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New Terms, New Approach ……

• Consultation on difficult or contentious matters (HKSA 315 & 330)

• 60-day rule (HKSQC 1 & HKSA 230)

• Engagement quality control review (EQCR) (HKSQC 1 & HKSA 220)

• Monitoring and Quality Assurance Review (QAR) (HKSQC 1)

• Preliminary engagement activities (HKSA 300)

• Overall audit strategy (HKSA 300)

• Audit plan (HKSA 300)

• Risk assessment procedures (HKSA 315)

• Understanding the entity and its environment, 
including internal control (HKSA 315)

• Risk of material misstatement at financial statement level (HKSA 315)

• Risk of material misstatement at assertion level (HKSA 315)

• Significant risks (HKSA 315)

• Overall response (HKSA 330)

• Further audit procedures (HKSA 330)
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Today’s Agenda

Per your flyer
– To discuss the implication and implementation 

of HKSQC 1 and HKSA 300, HKSA 315 and 
HKSA 330 relating to SMP’s daily work

– To introduce the new HKSA 700, HKSA 701
and PN 900

Not only that, you may need ……
– Relevant sections of HKSA 200, HKSA 210, HKSA 220, 

HKSA 230, HKSA 240, HKSA 250, and HKSA 260
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General Principles and 
Responsibilities
General Principles and 
Responsibilities

Response to Assessed RisksResponse to Assessed Risks

Overview and Quality Control for Firm 
(HKSQC 1) and for Audits (HKSA 220)
Overview and Quality Control for Firm 
(HKSQC 1) and for Audits (HKSA 220)

Today’s Agenda

Risk AssessmentRisk Assessment

HK Standards on Auditing (HKSAs)HK Standards on Auditing (HKSAs)
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Today’s Agenda

Overview and Quality Control for Firm 
(HKSQC 1) and for Audits (HKSA 220)
Overview and Quality Control for Firm 
(HKSQC 1) and for Audits (HKSA 220)
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• Auditing standards have been re-structured since 2004
– become part of the standards under standards on quality 

control, auditing, assurance and related services
– Standards on quality control apply on a firm-wide basis
– HKSQC 1 was issued in 2004 and become effective as of 

15 June 2005
– All SASs are being replaced by HKSAs

Overview
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Overview

HKSQCs Hong Kong Standards on Quality Control
(only HKSQC 1 issued so far)

HKSQCsHKSQCs Hong Kong Standards on Quality ControlHong Kong Standards on Quality Control
(only HKSQC 1 issued so far)(only HKSQC 1 issued so far)

Hong Kong Framework for Assurance EngagementsHong Kong Framework for Assurance Engagements

Audits and Reviews of 
Historical Fin. Information
Audits and Reviews of 

Historical Fin. Information
Other 

Assurance 
Engagements

Other 
Assurance 

Engagements

HK Standards 
on Assurance 
Engagements 

(HKSAEs)

HK Standards 
on Assurance 
Engagements 

(HKSAEs)

HK Standards 
on Inv. Circular 

Reporting 
Engagements 

(HKSIRs)

HK Standards 
on Inv. Circular 

Reporting 
Engagements 

(HKSIRs)

HK Standards 
on Auditing 
(HKSAs)

HK Standards 
on Auditing 
(HKSAs)

HK Standards
on Review 

Engagements 
(HKSRE)

HK Standards
on Review 

Engagements 
(HKSRE)

Adapted from Preface to HK Standards

Related 
Services
Related 
Services

HK Standards 
on Related 
Services

(HKSRSs)

HK Standards 
on Related 
Services

(HKSRSs)
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Overview

HKSQCs Hong Kong Standards on Quality Control
(only HKSQC 1 issued so far)

HKSQCsHKSQCs Hong Kong Standards on Quality ControlHong Kong Standards on Quality Control
(only HKSQC 1 issued so far)(only HKSQC 1 issued so far)

Hong Kong Framework for Assurance EngagementsHong Kong Framework for Assurance Engagements

Audits and Reviews of 
Historical Fin. Information
Audits and Reviews of 

Historical Fin. Information

HK Standards 
on Auditing 
(HKSAs)

HK Standards 
on Auditing 
(HKSAs)

Our Focus 
Today!

Our Focus Our Focus 
Today!Today!
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HKSQC 1

HKSQCs Hong Kong Standards on Quality Control
(only HKSQC 1 issued so far)

HKSQCsHKSQCs Hong Kong Standards on Quality ControlHong Kong Standards on Quality Control
(only HKSQC 1 issued so far)(only HKSQC 1 issued so far)

HKSQC 1 Quality Control for Firms that Perform 
Audits and Reviews of Historical Financial 
Information, and Other Assurance and Related 
Services Engagement
– to establish basic principles and essential 

procedures and to provide guidance 
• regarding a firm’s responsibilities for its 

system of quality control
– for audits and reviews of historical financial 

information, and
– for other assurance and related services 

engagements.
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HKSQC 1

HKSQC 1 requires:
• The firm should establish a system of quality 

control designed to provide it with reasonable 
assurance
– that the firm and its personnel comply with 

professional standards and regulatory and legal 
requirements, and

– that reports issued by the firm or engagement 
partners are appropriate in the circumstances.
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HKSQC 1

HKSQC 1 requires:
• The firm’s system of quality control

should include policies and procedures
addressing each of the following 
elements:
a) Leadership responsibilities for quality 

within the firm

b) Ethical requirements

c) Acceptance and continuance of client 
relationships and specific engagements

d) Human resources

e) Engagement performance

f) Monitoring

• Quality Manual• Quality Manual

• Promote internal culture
• CEO or Managing partner(s) 

assume ultimate responsibility

• Promote internal culture
• CEO or Managing partner(s) 

assume ultimate responsibility

• Integrity of the client
• Competent to perform the job
• Comply with ethical requirement

• Integrity of the client
• Competent to perform the job
• Comply with ethical requirement

• Sufficient and competent 
personnel committed to ethics

• Each job with appropriate staff

• Sufficient and competent 
personnel committed to ethics

• Each job with appropriate staff

• Significant new requirements•• Significant new requirementsSignificant new requirements

© 2006-07 Nelson 12

HKSQC 1 – Engagement Performance

• The firm’s policies and procedures on engagement performance 
should include:

ConsultationConsultation

Engagement Quality 
Control Review

Engagement Quality 
Control Review

• Consultation policies and procedures should 
be established and designed to provide it with 
reasonable assurance that:
a) Appropriate consultation takes place on 

difficult or contentious matters;
b) Sufficient resources are available to 

enable appropriate consultation to take 
place;

c) The nature and scope of such 
consultations are documented; and

d) Conclusions resulting from consultations 
are documented and implemented.

DocumentationDocumentation
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HKSQC 1 – Engagement Performance

• The firm’s policies and procedures on engagement performance 
should include:

Engagement Quality 
Control Review

Engagement Quality 
Control Review

• The firm should establish policies and 
procedures requiring, for appropriate 
engagements, an engagement quality control 
review
– that provides an objective evaluation of

• the significant judgments made by the 
engagement team and

• the conclusions reached in formulating the 
report.
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HKSQC 1 – Engagement Performance

• The firm’s policies and procedures on engagement performance 
should include:

Engagement Quality 
Control Review

Engagement Quality 
Control Review

• Such policies & procedures should:
a) Require an engagement quality control review for all audits of financial 

statements of listed entities;
b) Set out criteria against which all other audits and reviews of historical 

financial information, and other assurance and related services 
engagements should be evaluated to determine whether an engagement 
quality control review should be performed; and

c) Require an engagement quality control review for all engagements
meeting the criteria established in compliance with subparagraph (b).

• Require an EQC Reviewer
• Similar to a 2nd partner to have 2nd review
• For all audits of financial statements of 

listed entities (set criteria for other audits)
• Not to issue auditor’s report until the 

completion of EQC Review

• Require an EQC Reviewer
• Similar to a 2nd partner to have 2nd review
• For all audits of financial statements of 

listed entities (set criteria for other audits)
• Not to issue auditor’s report until the 

completion of EQC Review
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HKSQC 1 – Engagement Performance

• The firm’s policies and procedures on engagement performance 
should include:

Engagement Quality 
Control Review

Engagement Quality 
Control Review

• The firm’s policies and procedures should 
address the appointment of engagement 
quality control reviewers and establish their 
eligibility through:
a) The technical qualifications required to 

perform the role, including the necessary 
experience and authority; and

b) The degree to which an engagement quality 
control reviewer can be consulted on the 
engagement without compromising the 
reviewer’s objectivity.
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HKSQC 1 – Engagement Performance

• The firm’s policies and procedures on engagement performance 
should include:

• To complete the assembly of final 
engagement files on a timely basis after the 
engagement reports have been finalized
– Observe local laws and regulations
– In or audit, no more than 60 days after the 

date of auditor’s report
• For the retention of documentation for a 

period sufficient to meet the needs of the 
firm or as required by law or regulation
– the retention period ordinarily is no shorter 

than 5 years from the date of the auditor’s 
report, or, if later, the date of the group 
auditor’s report

DocumentationDocumentation
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HKSQC 1 – Monitoring

• Policies and procedures for monitoring should 
include
– an ongoing consideration and evaluation of the 

firm’s system of quality control, including
• a periodic inspection of a selection of 

completed engagements.

Ongoing EvaluationOngoing EvaluationOngoing Evaluation

Quality Assurance 
Review (QAR)

Quality Assurance Quality Assurance 
Review (QAR)Review (QAR)
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HKSQC 1 – Monitoring

• Periodic inspection of a selection of 
completed engagement
– Termed as Quality Assurance Review (QAR) in 

Practice Review Self-assessment 
Questionnaire 

– Ordinarily performed on a cyclical basis
– Engagements selected for inspection include at 

least one engagement for each engagement 
partner over an inspection cycle, which 
ordinarily spans no more than three years

– Includes the selection of individual 
engagements, some of which may be selected 
without prior notification to the engagement 
team

– Those inspecting the engagements (“the 
monitor”) are not involved in performing the 
engagement or the engagement quality control 
review (EQCR)

Quality Assurance 
Review (QAR)

Quality Assurance Quality Assurance 
Review (QAR)Review (QAR)

• Small firm may wish to 
use a qualified external 
person or another firm to 
carry out that QAR

• Small firm may wish to 
use a qualified external 
person or another firm to 
carry out that QAR
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Brief Review

• Consultation on difficult or contentious matters (HKSA 315 & 330)

• 60-day rule (HKSQC 1 & HKSA 230)

• Engagement quality control review (EQCR) (HKSQC 1 & HKSA 220)

• Monitoring and Quality Assurance Review (QAR) (HKSQC 1)

• Preliminary engagement activities (HKSA 300)

• Overall audit strategy (HKSA 300)

• Audit plan (HKSA 300)

• Risk assessment procedures (HKSA 315)

• Understanding the entity and its environment, 
including internal control (HKSA 315)

• Risk of material misstatement at financial statement level (HKSA 315)

• Risk of material misstatement at assertion level (HKSA 315)

• Significant risks (HKSA 315)

• Overall response (HKSA 330)

• Further audit procedures (HKSA 330)
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Today’s Agenda

HK Standards on Auditing (HKSAs)HK Standards on Auditing (HKSAs)
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HKSAs

HKSQCs Hong Kong Standards on Quality Control
(only HKSQC 1 issued so far)

HKSQCsHKSQCs Hong Kong Standards on Quality ControlHong Kong Standards on Quality Control
(only HKSQC 1 issued so far)(only HKSQC 1 issued so far)

Hong Kong Framework for Assurance EngagementsHong Kong Framework for Assurance Engagements

Audits and Reviews of 
Historical Fin. Information
Audits and Reviews of 

Historical Fin. Information

HK Standards 
on Auditing 
(HKSAs)

HK Standards 
on Auditing 
(HKSAs)

Practice Notes and 
Auditing Guideline

Practice Notes and 
Auditing Guideline
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HKSAs

HK Standards 
on Auditing 
(HKSAs)

HK Standards 
on Auditing 
(HKSAs)

HKSA 200 – 299
General Principles and Responsibilities

HKSA 200 – 299
General Principles and Responsibilities

HKSA 500 – 599
Audit Evidence

HKSA 500 – 599
Audit Evidence

HKSA 300 – 499
Risk Assessment & Response to Assessed Risks

HKSA 300 – 499
Risk Assessment & Response to Assessed Risks

HKSA 600 – 699
Using Work of Others

HKSA 600 – 699
Using Work of Others

HKSA 700 – 799
Audit Conclusions and Reporting

HKSA 700 – 799
Audit Conclusions and Reporting
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Today’s Agenda

General Principles and 
Responsibilities
General Principles and 
Responsibilities

HK Standards on Auditing (HKSAs)HK Standards on Auditing (HKSAs)
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General Principles and Responsibilities

General Principles and 
Responsibilities
General Principles and 
Responsibilities

HKSA 200 Objective and General Principles Governing 
an Audit of Financial Statements 

HKSA 210 Terms of Audit Engagements
HKSA 220 Quality Control for Audits of Historical 

Financial Information
HKSA 230 Audit Documentation

HKSA 240 The Auditor’s Responsibilities to Consider 
Fraud in an Audit of Financial Statements

HKSA 250 Consideration of Laws and Regulations in an 
Audit of Financial Statements

HKSA 260 Communication of Audit Matters with Those 
Charged with Governance
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General Principles and Responsibilities

General Principles and 
Responsibilities
General Principles and 
Responsibilities

• Generally, HKSAs 200 – 206 set out the general 
principles and responsibilities for a particular 
engagement on audit of historical financial 
information

• In particular, HKSA 220 sets out the quality 
control on a particular audit engagement
– Similar to those set out in HKSQC 1
– While HKSA 220 is tailored to 

an engagement on audit of
historical financial information
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General Principles and Responsibilities

General Principles and 
Responsibilities
General Principles and 
Responsibilities

• Certain responsibilities must be taken by
the engagement partner, including
– Agree the terms of the engagement (HKSA 210.2)
– Overall quality of the engagement (HKSA 220.6)
– Comply with the ethical requirements (HKSA 220.8)
– Conclude on compliance with

independence requirements that 
apply to the audit engagement
(HKSA 220.12)

– Satisfy appropriate procedures regarding the acceptance and continuance of 
client relationships followed (HKSA 220.14)

– Satisfy the engagement team collectively having appropriate capabilities, 
competence and time to perform the engagement (HKSA 220.19)

– Take responsibility for the direction, supervision and performance of the 
audit engagement (HKSA 220.21)

– Be responsible for the engagement team undertaking appropriate 
consultation on difficult or contentious matters (HKSA 220.30)
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Today’s Agenda

Risk AssessmentRisk Assessment

HK Standards on Auditing (HKSAs)HK Standards on Auditing (HKSAs)

General Principles and 
Responsibilities
General Principles and 
Responsibilities
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Risk Assessment (and Response)

HKSA 300 Planning an Audit of Financial Statements
HKSA 315 Understanding the Entity and its Environment and 

Assessing the Risks of Material Misstatement
HKSA 320 Audit Materiality
HKSA 330 The Auditor’s Procedures in Response to Assessed 

Risks
HKSA 402 Audit Considerations Relating to Entities Using 

Service Organizations

Risk AssessmentRisk Assessment

Response to Assessed RisksResponse to Assessed Risks

One of the Critical 
Amendments and 

New Approach in our 
Audit

One of the Critical One of the Critical 
Amendments and Amendments and 

New Approach in our New Approach in our 
AuditAudit
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Preliminary  Engagement Activities

HKSA 300 Planning an Audit of Financial Statements

Preliminary engagement activitiesPreliminary engagement activities

• The auditor should perform the following activities at the beginning of 
the current audit engagement (HKSA 300.6):
1. Perform procedures regarding the continuance of the client relationship and 

the specific audit engagement
2. Evaluate compliance with ethical requirements, including independence
3. Establish an understanding of the terms of the engagement

Risk AssessmentRisk Assessment

© 2006-07 Nelson 30

Overall Audit Strategy & Audit Plan

HKSA 300 Planning an Audit of Financial Statements

Preliminary engagement activitiesPreliminary engagement activities

Planning ActivitiesPlanning Activities

• Planning is not a discrete phase of an audit, but rather a continual 
and iterative process that
– often begins shortly after (or in connection with) the completion of the 

previous audit and
– continues until the completion of the current audit engagement.
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Overall Audit Strategy & Audit Plan

HKSA 300 Planning an Audit of Financial Statements

Preliminary engagement activitiesPreliminary engagement activities

Overall audit strategyOverall audit strategy

Audit planAudit plan
Planning ActivitiesPlanning Activities

• The auditor should establish and document
– Overall audit strategy for the audit and
– Audit plan for the audit in order to reduce audit risk to an acceptably 

low level.
• Both the overall audit strategy and audit plan should be updated

and changed as necessary during the course of the audit.
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Overall Audit Strategy

HKSA 300 Planning an Audit of Financial Statements

Overall audit strategyOverall audit strategy

• The establishment of the overall audit strategy 
involves:
1. Determine the characteristics

of the engagement that define
the scope
e.g. HKFRS used, reporting under the Companies 

Ordinance, location of the components of the 
entity, industry specific reporting requirements

2. Ascertain the reporting objectives
3. Determine the focus of the engagement team’s efforts
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Audit Plan

HKSA 300 Planning an Audit of Financial Statements

• The audit plan 
– is more detailed than the audit strategy and 
– includes:

• A description of the nature, timing and extent of planned 
risk assessment procedures
(HKSA 315)

• A description of the
nature, timing and extent of planned further audit 
procedures at the assertion level (HKSA 330)

• Such other audit procedures required to be carried out 
for the engagement in order to comply with HKSAs

Audit planAudit plan
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Risk Assessment Procedures

HKSA 300 Planning an Audit of Financial Statements
HKSA 315 Understanding the Entity and its Environment and 

Assessing the Risks of Material Misstatement

Audit planAudit plan

• Risk assessment procedures
– Should be performed to obtain an understanding of the entity 

and its environment, including its internal control

StartStartStart

Perform Risk Assessment 
Procedures (& other procedures)

Perform Risk Assessment 
Procedures (& other procedures)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Assess the
Risk of Material Misstatement

Assess the
Risk of Material Misstatement
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Risk Assessment Procedures

• Perform the following risk assessment procedures to 
obtain an understanding of the entity and its 
environment, including its internal control:
a) Inquiries of management and others within the entity
b) Analytical procedures
c) Observation and inspection (HKSA 315.7)

StartStartStart

Perform Risk Assessment 
Procedures (& other procedures)

Perform Risk Assessment 
Procedures (& other procedures)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)
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Understanding the Entity

• Perform the following risk assessment procedures to 
obtain an understanding of the entity and its 
environment, including its internal control:
a) Inquiries of management and others within the entity
b) Analytical procedures
c) Observation and inspection (HKSA 315.7)

• The understanding of the entity and its environment, 
including its internal control, should be
– sufficient to identify and assess the 

risks of material misstatement of 
the financial statements whether 
due to fraud or error ……
(HKSA 315.2)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)
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Understanding the Entity

Industry, 
Regulatory, 
and Other 
External 
Factors

Industry, 
Regulatory, 
and Other 
External 
Factors

Nature of the 
Entity

Nature of the 
Entity

Objectives 
and 

Strategies, 
and Related 

Business 
Risks

Objectives 
and 

Strategies, 
and Related 

Business 
Risks

Measurement 
and Review 
of the the 
Entity’s 

Financial 
Performance

Measurement 
and Review 
of the the 
Entity’s 

Financial 
Performance

Internal 
Control
Internal 
Control

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

• The auditor’s understanding of the entity and its environment consists of 
an understanding of the following aspects:
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Internal Control

Internal 
Control
Internal 
Control

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

• The auditor should obtain an understanding of 
internal control relevant to the audit (HKSA 315.41)

• Internal control consists of the following components:
a) The control environment
b) The entity’s risk assessment process
c) The information system, including the related business 

processes, relevant to financial reporting, and 
communication

d) Control activities
e) Monitoring of controls
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Assessing the Risks

• The auditor should identify and assess the risks of material 
misstatement 
– at the financial statement level, and 
– at the assertion level for classes of transactions, account balances, and 

disclosures (HKSA 315.100)

StartStartStart

Perform Risk Assessment 
Procedures (& other procedures)

Perform Risk Assessment 
Procedures (& other procedures)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Assess the
Risks of Material Misstatement

Assess the
Risks of Material Misstatement
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Assessing the Risks

• For this purpose, the auditor:
– Identifies risks throughout the process of obtaining an understanding of 

the entity and its environment, including relevant controls that relate to the 
risks, and by considering the classes of transactions, account balances, 
and disclosures in the financial statements;

– Relates the identified risks to what can go wrong at the assertion level;
– Considers whether the risks are of a magnitude that could result in a 

material misstatement of the financial statements; and
– Considers the likelihood that the risks could result in a material 

misstatement of the financial statements. (HKSA 315.100)

Perform Risk Assessment 
Procedures (& other procedures)

Perform Risk Assessment 
Procedures (& other procedures)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Assess the
Risks of Material Misstatement

Assess the
Risks of Material Misstatement
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Assessing the Risks

Audit RiskAudit Risk

Risk of Material MisstatementRisk of Material Misstatement Detection RiskDetection Risk

At Financial 
Statement Level

At Financial 
Statement Level At Assertion LevelAt Assertion Level

Inherent 
Risk

Inherent 
Risk

Control 
Risk

Control 
Risk

Inherent 
Risk

Inherent 
Risk

Control 
Risk

Control 
Risk

Source:
Auditing & Assurance in HK, 2006
Dr. Peter Lau & Mr. Nelson Lam
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Assessing the Risks – Significant Risk

• The auditor should determine which of the risks identified are, in the 
auditor’s judgment, risks that require special audit consideration 
(such risks are defined as “significant risks”).
– Significant risks often relate to significant non-routine transactions and 

judgmental matters.
• Non-routine transactions are transactions that are unusual, either 

due to size or nature, and that therefore occur infrequently. 
• Judgmental matters may include the development of accounting 

estimates for which there is significant measurement uncertainty.

Perform Risk Assessment 
Procedures (& other procedures)

Perform Risk Assessment 
Procedures (& other procedures)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Assess the
Risks of Material Misstatement

Assess the
Risks of Material Misstatement
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Assessing the Risks – Another Risk

Risks for which Substantive Procedures Alone Do Not Provide 
Sufficient Appropriate Audit Evidence
– The auditor should evaluate the design and determine the 

implementation of the entity’s controls, including relevant control 
activities,
• over those risks for which, in the auditor’s judgment, it is not possible or 

practicable to reduce the risks of material misstatement at the assertion 
level to an acceptably low level with audit evidence obtained only from 
substantive procedures.

Perform Risk Assessment 
Procedures (& other procedures)

Perform Risk Assessment 
Procedures (& other procedures)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Assess the
Risks of Material Misstatement

Assess the
Risks of Material Misstatement
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Today’s Agenda

Response to Assessed RisksResponse to Assessed Risks

HK Standards on Auditing (HKSAs)HK Standards on Auditing (HKSAs)
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Risk Assessment Applying to Audit
StartStartStart

Perform Risk Assessment 
Procedures (& other procedures)

Perform Risk Assessment 
Procedures (& other procedures)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Assess the
Risk of Material Misstatement

Assess the
Risk of Material Misstatement

Perform
Tests of Controls

Perform
Tests of Controls

Perform 
Substantive Tests

Perform 
Substantive Tests

Evaluate audit 
findings

Evaluate audit 
findings

ConcludeConcludeConclude

Adapted from Audit Guide of AICPA

Design Further Audit Procedures 
for assertion level risks

Design Further Audit Procedures 
for assertion level risks

Develop Overall Response for 
financial statement level risks

Develop Overall Response for 
financial statement level risks
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Risk Assessment

Perform Risk Assessment 
Procedures (& other procedures)

Perform Risk Assessment 
Procedures (& other procedures)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Assess the
Risk of Material Misstatement

Assess the
Risk of Material Misstatement

• Obtain an understanding of the entity and its environment, including 
its internal control, 
– sufficient to identify and assess the risks of material misstatement of 

the financial statements whether due to fraud or error ……(HKSA 315.2)
• To identify and assess the risks of material misstatement 

– at the financial statement level and
– at the assertion level for classes of transactions, a/c bal. and disclosures
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– at the financial statement level
– at the assertion level for classes of transactions, a/c bal. and disclosures

Risk Assessment Response

Assess the
Risk of Material Misstatement

Assess the
Risk of Material Misstatement

Design Further Audit Procedures
for assertion level risks

Design Further Audit Procedures
for assertion level risks

Develop Overall Response for 
financial statement level risks

Develop Overall Response for 
financial statement level risks

Linkage of
Risk with

Audit Response

Linkage ofLinkage of
Risk withRisk with

Audit ResponseAudit Response
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• The auditor should determine overall 
response to address the risks of 
material misstatement at the financial 
statement level. (HKSA 330.4)
– The assessment of the risks of 

material misstatement at the financial 
statement level is affected by the 
auditor’s understanding of the control 
environment.

Overall Response

Develop Overall Response for 
financial statement level risks

Develop Overall Response for 
financial statement level risks
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• Design and perform further audit procedures
– whose nature, timing, and extent are responsive to the assessed risks of 

material misstatement at the assertion level. (HKSA 330.7)
• Nature of further audit procedures refers to:

– Their purpose 
(tests of controls or substantive procedures)

– Their type
(inspection, observation, inquiry, 
confirmation, recalculation, 
reperformance or analytical
procedures)

• Timing refers to:
– when audit procedures are performed or 
– the period or date to which the audit evidence applies

• Extent include the quantity of a specific audit procedures to be
performed.

Further Audit Procedures

Design Further Audit Procedures
for assertion level risks

Design Further Audit Procedures
for assertion level risks

Perform
Tests of Controls

Perform
Tests of Controls

Perform 
Substantive Tests

Perform 
Substantive Tests
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• Tests of controls should be performed when
– The auditor’s assessment of risks of material 

misstatement at the assertion level includes 
an expectation that controls are operating 
effectively (HKSA 330.23)

– The auditor has determined that it is not 
possible or practicable to reduce the risks of 
material misstatement at the assertion level
to an acceptably low level with audit evidence 
obtained only from substantive procedures
(HKSA 330.25)

Tests of Controls

Perform
Tests of Controls

Perform
Tests of Controls

Expectation of 
Effective Controls
Expectation of 

Effective Controls

Substantive 
Procedures 

Alone Ineffective

Substantive 
Procedures 

Alone Ineffective

Do you need them?Do you need them?Do you need them?
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• Design and perform substantive procedures for each material class of 
transactions, account balance, and disclosure
– irrespective of the assessed risk of material misstatement (HKSA 330.49)

• The auditor’s substantive procedures should include the following audit 
procedures related to the financial statement closing process:
– Agreeing or reconciling the financial statements with to the underlying 

accounting records; and
– Examining material journal entries and

other adjustments made during the 
course of preparing the financial 
statements. (HKSA 330.50)

Further Audit Procedures

Design Further Audit Procedures
for assertion level risks

Design Further Audit Procedures
for assertion level risks

Perform 
Substantive Tests

Perform 
Substantive Tests
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• When …… an assessed risk of material misstatement at the 
assertion level is a significant risk,
– perform substantive procedures that are specifically responsive to 

that risk. (HKSA 330.51)

Further Audit Procedures

Design Further Audit Procedures
for assertion level risks

Design Further Audit Procedures
for assertion level risks

Perform 
Substantive Tests

Perform 
Substantive Tests
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Risk of Material Misstatements

Significant Risk

Financial statement 
level risks

Financial statement 
level risks Assertion level risksAssertion level risks

Describe what can 
go wrong at 

assertion level

Describe what can 
go wrong at 

assertion level

Assess risks of
material

misstatement

Assess risks of
material

misstatement

Respond to 
assessed 

risks

Respond to 
assessed 

risks

Respond to 
significant 

risks

Respond to 
significant 

risks

Can risks be 
related to 
specific 

assertions?

Can risks be 
related to 
specific 

assertions?

Significant
risk?

Significant
risk?

Overall audit 
response

Overall audit 
response

No

No

Yes

Yes

Adapted from Audit Guide of AICPA
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• Timing
– When substantive procedures are performed at an interim date, the 

auditor should perform 
• further substantive procedures or
• substantive procedures combined with tests of controls 

to cover the remaining period that provide a reasonable
basis for extending the audit 
conclusions from the interim 
date to the period end. 
(HKSA 330.56)

• Adequacy of Presentation and Disclosure
– The auditor should perform audit procedures 

to evaluate whether the overall presentation of 
the financial statements, including the related
disclosures, are in accordance with the
applicable financial reporting framework.

Further Audit Procedures

Design Further Audit Procedures
for assertion level risks

Design Further Audit Procedures
for assertion level risks

Perform 
Substantive Tests

Perform 
Substantive Tests
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Risk Assessment Applying to Audit

Evaluate audit 
findings

Evaluate audit 
findings

ConcludeConcludeConclude

Adapted from Audit Guide of AICPA

StartStartStart

Perform Risk Assessment 
Procedures (& other procedures)

Perform Risk Assessment 
Procedures (& other procedures)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Gain an Understanding of the 
Entity (incl. environ. & int. controls)

Assess the
Risk of Material Misstatement

Assess the
Risk of Material Misstatement

Perform
Tests of Controls

Perform
Tests of Controls

Perform 
Substantive Tests

Perform 
Substantive Tests

Design Further Audit Procedures 
for assertion level risks

Design Further Audit Procedures 
for assertion level risks

Develop Overall Response for 
financial statement level risks

Develop Overall Response for 
financial statement level risks

Evaluate the sufficiency and 
appropriateness of audit 
evidence obtained

Evaluate the sufficiency and Evaluate the sufficiency and 
appropriateness of audit appropriateness of audit 
evidence obtainedevidence obtained
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General Principles and 
Responsibilities
General Principles and 
Responsibilities

Response to Assessed RisksResponse to Assessed Risks

Overview and Quality Control for Firm 
(HKSQC 1) and for Audits (HKSA 220)
Overview and Quality Control for Firm 
(HKSQC 1) and for Audits (HKSA 220)

Today’s Agenda

Risk AssessmentRisk Assessment

HK Standards on Auditing (HKSAs)HK Standards on Auditing (HKSAs)
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Summary

• Risk assessment approach revised in HKSAs
– Planning is not a discrete phase of an audit, but rather a continual and 

iterative process
– Understanding of the entity and its environment, including its internal 

controls is an essential aspect
– “Overall response” and “further audit procedures” to link with the assessed 

risks
• Auditor’s report revised in HKSA 700, HKSA 701 and PN 900

Can we refer to the 
Original Reports?

Can we refer to the Can we refer to the 
Original Reports?Original Reports?
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Summary of Risk Assessment

Perform risk assessment procedures to gather 
information about the client and its environment
Perform risk assessment procedures to gather 
information about the client and its environment

External 
Factors

External 
Factors

Nature of 
client

Nature of 
client

Business 
risks

Business 
risks

Measurement 
of financial 

performance

Measurement 
of financial 

performance
Internal 
control

Internal 
control

Consider other information 
about the client

Consider other information 
about the client

Identify risks of material misstatementIdentify risks of material misstatement

To Next Slide

Adapted from Audit Guide of AICPA
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From Last Slide

Summary of Risk Assessment

Financial statement 
level risks

Financial statement 
level risks Assertion level risksAssertion level risks

Describe what can 
go wrong at 
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No

No

Yes

Yes

Adapted from Audit Guide of AICPA
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Summary of New Terms Covered

• Consultation on difficult or contentious matters (HKSA 315 & 330)

• 60-day rule (HKSQC 1 & HKSA 230)

• Engagement quality control review (EQCR) (HKSQC 1 & HKSA 220)

• Monitoring and Quality Assurance Review (QAR) (HKSQC 1)

• Preliminary engagement activities (HKSA 300)

• Overall audit strategy (HKSA 300)

• Audit plan (HKSA 300)

• Risk assessment procedures (HKSA 315)

• Understanding the entity and its environment, 
including internal control (HKSA 315)

• Risk of material misstatement at financial statement level (HKSA 315)

• Risk of material misstatement at assertion level (HKSA 315)

• Significant risks (HKSA 315)

• Overall response (HKSA 330)

• Further audit procedures (HKSA 330)
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General Principles and 
Responsibilities
General Principles and 
Responsibilities

Response to Assessed RisksResponse to Assessed Risks

Overview and Quality Control for Firm 
(HKSQC 1) and for Audits (HKSA 220)
Overview and Quality Control for Firm 
(HKSQC 1) and for Audits (HKSA 220)

Today’s Agenda

Risk AssessmentRisk Assessment

HK Standards on Auditing (HKSAs)HK Standards on Auditing (HKSAs)

What’s More?What’s More?What’s More?
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Sample Documentation

Planning, Control and 
Administration
Planning, Control and Planning, Control and 
AdministrationAdministration

Understanding of 
the Entity
Understanding of Understanding of 
the Entitythe Entity

Risk AssessmentRisk AssessmentRisk Assessment

Further Audit 
Procedures
Further Audit Further Audit 
ProceduresProcedures

Documentation required

• An understanding of the entity 
• An understanding of other aspects of an entity
• Consideration of law and regulations

• Assessing risks (at financial statement level and at 
assertion level) 

• Linkage to overall response and further audit 
procedures

• Financial statements & auditor’s report
• Preliminary engagement activities
• Overall audit strategy and audit plan
• Subsequent event review and going concern review 

• Audit procedures divided into sections and include
– Tests of control
– Substantive procedures

• Audit procedures on impairment of assets,  
accounting estimates and fair value measurement

In the past?In the past?

In the past?In the past?
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New Auditing Standards for SMP
15 February 2007

Full set of slides can be found in 
www.NelsonCPA.com.hk

Nelson LamNelson Lam 林智遠林智遠
nelson@nelsoncpa.com.hk
www.nelsoncpa.com.hk
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New Auditing Standards for SMP
15 February 2007

Q&A SessionQ&A SessionQ&A Session

Full set of slides can be found in 
www.NelsonCPA.com.hk

Nelson LamNelson Lam 林智遠林智遠
nelson@nelsoncpa.com.hk
www.nelsoncpa.com.hk
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