
Project Number: 47291-001
Regional--Capacity Development Technical Assistance (R-CDTA)
December 2014
WORKSHOP ON PROGRESS AND FIELD
TEST OF FINANCIAL AUDIT GUIDELINES
{20 -25JULY 2016)
o Field Audit Process
‘W omTE
/ \ Executeapproved. o
o‘ ﬂuﬂn’xpln;\h o
Assasyihe
— Cmémc’t(;::&:g\;mﬂew 22;:?:?2{0:\0’ '::l;g:ri‘:z:mls
o fr'f"‘w;;’;‘ fusit Planoing subiEtsntivetest -
1R eonttnls Mamorandum Loofirmationg
tmponents {APME Auditevidence
1SSA1 1501
Planning Autlit Statagy
g - Risksassarsment
- mslglmminnof : :
EXis Conference
‘Bused on Audly
Obgariatinnf;
Sumimary.
Japan
Fund for
Poverty
Reduction
1
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1. Pre - Engagement

c) Management Representation Letter {ISSAl 1210} .

i} Auditor needs to request the Management Representation Letter from those
charged with governance and the entity’s management. This letter will be jssued
before the commencement of the audit work and if necessary, the entity needs
toreview if there are any significantchanges to thefinancial statements’
transactions during the audit period.

i) Afinal Management Representation Letter must be provided before the Auditor
General’sReport is issued. Among the reprasentationsin the letter that raquire
the auditor’sand the entity’s attentionsare as follows:

affect the presentation of the financi e ADB igcg for
disclosed: | B o

2. Planning

A complete audit planning should assist the auditor to:

*  Gather sufficient, appropriate and reliable audit evidence;
«  Assessthe approach to be used to achieve audit objectives;
* Determine the directionand supervision of the work; and

*  Focusing towards critical and risky areas.

a

—

Conducting an Overview

+ Iniitial overview s conducted to obtain the overall understanding of the entity and its
environment, IT system and entity’s internal.controls:asfollows:: i :

ENVIRONMENTAL INTERNAL CONTRI
ELEMENT T SYSTEM COMPONENTS

« Background and - Controlled environment,
operations of entity. *  Profiling on IT system , : | Tt
« Internal control activities
e Laws, ragulations and used in  financial undertaken by entity.
adopted  accounting transactions and main ) -
policles IT systemadopted « Risks process
» Operational objectives implemented by entity.
and strategies
established, e Control of information
system,
« Meothods of review, Japan
assessment and * Monitoring of internal A Fund for
monitoring of controls, Poverty

operations. Reduction

[0

11/27/2016



c [o
OOiOOO’)

°J3

2. Planning

b) Planning the Audit Strategy

«  Planning of audit strategy involves the risks assessment, consideration of possible
fraud and accounting estimates.

«  Materiality level should be determined to ensure the extent of audit on the
financial statements and strategies should be continuously reviewed throughout
the audit.

i) - Risk Assessment Procedures

» Riskassessment is conducted by considering the audit procedures using test of

_.contrals, substantive and analytical procedures to. determine the sa mples
required, Auditrisks are as follows;

- Inherent Risk—the risk pertainingto material errors emst W|th|n theindustry;

Reduction

2. Planning

i} Determination of Materiality Level
Determination of materiality level is assessed using quantitative and gualitative aggroach 1o
gather information and evaluate the overall effects of material misstatements or errors in the
financial statements.

*  Qualitative materiality involves the nature of the misstatements such as insufficient or
inappropriate accounting policies which lead to wrong estimation, including the effect of
litigation process.

»  Quantitative materialityis assessed as follows:

Overall materiality - the auditor determines the materiality level based on elements ofi: .
inancial statements;

Performance or accounts:balance matenallg s=there-are 2: purposes of performance
d:to lea for

materiality which are to aggregate the immaterial amouints an

Japadnf
! 3 plafi fanning Fund for
approval of the sudit isor‘and SAl's management: i ADB Poverty

Reduction

[0
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3. Fieldwork

Auditor should perform the risk-based audit approach due to the complexity of
functionsand operations of the entity.
Risk—based approach gives a reasonable assurance that the audit risk has been

properly managed by the management.
The audit implementation includes assessment of entity's overall risks and internal

controls to identify its existence, relevance and effectiveness.

a) The Auditor’s Responses to Assessed Risks (ISSAI 1330)
+....The overall audit. approach should be pfanneda erFormed toassess the nsks of ..
matenal misstatements through understandmgthe ent:ty and its environment. -

audit procedures ing to the assessed risksi

Japan
Fund for

| ADB Poverty

Reduction

3. Fieldwork

b) Test of Controls
Test of controls is performed to determine whether accounting and internal
controls system exists and complied through assessment of risks of material
misstatements.

The 2 types of test of controls are as follows:

i) Teststhat require reviewing of documentsto prove the existence of the
transactionsand to.determine whether controls such as authority and review
have been performed appropriately;and

|  Testswhichirequire enqumes and cbservatlon on controls that do not have

 detailed audit trai

S Ao i
Japan
Fund for
Poverty
Reduction

[0
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3. Fieldwork

¢} Performing Substantive Tests
Substantive tests are performed to obtain audit avidence to determine whether the
treatment of accounting transactions and account balances are stated in a true and fair
view manner and the financial operation is legal. There are 2 types of substantive tests
which are as follows:

i) Test of Details on and bal (1SSA{ 1330}

«  Auditor should evaluate the financial infermation for transactions and account

balances by testing audit assertions categorised as follows:

TRANSACTION-LEVEL ACUCOURY BALANCE PRESENTATIONS AND :
ASSERTIONS ASSERTIONS DISCLOSURE ASSERTIONS

s Accuracy «  Completeness »  Accuraty

Cl . »  Completeness
Completenass s RightsAnd

*  Ocourrence

Cut-Off Ohligations
OQccurrence +  Valuation And *  Rights And Obligations
Allocation *  Understand Ability

Valuation

p:
Fund for
Poverty

Reduction

3. Fieldwork

ii)  Analytical Procedures

= This procedure enables the auditor to give an opinion or to determine the area
that requires further test. It is an audit technique related to significant ratio
analysis and trend analysis including further investigationtowards extraordinary
items and changes.

* Auditorshould evaluate comparisons of financial information such as follows:
- Comparable information for prior periods;
- Anticipated results of the entity such as budgets or forecasts, or
expectations of the auditor such as an estimation.of depreciation; and
~similarindustry informationsuch as comparison of ratio with thdustry

.- averages or with oth i p: size in the same indust

tities o

lapan
fund for
Poverty
Reduction

[0
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3. Fieldwork
e) Audit Evidence (ISSA! 1501)

When designing audit procedures, auditor should determine that the informationto
be used as audit evidence are sufficientand appropriate to allow reasonable
conclusion to be made on audit opinion. Sufficient refers to measurement of quantity
of audit evidence while appropriate is the measurement of quality of audit evidence.

Audit evidence needed for accountingand internalcontrols systemis as follows:

» The design of the systems (whether the systems are designed to prevent and/or to
identifymaterial misstatements);

Fund for
Poverty
Reduction

4. Reporting
{(ISSA1 1700, 1705 &1706,1800, 1805,4200)

Office of Auditor General is responsible to issue the Audit Report containing
an audit opinion in accordance with the Audit Act/law. A statement should be
included in the audit report stating that the audit was conducted in
accordance with the approved standards of auditing.

The reporting criteria should be specific, relevant, clear, brief, reasonable,
timely and objective. Report of financial statements’ audit is classified into 3
categoriesas follows:

» Managementletter;
» “Alditor General’s Report ot the Aud
“Audit Opinion:: :

Poverty
Reduction

[0
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Japan s
i o o

Reduction e m‘:‘:f:” "
Project Number: 47291-001 Pes
Regional—Capacity Development Technical Assistance (R-CDTA)
December 2014
WORKSHOP ON FIELD TEST OF FINANCIAL

AUDIT GUIDELINES
{26 JULY 2016)
Enhancing Roles of Supreme Audit Institutions in :
lected Assoc
SCOPING AND DISCUSSION
ON FIELD TEST ON
TERMS OF AUDIT
- ENGAGEMENT
.
Reduction
1
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SCOPING OF FIELD TEST USING REVISED
FINANCIAL AUDIT GUIDELINES — ENERGY (ESE) AND
CONSTRUCTION (MAUBIN PHYAPON)

ISSAI 1210 - Terms of Audit Engagement

Japan

'

fund for |
Ppverty
Reduction

Audit Process

e
- - e ; \ ) " "
o _ e
e Conducting An Dverwiew Aseans b sisks

Documentation of . Testof contedls

* Eironneotal Audit Plan Performing
R Audit Planning substunitve test

o Communication 1l system Memorandum » Lonfirmations

+ mtcontiols
components

Requlirements {apw) & Auditevidence

e Audit 15SA11501
Planning Autlit Stratesy
Engagement * Risksassessment
Letter ] * Cosidgration of
1S6A11210) possible fraud
{IssA11210) + Accousting estimates : Warking Papes

Exit Conterance
Basiidon Awdit
Otstervation)

Sy

Japan
Fund for
Poverty
Reduction
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Pre - Engagement

a) Understanding The Audit

Prior to commencementof the audit work, the auditor needs to identify and
understand the followings:

* Overall objectives of financial statementsaudit;

« The role of auditor in the financial statements audit;

« Code of Ethics for Public Sector Auditor;

* Qualitycontrol of the audit (further reference is in the International Standards on
Quality Control and Audit Quality Control Guidelines); and

* ADB references related to project, loan agreement, PAM, RRPP and other online
documents

Exercise judgements on the requirements of financial statements audit;. -

‘Service Organizatio

* Work ofInternal Auditors ; and - - . : JFapE:jnf
.« Reportbyauditor’s expert and others. : PgCert;r
Reduction

Pre — Engagement (cont.)
b} Communication Requirements

* Communicationis an important element at the preliminary stage of pre-
engagement until the reporting stage and thereafter.

+ Communication helps the auditor to obtain better understanding of the
entity’s activities, identify any changes within the entity’s environment and
its level of internal controls.

¢ Auditor needs to.communicate with those charged with governance,

managementand-auditteam: If necessary,the auditermay.needto.
communicatewith otherregulatory and enforcementauthorities than those
'with g ta di cuss sigl kiﬁ antdeficienciesin the inte)

Japan
Fund for
Poverty
Reduction |
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Pre — Engagement (cont)
¢) Management Representation Letter {ISSAl 1210)

i) Auditor needs to request the Management Representation Letter from those
charged with governance and the entity’s management. This letter will be
issued before the commencement of the audit work and if necessary, the
entity needs to review if there are any 5|%n|ﬁcant changes to the financial
statements’ transactions during the audit period.

i) A final Management Representation Letter must be provided before the
Auditor General’s Report is issued. Among the representations in the letter
that require the auditor’s and the entity’s attentions are as follows:

«.‘The management have made representation that it is their res%onsibili’gto
design;, implement and monitor the internal controls to prevent and: detect :
frauﬁ; ; : E :

= Theresults of risks a
“rand the financial statements may:de:exposed
“misstatementsasa result of fraud; and- =

'« The management'sawarene [ation t
fraud which gives rise to the risks of material misstateme
statemerits, and any allegation’or suspected fraud that mav.

affect the presentation of the financial statementshas . .
been disclosed. ADB

ssessment by the managementhave been discloséd

Japan
Fund for
Poverty
Reduction

Agreeing the Terms of Audit
Engagements (Z8SAT 1210)

Objective
*» 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:
(a) Establishing whether the preconditions for an audit are
present; and. :

-+ (b) Confirming that there is a cotimon understanding

>

P
Fund for
Poverty
Reduction
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REQUIREMENTS

Determine whether the financial reporting framework to be
applied in the preparation of the financial statements is
acceptable;

a. Obtain the agreement of management that it
acknowledges and understands its responsibility:

(i} For the preparation of the financial statements in

accordance with the applicable financial reporting
framework; including where relevant their fair

e ———
presentation;

Poverty
Reduction

REQUIREMENTS —cont.

{iii) To provide the auditor with:

a. Access to all information of which management is aware
that is relevant to the preparation of the financial statements
such as records, documentation and other matters;

b. Additional information that the auditor may request from
management for the purpose of the audit; and

- ¢ Unrestricted access to persons within: the entity-from whom

idit ev

[0
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Points ta consider- faw or regulation already mandates COA but issuance of this ietter
benefitsall part:es.

Management
esponsibilities

/S and form

meluding! Recurring

nternal control over .
nandial reporting :lnherentllmlnlnns audlts—where
Reporting farm: | engagement

letterwas

Provislon of accessto all
s previously
issued ic

Access to additional airahgaments
information requested g theneedto
remind entity of

engagement
term

Requirementfor a

to
persans within entity representation letter
Assistance from Blllingarrangements

Deadline for submission

Agreement on Audit Engagement Terms

* The auditor shall agree the terms of the audit engagement
with management or those charged with governance.

* The agreed terms of the audit engagement shall be recorded
in an audit engagement letter or other suitable form of
written agreement and shall include:

(a) The objective and scope of the audit of the fmanual
statements;

(b} The responsibilities of the auditor;
{c) The responsibilities .of management;
sedd) Ident fcatlon of the applicable financial reportmg'

Reference. totheex pected form and cont
reports to beissued by the auditor and

there may be circumstances in which a report e fondtor
from its expected form and content. B

[0
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Recurring Audits and Change the Terms

* On recurring audits, the auditor shall assess whether
circumstances require the terms of the audit engagement to
be revised and whether there is a need to remind the entity
of the existing terms of the audit engagement.

* The auditor shall not agree to a change in the terms of the
audit engagement where there is no reasonable justification
for doing so. i, prior to completing the audit engagement,
the-auditorisrequested to change the:audit engagement to
an-engagement that conveysa lower level of

fthe terms of the audit: engjement are changed, th

s

Japan
Fund for
Poverty 1
Reduction ||

Recurring Audits and Change the Terms
—cont.

If the auditor is unable to agree to a change of the terms of
the audit engagement and is not permitted by management
to continue the original audit engagement, the auditor shall:

(a) Withdraw from the audit engagement where possible
under applicable law or regulation; and

(b) Determine whether there is any obligation, either

contractual or otherwise, to! report the c1rcumstances to.
other parties, such as those charged with governance;

fund for ¢
Poverty i
Reduction
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Example of an Audit Engagement Letter

To the appropriate representative of management or those
charged with governance of ABC Company:

The objective and scope of the audit

You have requested that we audit the financial statements of
ABC Company, which comprise the balance sheet as at
December:31; 20X1, and the income statement, statement of
changesin eqmty and cash ﬂow statement for the year then

Japan
Fund for
Poverty

letter. Our audlt wrll be conducted wi ur
expressing an opinion on:the financial statements;
Reduction

¢ judgment;including the assessmentofthe risks of materia

Example of an Audit Engagement Letter

(cont.)
The responsibilities of the auditor

We will conduct our audit in accordance with International
Standards on Supreme Audit Institutions (ISSAl). Those
standards require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free
from material misstatement.

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s

approprie !
‘reasonableness of accounting estimates made by

““management, as well as evaluating the overall Japen
presentation of the financial statements. foversy

[0
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Example of an Audit Engagement Letter

_ QCont.)
Because of the inherent limitations of an audit, together with the
inherent limitations of internal control, there is an unavoidable risk
that some material misstatements may not be detected, even though
the audit is properly planned and performed in accordance with ISAs.

In making our risk assessments, we consider internal control relevant
tothe entity’s preparation of the financial statementsin order to
design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control.

However, we will communicate to you in writing concerning any
significant deficiencies in‘internal control relevant to'the-audit of the
financial statements that we have identified duri ng the audit:

~‘Ouraudit will be tonductedon the

Standards; 0 e Fund for -
: . Poverty
Reduction

Example of an Audit Engagement Letter

(cont.gI o
(b} For such internal control as [managefent] determines is necessary
to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error; and
(c) To provide us with:
(i) Access to all information of which [management] is aware that is
relevant to the preparation of the financial statements such as
records, documentation and other matters;
(ii} Additional information that we may request from [management]
for'the purpose of the audit; and
(iif) Unrestricted access to persons within the entity from whom we
determine it necessaty to obtain audit evidence.
SAs part of. our audlt process,, we Wlll request from [management and;
* Wher i rged ‘with governa
- “confirmation concernln epresentatlons ‘made to'us in connectlon
- with'the aud|t ;

: Japan
Fund for
ADE g
i Reduction;
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Example of an Audit Engagement Letter

cont.

We Iook forward to full cooperation from your staff during our audit.

[Other relevant information]

[Insert other information, such as fee arrangements, billings and other

specific terms, as appropriate.]

[Reporting]

[Insert appropriate reference to the expected form and content of the

auditor’s report.]

The form and content of our report may need to be amended in the

light of our audit findings.

Please sign and return the attached-copy of this letter to indicate your
:acknowledgement of ‘and agreement W|th the arrangements for our

audit of the financiai stateme i

T responsrblhtles.

 XYZ&Co.

e Acknowledgedan agreed on

sisirseismnnies Name and Title Date i i | Japan |
] Fund for
: Poverty ¢

Redtsction |
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EXAMPLE OF MANAGEMENT REPRESENTATION LETTER
(ENTITY LETTERHEAD)

National Audit Department Date
Address

Sir,

MANAGEMENT REPRESENTATION LETTER 20XX
FOR NAME OF ENTITY

This representation letler is provided to carry out the financial statements of NAME OF ENTITY for the
year ended 31 December 20XX for the purpose of expressing an opinion as to whether the financial
statements are presented fairly, in all material respects, (or give a true and fair view) in accordance with
approved financial reporting framework.

General
We confirm that (to the best of our knowledge and belief, having made such inquiries as we considered
necessary for the purpose of appropriately informing ourselves):

Financial Statements
+  Wehave fulfilled our responsibilities, as setout in the terms of the audit engagement dated [insert date],

for the preparation of the financial statements in accordance with approved financial reporting framework; in
particular the financial statements are fairly presented (or give a true and fair view) in accordance therewith.

Significant assumptions used by us in making accounting estimates, including those measured at fair
value, are reasonable.

Related party relationships and transactions have been appropriately accounted for and
disclosed in accordance with the requirements of approved financial reporting framework.

All events subsequent to the date of the financial statements and for which financial reporting
framework required adjustment or disclosures have been adjusted or disclosed.

The effects of ur ted mi: nents are il ial, both indivi ly and in the , fo the
financial statements as a whole. A list of the uncorrected misstatements is attached to the
representation letter.

Any other matters that the auditor may consider appropriate

Information Provided
+  Wehave provided you with:

Access to all information of which we are aware that is relevant to the preparation of the financial
statements such as records, documentation and other matters;

Additional information that you have requested from us for the purpose of the audit; and
Unrestricted access to persons within the entity from whom you determined itnecessaryto  obtain
audit evidence.

[0

11/27/2016
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All transactions have been recorded in the accounting records and are reflected in the financial
statements.

« We have disclosed to you the results of our assessment of the risk that the financial statements
may be materially misstated as a result of fraud.

+ We have disclosed to you all information in relation to fraud or suspected fraud that we are aware
of and that affects the entity and involves:

Management;
Employees who have significant roles in internal controf; or
Others where the fraud could have a material effect on the financial statements.

We have disclosed to you all infermation in relation to allegations of fraud, or suspected fraud,
affecting the entity's financial statements communicated by employees, former employees, analysts,
regulators or others.

We have disclosed to you all known instances of non-compliance or suspected non-compliance with
laws and regulations whose effects should be considered when preparing financial statements.

We have disclosed to you the identity of the entity’s related parties and all the related
party relationships and fransactions of which we are aware.

« Any other matters that the auditor may consider necessary

Thank you.

( )
NAME

POSITION OF HEAD OF THE ENTITY
DATE

( )
NAME

POSITION OF FINANCIAL OFFICER
DATE

[0

11/27/2016
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For More Information

Project Officer/Team Leader

Agustina Musa,

Senior Financial Management Specialist, SERD
amusa@adb.org

Alternate:

Amuerfina (May) M. Santos,
Senior Programs Officer; SERD
amsantos@adb.org

 Saadatul Nafisah Bashir Abmad =~~~
“International Consultant, ADB. :
nafisah_bashir@yahoo.com:

[o]

11/27/2016" .
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Project Number: 47291-001
Regional—Capacity Development Technical Assistance (R-CDTA)
December 2014

WORKSHOP ON FIELD TEST OF FINANCIAL
AUDIT GUIDELINES
(26 JULY 2016)

TOMm
the Pecple of Japan

Enhancing Roles of S&p}emé

Audit Institutions in
Selected A /s e

tion of:

SCOPING AND DISCUSSION
ON FIELD TEST ON
MANAGEMENT

REPRESENTATION LETTER
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Fund for :
Poverty
Reduction




c [o
OOiOOO’)

SN

Field Audit Process

__Pre-en agement
= o Fieldwork
0 2 ]
o Understanding e \ b
tolon
hie:audi
o Conducting An Ceanwiow Assessthe fisks

Dacumentation of +_Testol controls
- Environmentot Audit Plan I partorming
Audit Plannfng substantive test
Nemorandum Cosifirmations
{apm} Audlt evidanca

N ——

tlement
o Communication - 1T system

Requirements - inkcontrols
components

@ [Avit 1SSAI 1501
Planning Autlit Strategy
Engagement « Risksassossment
Letter + Cosideration of
possible fraut
{ISSA11210) o - Workici Pvers

it Canferirice
hagesd on Autlit
Obseryatjon?
Sttamdty

Japan
Fund for
Poverty
Reduction

ADB

WRITTEN REPRESENTATION (ISSAI 1580)

Objective :

* To communicate appropriately to those charged with governance and
management deficiencies in internal control that the auditor has
identified during the audit and are sufficient in the auditor’s
professional judgment, importance to merit their respective
attentions

Japan

Fund for
ADB e

Reduction
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Requirements

* Written Representations Requested From The Management

* Written Representations about Management’s Responsibilities
Preparation of the Financial Statements
Information Provided and Completeness of Transactions

Description of Management's Responsibilities in the Written
Representations

« Additional Written Representations

+ Date of and Period(s) Covered by Written Representations
* Form of Written Representations

* Doubt as to the Reliability of Written Representations

« Requested Written Representations Not Provided

* The Auditor Opinion On the Written Representations about

Management’s Responsibilities

Japan
Fund for
Paverty
Reduction

EXAMPLE OF MANAGEMENT REPRESENTATION LETTER
(ENTITY LETTERHEAD)

National Audit Department Date
Address

Sir,

MANAGEMENT REPRESENTATION LETTER 20XX
FOR NAME OF ENTITY

This representation letter is provided to carry out the financial statements of NAME OF ENTITY for the
year ended 31 December 20XX for the purpose of expressing an opinion as to whether the financial
statements are presented fairly, in all material respects, (or give a frue and fair view) in accordance with
approved financial reporting framework.

General
We confirm that (to the best of our knowledge and belief, having made such inquiries as we considered
necessary for the purpose of appropriately informing ourselves):

Financial Statements
« Wehave fulfilled our responsibilities, as setout in the terms of the audit engagement dated [insert date],

for the preparation of the financial stat ts in with app d ial reporting fr s in
particular the financial statements are fairly presented (or give a true and fair view) in accordance therewnh

[0
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Significant assumptions used by us in making accounting estimates, including those measured at fair
value, are reasonable.

Related party ienships  and ions have been appropristely accounted for and
disclosed in accordance with the requirements of approved financial reporting framework.

All events subsequent to the date of the financial statements and for which financial reporting
framework required adjustment or disclosures have been adjusted or disclosed.

The effects of uncorrected misstatements are immaterial, both individually and in the aggregate, to the
financial statements as a whole. A list of the uncorrected misstatements is afiached to the
representation letter.

Any other matters that the auditor may consider appropriate

Information Provided
«  Wehave provided you with:

Access to all information of which we are aware that is relevant to the preparation of the financial
statements such as records, documentation and other matters;

Additional information that you have requested from us for the purpose of the audit; and
Unrestricted access to persons within the entity from whom you determined it necessaryto  obtain
audit evidence.

o
=3
o

All transactions have been recorded in the accounting records and are reflected in the financial
statements.

« We have disclosed to you the results of our assessment of the risk that the financial statements
may be materially misstated as a result of fraud.

+ We have disclosed to you all information in relation to fraud or suspected fraud that we are aware
of and that affects the entity and involves:

Management;
Employees who have significant roles in internal control; or
Others where the fraud could have a material effect on the financial statements.

» We have disclosed to you all information in relation to allegations of fraud, or suspested fraud,
affecting the entity’s financial statements communicated by employees, former employees, analysts,
regulators or others.

= Wehave disclosed to you alf known instances of non-compliance or suspected non-compliance with
laws and regulations whose effects should be considered when preparing financial statements,

[0
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We have disclosed to you the identity of the entity's related parties and all the related
parly relationships and transactions of which we are aware.
» Any other matters that the auditor may consider necessary

Thank you.
( )
NAME
POSITION OF HEAD OF THE ENTITY
DATE
{ )
NAME
POSITION OF FINANCIAL OFFICER
DATE

Project Officer/Team Leader

Agustina Musa,

Senior Financial Management Specialist, SERD

amusa@adb.org

Alternate:

Amuerfina{May)-M. Santos,

Senior Programs Officer, SERD

~amsantos@adb.org
- Saadatul Nafisah Bashir Ahmad
~International Consultant, AD ki
nafisah_bashir@yahoo.com =" ¢ =
5
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Project Number: 47291-001

Regional—Capacity Development Technical Assistance (R-CDTA)
December 2014

WORKSHOP ON FIELD TEST OF FINANCIAL
AUDIT GUIDELINES
(28 JULY 2016)

Enhanicing Roles of Supreme Audit Institutions in :

SCOPING AND DISCUSSION
ON FIELD TEST ON

PLANNING

Japan :
Fund for
Poverty |
Reduction |
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SCOPING OF FIELD TEST USING REVISED
FINANCIAL AUDIT GUIDELINES — ENERGY (ESE)

_ ISSAI 1330 - The Auditor’s Responses to Assessed Risks
- Fixed Asset (Property, Plant and Equipment)

Japan
Fund :
Poverty -
Reduction

jros

SCOPING OF FIELD TEST USING REVISED
FINANCIAL AUDIT GUIDELINES — CONSTRUCTION
(MAUBIN PHYAPON)

ISSAI 1330 - The Auditor’s Responses to Assessed Risks
..~ Payment System .

2 Japan i
i Fund for
H ADB Poverty
Reduction |
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Pre-engagement

o Understandi
the audit §

o]

Communication
Requirements

“Audit;
‘Engagement
Letter:
{ISSAI1210}

Field Audit Process

© I

Conducting An.
Overwiew *
« Environmental
element
+ 1T system
* Internalcontrols
ents

omponen

Planning Audit
Strategy
* Risks assessment
« Consideration of
possible fraud
* Accounting estimates

Documentation
of Audit Plan
Audit Planning
Memorandum
{APM)

<]

=« Assesstherisks. . |
<. Testof cortrols.
5 = Performing
substantive test
~ Confirmiations
Asicilt piidence

IS5A11501 |

@ Working Papers

ExitConference
based on Audit
Dbservation/
Stemmary

Japan
Fund for
Poverty
Reduction

Planning

A complete audit planning should assist the auditor to:

» Gather sufficient, appropriate and reliable audit evidence;
* Assess the approach to be used to achieve audit objectives;
* Determine the direction and supervision of the work; and

* Focusing towards critical and risky areas.

a) Conducting an Overview

= Initial overview is conducted to obtain the overall understanding of the entity
and its . environment, IT systemand entity'sinternal controls asfollows:

O ENVIRONMENTAL ) ‘ INTERNALCONTR
ELEMENT " TTS(STEM COMPONENTS

+ Background and = Controlled environment.
operations of entity. *  Profiling on IT system
. ss1 *  Internal control activitle:

»  Laws, regulations and used In  financial dertakenb )
adopted accounting transactions and main undertaken by entity.
policies IT systemadopted. o Risks assessment process

« Operational objectives Implemented by entity.

d tratagi
::mbllshed strategles o Control of Information
system.

- Methods  of review, apan
assessmont and e Monitoring of internal Fund for
monitoring of controls. Poverty
operations, | Reduction|

c C
M$00OD
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Planning

b) Planning the Audit Strategy

« Planning of audit strategy involves the risks assessment, consideration of
possible fraud and accounting estimates.

« Materiality level should be determinedto ensure the extent of audit on the
financial statements and strategies should be continuously reviewed
throughout the audit.

i) Risk Assessment Procedures

= Risk assessment is conducted by considering the audit procedures
using test of ‘controls, substantive and analytical procedures to
determine the samples required. Audit risks are as follows:

* Inherent Risk —the risk pertaining ta rmaterial errors.exist within the

industry; i i :

Japan
Fund for

Poverty
Reduction

Planning
ii} Determination of Materiality Level

Determination of materiality level is assessed usin
quantitative and qualitative approach to gather information
and evaluate the overall effects of material misstatements or
errors in the financial statements.

* Qualitative materiality involves the nature of the
misstatements such as insufficient or inappropriate

accountin% policies whichTéad to wrong estimation,
including the effect of litigation process.

. Quantitative,materialityis assessed as fqylklows: :
i Overallmz_a[teriality —the auditor determines the

Fund for|
Poverty

I Japan
Reductiq
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Planning - cont

The level of materiality is influenced by:

* The extent of misstatements detected during
previous audit; and

* Auditor’s expectations of misstatements during the
current year.

At this level; the entity needs to.rectify the errors.or
mlsstatement detected in the financial statements’.

Japa
Fund for |
Poverty ;
Reduction |

“supervisor and SAl's management "
ADB

The Auditor’s Responses to Assessed
Risks (ISSAI 1330)

Obijective :

To obtain sufficient appropriate audit evidence regarding the
assessed risks of material misstatement, through designing
and implementing appropriate responses to those risks.

* The subsequent process having identified the risk of materlal
* misstatement is to design appropriate audit procedures to
response to the assessed risk of material misstatements at .

Japan
Fund for
Roverty |
Reduction
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Requirements

Audit Procedures, Test of Control and Substantive
Procedures

Audit procedure refers to its:

* Purpose (that is, test of controls or substantive
procedure) and;

+ Type (that is, inspection, abservation; inquiry,
confirmation, recalculation, performance, or

an
fund for
Poverty
Reduction

Requirements - cont

* Test of controls is an audit procedure designed to evaluate
the operating effectiveness of controls in preventing, or
detecting and correcting, material misstatements at the
assertion level.

* Substantive procedure is an audit prdcedure designed to
detect material misstatements at the assertion level.
:Substantive procedures comprise::

*Tests of details (of classes of transactions, account balances;

Japan i
fFund for ¢
ADB i
Reduction
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Audit Procedures

In designing the further audit procedures to be performed,
the auditor shall:

* The assertion level for each class of transactions, account
balance, and disclosure, including:

The inherent risk
*The likelihood of material misstatement due to the particular
characteristics of the relevant class of transactions, account
.. balance, or disclosure; and T

Fund for
Paverty
Reduction|

procedur‘es%’.“ e G 0

Main Categories of ToC

1. Test of key controls over individual transactions
precessed by the system

- segregation of duties (LOA)
- authorisation limit
- compliance with budgetary rules, investment policy

2. Test of automated application controls
- —automated control‘are buiylt in fth:ei al_;ldit'e‘e’s_; system
- auditors have a good understanding of auditee’s systems

Fund for |
Poverty
Reduction
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What is the objective of ToC?
« The objective of ToC s to evaluate whether the key controls or

When to use ToC?

Test Of Control (ToC)

relevant compensating controls that exist in the auditee daily

operating systems, operated effectively, reliable and continuously
during the period under review.

If auditors were to rely on the operating effectiveness of the
controls embedded.in the auditee daily operating systems which

ned.

Japan H
Fund for |
: Boverty
: Reduction

What is the objective of Substantive Procedures?

When to use Substantive Procedures?

* If auditors preliminarily assess internal controls as defective and not
reliableto response to the assessed risk, then substantive procedures
may be performed.

« Auditors design substantive procedures to be responsive to the related
risk assessment {e.g. risk of material misstatement or non-compliance)

..:.whichis significant: When the approach to a-significant risk consists only

- 7. of substantive'procediires, there should include test of detail. == =

Substantive Procedures

To obtain reasonable assurance on the management assertions for each
level of material class of transactions, account balance, and disclosure
after taken into consideration the risk assessment and on the level of
reliance on internal controls.

Japan

Fund for !
ADB Poverty |
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EXAMPLE OF TEST OF DETAILS

ASSERTION TO
BE TESTED
Completeness: r on of the op b osirg ‘balal

sheet of the previous year.

EXAMPLE OF TEST OF DETAILS TO BE PERFORMED

To perform record check (flogr to'récard) on the: exnstence of properl
: . planl & eqmpment and inventori
Existence = To perform’ physical. check (record .to floor) ‘on- the. existence -
: property, plant. & equlpmem and inventories;

“» - Obtain ~external - confirmation' from - .third party:-on recelvables,
Investritent securities,” External :Fund::Managers investment ponfoho

. where :applicable.
Abbﬁracy A Arlthmellc check of accounts‘
: "« - Verification ‘of ‘the accuracy: of the  consolidation  of :accounts:: fo

associates; subsidiaries, and jointly: controlled entities ‘under: review; i
‘where:: appropriate’ (e,g. "equity. method - of. .accounting: associates
elimination .of intra-group. fransactions;: ‘consolidation  entries - using -
correct FOREX translation and ‘arithmetic accuracy);
Check “of “consistericy of the closing balance' sheet and economi
outturn: - with:.. the tnal balance (including
commitment): :

Occurrence * Inspect supporting documents (e.g.
financial institution confirmation,
contract notes, resolution approval
by Investment Panel, for investment
settlements fo  confirm  that
investment purchase & sales did
oceur.

Presentation & Disciosure e To evaluate the compliance and
adequate disclosures for
financialinstruments.

Japan
Fund for
ADD BREESY

Reduction

[0



c [o
OOiOOO’)

onn

MATERIALITY (ISSA! 1320)

Objective :

* The objective of the auditor is to apply the concept of materiality
appropriately

« in planning and performing the audit. In conducting an audit of
financial statements, the following factors should be taken into
consideration: _

» User Sensitivity: the more sensitive the auditor believes that users: :
may be towards material misstatement, the lower the materiality will

1 Japan

H Fund for |
B ADB Roverly

: Reduction

Audit Procedures

ISSAI 1320 requires the auditors to determine the materiality level for
financial statements audit as a whole and if in the specific circumstances of
the entity, there is one or more particular classes of transactions, account
balances or disclosures. Methods that may be considered in such
determination can be clearly stated as follows:

a. Overall Materiality:

In determining the materiality level as a whole, the auditors should apply one
of these 3 methods as follows:

i) Single Rules

» Single Rules are rules of thumb that use a single financial variable for
computing materiality. The auditors are allowed to choose the most
appropriate rule based on an‘assessmentof qual{ltatlve factorsiis’Phase 1.

Examplesof commonsingle rulesinclude the following:

1,0% of Equity - :
+.0.5% of Total Assets .

+0.5% of Total Revenues . L s M

1
Fund for
Poverty |
Reduction ;|

11/27/2016
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Audit Procedures —cont.

ii} Variable or Size Rules

Variable or size rules are similar to single rules but differ in that they
provide a range of possible different materiality levels for companies of
different sizes. An auditor uses an assessment of qualitative factors in
Phase 1 to help in determining what materiality level to select within
the appropriate range. Examples of variable ruies include the
following:

» 2to 5% of gross profit, if less than RM20,000

* 1to 2% of gross profit, if between RM20,000 and RM1 million
+.0.510:1 % of gross profit; if:between RM1 million and' RM100 miltion

+0.5%of gross profit, if more than RM100 million.

Japan i
Fund for :
Poverly

Reduction |

Audit Procedures —cont.

b) Materiality at the Accounts Level (Performance Materiality)

I1SSAI 1320 states that an auditor must consider materiality at both the
overall financial statements level and in relation to individual account
balances, classes of transactions and disclosures. This means that due
to factors such as differences in individual financial statements account
balances and legal or regulatory requirements, the auditor may :
establish different materiality levels for different accounts, classes of
transactions, or disclosures by using one of these 4 methods as
follows:

i) Rules:Of Thumb

Japan
g Fund for |
HADB
Reduction |
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Audit Procedures —cont.
ii) Judgmental Approach

» This method requires the auditors' professional judgement
in determining the materiality of each account in the
financial statements.

iii) Ratio Approach

© s The auditor. sets the accounts materiality in a range
.- depending on the auditor’s assessment of risks..

an
Fund for
Poverty
Reduction

Audit Procedures —cont.

iv) Formula Approach

* The auditors use a mathematical formula which assigns some
proportion of overall materiality to the individual accounts, based on
their relative size and the possibility of offsetting errors:

MATERIALITY {account): OM — EUE * (Account Balance/
Total All Accounts Balances)

*Notes::* . OM: Overall Materiality

EUE: Expected Uncorrected Errors.

opan
Fund for
Poverty
Reduction |
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Ilustration on Materiality Computation As
Whole And Accounts Balance Level

* Example of materiality computation using Average Method

« At the end of financial year ended 31 Disember 2013, ABC Berhad
has submitted its financial statements to National Audit Department
to be audited. Summary of ABC Berhad financial statementsare as
follows:

AMOUNT AS PER LEDGER
{TEMS £
{RM'000) %

Net Profit Before Tax 450 |

Gross Profit 5,475
Equity 2,850
Total Assets 3,250
Total Revenues » 10,250

=

f
Japan

Fund for ©
Roverty
Reduction |

Ilustration on Materiality Computation As Whole And
Accounts Balance Level (cont.)

* The average method using the single rules amount would result the
materiality be RM78,450 as follows:

AMOUNT AS COMPUTED AVERAGE
PERCENTA

PER LEDGER FIGURES FIGURE
GE (%) *
{RM?000} (R} (RM)

Net Profit Before Tax 450 5.0 22,500

: Gross Profit 5,475 5.0 273,750

: Equity 2,850 1.0 28,500 78,450

Total Assets 3,250 0.50 16,250

e Total Revenues 10,250 0.50 51,250

Ispan H
fund for |
Roverty ¢
Reduction |
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Hlustration on Materiality Computation As Whole And
Accounts Balance Level (cont.)

* Example of materiality computation at accounts level using Rules Of
Thumb

* Computations: RM78,450 x 70% = RM54,515

*» Materiality at account level is set at RM54,915.

Fund for
Paverty
Reduction

THANK YOU

11/27/2016
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For More Information

Project Officer/Team Leader

Agustina Musa,

Senior Financial Management Specialist, SERD
amusa@adb.org

Alternate:

Amuerfina (May) M. Santos,

Senior Programs Officer, SERD -
amsantos@adb.org. '

~ nafisah_bashir@yahoo.com
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Reduction From

the People of Japan

Project Number: 47291-001
Regional—Capacity Development Technical Assistance (R-CDTA)

December 2014
WORKSHOP ON FIELD TEST OF FINANCIAL
AUDIT GUIDELINES
(28 JULY 20186)

Enhancing Roles of Supreme Audit Institutions in
Selected Association of
Southeast Asian Nalions Countries

(Fimamnced by the Japan Fund for Poverty Reduckion)

AUDIT PLANNING MEMEORANDUM

(ISSAI 1300)
INTRODUCTION

* Auditors are responsible to plan the audit of the financial statements at
the early stage of the audit and to review and revise the plan as
necessary during the course of the audit pursuantto | 1300 (Planning
an Audit of Financial Statements).

*» The output is the Audit Planning Memorandum {(MPA), which contains
the overall source and audit strategy, audit plan, timing and conduct of
the audit.

Objective :

To ensure that the audit is carried out effectively by establishing audit
strategies and programs to assist the auditor in giving appropriate
attention toward critical and risky aspects of the audit.

The main objective is to reduce the audit risk to an acceptable level and
address the risk of making inaccurate conclusion.

Japan
Fund for
Poverty
Reduction
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Audit Procedures

Audit Planning Memorandum is prepared after implementing
procedures:

* Audit Procedure For Understanding the Entity and its Environment
and Guideline

= |dentifying And Assessing The Risks of Material Misstatement In
Transactions According To Classes, Account Balances, and
Disclosures.

* Format of Audit Planning Memorandum.

* The auditor shall update and change the overall audit strategy and
the audit plan as necessary during the course of the audit pursuant to
paragraph 10 ISSAl 1300 (Planning an Audit of Financial
Statements).

Japan
Fund for

Poverty
Reduction
1. INTRODUCTION
+ Background {Formation of the Entity — The Formation Act (If any})
* Main Activity/Operation
2. ORGANISATION STRUCTURE
* Overall Organisation Chart
» Organisation Chart for Finance Unit/Division
3. ACCOUNTING SYSTEM
* Briefly describe the accounting system and other systems that integrate
with accounting system in use.
4. ACCOUNTING POLICY
* Explain the basis of accounting, accounting policies and accountin
standards adopted by the entity. Accounting policies are disclosed in the
annual financial statements of the entity.
5. MAIN AND IMPORTANT ACTIVITY apan
* Briefly describe the main, important and risky activities of the EM iund for
pverty
Reduction
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FORMAT OF AUDIT PLANNING
MEMORANDUM

6, AUDIT OBJECTIVES, SCOPE AND METHODOLOGY

= The objective of audit of financial statements is to give opinion whether:

The financial statements shows the true and fair view of the financial position
and the financial operational results are in accordance with legal requirements
and approved Financial Reporting Standards in Myanmar

* A continuous effective internal control system exists and well-implemented;
= Accounting books and records are properly maintained; and

= Appropriate and consistent accounting policies are implemented for
transactions/ activities of the entity.

= Audit scope is prepared to ensure that the audit focuses on important
aspects and the coverage is adequate. Audit methodology describes the
approaches undertaken to obtain information.

7. DETERMINING THE MATERIALITY LEVEL

* Materiality level is determined based on the overall financial statements and
transactions by categories such as income, expenditures, investments, assets
and compliance with laws and regulations.
Japan
Fund for
Aosjifeh
Reduction

FORMAT OF AUDIT PLANNING
MEMORANDUM

8. AUDIT PROCEDURES

Based on the importance and critical aspects of accounting and
internal control systems as well as the activities of the entity, an
appropriate audit approach is essential to ensure the following:

= Existence; Rights and Obligation; Occurrence; Completeness;
Valuation; Measurement; and Presentation and Disclosure.

Examine the system and determine the existence of internal control
that is supported with flow charts in order to provide an audit opinion
on the classes of transactions as follows:

= Budgetary Control; Revenue Control; Expenditure Control;
= Management of assets, investments, loans and liabilities; and
= Fund management;

= Specify the size and sample selection methodology as well as

branches to be visited.
ADB

Japan
Fund for
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FORMAT OF AUDIT PLANNING
MEMORANDUM

9. Auditing in Computer Environment

* The auditor shall obtain an understanding of information systems,
including the related business processes, relevant to financial
reporting.

10. RISK ASSESSMENT

= Risk assessment is made on the financial statements items, in order
to identify risks of material misstatement, by classes, account
balances and disclosures as well as designing and implementing
appropriate audit approach to the assessed risk. Explains the audit
procedures that should be carried out to assess the risk of fraud and
provide reasonable opinion whether the financial statements is free
of material misstatement due to fraud or error.

Japan
iy
Reduction
FORMAT OF AUDIT PLANNING
MEMORANDUM
9_Number Of Auditors And Their Positions
10. Audit timeline
11. Contactinformation
Japan
e
Reduction
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THANK YOU

For More Information

Project Officer/Team Leader

Agustina Musa,

Senior Financial Management Specialist, SERD
amusa@adb.org

Alternate:

Amuerfina (May) M. Santos,
Senior Programs Officer, SERD
amsantos@adb.org

Saadatul Nafisah BashirAhmad
International Consultant, ADB
nafisah_bashir@yahoo.com
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Regional—Capacity Development Technical Assistance (R-CDTA)
December 2014
WORKSHOP ON FIELD TEST OF FINANCIAL

AUDIT GUIDELINES
{28 JULY 2018)

Enbancing Roles of Supreme Audit Institutions in
~ - Selected Association of .. -

SAMPLING (ISSAI 1530)
Objective :

* The abjective of the auditor, when using audit sampling, is to
provide a reasonable basis for the auditor to draw
conclusions about the population from which the sample is
selected.

Japan
Fund for
Poverty

Reduction |
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Requirements

Requirements Sample Design, Size and Selection of ltems for
Testing

» When designing an audit sample, the auditor shall consider the purpose of
the audit procedure and the characteristics of the population from which the
sample will be drawn,

+ The auditor shall determine a sample size sufficient to reduce sampling risk
to an acceptably low level.

« The auditor shall select items for the samplein such a' way that each
sampling unit in the population has a chance of selection.

Performing Audit Procedures

* The auditor shallperform audit procedures, approprlate fo the purpose, on
each |tem selected :

L ampevelon 2SCribe ntrol,:in the case of tests of
testsof details:

Rowerty |

Reduction |

Sample Size

Sample Size

« The level of sampling risk that the auditor is willing to
accept affects the sample size required. The lower the risk
the auditor is willing to accept, the greater the sample size
will need to be.

* The sample size can be determined by the application of a
statistically-based formula or through the exercise of
professional judgment

* The'influences that various factors typlcaily have on the
’ determ natio fsa le size:

i . BN s p: i
objectives. S : Fung nf;)r :
Reduction

11/27/2016
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Sampling Method

1. Judgemental sampling

Judgemental sampling works by selecting items from a
population because they fulfil pre-determined criteria. This
method works best when specific points need to be
illustrated. The sample is based on the judgement of the
auditor.

The.sample selection is dependent upon criteria, for example
these may be-related to audit risk, performance-or location.

Fund for |
Poverty -
Reduction

Sampling Method

2. Stratified Sampling

* Stratification is the process of dividing a population intc
subpopulations, each of which is a group of sampling units
which have similar characteristics (often monetary value).

* For a population that has been classified according to the
details of the transaction, the strata’s limits shall comply
withthe audit requirements based on auditor discretion.
after taking the factors of internal control into consideration. -

sample se is carried out by obtaining a list of the.

‘The sample selectio

Fund for
Roverty |

Reduction
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Sampling Method

3. Multi-stage Sampling

A multi-stage sampling approach is generally required if transactions are
processed or accounting records are held at a number of locations is such
away that a sample cannot be extracted from across the entire
population. In most cases, the locations are too numerous for it to be
practicableto visit them all. The sample therefore, needs to be drawnin
two stages — the number of locations to be visited and the number of
items to be tested at each location.

4, Simple Random Sampling -
-Simple Random Samplmg works by selecting jtems at random from across
ilation; ' E : nceof

pthe entire populatlon and i usmg arandom: numberg
theitems fromthe list. Audit software ACL can be used to

select a random sample.

rator.to sel |
Japan i
Fund for |
ADB Poverly |
Reduction |

Sampling Method

5. Value-Weighted Selection

= When performing tests of details it may be efficient to identify the
sampling unit as the individual monetary units that make up the
population. Having selected specific monetary units from within the
population, for example, the accounts receivable balance, the auditor
may then examine the particular items, for example, individuat
balances, that contain those monetary units.

¢ Onebenefit of this approach'to defining the samplingunitis:that audit
effortis directed 10 the larger value items because they have a greater
chance of sélection; and can Fesultin smaller sample Thi

lapan |
: Fund for :
| ADE gy
H Reduction
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THANK YOU

For More Information

Project Officer/Team Leader

Agustina Musa,

Senior Financial Management Specialist, SERD
amusa@adb.org

Alternate:

Amuerfina (May):M. Santos,

- -Senior Programs Officer, SERD

- amsantos@adb.org: oo .
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SCOPING OF FIELD TEST USING REVISED
FINANCIAL AUDIT GUIDELINES — ENERGY (ESE)

ISSAI 1501 — Audit Evidence — Specific Consideration For
Selected ltems ‘

Fixed Asset :(Prop_erty, Plant and Equipment) L

Japan
Fund for :
Paverty
Reduction

SCOPING OF FIELD TEST USING REVISED
FINANCIAL AUDIT GUIDELINES — CONSTRUCTION
(MAUBIN PHYAPON)

ISSAI 1501 - Audit Evidence — Specific Consideration For
Selected Items

Expenses

Japan i
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Field Audit Process

el O g
Plannin 7
8 Fieldwork
o Understanding N i — Exatute apgiroved o
the audit " Docurnentation Authit plan
&+ Environmentat of Audit Plan » Assesstharisks

elemant Audit Planining Test of somrols

e Comisaunication + ITsystem Memorandum ::;m’\'{i rent
Requiréments {APM} Confirmsations
N Autiit evidence

Planning Audit
Audit Strategy
° Engagement *~ Risks assessmant IS5A11501

Letter « Consideration of

{IssAT1210} " | possible fraud ?
H + Accounting estimates

5% Exit Conference
S, based on Audit
Dbservationf
5

Japan

Fund for |
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Fieldwork

Auditor should perform the risk-based audit approach due to the
complexityof functions and operations of the entity.

Risk—based approach gives a reasonable assurance that the audit risk has

been properly managed by the management.

The audit implementation includes assessment of entity’s overall risks and

internal controls to identify its existence, relevance and effectiveness.

a) The Auditor’s Responses to Assessed Risks {ISSAI 1330}
+ The overall audit approach should be planned and performed to assess the

risks of material misstatements through understanding the entity and its

‘environment.

analyficaltests.” IR Fund for
Poverty
Reduction
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Fieldwork

b) Test of Controls

Test of controls is performed to determine whether accounting and
. internal controls system exists and complied through assessment of risks
of material misstatements.
The 2 types of test of controls are as follows:
i) Tests that require reviewing of documents to prove the existence of
the transactions and to determine whether controls such as authority
and review have been performed appropriately; and

ii) Tests which require enquiries and observation on controls that do not
have detailed audit trail..

= Test of controls is performed on‘main internal controls inorderto
determlnethat they are relevant, adequate and:( eratm ef-fectlvel
’ glve confldence on the mtern', ] controls system :

S Walk threughtest is pe g ormed by evalua mg th entlre workﬂow o the_ ]

entity lapan |
Fund for |
ADB Poverty
Reduction

Fieldwork

c) Performing Substantive Tests
Substantive tests are performed to obtain audit evidence to determine
whether the treatment of accounting transactions and account balances are
stated in a true and fair view manner and the financial operation is legal.
There are 2 types of substantive tests which are as follows:
i) Test of Details on transactions and account balances {ISSAI 1330, 1501)
* Auditor should evaluate the financial information for transactions and
account balances by testing audit assertions categorised as follows:

: :TBANsACTIDNJ 7 UACCOUNTBALANCE PRESENTATIONSAND
LEVELASSERTIONS 21 ASSERTIONS DISCLOSUREASSERTIONS

* Accuracy e Completeness s Accuracy :
. H
o (lassification e Existence « Completeness f
& Completeness s Rights And o J
; s Occurrence :
i+ Cut-Off Obligations :
‘s Occurrence s Valuation And * Rights And Obligations :
H

Allocation * Understand Ability |
* Valuation 54

Jupdik
1 Fund for

Pover!y

Reduction
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Fieldwork

ii) Analytical Procedures (ISSAI 1520)

* This procedure enables the auditor to give an opinion or to determine
the area that requires further test. Itis an audit technigue related to

significant ratio analysis and trend analysis including further
investigation towards extraordinary items and changes.

» Auditor should evaluate comparisens of financial information such as
follows:
- Comparable information for prior periods;

< Anticipated results of the entity sich as budgets or-forecasts; or
expectations.of the-auditor such as an'estimation of depreciation; -

Japan
Fund for |
Poverty
Reduction

Fieldwork
d) Obtaining Separate Confirmations {ISSAl 1505)

* Auditor should design and perform audit procedures to
obtain external/third party confirmations to ensure
sufficient and appropriate audit evidence,

« If external confirmations are not reliable, the auditor should
evaluate the implications on the assessment of the relevant
risks.

Japan
Fund for
Poverty
Reduction;
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Fieldwork

e) Audit Evidence (ISSAI 1501)

When designing audit procedures, auditor should determine that the
information to be used as audit evidence are sufficient and appropriate to
allow reasonable conclusion to be made on audit opinion. Sufficient refers to
measurement of quantity of audit evidence while appropriate is the
measurement of quality of audit evidence. Audit evidence needed for
accounting and internal controls system is as follows:

* The design of the systems (whether the systems are designed to prevent
and/or to identify material misstatements);

» Effectivenessof the systems’ operati'ons; and

t

* Subistantive procedures: Auditor should evaluate sufficiency and
 appropriateness of audit evidence through substanti ocedures-u

o] éﬁabiﬁg rof audit evidence i influenced b
independentsotirce) and nature (whethervistial,

REE Fund for
documented or verbal) e : .AI Poverty
Reduction -

its source {whether internalor-

THANK YOU
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For More Information

Project Officer/Team Leader

Agustina Musa,

Senior Financial Management Specialist, SERD
amusa@adb.org

Alternate:

Amuerfina (May) M. Santos,
Senior Programs Officer, SERD
amsantos@adb.org:

‘Saadatul Nafisah Bashir Ahmad
International Consultant, ADB - .-
“ nafisah_bashir@yahoo.com
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REPORTING ON FINANCIAL AUDIT — ENERGY (ESE)

l Fixed Asset (Property, Plant and Equipment)

lapan H
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Reduction

REPORTING ON FINANCIAL AUDIT — CONSTRUCTION
(MAUBIN PHYAPON)

Expenses
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Field Audit Process
i Flming o
1

" Bxzeta approver
Documentation Auditpltan

Pre-engagement
e Understanding
theaudit n

* Enviranmental of Audit Plan = - Assessthe visks
element AuditPlanning [P« Testofeontrols
o Cotrimiication ~ ITsystem Memorandum (G g§+ Performing
; + Internal contrals tapiv) substantiue tast
Requirements ] + Lonfinmations
Sl 3  Auditevidence

Planning Audit
Strategy
« Risks assessment
+ Consideration of
possible fraud
< Accountingestimates

o Audit

Engagement::
Letter. :
{ISSAL1210).

ISSA11501

{ ExitLonference
) hased on Audit

Reporting
(ISSAI 1700, 1705 & 1706,1800, 1805,4200)

Office of Auditor General is responsible to issue the Audit Report
containing an audit opinion in accordance with the Audit
Act/law. A statement should be included in the audit report
stating that the audit was conducted in accordance with the
approved standards of auditing.

The reporting criteria should be specific, relevant, clear, brief,
reasonable, timely and objective.-

Report of financial statements’ audit is classified into 3

fapan
Fund for
Poverty
Reduction
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REPORTING -Reporting Of Audit Opinion
(ISSAI 1700, 1705 & 1706)

OBJECTIVES
The objectives of the auditor are :

* To form an opinion on the financial statements based on an
evaluation of the conclusions drawn from the audit evidence
obtained;

=To express clearly that opinien through a written report that-

“apan
fund for !
Paverty

Reduction

Special Considerations — Audits Of Financial
Statements Prepared In Accordance With
Special Purpose Frameworks (ISSAT 1800)

OBJECTIVES

» To address the special considerations that are relevant to :

» The acceptance of the engagement;

* The planning and performance of that engagement; and

* Forming an opinion and reporting on the financial
statements : e

Japan
fund for :
Paverty
Reduction:
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/7 ssa w05 deds vin specil
2 conslderalions relevant to an audit of a \2'-;3‘
J;

7

%"; single financial statament or of a specific 5

X A elemenl, accoun! or item of a financial /
d

:j.\ slatement
g o

L2r7 i

a. Definitionfor term relating to special purpose framework:

» Special purpose financial statements — Financial statements
prepared in accordance with a special purpose framework.

+ Special: pufpos:e fram{awork A financial reporting: framework

Japan
Fund for
Poverty
Reduction

Engagements To Report On Summary
Financial Statements (ISSAI 1805)

OBJECTIVES
+ To address appropriately the special considerations that are relevantto :

» The acceptance of the engagement;
* The planning and performance of that engagement; and

+ Forming an gpinicn and reporting on the single financial statement or
on the specific element, account or item of a financial statement.

» Engagements to report on a single financial statement or a sgecnf:c
element; account oritem of a financial statement may includea itional
oEjectlv es due to the audit mandate, or obligations, arising from .
legislation, regulation,; ministeria alrectives overnmentpolicy

i flre:

] 'statement may be prepared:in-accor
special purpose framework.

. ISSAS 1800 also applies if special purpose framework ?2332;"
H Reduction

[o]
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Management Representation /SSA/ 1580

‘ Why: for management to represent that: FSwas prepared in

accordance with

and that: allrelevant

information was provided with access availablé and all transactions

are recorded and reflected in the FS.

‘Communicating a

Consider inthe
such i lette! ially for
inthe dj de and
letter with

Date and period/s

“covered: should be near ;.
.as practical to the date of -

he auditor’s ieport on
¢ the financial statements.

‘Doubt as to reliabllity=
;- unlike private auditors,
“public sector auditors'may
notbe in'a positionto
withdraw or decline-

+ important to plan in advance |

authorities

Whosigns: in public sector
audits management
representations may

sometimes be obtalned from

high governance levels soitis :

to avold delays in receipt of

Management letteras
audit evidence:

1. Take action in case of |

refusalto provide ML. et
Japan

re.panar:-.‘as in II\:lva;vhich Actions: disclaimer; or
L., Provecnrelabe. modified opinion ADB SU ndrgil’l'
. ovel
Reduction

™

Statement Of Management’s Responsibility
And Statement Of Compliance
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Management Representahon Letter
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EXAMPLE OF MANAGEMENT REPRESENTATION LETTER
(ENTITY LETTERHEAD)

National Audit Department Date
Address

§ir,

MANAGEMENT REPRESENTATION LETTER 20XX
FOR NAME OF ENTITY

This representation letter is provided to carry out the financial statements of NAME OF ENTITY for the
year ended 31 December 20XX for the purpose of expressing an opinion as to whether the financial
statements are presented fairly, in all material respects, (or give a true and fair view) In accordance with
approved financial reporting framework.

General
We confirm that (to the best of our knowledge and belief, having made such inquiries as we considered
necessary for the purpose of appropriately informing ourselves):

Financial Statements
+  Wehave fulfilled our responsibilities, as set outin the terms of the audit engagement dated [insert date],

for the preparation of the financial statements in accordance with approved financial reporting framework; in
particular the financial statements are fairly presented (or give a true and fair view) in accordance therewith,

Significant assumptions used by us in making accounting estimates, including those measured at fair
value, are reasonable.

« Related party ionships and ions have been appropriately accounted for and
disclosed in accordance with the requirements of approved financial reporting framework.

« All events subsequent to the date of the financial statements and for which financial reporting
framework required adjustment or disclosures have been adjusted or disclosed.

» The effects of uncorrected mi ments are ir ial, both individually and in the ag , to the
financial statements as a whole. A list of the uncorrected misstatements is attached to the
representation letter.

« Any other matters that the auditor may consider appropriate

Information Provided
«  Wehave provided you with:

Access to all information of which we are aware that is relevant to the preparation of the financial
statements such as records, documentation and other matters;

Additional information that you have requested from us for the purpose of the audit; and
Unrestricted access to persons within the entity from whom you determined it necessaryto  obtain
audit evidence.

11/27/2016 .
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All transactions have been recorded in the accounting records and are reflected in the financial
statements.
+ We have disclosed to you the results of our assessment of the risk that the financial statements
may be materially misstated as a result of fraud.
+ We have disclosed to you all information in relation to fraud or suspected fraud that we are aware
of and that affects the entity and involves:
o Management;
o Employees who have significant roles in internal controf; or
o Others where the fraud could have & material effect on the financial statements.
= We have disclosed to you all information in relation to allegations of fraud, or suspected fraud,
affecting the entity's financial stat it 1 i by employees, former employees, analysts,
regulators or others.
» We have disclosed to you ali known i of n non-compliance with
laws and regulations whose effects should be considered when preparmg financial statements.
We have disclosed to you the identity of the entity's related parties and all the related
party relationships and transactions of which we are aware.
* Any other matters that the auditor may consider necessary
Thank you.
( )
NAME
POSITION OF HEAD OF THE ENTITY
DATE
( )
NAME
POSITION OF FINANCIAL OFFICER
DATE
1
9
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Statement of Compliance

Management must prepare and sign a Statement of Compliance, which includes the
following:

(i) That project financial statements are free from material misstatements including
omissions and errors, and are fairly presented;

{ii) That the borrower or executing agency has utilized the proceeds of the loan only for the
purpose(s) of the project;

(iti) That the borrower or executing a%enc was in compliance with the financial covenants
of the legal agreement(s} {where applicable);

(iv) That the borrower or executing agency/implementing agency.was in-compliance with
relévant laws and regulation; (However;'in case there-are conflicts between ADB policies
and pracedures with Borrower’s relevant [aws, ADB ‘policies:and procedures will prevail}:

(Y} That the imprest fuind procedire, where applicable, h

een operated in accordance :
withthe AsianDevelopment: Bank's {ADB) Loan'Disburse st e

t:Hardbook; -

{vi} That adequate supporting documentation has been majrjtainéd to'authenticate ¢aims -
stated on the statement of expenditures, (SOE), where.applicable, for reimbursement of
ehﬁlble expenditures incurred and fiquidaticn of advances provided:tothe:imprest account; ;
ani s
Fund for

{vii) That effective internal control, including over the procurement process ADB :::El'g'_ i
i i ] action |

Model Templates for Auditor’s Report and Project Financial Statements

USSR Appendix 10 Model Auditor Opinion for o Auditor’sLogo
Nonrevenue-Earning Project Name
- Address

(pages to ) of the

Asian Development Bank Loan
__for the year then ended.

RanEEEh & ancial statements are the responsibility of the
e EA]. Qur resps Is to exp an et} on

‘We cenducted our exa
Standards on Auditing. Those stans
the audit to obtain reasonable A
statements are free of material misstatement. Our audit includes
examlning, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. Qur audit also includes assessing
the i inci and signi made by ent,
as well as evaluating the overall statement presentation. We believe that
our audit provides a reasonable basis for our opinion.
[The EA's] policy is to prepare the accompanying
statements in the format agreed between the Asian Development Bank
and the Government of as noted in the Minutes of Negotiations for
the Loan [on a cash receipts and disbursements basis in which cashj
ized when ived and are ized when paid, r4
than when incurred]/[on an accruals basis in which expenses

11/27/2016
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THANK YOU

For More Information

Project Officer/Team Leader

Agustina Musa,

Senior Financial Management Specialist, SERD
amusa@adb.org

Alternate:
Amuerfina (May) M. Santos,
Senior Programs Officer, SERD

. amsantps@adb.org :

Saadatul Nafisah Bashir Ahmad
- International Consultant, ADB -
nafisah_bashir@yahoo.com

[0

11/27/2016
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Japan

Fund for
Povety L @I, 0 L. ! _
Reduction

From
the People of Japar:

Project Number; 47291-001
Regional—Capacity Development Technical Assistance (R-CDTA)
December 2014

WORKSHOP ON PROGRESS AND FIELD
TEST OF FINANCIAL AUDIT GUIDELINES
{20 - 25 JULY 2016) -

Enhancing Roles of Supreme Audit-Institutions in
o o Sefected Associationof

Japan g g . |
OVERVIEW OF iCATS
ASSESSMENT VALIDATION

AY 120 JULY 2016

11/27/2016



c [o
OOiOOO’)

JJ?

11/27/2016 .

GENERAL AUDITING GUIDELINES

__________ . ISSAI
7 i /‘""“‘““"’““"‘"'_:"_'__"‘“\
3000 - 3999 | o Compliance
= Performance | Audit f
Audit | Guidelines
. | Guidelines b
ISSAI - e 1SSA!
1000 - 1899 . § 4000 - 4939
T Japan
Fund for
!
Reduction
BACKGROUND iCATS
iCATS Assessment :
i.  To assist SAls in mapping current audit practices to
ISSAl requirements
To assess the SAl's present level of compliance.
ICATS @ Assessment fool ISSA! Frameworlk
« Founding Principles — Lima
Declaration
= Prerequisites for the
Functioning of SAls
_» Fundamental
Auditing Principles
*Auditing Guidelines }
Japan
Fund for
Poverty
Reduction

[0



c [o
OOiOOO’)

JJ9

BACKGROUND iCATS

Four (4} Types Of Compliance Status:

MET Requirementis entirely met

v SAl has just started implementation of this
requirement
PARTIALLY MET v Some elements of compliancein place
v'Large extent of compliance in place but is not
entirely complaint

The SAl does not comply with the requirements

NOT MET atall

The requirement is not applicable to the SAl due
NOT APPLICABLE to the laws and regulations

Japan
Fund fi
Pz:ert;)r
Reduction
ELEMENTS OF ICATS FA
REPORTING ELEMEN: : PLANNING
FIELDWORK
Japan
Fund for
o
Reduction

[0
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ICATS FA LEVEL 4 RESULTS FOR OAG

JS OF CONPLIANCE 70
ELEMENTS
PARTIALLY
MET MET

PRE ENGAGEMENT 8 6 3 A7
2. PLANNING 10 46 10 66
3. FIELDWORK 15 5 - 20
REPORTING -
50 62 13
Japan
Fund for
Paverty
Reduction

ASSESSMENTS RESULT
MAJOR NON COMPLIANCE

Japan
Fund for
Poverty
Reduction
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/ MAJUR
1 ISSAI 1200 — Overall Objectlves of the Independent Aud|tor and the Conduct ofan Audlt
in Accordance with International Standards on Auditing
2 [ISSAI 1230 - Audit Documentation
3 ISSAI1240 - The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial
Statements .
4. " ISSAI 1300 ~ Planning an Audit of Financial Statements
1S5A1 1315 — Identifying and Assessing the Risks Of Material Misstatements Through
Understanding the Entity And its Environment
6 . ISSAl 1330 - Financial Audit Guidelines — The Auditor’s Respon sesto Assessed Risks
7 IS5A] 1600 - Special Considerﬁtions— Audits of Group Financial Statements
including the Work of Component Auditors)
Japan
Fund for
ADB Poverty
Reduction
Japan
Fund for
AD Poverty
Reduction

[0



c [o
OOiOOO’)

JJ?

REASONS FOR NOT MET

*Not applying ISAs yet

« Auditor does not document discussion of
significant matters

*Process not performed — e.g. risk assessment
process

+ Auditor does not obtain an understanding of the
activities

s Lack of own instruction and manual

+ Differences in current practices

Japan
Fund for
Paverly
Reduction

REASONE FOR PARTIALLY MET

* Assessment is made with strict time limit
« Limitation due to time constraint

*Not applying ISSAI yet

*Does not spend enough time on planning
« Limitation as per current practice

Japan
Fund for
Poverty
Reduction

11/27/2016
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Japan
Fund for
ADB Poverty
Reduction
ISSAI 1210
{Terms of Audit Engagement)
CHALLENGESIN SOLUTIONS . WORKSHOP
IVIPLEMENTING . - DISCUSSIONS
Use of Engagement Letter " The objectives of engagement letter o Not necessarily use an

isto make everything clear between engagement letter

auditor & auditee o Other Possibilities : entrance

= Institutional Capacity meeting {minutes, signed by the

- Audit Act/ Law Regulations auditee & auditors) — letters send

- Presentation of Audit Plan to Audit out of what will be discussed in

Commitiee the meeting

= Engagement Letter o The objectives is to engage top

- Scope of Audit management & understand the

- Objectives of the audit roles & responsibilities of auditor,

- Methodology auditee

-Time frame o Other possibilities : having it

- Roles & Responsibilities (Management  documented inthe manual (clear

& Auditor) to the auditor)

- Financial Reporting Framework

- Mandate Clause Japan

- Limitation of Scope Fund for

AD Poverty
" Reduction
7
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CHALLENGESIN
IMPLEMENTING

Aligning the Audit Plans
Throughout the SAl

ISSAI 1300

Planning Phase

SOLUTIONS

= Improving communication &
documentation through usage of
audit software

= Conduct planning & midyear
assessment exercises

* Long Term —~ withdrawal of
residency audit units when the audit
team'is housed by auditee

= Professional Staff Capacity - Train
the audit personnel on audit tools,
software

WORKSHOPDISCUSSIONS

o Directors, regional directors &
top level together with audit
teams at planning conference

o Internal system embedded
(national/states)

o Gap between audit
expectation from top
management and what canbe
achieved given SAl resources

© Priority government programs
need to be given special
consideration

o Top management Expectation
= compliance to standard

Adapting to new names of
documents such as
{Strategic Audit Plan, Audit
Strategy, Audit Plan)

* Include in SAl manual how
terminology fit with the new
technology

= Training on Auditors on [SSAI

o There must be someone in the
SAlwho has clear understanding
of names. Avoid misleading
information to staff

Fund for
Poverty

Reduction

IS8Al 1315

{ldentifving & Assessing The Risks of Material Mistatement}

= CHALLENGESIN

IVIPLEMENTING

SOLUTIONS

WORKSHOP.DISCUSSIONS |

Identifying and Prioritising =See 1330
risks in the Audit Team
Raising Awareness From  See 1320

TopManagement

Understandingthe
Design of Internal
Control

= Adopt checklist with common
framework (eg COS0)

=Capacity Building ASEANSAl on
understanding of Internal Control
= Walk through

» Conduct on the job training

o To learn how to identify
internal control

o Sharing knowledge between
auditors

o Sharing the checklist with
common framework

o Walkthroughis good
procedures (interview & test
control)

Japan
Fund for
Poverty
Reduction

ADB

11/27/2016
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CHALLENGESIN
IMPLEMENTING

Handling the Absence
of Internal Control
Structure

ISSAI 1315

& Assessing The Ris
SOLUTIONS

» Put in circular note

addressed to ministries to raise
awareness to adopt internal
control structure & common
framework

*Include the need for
government to describe its
internal control structure (eg in
the financial manual/
regulation of the government)
= Increase awareness of the
auditees on the need of
internal control structure &
provide training

= [ssue management letter &
recommend to introduce
internal controls

ks of Material Mistatement
WORKSHOPDISCUSSIONS

0 COso

o Find in the government law & regulations
thatit s the responsibility of the
government entity to introduce and put in
place an effective internal control structure
© Ministry of Finance should lead the
development of the internal control
structure for other ministries

0SAl can contribute in setting the
expectation for the internal control
structure

o At the beginning, convince the auditee to
explain internal process because auditor
needs to know the business process

 For independence SAI can comment on
the entity control but cannot suggest on

Fund for

specific control Japan

Poverty
Reduction

‘CHALLENGESIN

IMPLEMENTING

Documenting the
Understanding of the
Entity’s Operations

IBsSAl 1315
{identifying & Assessing The Risks of Material Mistatement)

SOLUTIONS

and its Environment
- Type of audited entity

= Adopt template of understanding the entity

WORKSHOP
DISCUSSICNS

o Template and databases
can be combined

- Applicable laws & regulations

- Specific reporting requirements

- Accounting systems and T used to prepare
financial information

- Nature of the entity’s operation structure

- Expansion of subsidiaries

- Related parties and the nature of the related
party relationships

- Nature of misstatements of other errors
reflected in the results of the previous audits
= Significant changes from prior periods may
give rise o, or change, risk of material
misstatement

= Provide database (auditee information &
update regularly)

ADB

Japan
Fund for
Poverty
Reduction

[o]
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I CHALLENGES IN
| IMPLEMENTING
Discuss Risks with
Entities’s Top
Management

ISSAI 1315

©SOLUTIONS

* Management has to develop its
own risk assessment process

- engagement {entrance,
discussion)

-Clear agenda to be discussed
-Similar perception on the risks

{identifying & Assessing The Risks of Material Mistatement)

WORKSHOPDISCUSSIONS i

o Even if the entity does not have a
documented process, you can have a
discussion on the risks

oSometimes management identify risks
that don’t have an impact on financial
statements, so auditors need to see
which risks are relevant to the audit

Understanding Entities
IT System

Japan
Fund for
Poverty
Reduction

= implement the understanding
of internal control of the IT
System

*To involve It expertise into the
audit team

= Develop IT audit procedure
Long Term;

= Strategic planning for
strengthening IT audit

=To form a dedicated IT unit

= Training {auditors, CISA expert)

oDedicated IT unit is available but they
cannot handle everything — enly projects
with greater financial impacts from IT
systems

o Try to train everyone on a lower level
o IT Unit should have medium level of IT
knowledge

o When it comes to expert knowledge,
you can hire someone short time for
that specific project

CHALLENGESIN
IMPLEMENTING

Developing efficient
audit procedures

ISSAI 1315

SOLUTIONS

= Previous year experience (from
documentation & database)

= Better audit planning

» Guidelines of audit
management

=Developing e-audit (audit
documentation tool & sampling
tool such as ACL or IDEA)

{identifying & Assessing The Risks of Material Mistatement)

WORKSHOPDISCUSSIONS

o Reflect & get more focused on that
area

o Get data from auditee

o E-audit, First step: collect data, second:
filter them

Overcoming the
Resistance of Auditors
to Change

= | aw to obligate SAl to develop
standard & methodology

=SAl will develop methodology
procedures/ manuals

= Training. Seminars workshop to
socialize the new concept

= Commitment & encouragement
form the supervisors to the
auditors

o Eg: country where they tried to
introduce the new risk based approach
but the supervisors didn’t so they
started to sabotage the whole
implementation (need to get everybody
on board, need to engage everyone
{Change Management0

o Training for supervisors is important so
they don't feel they are lacking expertise

Japan

Fund for
ADB Poverty

Reduction

11/27/2016
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ISSAL 1318 ,
{identifying & Assessing The Risks of Material Mistatement)

CHALLENGESIN WORKSHOP DISCUSSIONS

IMPLEMENTING

S0LUTIONS

Overcoming the w,.ctd o Use incentive to adopt change
Resistance of Auditars o Auditor General should be the driving
to Change behind the organization. Auditor General
has the power to impose
implementation
Difficulty to = Include good examples in the o Agreed
Understand the guidelines — illustrative examples
different Types of Risks = Consultation with expertise/
& Other Complicated  practitioners
Concepts = Training of auditors, post
training evaluation report
= Coaching / mentoring
Distinguishing * Raising awareness form top o Agreed

between risk of management of SAl
financial misstatement = Consultation with expert/
& non compliance practitionets Japan

= Coaching / mentoring Fund for
Poverty
Reductiol

ISSAI 1320
______{Materiality in Planning
SOLUTIONS WORKSHOP DISCUSSIONS

CHALLENGESIN -
IMPLEMENTING

Finding a procedure to
calculate/ define -revenue generating  revenue focus
materiality {overall, - spending entities o Agree on certain ranges
special & performance = Applying materiality o Government agencies have certain requirements
& qualitative & percentage that effect range so we might lower it to another
quantitative) - 1-3% of total assets  percentage
- 3-5% of equity o Operation: how do we know that our set range is
- 1-3% of total the right decision
revenues/ o How to define range : take form best practice &
expenditures benchmarking with others
o Standards should be based on expectations of
users
o Sometimes you remove very high value items
o Try to set matrix that fits in your context
o Parliaments does not have to agree on your

o if entity are profit oriented : profit, revenue :

= Define the entity

calculations but you should think about what they

Japan

Fund for would accept, try to imagine their tolerance leve!
ADB Poverty o don’t share materility level with the auditee, since

Reduction they would act according to that level

[0

11/27/2016
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i CHALLENGESIN - -
| IMPLEMENTING

Finding a procedure to
calculate/ define
materiality {overall,
special & performance
& qualitative &
quantitative)

ISSAI 1320

in Planning
WORKSHOP DISCUSSIONS

Materialit
SOLUTIONS

o look at example from the past
{too high materiality level —danger
of losing faith of parliament, then
you change it in future;

and too low level materiality level —
danger of reporting on too detalled
level & inefficient audit work )

®.ctd

Getting a common
understanding of the
terms

o Make certain you use commonly
understood terms in your report
don’t be too technical

= External publication (booklet,
handbook, portal/media)

= {se the terms consistently
(guidelines/ Standards/ Manuals/
Audit Plan)

» Training (Workshop / Course) on
terminologies or confusing
terminologies)

IMPLEMIENTING

Raise awareness
from top
management SAI

» [nternal Publication {portal/ Japan
Magazine/ Journal/ Emails, Forum) Fund for
= On the job training ADB Poverty
Reduction
izl in P e
CHALLENGES IN WORKSHOP DISCUSSIONS

o Related to ISSAI 1315 on

= |ssuance of a policy/ directives on the

adaptation of ISSAls awareness
* Include ISSAl implementation as part of the o Invitation of ISSAI experts
strategic plan of the SAl to brief to management to

« Study tour of top management to other SAl
adapted ISSAls

= Consider ISSA! experts in the briefing focus
group discussions for top management

» Conduct focus group discussion with top

management (policy group); buy in {convincing

to implement the ISSAls)
= Benchmarking with other SAls

go on study tour

o Putting it in the strategic
plan

o Explain that the
implementation will take
some time to have right
expectation from the top
management

Raise awareness
from external
stakeholders
{parliament,
government)

= Create a forum to socialize/ give
understanding about materiality

= Creating simple and practical notes/ modules

about materiality concept

»Using simple terms in order to make easier for

them to understand

o May not talk on details but

to understand materiality
Japan
Fund for
Poverty
Reduction

11/27/2016
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ater i1 23
. CHALLENGESIN SOLUTIONS : ! WORKSHOP DISCUSSIONS -
IMPLEMENTING

Finding Materiality = Raise awarenessfrom o Importantto what we are qualifying, be

8
I
b

Level for Compliance  top management understandable

Issues "Set proper guidelines/ o Problems: explain differenceto the
guidance parliamentin non technical way, we have to
=Include criteria for educate what compliance can mean in the
considerationin those beginning
guidelines o Range of materiality level has to be

= Training of auditors / adjusted

Exchanging experience o Explain why there is no relationto other
statements so if readers look at statement
they don’t misunderstood
o Need to discuss this with top management
and document it
o Importantto set materiality level for non
compliance so the team knows what to look

Japan
Fund for for and what is not important

ADB Poverty o Discuss with SAl what kind of combination
Reduction audit to do and define mixture works for you

ISSAI 1330

{Auditors Responses {o Assessed Risk)

o CHALLENGES TN SOLUTIONS WORKSHOPDISCUSSIONS
AMPLEMENTING .

Findinga procedure = Identify risks related to o Quality control should be established

to connect risks with  transactionsin the financial o Quality assurance should be

proper audit statements embedded in every process and the

procedures ® Do a risk profile in quality assurance follows up to that
connection with audit o There should be an organized quality
procedures (howto connect  assurance mechanism
risk profiles & audit © Smail SAl will not have capacity for a
procedures) quality assurance office. This has to be
= well established quality decided for each SAl

assurance mechanism
* Having simple matrix

template
= Train the auditors of the
importance of risk to the
audit Japan
Fund for
ADB Poverty
Reduction

[o]

11/27/2016
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ISSAI 1330
{fuditors Responses to Assessed Risk)
CHALLENGESIN SOLUTIONS WORKSHOPDISCUSSIONS :
EVIPLEVIENTING
Increasing the [evel = Intensive training, seminar, o Agreed
of understandingof ~ workshop
the auditors » Prescribe/ develop
guidelines/ guidance which
are easy to understand
= Circulate case study which is
related to risk assessments
sLearning from other
developed SAls
Japan
Fund for
AD Poverty
Reduction
ISSAI 1330
{Auditors Responses {o Assessed Risk)
CHALLENGESIN SOLUTIONS WORKSHOP DISCUSSIONS
IMPLEMENTING :
Findinga Procedure  » Developa framework (tryto o When risk based introduced, it was
to Pick Out the adjustit to different phase new and surprising
Significant Risks and align it with risk o Quantitative & qualitative
assessment} o Criteriato be embeddedin the
=Develop a criteria to manual to guide auditors
determine significant risks o Benchmarking either in SAl or with
= Benchmarking FAS
= Consultation with experts. o Templates might be very helpful
Stakeholders oCoaching/ mentoring
= Design procedures and oResource constraintis an issue
templates o Try to focus on the risk that are
= Training of consultationwith relevantfor their audit
auditors o There is not always significantrisks in
an audit
o Database of possible risks
Japan
ans[EE
Reduction
14
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ISSAI 1330
{Auditors Responses to Assessed Risk)
CHALLENGESIN SOLUTIONS WORKSHOP DISCUSSIONS:
IMPLEMENTING .
Finding a Procedure  =...ctd © Too many risks and not enough
to Pick Qut the resources you need to discuss in your
Significant Risks SAl how to prioritized the audit
o Parliament should be informed earlier
about the lack of resources, top
managementissue to be brought to the
attention of the Parliament
o How many audits can we do in a year
with new standards professionally?
o Riskbased audit: Change of thinking
in auditing— will take time
o Focus on few thing, do them well.
Make sure all auditors are on board
Japan
Fund for
ADB Poverty
Reduction
ISSAI 1330
(Audifors Responses fo Assessed Risk}
CHALLENGESIN- SOLUTIONS WORKSHOP DISCUSSIONS.
IMPLEMENTING: e
Findingthe Controls = Adopt policy on test o Training on how to document the
That You WantTo controls results
Testand Verifying - tolerable deviation o Sharing examples on controls and use
Them - how to make conclusions themin training sessions
= Train auditors o Distinguish between controls that are
* Testcontrol by: relevant for the audit and controls that
- from the results of the walk  are only relevantfor the entity
through procedures
- determine the good
controls
- Select samples to test
- make conclusions based on
policy for tolerable deviation
Japan
Fund for
ADB Poverty
Reduction
15
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(Auditors Responses o Assessed Risk)
| CHALLENGESIN SOLUTIONS WORKSHOP DISCUSSIONS |
L IMPLEMENTING
Gathering More = Communicationto those o During interim audit, do not only do
Persuasive Audit charged with governance internal control testing but also
Evidence When the “Substantive procedure substantive procedures that you will not
Riskis High during interim audit have time to do at the year end. EG-
= timing, nature & extent construction of road ask expert to check
= [dentifying relevant or hire engineers within SAl. You can
corroborativeaudit evidence  find experts in universitiesor in the
= Exercising auditors private sector
judgment
Japan
Fund for
ADB Poverty
Reduction
Japan
Fund for
ADB Poverty
Reduction
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For More Information

Project Officer/Team Leader
Agustina Musa,
Senior Financial Management Specialist, SERD

amusa@adb.org

Alfernate:
Amuerfina (May) M. Santos,

- -SeniorPraograms Officer, SER|
. amsantos@adb.org ¢
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From
the Peopie of Japan

Project Number: 47291-001

Regional—Capacity Development Technical Assistance (R-CDTA)
December 2014

WORKSHOP ON PROGRESS AND FIELD
TEST OF FINANCIAL AUDIT GUIDELINES
' (20 — 25 JULY 2016

Enhancing Roles.of. Supremeb Audit Institutions in.
) 3 “fation o

SCOPING AND DISCUSSION
ON FIELD TEST

DAY 3 — 22 JUL

Japan E

Fund for
L AD Poverty

Reduction
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SCOPING OF FIELD TEST USING REVISED FINANCIAL AUDIT
GUIDELINES — ENERGY (ESE) AND
CONSTRUCTION (MAUBIN PHYAPON)

1. ISSAI 1210 - Terms of Audit Engagement
2. ISSAI 1330 - The Auditor's Responses 1o Assessed Risks

2. ISSAI 1501 - Audit Evidence — Specific Consideration for
Selected Items

3. ISSAI 1700, - Audit Report
1705,1706,
18008 1805

Japan H
Fund for |
Poverty |
Reduction ;

Agreeing the Terms of Audit
Engagements (ISSAI 1210)

Objective

» 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 heen agreed, through:

{a) Establishing whether the preconditions for an audit are

present; and :

(b).Confirming thatthere is:a common understanding

e auditor and management and, where

lapan |
Fund for
Poverty
Reduction

11/27/2016 -
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REQUIREMENTS

* Determine whether the financial reporting framework to be applied
in the preparation of the financial statements is acceptable;

a. Obtain the agreement of management that it acknowledges and
understands its responsibility:

(i) For the preparation of the financial statementsin accordance
with the applicable financial reporting framework, including where
relevant their fair presentation;

{if) For such internal control as management determines.is
necessary toenable the preparation of financial statements that
are free from material misstatement, whetherdue to fraud or
error; and

{iii) To prov:de the audltor with:a. Accessioall mformatlon of which
managementisiaware that is relevant to'the preparatmn of the
nancial statements such as records; docum d

he entity fr
auditor determlnes it necessary'co obtaln audlt evndence JFapzlnfor
A WK i
ADB Poverty
Reduction

Agreement on Audit Engagement Terms

* The auditor shall agree the terms of the audit engagement with
management or those charged with governance,
* The agreed terms of the audit engagement shall be recorded in an

audit engagement letter or other suitable form of written agreement
and shall include:

(a)" The objective and scope of the audit of the financial statements;
{b).-The responsibilities.of the aud:tor,

Japan

fund for |
ADB T

Reduction ;
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Recurring Audits and Change the Terms
* On recurring audits, the auditor shall assess whether circumstances require
the terms of the audit engagement to be revised and whether there is a
need to remind the entity of the existing terms of the audit engagement.
* The auditor shall not agree to a change in the terms of the audit
engagementwhere there is no reasenable justification for doing so. If, prior
to completing the audit engagement, the auditor is requested to change the
audit engagement to an engagement that conveys a lower level of
¢ The auditor shall determine whether there is reasonable justification for
doing so. If the terms of the audit engagement are changed, the auditor and
managementshall agree on and record the new terms of the engagementin
an engagementletter or other suitable form of written agreement.
= ifthe auditor is unableto:agreetoa change of theterms of the audit
engagementand is riot permltted by management to contintie the ongmal
“the! nthe audit:
Japan
Fund for |
=
Reduction
Example of an Audit Engagement Letter
To the appropriate representative of management or those charged
with governance of ABC Company:
The objective and scope of the audit
You have requested that we audit the financial statements of ABC
Company, which comprise the balance sheet as at December 31, 20X1,
and the income statement, statement of changes in equity-and cash
flow statement for the year then ended, and a summary of5|gn|ﬁcant
accounting pohcles and other explanatory mformatmn
are ple,w, v
Japan
: fund for |
' ster;r
Reduction
4
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Example of an Audit Engagement Letter
(cont.)

The responsibilities of the auditor

We will conduct our audit in accordance with International Standards on
Supreme Audit Institutions {ISSAl). Those standards require that we
comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance about whether the financial statements are
free from material misstatement, =

An audit involves performing procedures to obtain audit evidence about
the:amounts:and disclosures inthe financial statements: The:procedures
selected depend on the auditor’s judgment, incliding the assessment of: :
the risks of material misstatement of:the financial statements, whether -

Fund for
Poverty
Reduction

o

Example of an Audit Engagement Letter

Qcont.r?

Because of the inherent limitations of arf audit, together with the
inherent limitations of internal control, there is an unavoidable risk
that some material misstatements may not be detected, even though
the audit is properly planned and performed in accordance with ISAs.

In making our risk assessments, we consider internal control relevant

to the entity’s preparation of the financial statements in order to

design audit procedures that are appropriate in the circumstances, but
not for the purpose of eéxpressing an opinion on the effectiveness of

the entity’s internal control.

However, we will commupnicateto you in writing concerning any
significant deficiencies in internal control relevant to the audit of the ... .-
financial statementsthat we have identified during the audit. -

statemer
Standards;

Jspan

g Fund for
| Roverty

Reduction |
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Example of an Audit Engagement Letter

, cont.gI o
(b) For such internal control as [management] determines is necessary
to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error; and

{c) To provide us with:

{i) Access to all information of which [management] is aware that is
relevant to the preparation of the financial statements such as
records, documentation and other matters;

(ii} Additional information that we may request from [management]

for the purpose of the audit; and

(it} Unrestricted access to persons:within the entity from whom we

. determineit necessary to obtain audit evidence:

Reduction

pan |
Fund for !
Poverty

cont.
We look forward to full cooperation from your staff during our audit.
[Other relevant information]

specific terms, as appropriate.]

[Reporting]

[Insert appropriate reference 1o the expected form and content of the
auditor’s report.]

Theform and content of our report may need to be amended in the
light of our audit findings.

Please: sign-and.return the attached copy of this Ietterto indicate your
acknowledgement of; al

[Insert other information, such as fee arrangements, billings and other

Example of an Audit Engagement Letter

Japan
fund for :
FPoverty

Reduction

11/27/2016
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1. The Auditor’'s Responses to
Assessed Risks (ISSAf 1330)

Objective :
To obtain sufficient appropriate audit evidence regarding the

assessed risks of material misstatement, through designing
and implementing appropriate responses to those risks.

* The subsequent process having identified the risk of material
misstatement is to design appropriate audit procedures to
responseto the-assessedrisk of material misstatements at

P i
Fund for
Poverty
Reduction

Requirements
Nature, Timing & Extent of Audit Procedures, Test of Control and Substantive
Procedure
The nature of an audit procedure refers to its:
* Purpose (thatis, test of controls or substantive procedure) and;

« Type (that is, inspection, observation, inquiry, confirmation, recalculation,
performance, or analytical procedure).

* The nature of the audit proceduresis of most importancein respondingto the
assessed risks.

« Timing of an audit procedurerefers to whenitis performed or the period or
date to which the audit evidence applies.

- Extent of-an audit procedure refers to the quantityto be performed, for
: examp[e d sample size or‘che number of observatlons of a:control actmty

+ Test of co trols

Japan §
Fund for
Poverty
Reduction |

and disélosures);and, :
= Substantive analytical procedures.

B
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Audit Procedures

In designin% the further audit procedures to be performed, the
auditor shall:

* Consider the reasons for the assessment given to the risk of
material misstatement at the assertion level for each class of
transactions, account balance, and disclosure, including:

The inherent risk

* The likelihood of material misstatement due to the particular
characteristics of the relevant class of transactions, account
balance, or disclosure;.and

apan
Fund for :
Poverty

Reduction

Main Categories of ToC

1. Test of key controls over individual transactions
processed by the system

- segregation of duties (LOA)
- authorisation limit
- compliance with budgetary rules, investment policy

2. Test of automated application controls
- automated control are built in the auditee’s system "
- auditors hav a Qod understanding of atiditee’s systems

fund for |
Poverty ©
Reduction
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Test Of Control (ToC)

» What is the objective of ToC?

= The objective of ToC is to evaluate whether the key controls or
relevant compensating controis that exist in the auditee daily
operating systems, operated effectively, reliable and continuously
during the period under review.

« When to use ToC?

+ If auditors were to rely on the operating effectiveness of the
controls embedded inthe auditee daily operating systems which...
auditors have preliminarily assessed the control as effective
(control risk is:low); then ToC:may be performed. Auditors obtain

- an understanding of internal contr and respor

Japan
Fund for |
Poverty ]
Reduction ;

Substantive Procedures

What is the objective of Substantive Procedures?

* The objective of Substantive Procedures is to obtain reasonable
assurance on the managementassertions for each level of material class
of transactions, account balance, and disclosure after taken into
considleration the risk assessment and on the level of reliance on internal
controls.

When to use Substantive Procedures?

« If auditors preliminarily assess internal controls as defective and not
reliableto response to the assessed risk, then substantive procedures
may be performed. Auditors design substantive proceduresto be
responsive to the related risk assessment {e.g: risk of material
misstatement or non=compliance)}which is significant: When the:
approach toa significant risk consists only.of substantive procedures,
there should include test of detz . : ’

Japan
Fund for !
Poverty

Reduction |
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EXAMPLE OF TEST OF DETALS |

MPLE OF TEST OF DETAILS TO BE PéRﬁoﬁm&n_ .
omparison of t'he'o'pe'nin'g' balance shest with the closing balance
shest of the _previous year,

To perform record check (floor to record) On the existence of property,
plant & equipment and inventories; :

To perform physical check (record to floor) on the existence of
property, plant & equipment and inventories;

Obtain external confirmation from third party on receivables,
investment securities, External Fund Managers investment portfolio,
where applicable.

Arithmetic check of accounts;

Verification “of . the accuracy of the consglidation: of accounts for
associates, subsidiaries, and jointly controiled entities under review,
where ‘appropriate (e:g. equity method. -of ‘accounting associates, i
elimination of intra-group transactions, censolidation: entries, using E
correct FOREX translation and. arithmefic accuracy);

Check of consistency of the closing balance sheet and ‘economic
outturn _ with ~'the  trial "balance . (including _off-balance. sheet ::

commitment). ﬂ’]zf‘for
S Lo - ADB Povertx

Bt MALUATION
« Toevaluate the criteria of using recognition of government grant;

« Verification of auditee claims as per the terms of agreed upon procedures (AUP) on
any grants or incentives received from government or any government agencies.

+ Performed valuation test on samples to ascertain that inventories have been valued
using approved costing method, weighted average costing or FIFO and to ensure
that no LIFO method used;

« Perform testing on inventories ageing to ascertain if any write down for slow moving
or obsolete stocks are required,

» Review client’s inventories ageing to identify slow moving stocks (aged > 1 year)

» and discuss with management on the need to write down stocks.
* Perform testing on the receivables ageing to ascertain the accuracy of the ageing;

* Review trade receivables ageing to ascertain the recoverability of frade receivables
balances especially for those long oulstanding days;

» Perform subsequent receipts after the year end and review past payment trend of
debtors if there is no subsequent receipts;

« Discuss with the auditee over the adegquacy of allowance for doubtful debts and the |
existence of any potential doubtful debts for which an allowance should be

considered. Japan
PP [ _— —_ Fundfor H
: ADB Pove!

11/27/2016
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Occurrence

Presentation & Disclosure

Inspect supporting documents (e.g.
financial institution confirmation,
contract notes, resolution approval
by Investment Panel, Rentas
confirmation  report, etc) for
investment settlements to confirm
that investment purchase & sales
did oceur.

To evaluate rationale of ~using
certain .. FOREX- as. - Functional
Currency and' other: FOREX as
presentation currency:

To evaluate on presentation of
adjusting & non-adjusting events
after balance sheet date.

To evaluate .the' compliance - and

‘adequate . disclosures - for * financial

instruments: ] )
T lapan
Fund for
Al ) Poyerty
Reduction

2. Audit Evidence-Specific Considerations
For Selected ltems (ISSAI 1501)

Objective :

« To obtain sufficient appropriate audit evidence

regarding the:

» Existence and condition of inventory;
=Completeness of litigation and claims involving the

entity; and

Japan

Fund for
Poverty
Reduction:
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REQUIREMENTS - INVENTORY

» Inventory in the public sector is often held for use rather than for resale;
therefore, the nature of internal controls and the assessed risk of material
misstatement may be different. Public sector auditors may have other
objectives and assertions to consider in addition to existence and
condition. For example, public expectations for effective management of
inventory.

» Where public sector auditors are restricted by either management,
legislation or regulations and cannot attend a physical count as required
by paragraph 4 of the 1SA or request confirmation from a third party as
required by paragraph 8 of the |SA and ‘other audit procedures are not

... possible, public sector auditors consider the effect on'the auditor's report.

+- Management ordinarily establishes procedures under whlch inventoryis
ghysmallzcounted at’ least once ayeal a ar 0 k
p T -

&
5 j='
3@
k=
05k
B
4
e

- tothe financial statements, the auditor shall obtain stfficient appropi at ;
‘“auditevidence regarding thé existenice and condifion of inventory by: = Ja -
Fand for ;
Poverty ¢
Reduction |

Attendance at physical inventory
counting been performed as to:

+ Evaluate management’s instructions and procedures for recording
and controlling the results of the entity’s physical inventory

counting

« Observe the performance of management's count procedures for

example those relating to control over the movement of inventory
before, during and after the count, assists the auditor in obtaining
audit evidence that management's instructions and count
procedures are adequately designed and implemented.

» Inspect the inventory to ascertain the existence of the inventory
(though not necessarily its ownership) for example; obsolete
damaged or aging inventory.

Pe;form,Teys:’( counts, fol

Japan
Fund for :
FPoverty

Reduction
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How:To Obtain Sufﬂcient
ropridle Audit Evidente?

Attendance AtPh ysical Performing Audit Pmcedures QverThe %
inventory Counting £ntity’s Final inventoty Records To
Deterine Whether They Accuratety

Refiect Actual inyentory Gouat Resuits.

Obtaining
Evidence

Reduction

REPORTING -Reporting Of Audit Opinion
(ISSAI 1700, 1705 & I706)

OBJECTIVES

The objectives of the auditor are :

*To form an opinion on the financial statements based on an
evaluation of the conclusions drawn from the audit evidence
obtained;

* To express clearly that opinion through a written report that
also describes the basis for: that opinion; and

Japan
Fund for |
Poverty |
Reduction !
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The auditor is responsible to form an opinion on the financial statements and
also deals with the form and content of the auditor’s report issued as a result
of an audit of financial statements
S TERNT: e DEFINITIONS

in with a general purpose framework,

[Eraal R PG A financial reporting framework designed to meet the common financial
i information needs of a wide range of users. The financial reporting framework may

ora
k that requires i with the req| of

Acknowledges explicitly or implicitly that, to achieve fair presentation of the
financial it may be y for to provide
beyond those ifi required by the framework; or
Acknowledges explicitly that it may be necessary for management to depart
from a requirement of the framework to achieve fair presentation of the

financial Such dep are to be r ry only in
extremely rare circumstancas.
Financial reporting framework that requires i with the req of

the framework, but does not contain the acknowledgements in {i) or {ii} above.

The opinion expressed by the auditor when the auditor concludes that the financial
istatements are prepared, In all materlal respacts, in accordance with the
financial reporting

The auditor is responsible to form an opinion on the financial statements and
also deals with the form and content of the auditor’s report issued as a result
of an audit of financial statements

" DEFINITIONS :
A term used, in the context of misstatements, to describe the effects on the
fi ial of i or the possible effects on the financial

istatements of misstatements, if any, that are undetected due to an Inabllity to
tobtain sufficient audlt evidi

ervasive effects on the financial statements are thase that, in the auditor’s
i judgment:

Are not confined to specific elements, accounts or Items of the financlal
statements;

If so confined, or could a of the
financial statements;
In refation to di are to users’ of the

financial statements.

qualified opinion, an adverse opinion or a disclaimer of opinion.

A paragraph included in the auditor’s report that refers to a matter appropriately
presented or disclosed in the financial statements that, in the auditor's judgment is
® ofsuch thatitis to users’ ing of the financial
statements.

A paragraph included in the auditor’s report that refers to a matter other than
those presented or disclosed In the financial statements that, in the auditor’s
judgment, is relevant to users’ understanding of the audit, the auditor'’s
responsibllities or the auditor's report.

11/27/2016

14

[0



c [o
OOiOOO’)

Jo®

special Considerations — Audits Of Financial
Statements Prepared In Accordance With
Special Purpose Frameworks (ZSSAT 1800)

OBIECTIVES

* To address the special considerations that are relevant to :

*» The acceptance of the engagement;

* The planning and performance of that engagement; and

* Forming an opinion and reporting on the financial statements

Japan

i Fund for |
AD Poverty |
Reduction |

A 25,
D
ISA 805 deals with special considerations & 2
relevant o an audit of a single financial Y;g’
statement or of a specific element, .
&> accpunt or item of a financial statement

L i
o e
Crrz7 s

a. Definition for term relating to special purpose framework:
e Special purpose financial' statements — Financial - statements
prepared in accordance with a special purpose framework.

» Special : purpose framework — A financial reporting framework.

1o financial information needs:of specific use

Jap

Fund for
Poverty
Reduction
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Engagements To Report On Summary
Financial Statements (IS5AT1 1805)

OBIJECTIVES
* To address appropriately the special considerations that are relevantto :
* The acceptance of the engagement;

* The planning and performance of that engagement; and

* Forming an opinion and reporting on the single financial statement or
on the specific element, account or item of a financial statement.

* Engagements to report on a single financial statement or a specific
element; account or item of-a financial statement may inc| uée additional
objectives due to the audit mandate, or obligations; arising from
legislation; regulation, ministerial directives, government policy
reguirements, or reselutions ot the legislature: L

- may be general public:
rting of: nl-co'mplxan,ce
v nee

« Even witholit additional objectives
expectations:in‘regard to auditor’s repi
authoritiesor reporting on effectiven
financial statement or the specific ele )
financial statement may.be prepare a‘ ge

PY

-~ special purpose framework:1SA1800 also applies if special purg
framework.
ADB

P
Fund for
Poverty
Reduction
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. International Consultant, ADB

For More Information

Project Officer/Team Leader

Agustina Musa,

Senior Financial Management Specialist, SERD
amusa@adb.org

Alternate:

Amuerfina{May) M. Santos;
--8eniorPrograms Officer, SERD

amsantos@adb.org :

Saadatul Nafisah Bashir Ahmad -

" nafisah_bashir@yahoo.com

[o]
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WORKSHOP ON PROGRESS AND FIELD
TEST OF FINANCIAL AUDIT GUIDELINES
(20 — 25 JULY 2016)

Enhancing Roles of Supreme Audit Institutions in:
lected Assadiation T

SCOPING AND DISCUSSION
ON FIELD TEST

DAY 3 — 22 JULY 2016
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SCOPING OF FIELD TEST USING REVISED FINANCIAL AUDIT
GUIDELINES - ENERGY (ESE) AND
CONSTRUCTION (MAUBIN PHYAPON)

1. ISSAI 1330 - The Auditor's Responses to Assessed Risks

2. ISSAI 1501 — Audit Evidence — Specific Consideration for
Selected ltems

3. ISSAI 1505 — External Confirmation

4, ISSAl 1520 — Analytical Procedures

5. ISSAI 1610 — Using: The Work Of Internal Auditors
6.18SAl 1710 Comparative Informati Corresponding = =
T Figirésand Compara et

Japan
fund for
Poverty
Reduction

1. The Auditor's Responses to
Assessed Risks (ISSAl 1330)

Objective :

To obtain sufficient appropriate audit evidence regarding the
assessed risks of material misstatement, through designing
and implementing appropriate responses to those risks.

* The subsequent process having identified the risk of material
misstatement is to design appropriate: audit procedures to
response to-the assessed risk of material misstatements at

. - financial statements and assertion level: Audit procedurés;

-which aim to obta

apan
Fund for
Poverty

Reduction
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Requirements
Nature, Timing & Extent of Audit Procedures, Test of Control and Substantive
Procedure
The nature of an audit procedure refersto its:
* Purpose (that s, test of controls or substantive procedure) and;

* Type (that is, inspection, observation, inquiry, confirmation, recalculation,
performance, or analytical procedure),

* The nature of the audit procedures is of most importance in responding to the
assessed risks.

* Timing of an audit procedure reférs to when it is performed, or the period or
date to which the audit evidence applies.

s Extent of an audit procedure refers to.the quantity to be performed, for.
example;‘a sample'size or the number.of observationsof a control activity.

-+ Test of controls s an audit procedure designied to evaluate the operating.

SIS praveinting oF detect s ing, materi

Japan

Fund for |
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and disclosures); and [
* Substantive analytical procedures. . ADB

Audit Procedures

In designing the further audit procedures to be performed, the
auditor shall:

= Consider the reasons for the assessment given to the risk of
material misstatement at the assertion level for each class of
transactions, account balance, and disclosure; including:

The inherent risk

» The likelihood of material misstatement due. to the particular
characteristics of the relevant class of transactions, account
balance, or disclosure; and . .

Fund for
PRoverty
Reduction ;
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Main Categories of ToC

1. Test of key controls over individual transactions
processed by the system

- segregation of duties (LOA)
- authorisation limit
- compliance with budgetary rules, investment policy

2. Test of automated application controls
- -automated control are builtin the auditee’s system
='auditors have a good understanding of auditee’s systems

Japan
Fund for ¢
Poverty
Reduction

Test Of Control (ToC)

+ What is the objective of ToC?

« The objective of ToC is to evaluate whether the key controls or
relevant compensating controls that exist in the auditee daily
operating systems, operated effectively, reliable and continuously
during the period under review.

« When to use ToC?

« If auditors were to rely on the operating effectiveness of the
controls embedded in the auditee daily operating systems which
auditors have preliminarily assessed the control aseffective
(control risk is low);.then ToC may be performed. Auditors obtain

Fund for
Poverty
Reduction |
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Substantive Procedures
What is the objective of Substantive Procedures?

* The objective of Substantive Procedures is to obtain reasonable
assurance on the management assertions for each level of material class
of transactions, account balance, and disclosure after taken into
considiaration the risk assessment and on the level of reliance on internal
controls.

When to use Substantive Procedures?

= If auditors preliminarily assess internal controls as defective and not
reliable to response to the assessed risk, then substantive procedures
may be performed. Auditors design substantive procedures to be
responsive to the related risk assessment {e.g. risk of material
misstatement-or.non-compliance)which:is significant:Whenthe i
approach to a significantrisk consists only of substantlve procedures
there should mclude test of detail.

: Fund for |
ADB Foverty |
H Recluction |

..EXAMPLE OF TEST OF DETA]LS

ASSERTION TO b
BETESTES © EXAVIPLE OF TEST OF DETAILS ‘TO BE PERFORMED

I ot Comparison of the opening balance sheet with the closing balance
B ' sheet of the previous year.

To perform record check (floor to record) On the existence of property, §
L plant & equipment and inventories;

‘Existence To perform physical check (record to ﬂoor) on the existence of
= : property, plant & equipment and inventeries;

¢« Obtain external confirmation from third parly on receivables,
investment securities, External Fund Managers investment portfolio, :
= : where applicable. ;
. Atcuracy Arithmetic check of accounts; N
Verification -of -the accuracy of the:consolidation: of accounts fnrg
associates; subsidiaries, and jointly controlied entities under review,
where. appropriate - (e.g. equity .methed of accounting associates,
elimination’ of “intra-group. transactions, - consolidation. entries, using
correct FOREX translation. and arithmetic: accuracy),

Check of consistency of the closing balance sheet and economic
outturn  with * the trial balance _ (including off-balance _sheet ":

commitment). - ::Z;;anm :
T e e M ADB Fang 1o

8")
0
S,
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. NALUATION___
To evaluate the criteria of using recognition of government grant;
Verification of auditee claims as per the terms of agreed upon procedures (AUP) on
any grants or incentives received from government or any government agencies.
Performed valuation test on samples to ascertain that inventories have been valued
using approved costing method, weighted average costing or FIFO and to ensure
that no LIFO method used;

Perform testing on inventories ageing to ascertain if any write down for slow moving
or obsolete stocks are required;

Review client’s inventories ageing to identify slow moving stocks (aged > 1 year)

and discuss with management on the need to write down stocks.
Perform testing on the receivables ageing to ascertain the accuracy of the ageing;

Review trade receivables ageing to ascertain the recoverability of trade receivables
balances especially for those long outstanding days;

Perform subsequent receipts after the year end and review past payment trend of

debtors if there is no subsequent receipts;

Discuss with the auditee over the adequacy of allowance for doubtful debts and the |

existence of any potential doubtful debts for which an allowance should be

considered. s é?f::infor
ADB Poverty
Occurrence : s Inspect supporting documents (e.g.

financial institution confirmation,
contract notes, resolution approval
by Investment Panel, Rentas
confirmation  report, eic) for
investment settlements to confim
that investment purchase & sales
did oceur.
Presentation & Disclosure * To evaluate - rationale of * using:
certain = FOREX as Functional
Currency and " other FOREX - as
presentation currency. e
« To evaluate on presentation of
adjusting & non-adjusting events
after balance sheet date.
» To evaluate the compliance and
adeguate " disclosures for financial

instruments. o e
- ) Japan
Fund for
ADEB e
Reduction

11/27/2016
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2. Audit Evidence-8pecific Considerations
For Selected ltems (ISSAf 1501)

Objective :

+ To obtain sufficient appropriate audit evidence
regarding the:

« Existence and condition of inventory;

« Completeness of litigation and claims involving the
entity; and o : g

= e

Japan i
Fund fer
Poverty
Reduction

REQUIREMENTS - INVENTORY

» Inventory in the public sector is often held for use rather than for resale;
therefore, the nature of internal controls and the assessed risk of material
misstatement may be different. Public sector auditors may have other
objectives and assertions to consider in addition to existence and
condition. For example, public expectations for effective management of
inventory.

« Where public sector auditors are restricted by either management, :
legislation or regulations and cannot attend a physical count as required
by paragraph 4 of the 1SA or request confirmation from a third party as

- required by: paragraph:8:of the 1SA and other audit procedires are‘not * -

- passible, public sector auditors consider the éffect on the auditor's report.:

Japan
Fund for
Poverty

Reduction
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Attendance at physical inventory
counting been performed as to:

+ Evaluate management’s instructions and procedures for recording
and controlling the results of the entity’s physical inventory
counting

» Observe the performance of management's count procedures for
example those relating to control over the movement of inventory
before, during and after the count, assists the auditor in obtaining
audit evidence that management's instructions and count
procedures are adequately designed and implemented.

+ Inspect the inventory to ascertain the existence of the inventory
(though not necessarily its ownership) for example, obsolete
damaged or aging:inventory.

« Perform Test counts, for example by traci
i management S. count'records h

the accuracy of those reco

Fund for |
Poverty
Reduction

“How To Obtain Suféisient.

| Attonance A Physical
dnventory Counting ©:

Obtaining
| Evidence

P

Fund for -
Poyerty
Reduction |
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3. External Confirmations (ISSAI 1505}
Objective :

» To design and perform external confirmations. to
obtain relevant and reliable audit evidence
through a representation directly from third

party,- : :

Japan
Fund for |
Poverty
Reduction :

=

REQUIREMENTS

* Types of External Confirmation Request
- Performing the External Confirmation Procedures

» Management's Refusal to Allow the Auditorto Send a
Confirmation Request

* Results of the External Confirmation Procedures
+ Evaluating the Evidence Obtained

Japan
Ffund for
Poverty
Reduction
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Types of External Confirmation Request
e

A jpositive’ “confinration s raquist’ - e
canfirming panty:

srespond dispctly 10 816 Auditoy indlcating
whether: e ‘confirming’ paity. #grees "or
disagrées with the information tn the radquest

or.
~providing tha ragiestad information.
A Pesponss 1o g Positive conflamation:

request ordinarily s expetten 1o provide
veliable audit evidence,

" Thore 188 HeK; ‘however, that ‘4 confirving | appropriate audlt evidence rogarding the aperatng §
Firty ey Toply ko4 SORTFIEO0R Tediest. effeetivencss of eontols relevant (o the asserton .
Ege

imisstaternent as low and has cblained sufficient gé
i

without: veritying that- the information 18 The population of ems subject fo negativa
correct The auditor may redice: this'risk confirmation procedures comprises a large
by wsing pesitive tonfirmatian agiestss - number of small, homogeneous, account
| balances, transactions conditions

‘it do ot state “the  amount {or other

intormation)s on. the: senfirmuaion. regliest,

and

sk the sonfirring party to fillin the amount The audHor is not aware of clicumstances

of -furdlsh otter Infarmation. On ihe othar or conditions that would cause recipients of

hand, T dse. o IS e ot Sblank” X negative confimmation requesis o disregard

- 3

confirmation raquest may: result in: lowsr LT (T S — Japan
L/ rasponse dates: Hetaose adaif bnal effort iig) LT Fund for ;
N eguired of the confirming parfies. |- ‘ Poverty

Avery low exception rate is expecied

Performing the External Confirmation
Procedures

+ Auditor controls the external confirmations by:;

+ Determining the information to be confirmed or requested e.g
account balances, terms of agreements, contract; transactions

between an entity and other parties, or to confirm the absence of
certain.conditions, such as a “side agreement.”

+ Selecting the appropriate third party which auditor believes is
knowledgeable about the information to be confirmed. For

example, a financial institution official whois knowledgeable about...
the transactions or:arrangemeénts for which confirmationis
requested may be the most appropnate person at the financial::

fr

: Japan ¢
fund for |
ADB Poverty

Reduction
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When designing the request, factors to be considered:

" = ] Specific identified risks of
The assertions being ! material misstaterent, 1

addressed. i + including fraud risks. i

The layout apd p ion of |
the confirmation request. i Prior experience on the audit|
or similar engagements. |

The method of comr 3 izaion _or
" enceuragement to the confiming

(for example, in paper form, or parfies o Tespond to the auditor.
by-€lectronic or other medium). Confirming - parties may only be
- willing to respond 1o a confirnation

raquest
% authorization.

The . abliity:.of . the:. “intended!
confimiing,. party:: 10 corifirm.:: or
provide: ‘the  requested . information’
(for:: ‘exampl

Communicate with third party by
sending- the. rtequests, including

low-up requests when applicable

responses; non-|

s apan
excaptions

Fund for :
Poverty
Reduction:

Management’s Refusal to Allow the Auditor
to Send a Confirmation Request

« If management refuses to allow the auditor to send
a confirmation request, the auditor shall:

+ Inquire to management’s reasons for the refusal, and seek audit
evidence as to their validity and reasonableness. This is due to the
risk that management may be attempting to deny the auditor
access to audit evidence that may reveal fraud or error.

« Evaluate the implications of management's refusal:on the auditor’s
- assessment of the relevarit risks of material misstaterrient. =

es designed to obtain relevar=1t .

Japan
Fund for
Poverty
Reduction
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Results of the External Confirmation Procedures

Reliability of Responses to Confirmation Requests

» If the auditor identifies factors that give rise to doubts about the reliability of the
response to a confirmation request, the auditor shall obtain further audit evidence to
resolve those doubts. Factors that may indicate doubts about the reliability of a
response include:

* Was received by the auditor indirectly; or

» Appeared not to come from the originally intended confirming party.

Responses that can affect the auditors’ reliability:

« Responises received electronically, for example by facsimile or electronic mail,
involve risks as to reliability because proof of origin and authority of the respondent
may be difficult fo establish; and alterations may be diffictlt to detect;

\fespondent My ri

+ The:integrity of the' transmis y have been. - i
compromised.” ; :

Japan i
Fund for |
Poverty
Reductign

Non-Responses

+ Afailure of the confirming party to respond, or fully respond, to a
positive confirmation request, or a confirmation request returned
undelivered. In the case of each non-response, the auditor shall
perform alternative audit procedures to obtain relevant and reliable
audit evidence. Examples of alternative audit procedures the
auditor may perform include:

* Accounts receivable balances: examining specific subsequent
cash receipts, shipping documentation, and sales near the
period-end.

» Accounts payable balances; examining subsequent cash
disbursements or correspondence from third parties, and other:
records, such as goods received notes.

Fund for |
Poverty |
Reduction
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Evaluating the Evidence Obtained

« The auditor shall evaluate whether the results of the external

confirmation procedures provide relevant and reliable audit
evidence, or whether further audit evidence is necessary. When

evaluating the results of individual external confirmation requests,
the auditor may categorise such results as follows:

+ Response by the appropriate confirming party indicating
agreement with the information provided in the confirmation
request, or providing requested information without exception;

» Response deemed unreliable;
¢ Non-response;.or
= Responise

Japan
Fund for :
Poverly
Reduction |

oo

4. Analytical Procedures (ISSAl 1520)

Objectives :

« To obtain relevant and reliable audit evidence when
using substantive analytical procedures; and

» To design and perform analytical procedures near the
end of the audit that ‘assist the auditor when forming
‘an. overall: conclusion- as to whether the financial
statement consiste h ito :

Japan

Fund for ;
ADB ==
i Reduction .
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Performing Analytical Procedures

« The auditor is responsible to perform analytical procedures near
the end of the audit that assist the auditor when forming an overall
conclusion on the financial statements. In the course of Financial
Statement Audit, SAl may include substantive analytical
procedures as prescribed by ISA 315, ISA 330 and ISA 550.
Analytical procedures are audit procedures used to help conduct a
more economic, efficient and effective audit.

= “Analytical procedures means evaluations of-financialinformation

through:analysis of plausible relationships among both flnan0|al

- and'non-financial data. Analytlcal procedures als
i

relatlonshl ps that
that dlffer from expected value

Japan
Fund for
Poverly |
Reduction

REQUIREMENTS

When designing and performing substantive analytical
procedures, either alone or in combination with tests of

details, as substantive procedures, the auditor consider
the entity’s financial information with, for example:

» Comparable information for prior periods;

* Anticipated results of the entity, such as budgets
or. forecasts,  or expectations of the auditor, such as:an
estimation‘ of depreciation':and i

“entltys rat ‘
mdustry average
sizeiinthe same i

: Fund for
’ roeaton
! Reduction

11/27/2016
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Process For Using Analytical Procedures

* The use of analytical procedures involves acquiring
information from various sources in order to-determine
what is expected; comparing the actual situation with
that expectation; investigating the reasons for any
discrepancies arising; and evaluating the results, as
follows:

« The auditor’s substantive procedures at the assertion
level may be tests of details, substantive analytical
procedures, or a combination of both. The decision
about which audit procedures. to perform,.including -

* ‘whether to use substantive analytical procedures, is

itor’s judgment e expected
ble audi

E lapan i
! Fund for |
AD Poverty ]
Reduction |

Process For Using Analytical Procedures
(cont)

« Analytical procedures should be used at the Planning and
Examination Phase. At the Planning Phase, analytical procedures are
used as risk assessment procedures, in order to identify areas of
potential risk and help to design further audit procedures.

» While during the Examination phase as substantive procedures, when
their use can be more efficient than tests of details and can provide
corroboration as part of the overall review at the end of the audit, to
help assess if external information is consistent with audit findings.

» Substantive :analytical procedures are generally - more applicable. to
¢ larde-volures of transactions that tend to be predictable over'time. -

Fid Japan i
T fund for
ADD g

Reduction
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5. USING THE WORK OF INTERNAL
AUDITORS (ISSAl 1610)

Objectives

*To determine whether, and to what extent, to
use specific work of the internal auditors

«If using:the specific work of the mternal
-auditors, to determine whether.
adequate for the purpose’ of t

apan
Fund for
Poverty
Reduction

Requirements - Planning To Use The Work Of Internal Auditors

When considering using the work of internal audit, the external auditor shall determine
whether the work of the internal auditors is likely to be adequate for purposes of the audit by
these evaluations:

“Thie DbjecHvity: OF The Intarnsl Audit Function

11/27/2016
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Requirements - Planning To Use The Work Of Internal Auditors

DU Professional Care By The Infernal Alditors

Reduction

Using Specific Work Of The Internal Auditors

When using internal audit work, the external auditor should perform
procedures to evaluate its adequacy, while considering the scope of work
and whether the evaluation of the internal audit function remains
appropriate. In particular, the external auditor evaluates:

» The skills and expertise of those performing the work.
« Whether there is supervision, review and documentation of the work.
« If sufficient, relevant and reliable audit evidence is obtained.

+ Whether conclusions reached are appropriate and reports are consistent
with the results of the work performed.

+ Whether exceptions and unusual matters disclosed by the internal: :
- auditors are properly resolved. : :

i+ Examination of items already examined by the internal aud
+Examination of other similaritems. :

fundfor |
Poverty
Reduction |
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§. Comparative Information-Corresponding
Figures And Comparative Financial Statements
(ISSAI 1710)

Objective :
« To obtain sufficient appropriate audit evidence about whether the
comparative information included in the financial statements has been

presented, in all material respects, with the applicable financial reporting
framework.

+ The nature of the comparativeinformationthat is presented in an entity’s
financial statements depends on the requireménts of the applicable
financial reporting framework.

+ Thereare’ two different broad- approaches to. the auditor's ‘reporting
responsibilities: in-respect ‘of - stich Somparativéinformation. The  *

. -approach+o be adopted is ‘often specified by | i

“-alsobe specified if the termsof en

sponding figures: 1

refers to the ciirrent

ts

period for which financial statements are presented. !
Reduction
Requirements

Audit Procedures

* The comparative information agrees with the amounts and
other disclosures presented in the prior period or, when
appropriate, have been restated; and

« The accounting policies reflected in the comparative information
are consistent with those applied in the current period or, if there
have been changes in accounting policies, whether those changes
have been properly accounted for and adequately presented and
disclosed.

Audit Reporting

+ Corresponding figures:is‘comparative information where amounts’

and other disclosures for.the prior period are included as:an
integral part:of the current period financial statements :

. statements of the current period-bu

alditor’s opinion:: i i ; Tapan
K : Fund for

‘Ecverty
Reduction |

11/27/2016
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Prior Period Financial Statements Audited by
a Predecessor Auditor

If the financial statements of the prior period were audited by a

predecessor auditor, in addition to expressing an opinion on the

current period’s financial statements, the auditor shall state in an
Other Matter paragraph:

« That the financial statements of the prior pericd were audited by a
predecessor auditor.

* The type of opinion expressed by the predecessor auditor and, if
the opinion:was modifted; the reasons:therefore; and:-

~+ The date of thatreport,
Unless the: pred

Japan
Ffund {oi
Paverty
Reduction |

appropriate level of management - : @

Prior Period Financial Statements Not Audited

« If the prior period financial statements were not audited,
the auditor shall state in an Other Matter paragraph that
the comparative financial statements are unaudited.

» Such a statement does nof, however, relieve the auditor
of the requirement to obtain sufficient appropriate audit
evidence that the opening balances do not contain
misstatements that materially affect the current

period’s financial statements.

Japan {
Fund for

| ADB

i Reduction
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THANK YOU

For More Information

Project Officer/Team Leader

Agustina Musa,

Senior Financial Management Specialist, SERD
amusa@adb.org

Alternate:

Amuerfina(May) M. Santos;
Senior Programs Officer, SERD
amsantos@adb.org:.; -

 Saadatul Nafisah Bashir Ahmad
. International Consultant, ADB ..

~ nafisah__bashir( yahoo.com = -
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Project Number: 47291-001

Regienal—Capacity Development Technical Assistance (R-CDTA)
December 2014

WORKSHOP ON FIELD TEST OF FINANCIAL
AUDIT GUIDELINES
(1 AUGUST 20186)

i
i
|
| .
i
i

From 7“”
the People of Japan

Enhanc/ng Roles of Supreme Aud/t Institutions m
~ Selected Assodiation: of i
Sautheaszsmfj

_ (Financed by the Japan Fiund for Poverty Reduction)

FIELD TEST USING REVISED FINANCIAL AUDIT
GUIDELINES - CONSTRUCTION (MAUBIN PHYAPON

EXPENSES

ISSAI:1330 - The Auditor's Responses to Assessed Rlsks
_Issal ' -Analytical Procedures Sl '

Fund for !
Poverty
Reduction |
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Introduction

* Substantive test procedures are carried out in accordance with the
requirements of ISSAI 1330 (The Auditor’s Responses to Assessed
Risks) to obtain reasonable assurance of the classes of transactions,
account balances, and material notes to financial statements after
taking into account the risk assessments and the leve! of dependence
on the internal control.

* Analytical procedures are carried out in accordance with the
requirements of ISSAI 1520 {Analytical Procedures) to obtain
relevant and reliable audit evidence when performing substantive
analytical procedures. Analytical procedures at the end of the audit

- :may assist the auditor to make overall-conclusion whether the
financial statements are consistent with the auditor's understanding -
ofthe entlty and mvest:gate ‘the results of the analytical procedures.

] Japan

Fund for |
f%][)fi Poverty
Reduction

Audit Objectives

To express an opinion as to whether the financial statements show a
true and fair view of the expenses and to ascertain whether:

* Expenses incurred are of the entity.
* Alltransactions are recorded and properly documentations.

* All expenses incurred during the current year have been taken into
account.

* Expenses have been correctly valued and stated fairly:

+ Accounting treatment:and presentation arein accordance wnth the
accountingsta ndards and policies,

fand for |
Poverty
Reduction

11/27/2016
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Audit Scope And Methodology

The audit should be carried out using the following forms:

GUIDELINE
NO DETAILS OF GUIDELINES APPENDIX

20.11(a) Audit Program for Expenses |

20.11(b) Checklist for Expenses o

20.11(c) Variance Analysis for Expenses L]

20.22{d)(i). Working Paper for Expenses v

.. Working Paper for Expenses Reasonableness
20.11{d)(ii}
7 m
und for |
| DERRE

Audit Procedures

Among the procedures to be carried out are:

Review the material transactions.

Verify the amount in the financial statements with regards
to appropriateness of presentation and accounting.

3. Verify that expenses are in accordance with the rules and
laws.

4. Check the cut-off procedures to ensure that expenses are
“correctly accounted for. ‘ ' B

Japan
Fund for
Roverty
Reduction
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Audit Risks

Assessing audit risks on the expenses are as follows:
1. Operating expenses misstated due to:
* Transactions amount are recorded incorrectly.
* Transactions are recorded in the wrong account code.
2. Expenditures that should be capitalised as property, plant
and equipment are recorded as operating expenses or
vice versa.
3.. Operating expenses misstated due recording:in the
incorrect accounting period. o
4. Operating expenses have been classified as 'Other
Expenses'. B L _
5. Depreciation has been understated due toworkin- .
. progress that has been completed but has:yetto be -
Japan
Fund for
Poverly

transferred to property, plant and equipment. ' g/

Reduction

FIELD TEST USING REVISED FINANCIAL AUDIT
GUIDELINES — ENERGY (ESE)

PROPERTY, PLANT AND EQUIPMENT

ISSAIL 1330 - The Auditor's Responses to Assessed Risks
ISSAI 1520 - Analytical Procedures - :

Japan i
Fund for :
Poverty

Reduction |
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Property, Plant And Equipment

* Substantive test procedures are carried out in accordance with the
requirements of ISSA! 1330 (The Auditor’s Responses to Assessed Risks)
to obtain reasonable assurance of the classes of transactions, account
balances, and material notes to financial statements after taking into
account the risk assessments and the level of dependence on the
internal control.

« Analytical procedures are carried out in accordance with the
requirements of 1ISSAI' 1520 {Analytical Procedures)to obtain relevant
and reliable audit evidence'when performing substantive procedures.

- Analytical procedures at the'end of the audit may assist the auditor to

"~ conclude whether the overall financial statements are co, i i

. the duditor's

7 the analytlca proced

pan |
Fund for
Poverty
Reduction

Audit Objectives

To express an opinion whether the financial statements show a true and
fair view of the property, plant and equipment after taking into account
the following:

* Property, plant and equipment have been recognised and disclosed
using acceptable accounting policies and consistently applied.

* Property, plant and equipment exist and are beneficially owned.

+ Cost or valuation of the property, plant and equipment are completely
and accurately recorded and that the basis of valuation is acceptable.

«Depreciationis provided over the estimated usefullife of the assets.
i +:Impairment exists, and ifiso; |mpa1rmentlosses are adequately recorded
* Classification: of an asset held forsale is |n accordance w1th FRS

‘. Accountm
accordance W|th the ac

Fund for
Roverty
Reduction
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Audit Scope And Methodology

The audit should be carried out using the following forms:

GUlDEHNE NO

DETAILS OF GUIDELINES APPENDIX

. 20.. Z(a)

Audit Program for Property, Pla

an Equipment 1

20.2(b) . Checklist for Property, Plant and Equtpment
Variance - ‘Analysis .- for. Property, Plant and
20.2{¢) v perty, i
S .Equment
- “Working Paper for. Additions to Property, Plant
20.2(d)() g Paps persy, S
) and Equlpment : G
) Working Paper for Disposals of Property, Plant and
202(d)ii} B Fap s perty v
s s . Equlpment . i
Working Paper for 51 htm Of Pro ert Plant and
20.2(d)(iii) 6 Pap! g g Pery; : VI
) Equlpment
20.2(d)(iv) WorkmgPaperforAssetHeldforSale : | Vi
2 20.2(d)(v):.: Worklng Paper for Usefull.lfe and ResuiualValues SVl Vo
inor
Reduction |

Audit Scope And Methodology

20.2(d)(vi)
20.2(d)(vii)

20. 2(d)(vm)

20. Z(d)(lx)

: 20.2(d)(x)

B ,,Malntenan B
‘Working' Paper for Additions to Work In . - i
‘Progress 0 [
"Working' Paper for Transfers of workmxm

“Progress - -

fW’drkin'Q' Paper ' for_ Depreclatlon; X
_Reasonableness Test P
_Workmg Paper for Impalrment of Property,f

; : : X
;VPIant and Equipment
Working: Paper for Perusal of Repalrs and; xi
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Audit Procedures

Among the procedures to be carried out are:

* Verify the financial statement’s figures to the ledger.
* Verify property, plant and equipment balances in the general
ledger to the Property, Plant and Equipment Register.
» Check the presentation and disclosures of the financial

statements.
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Audit Risks
Assessing audit risk are as follows:

1. Additions of property, plant and equipment are understated.

¢ Property, plant and equipment acquired by the entity not
recorded upon the entity’s name.

*  Property, plant and equipment purchased by the entity are
expensed instead of capitalized.

*  Additions to property, plant and equipment are not supported
with supporting documents.

2, Dlsposals of property, plantand equipment.
* = Thedis cs;osal of an asset is wrongly recorded for assets are stlll in
use ang-ownedby the entity.”

v iDepreciation is recorded inrespect of n
“assets WhIC ee
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Audit Risks — cont.

Assessing audit risk are as follows:

3. Sighting of property, plant and equipment.
« Land title registered under the entity’s name is not recorded in Register
of Property, Plant and Equipment and general ledger.

* Certain assets, particularly office equipment, computers, furniture and
fittings are not properly maintained due to assets not being
tagged/labelled.

* Property, plant and equipment are overstated due to obsolete items;
damage and not usable but have not been written down to their
recoverable value.

* Property, plant and equipment which are not owned by the entity have
been accounted for.

4. Useful Life

» Property, plant and equipment is misstated due to property, plant
and equipment not being depreciated at the appropriate rate'and
using the correct depreciation method in accordance with the

".accounting policy of the entity.
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Audit Risks — cont.

Assessing audit risk are as follows:
5. Perusal

* Property, plant and equipment are overstated because of its non-capital
nature such as repair and maintenance expenses are capitalized.

6. Additions to Work In Progress

+ Payments for additions to work in progress are not supported with the
supporting documents.

« Payments for additions to work in progress are wrongly classified based
on the nature and amount.

7. Transfers of Work In Progress
* The closing balance is not supported with-the supporting documents.

* The closing balance is wrongly ¢ cla55|ﬂed based. on the nature and the
amount.

« Transfer of workin grogress toproperty, plant and equlpment before the

assets are ready to beused
« Work in progress that has been completed but not transferred to

property, plant and equipment, el
I
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THANK YOU

For More Information

Project Officer/Team Leader

Agustina Musa,

Sentor Financial Management Specialist, SERD
amusa@adb.org

Alternate:

Amuerfina (May) M. Santos,
Senior Programs Officer, SERD
amsantos@adb.org:

Saadatul Nafisah Bashir Ahmad
International Consultant, ADB
nafisah_bashir@yahoo.com
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