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Specific Areas



External Confirmations – ISA 505

What is External Confirmation

A specific type of inquiry – seeking confirmation in writing from a third party (e.g. a trade
receivable) sent with authorization of the management.

The requirements of ISA 505

The auditor should maintain control over external confirmation requests, including:

• deciding on the information to be confirmed/requested;

• selecting the “confirming party” (e.g. the finance controller at the entity contacted);

• designing the confirmation requests (including an instruction for responses to be sent directly
to the auditor); and

• sending the requests himself.

Types of Confirmation

• Positive

• Negative



Types of External Confirmations

Positive

A positive confirmation request asks the customer to reply to the auditor whether or not

he agrees with the balance on his account that is in the client company’s accounting

records (receivables ledger) as at the date selected for the confirmation.

• Method 1 – With mentioning the balance outstanding.

• Method 2 – Without mentioning the balance outstanding.

Negative

A negative confirmation request asks the customer to reply to the auditor only where

he disagrees with the balance recorded by the company. If no reply is received, there is

no explicit audit evidence in respect of the customer’s balance.



Auditors Procedures related to Confirmation

• Planning the confirmation exercise

• Positive or negative confirmation?

• Sample selection and performing the confirmation exercise

• Audit procedures following the receipt of replies

• Preparing a summary and reaching a conclusion



Conditions for Negative Confirmations

ISA 505 only permits the sole use of negative confirmation where all of the following 
conditions are met: 

• The risk of material misstatement has been assessed as low and controls have been
tested.

• The population is comprised of a large number of small account balances or
transactions.

• A very low exception rate is expected. 

• The auditor is not aware of circumstances which would cause the respondent to
ignore his request for confirmation.



Subsequent Events

The objectives of the auditor, as stated in ISA 560 are as follows:

The auditor should obtain sufficient, appropriate evidence about
whether events occurring between the date of the financial
statements and the date of the audit report are appropriately
reflected in those financial statements.

The auditor should also respond appropriately to facts that
become known to him after the date of the audit report that, had
they been known to him at that date, may have caused him to
amend his report.



Subsequent Events

Adjusting events

Events providing 

additional evidence 

relating to conditions 

existing at the end of the 

reporting period require 

adjustments in the 

financial statements.

For example:

Receivables previously 

considered good, may 

become irrecoverable. 

After date sales may 

indicate realizable 

problems with some 

inventory lines.

Non-adjusting events

Events 

concerning conditions 

which arose after the  reporting period, 

but which may be of such materially that 

their disclosure is required to ensure 

that the financial statements are not 

misleading.

For example:

Fire after the year end 

destroys a material 

part of the company’s 

inventory.

Unexpected takeover 

of the company after 

the year ended.
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Written Representations

A written statement by management provided to confirm certain matters or to
support other audit evidence.

It does not include financial statements, assertions, or supporting books and records.

The objectives of the auditor per ISA 580, are to:

• obtain written representations from management that it has fulfilled its responsibilities in respect
of the financial statements and the audit

• obtain written representations as appropriate to support other audit evidence

• respond appropriately to written representations provided by management or if management
refuse to provide the written representations requested.



Forms and Contents of Written Representations
The letter of representation is:

• usually drafted by the auditor

• addressed to the auditor

• dated as near as practicable (but not after) the date of the audit report.

A written representation letter may include the following statements.

• The written representation letter relates to the audit of the client.

• The management of the entity has fulfilled their responsibilities for the preparation of FS, and the FS give a true and fair view

and are free from MM.

• The assumptions made by management to make accounting estimates and reach fair values are reasonable.

• RP relationships and transactions have been disclosed.

• All events after the reporting period have been either adjusted or disclosed.

• The effect of any uncorrected misstatements is immaterial.

• The auditors have been provided with all relevant material, including the books of account, and unrestricted access to individuals

within the entity.

• All transactions have been recorded and are included in FS.

• Management has disclosed to the auditors all information that is relevant to fraud or suspected fraud.

• Management has disclosed all known instances of non-compliance with laws or regulations that are relevant to the preparation of

FS.

• Representations may also be included that refer to specific assertions in the FS.



Related Parties

What are related parties ?

Related parties are individuals or entities that might have an undue influence on the company
that is being audited.

Examples of related parties include:
• The directors and key management of a company

• Their families

• Other companies controlled by directors, key managers and members of their close family

• Other companies in the same group.

The objectives of the auditor with regard to ISA 550 are to obtain:

• an understanding of the entity’s related party relationships and transactions, and

• sufficient appropriate audit evidence about whether related party relationships and transactions have been
appropriately identified, accounted for and disclosed in FS.



Using the Work of Others

This includes the following:

• Using the work of Internal Auditors – ISA 610 (Revised)

• Using the work of an auditor’s expert: ISA 620



Using the Work of Internal Auditors – ISA 610 (Revised) 

Internal audit

Consists of audit, investigation or review work carried out on a voluntary basis by an
entity, for its own control purposes.

Internal Audit Activities

• Monitoring of internal control.

• Examination of financial and operating information.

• Review of the economy, efficiency and effectiveness of operations.

• Review of compliance with laws, regulations and other external requirements and with internal
requirements such as management policies and directives.

• Special investigations



Using the Work of Internal Auditors – ISA 610 (Revised) 

Benefits of Internal audit

• Improvements in financial or operational controls

• Improvements in compliance with laws and regulations

• Improvements in the economy, efficiency or effectiveness of operations.

• Reliance of external audit

• Add to reputation of the entity.

Limitations of Internal Audit

• Cannot achieve the same degree of Independence as external auditors enjoys.

• Work is assigned by the management

• Reporting to management and not to shareholders

• Cost of internal audit



Using the Work of Internal Auditors – ISA 610 (Revised) 

Evaluating the internal audit function

Criteria for evaluation of internal audit function before relying:

• Objectivity

• Competence

• Systematic and disciplined approach

Examples of work of internal audit

• Testing of the operating effectiveness of controls;

• Substantive procedures involving limited judgment;

• Observations of inventory counts;

• Tracing transactions through the information system relevant to financial reporting;

• Testing of compliance with regulatory requirements;

• Direct Assistance



Using the Work of Auditor’s Expert – ISA 620

Who is Expert?

“an individual or an organization that possesses skills, knowledge and experience

in fields other than accounting or auditing.”

Examples of expert’s services

• legal opinions

• specialist valuation areas, such as property or pension liabilities

• the analysis of complex or unusual tax compliance issues.

Assessing the need of an expert

Assessing the work of expert



Engagement to Review Financial Statements – ISRE 2400

Objective of review financial information

Review of financial information is done to

(a) Obtain limited assurance, primarily by performing inquiry and analytical

procedures in accordance with applicable financial reporting framework.

(b) Report on the financial statements.


