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· Introduction
· The role of audits is critical in the business environment of the early twenty-first century.
· Important decisions are made on the basis of accounting information.
· Audits reduce the risk that these decisions will be based on inaccurate information.
· Auditors provide assurance as to the accuracy of accounting information.
· This creates “three-party accountability.”
· Auditing is the verification of information by someone other than the one providing that information.

· Illustration: 
The Importance of Auditing
· Assume that you are going to purchase a business...  
· Businesses are frequently valued using a multiple of earnings.  Assume that your business should be valued at five times annual profit.
· How should profit be calculated?  What amounts should be included or excluded?
· How do you trust accounting information provided by the seller?

· Illustration: 
How Should Profit be Calculated?
· The buyer and seller should agree on the method of calculation of profit.
· GAAP provides a useful guideline.  
· Financial statements prepared in accordance with GAAP can be compared to other financial statements.
· GAAP have been determined by third parties, there is no particular bias toward buyer or seller.

· Illustration: How Can We Trust the Financial Information
· The seller of the business prepares the financial statements.
· The seller has a natural bias toward increasing income, which will increase the selling price.
· The purchaser may not have the ability to check the accuracy themselves.   
· The purchaser could hire a third party to verify the financial information.
· This person would be the Auditor.
· The Public Interest
· Under three-party accountability the auditor is expected to act in the interest of the user of the information.
· To meet the public interest, it is important that the auditor is trustworthy.


· Agency Theory and Accountability
· When a task is delegated by one party to another (Agent) it can create a problem when three conditions are present:
· The agent has different objectives
· The agent has the information
· There is room for the agent to be creative.
· The Auditor monitors the Agent (management)

· Demand for Reliable Information
· Accounting attempts to record and summarize a company’s transactions into financial statements for the benefit of users.
· Accounting is a function of the organization’s management.
· Users are removed from accounting due to:
· complexity, 
· remoteness, or 
· consequences.

· What Creates the Demand for Audits?
· Audits lend credibility to information by reducing information risk, the risk that information is materially misstated
· Financial statement misstatements arise due to:
· Accidental errors
· Lack of knowledge of accounting principles
· Unintentional bias
· Deliberate falsification
· Audits do not directly address business risk, the risk that a company will not be able to meet its financial obligations due to economic conditions or poor management decisions

· Auditing
· Preparation of financial information by management creates a conflict of interest between users of financial information and management.
· The auditor serves as an independent intermediary who lends credibility to the financial information.
· Also called providing assurance as to the reliability of the information.

· Auditing
· An external auditor is independent of management and of the production of the financial information.
· This creates three-party accountability.
· Auditee  refers to the organization whose financial information is being audited.
· Client  refers to the person who hires the auditor and pays the fee.


· Professional Judgment
· A professional reaching a complex decision by incorporating standards and ethics in a coherent manner.
· Professional judgment is a process used to reach a well-reasoned conclusion.
· Professional judgment is used widely in accounting and auditing.
· Application of professional judgment requires critical thinking.
· Documentation of professional judgment at the time the judgments are made is also very important
· “not documented, not done” is effectively a standard of audit practice

· Professional Skepticism
· Professional skepticism is an auditor’s tendency not to believe management assertions but, instead, to find sufficient support for the assertions through appropriate audit evidence.
· Professional skepticism is an important aspect of professional judgment.
· Specifically, professional skepticism means recognizing that circumstances causing the financial statements to be materially misstated may exist (CAS 200.15).

· Definition of Auditing
· Auditing is a systematic process of objectively obtaining and evaluating evidence regarding assertions about economic actions and events to ascertain the degree of correspondence between the assertions and established criteria and communicating the results to interested parties.

· Audit Objectives 
“The purpose of an audit is to enhance the degree of confidence of intended users in the financial statements. This is achieved by the expression of an opinion by the auditor on whether the financial statements are prepared, in all material respects, in accordance with an applicable financial reporting framework.”
CAS 200

· Attestation Services
· To attest to information means to provide assurance as to its reliability.
· Attest engagement: 
· A practitioner is engaged to issue or does issue an examination, a review, or an agreed-upon procedures report on subject matter or an assertion about subject matter that is the responsibility of another party (e.g. management)
· Direct reporting engagement:
· A type of assurance engagement in which the assertions are implied and not written down in some form



· Expectations Gap
· An auditing expectation gap is the term used to signify the difference in expectations of users of financial statements and auditor’s expectation concerning audited financial statements.
· Expectation gap can also be explained as the difference between the effectiveness of audit engagement what users believe and what auditor believes. 
· It can also refer to difference in understanding regarding nature of audit engagement i.e. what users believe audit is and what audit actually is.
· An auditor is required to reduce audit risk to an acceptably low level to attain reasonable assurance – but what is reasonable? This can be different in the eyes of auditor and in the eyes of users of financial statements and this creates expectation gap.

· A Definition of Auditing Relating to “Risk Reduction”
· Business risk:
· Business risks result from significant conditions, events, circumstances or actions that might adversely affect the entity’s ability to achieve its objectives and execute its strategies.

· A Definition of Auditing Relating to “Risk Reduction”
· Information risk:
· Financial statements will fail to appropriately reflect economic substance of business activities, including business risks and uncertainties.
· i.e., the risk that the financial statements will be materially false and misleading.
· Materiality, as used in auditing, means the same thing as it does in your accounting courses. Basically, a material misstatement is one that would affect user decision making.
· A Definition of Auditing Relating to “Risk Reduction”

· Auditing: 
· A process of reducing information risk to users of financial statements.
· From the auditor’s perspective there are two major categories of information risk.
· Audit risk
· Accounting risk

· Audit Risk and Accounting Risk
· Audit Risk:
· The risk of insufficient evidence being gathered on the facts concerning the entity’s economic circumstances.
· Accounting Risk
· The risk that errors associated with forecasts used in GAAP accounting estimates are not properly disclosed.

· Internal Auditing
· Internal auditing is an independent, objective assurance and consulting activity designed to add value and improve an organization’s operations.
· It helps an organization accomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control and governance processes.
www.theiia.org
· Internal auditors need to be independent of line managers in an organization.
· Independence helps internal auditors be objective.
· Independence is achieved by having the internal auditor report directly to a very high level in the organization, such as the audit committee of the board of directors or the Chief Financial Officer.
· Internal auditors have a larger scope of activities than the external auditor.
· Internal auditors perform audits of financial reports for internal use similar to the function of the external auditor. 
· In addition, the expanded-scope activities of internal auditors include practices known as operational auditing.

· Operational Auditing
· Operational auditing refers to the study of business operations for the purpose of making recommendations about:
· the economic and efficient use of resources,
· the effective achievement of business objectives, and
· compliance with company policies.
· The goal is to help managers meet their responsibilities and improve profitability.

· Public Sector (Governmental) Auditing
· Governments at all levels make use of public sector auditors.
· Office of the Auditor General of Canada (OAG).
· Provincial auditor generals.
· Municipal internal auditors.
· Federal ministries and provincial agencies.
· Comprehensive governmental auditing
· Include financial audits, compliance audits, and value-for-money audits.
· Financial statement audits
· Determine whether financial statements present fairly the financial position, results of operations in accordance with GAAP.
· Compliance audits
· Determine whether an entity has complied with laws and regulations.
· Value-for-money audits
· Economy, efficiency, and effectiveness audits.
· Public Sector (Governmental) Auditing
· Comprehensive governmental audits include:
· financial reports, 
· compliance with laws and regulations, and
· economy, efficiency and effectiveness audits.

· Regulatory Auditors
· Canada Revenue Agency (CRA) auditors:
· Determine taxpayers’ correspondence with the standards found in the tax regulations.
· Audit for tax fraud and tax evasion.
· Federal and provincial bank examiners: 
· Audit banks, trust companies, and other financial institutions.

· Fraud Auditing and Forensic Accounting
· Detection of fraud is not the primary responsibility of the external auditor.
· Fraud is an attempt by one party (the fraudster) to deceive someone (the victim) for gain.
· Fraud auditing is a special in-depth investigation of suspected fraud.
· Forensic accounting is the use of accounting and/or auditing skills in investigations involving legal issues.

· The Accounting Profession
· Canadian accounting associations have both national and provincial associations:
· Chartered Professional Accountants of Canada
· CPA Canada is now the national umbrella organization, and there are CPA provincial counterpart organizations (e.g., CPA Ontario) for all the provinces.
· The vision of the CPA designation is to be “the pre-eminent internationally recognized Canadian accounting and business credential that best protects and serves the public interest.”

· Public Accounting Firms
· Perception of public firms is dominated by the “Big Four” firms:
· Ernst & Young
· Deloitte & Touche
· KPMG
· PricewaterhouseCoopers
· Accounting firms are organized as  partnerships, or as limited liability partnerships (LLPs).

· Public Accounting Services
· Assurance services:
· Audit:
· 20% – 40% of business for most public accounting firms.
· This percentage has fluctuated dramatically for the past three decades.
· Non-audit:
· Accounting and review services other than audits.
· Services in relation to presentations other than financial statements.
· Taxation services:
· Taxation services include tax planning and tax return preparation for all forms of taxation.
· A large proportion of practice in small accounting firms is tax practice.
· Consulting services:
· All accounting firms handle a great deal of consulting and management advisory services.
· This area is unlimited in scope.
· Public accountants compete against non-accountants for these services.
· Standards and guidelines often restrict and limit consulting services to audit clients, but consulting work for non-audit clients continues.

· International Auditing
· The International Federation of Accountants (IFAC) was created in 1977.
· This body mirrors the activities of domestic institutions at an international level.
· Recommends international standards on auditing (ISAs).
· International convergence of standards (international harmonization) is a key focus of Canadian and U.S. standard setters.






















Ch. 2 Auditors’ Professional Roles and Responsibilities

· The Essentials of Auditors’ Professional Roles and Responsibilities
· CPA’s must also demonstrate they can be objective by remaining independent of any potentially conflicting interests, and must maintain independence in fact and also independence in appearance to outsiders.
· The ethics codes identify five situations that can arise in a three-party accountability relationship and, if they exist, can threaten an auditor’s independence: self-review, self-interest, advocacy, familiarity, and intimidation.

· The Current Environment of Auditing
· The audit environment has undergone a profound change following several spectacular corporate failures, such as Enron and WorldCom in 2002 and the economic crisis in 2008/2009.
· As a result of these failures, the integrity of capital markets is being questioned all over the world.
· In 2002, drastic legislation was passed in the United States.

· Sarbanes-Oxley Act (SOX)
· SOX and the financial disasters that led to it have had an impact around the world:
· In Canada, the CPA Canada helped organize the Canadian Public Accountability Board (CPAB) to oversee auditors of public companies.
· The Canadian Coalition for Good Governance was formed by several pension and mutual funds to monitor executives, boards of directors and auditors.
· Sarbanes-Oxley Act (SOX)
· SOX has had impact on management and auditors in the U.S., including:
· Management certification of all its publicly issued financial information
· Evaluation of internal control in statements made by management
· Closer regulation of the profession, including regular monitoring of its activities
· Greater responsibilities assigned to client audit committees
· Increased importance of the role of the internal auditor
· Sarbanes-Oxley Act (SOX)
· Internal controls gained increasing importance, as they refer to the system of policies and procedures needed to maintain adherence to a company’s objectives; especially, the accuracy of recordkeeping and safeguarding of assets.
· Audit committees monitor management’s financial reporting responsibilities, including meeting with the external auditors and dealing with various audit and accounting matters that may arise during an audit.
· Corporate governance describes how well a company is run in the interests of shareholders and other stakeholders.

· Self-Regulation
· Prior to 2002, the profession was largely self-regulating around the world.
· Trust in a self-regulated audit profession changed with the U.S. corporate scandals.
· In the U.S., the PCAOB has final authority on standards, ethics and quality control.
· In Canada, the profession remains self-monitoring.
· Public interests, particularly those of vulnerable third parties, must be protected.
· Quality control standards, and CPAB monitoring implemented in recent years, helps to ensure this protection.

· Regulation of Public Accounting
· Regulation of public accounting in Canada is a provincial matter.
· In recent years, public accounting has been opened to all designations of accountants.
· In addition to provincial regulations, other factors affect the profession, such as securities commissions, federal regulators and the legal environment.

· Practice Standards
· Practice standards are general guides for professional work.
· Generally accepted auditing standards (GAAS).
· Assurance standards.
· General Standards of Quality Control for Firms Performing Assurance Engagements (CSQC-1).
· Quality control standards as reflected in firm peer reviews and provincial institutes’ practice inspections.

· Generally Accepted Auditing Standards  (GAAS)
· GAAS identify the objectives and key principles of the financial statement audit.
· GAAS provides a framework under which all auditing standards are applied.
· The objectives and key principles are found in CAS 200 “Overall Objective of the Independent Auditor, and the Conduct of the Audit in Accordance with Canadian Auditing Standards”.
· Auditing Standards
· Auditing standards include Canadian Audit Practice Notes (CAPNs) and Audit Guidelines (AuGs).
· Standards remain the same over time and for all audits.
· Audit Procedures may vary based on the organization being audited (complexity, nature, and other situation-specific factors).

· GAAS: Objectives of the Audit of Financial Statements
· The overall objective of the audit is to enable the auditor to express an opinion on whether the financial statements are prepared, in all material respects, with an applicable (acceptable) financial reporting framework.
· Note how this objective implies three-party accountability.

· GAAS: General Standard
· The auditor should comply with relevant professional ethical requirements relating to audit engagements.
· Competence.
· Objectivity and Independence
· Due professional care.
· GAAS: General Standard — 
Competence
· Competence refers to adequate technical training and proficiency.
· Competence is gained through education and on-the-job experience.
· Competence allows the auditor to:
· recognize underlying assertions made by management,
· decide which evidence is relevant to support assertion,
· select and perform procedures for obtaining evidence, and
· evaluate evidence for reality and conformity to GAAP.

· GAAS: General Standard — Objectivity and Independence	
Auditors are expected to have an objective state of mind — that is, have the characteristics of intellectual honesty, unbiased and impartial.
This is achieved by maintaining independence.
· Independence in fact is the mental attitude, or state of mind of the auditor.
· Independence in appearance is covered by rules of professional conduct.

· GAAS: General Standard — Due Professional Care
· Due professional care requires observance of the rules of professional ethics and GAAS.
· competent and independent, exercise proper care in planning and supervising the audit, understanding the auditee’s control structure, and obtaining sufficient appropriate evidence
· Due care is best understood in the context of the prudent auditor.
· Due care is a matter of what competent auditors do and how well they do it.
· Determination of due care must be reached on the basis of facts and circumstances in the case.
· Due care is frequently at issue in legal suits.

· GAAS: Examination Standards
· These standards set the quality criteria for conducting an audit.
· The standards also relate to the sufficiency and appropriateness of evidence gathered to support the audit opinion.

· GAAS: Examination Standards — Conduct and Scope
· The auditor should conduct an audit in accordance with Canadian Audit Standards (CASs) and the CAPNs. 
· In determining the audit procedures to perform in accord with CAS’s “scope of an audit,” the auditor should comply with each CAS relevant to the audit.

· GAAS: Examination Standards — Reasonable Assurance and Audit Risk
· The auditor should obtain reasonable assurance that the financial statements taken as a whole are free from material misstatement, whether due to fraud or error.
· a degree of confidence of 90%–99% confidence would be normal.  95% confidence is the most common degree of confidence.
· The risk that an auditor expresses an inappropriate audit opinion when the financial statements are materially misstated is audit risk.

· GAAS: Examination Standards — Planning and Supervision
· The auditor should plan and perform an audit to reduce audit risk to an acceptably low level that is consistent with the objective of an audit.
· The risk that an auditor expresses an inappropriate audit opinion when the financial statements contain material misstatement is audit risk.

· GAAS: Examination Standards — Planning and Supervision
· CAS 300 contains several considerations for planning and supervision of an audit.
· Preparing an audit program and supervising the audit work.
· Obtaining knowledge of the auditee’s business.
· Dealing with differences of opinion among the audit firm’s own personnel.
· GAAS: Examination Standards — Planning and Supervision
· A written audit program is desirable.
· The audit program is a list of procedures the auditor will need to perform to complete the audit.
· Understanding of the client’s business is an absolute necessity. 
· The auditor must understand the events, transactions and practices that will have an effect on the financial statements.
· GAAS: Examination Standards — Planning and Supervision
· Auditors on the audit team may not always agree on audit decisions.
· Procedures for documenting dissent, and for resolving disagreement need to be established.
· The basis for the final audit decision needs to be documented in the working papers.
· GAAS: Examination Standards — Planning and Supervision
· Timing is important consideration in audit planning.
· Audit planning needs to begin well before the client’s fiscal year-end.
· Some audit procedures can be conducted at an interim date, a date weeks or months before the fiscal year-end. 
· This allows the auditor to make adjustments to make the year-end audit more efficient.


· GAAS: Examination Standards — Internal Control Assessment
· Examination standard CAS 315.12-23 requires an understanding of the auditee’s internal control.
· This consists of a company’s control environment, accounting system, and control procedures.
· Good internal control reduces the probability of errors or irregularities in the financial statements. 
· Internal control is a system’s capability to prevent or detect material data processing errors or fraud and provide for correction on a timely basis.
· Understanding internal controls is the foundation for assessment of control risk.
· GAAS: Examination Standards — 
Sufficient Appropriate Evidential Matter
· CAS 200 requires auditors to obtain enough evidence to justify opinions.
· Appropriate evidence is both reliable and relevant.
· The standards require sufficient, not absolute, evidence.

· GAAS: Reporting Standards 
· The report should identify the financial statements and distinguish between the responsibilities of management and the responsibilities of the auditor.
· The auditor should determine whether the financial reporting framework adopted by management in preparing the financial statements is acceptable.
· GAAS: Reporting Standards 
· The auditor should refer to CASs 700 and 705 when expressing an opinion on a complete set of general purpose financial statements prepared in accordance with a financial reporting framework that is designed to achieve fair presentation.

· GAAS: Reporting Standards — Standard Unmodified Opinion Report
· Unmodified opinion audit report — good, as the auditor is not calling attention to anything that may be wrong in the statements; there are no reservations.
· Auditing standards dictate use of a standard report.
· Modified opinion audit report — bad, as the auditor reports a departure from GAAP, or a limitation in the scope of the audit.
· GAAS: Reporting Standards — Standard Unmodified Opinion Report
· The standard unmodified contains a number of features, as well as a standard wording.

· The Standard Report
1. Title: The Independent Auditor’s Report on a Complete Set of General Purpose Financial Statements
2. Address: To the Shareholders of ………
3. Intro Paragraph in the Opinion Section: “We have audited the accompanying financial statements of ABC Company, which comprise the statement of financial position as at December 31, 20X1, and the statement of comprehensive income, statement of changes in equity, and statement of cash flows for the year then ended, and notes to the financial statements, including a summary of significant accounting policies.”
4. Opinion Paragraph in the Opinion Section: “In our opinion, the accompanying financial statements present fairly, in all material respects, (or give a true and fair view of) the financial position of the Company as at December 31, 20X1, and (of) its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting Standards (IFRS).”
5. Basis for opinion: “We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are independent of the Company in accordance with the Provincial Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants together with the ethical requirements that are relevant to our audit of the financial statements in [jurisdiction], and we have fulfilled our other ethical responsibilities in accordance with these requirements and the Code. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.”
6. Key Audit Matters: “Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the financial statements of the current period. These matters were addressed in the context of our audit of the financial statements as a whole, and in forming our opinion, thereon, and we do not provide a separate opinion on these matters.
[Description of each key audit matter in accordance with CAS 701.]”
7. Management and Corporate Governance Responsibilities: “Management is responsible for the preparation and fair presentation of the financial statements in accordance with IFRS, and 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.
In preparing the financial statements, management is responsible for assessing the Company’s ability to continue as a going concern, disclosing, as applicable, matters related to going concern and using the going-concern basis of accounting unless management either intends to liquidate the Company or to cease operations, or has no realistic alternative but to do so.
Those charged with governance are responsible for overseeing the Company’s financial reporting process.”
8. Auditor’s Responsibilities and Description of the Audit: “Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with CASs will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of these financial statements.
[Additional description of auditor responsibilities is required here, or referenced to an appendix to the report, or reference can be made to a website of an appropriate authority that contains the description of the auditor’s responsibilities.]”  
9. Signature:
10. Date:
11. Auditor’s Address:

· Generally Accepted Accounting Principles (GAAP)
· The auditor’s opinion reflects accordance with Canadian GAAP.
· GAAP can come from a variety of sources.
· The auditor’s opinion implies
· Accounting principles used are generally accepted
· Accounting principles used are appropriate
· Statement and notes are informative
· Classification and summarization is appropriate
· Statements are accurate within materiality

· Consistency
· No reference to consistency is made in the unmodified audit report where no accounting changes had been made, or when changes are properly disclosed.

· Adequate Disclosure
· The audit opinion also implies that there is adequate disclosure of all the important accounting information users need.
· Evaluating disclosure requires significant exercise of professional judgment.
· Lack of disclosure is a departure from GAAP and may require a modified audit report.

·  Report Content
· Report shall contain either an expression of opinion or an assertion that an opinion cannot be expressed.
· Opinion could be unmodified, modified, or adverse.
· A disclaimer of opinion is an auditor’s declaration that no opinion is given.
· An explanation is required whenever there is a report reservation.

· Assurance Standards
· An assurance engagement:
· “An engagement where, pursuant to an accountability relationship between two or more parties, a practitioner is engaged to issue a written communication expressing a conclusion concerning a subject matter for which the accountable party is responsible.”
· CPA Canada Handbook, section 5025.

· Assurance Standards
· Assertion:  A statement about some aspect of a subject matter.
· Assurance standards can be applied to written and unwritten assertions.
· Unwritten — direct reporting engagements
· Written — attest engagements
· Audits and reviews are considered attest engagements.
· Assurance Standards
· The assurance standards were created after GAAS, and ideas from GAAS were borrowed for the assurance standards.
· Major differences arise in the areas of:
· practitioner competence
· internal control evaluation
· reporting
· Assurance standards are more general than GAAS.

· Quality Control Standards
· Quality control:
· Actions taken to evaluate compliance with professional standards as defined in the CPA Canada Handbook and provincial rules of professional conduct.
· Several frameworks for quality control are available.

· Elements of Quality Control
· Quality control frameworks have been developed by CPA Canada, the IFAC, and by the AICPA.
· Quality control in audit firms has received considerable attention in recent years.

· Accountability Boards Quality Control
· Accountability boards have introduced new rules geared to improving auditor independence including:
· Five year rotation of partners
· Strict limits on consulting services that have the potential to cause conflicts of interest with the auditing role.

· Monitoring of Quality Control
· Practice inspection, peer review and quality reviews are “audits of the auditors.”
· Practice inspections review and evaluate the audit files and documentation.
· Quality inspections are evaluations of the quality of the overall practice of the PA.
· Peer review is a practice inspection done by one PA engaged by the firm to be reviewed.



Ch. 4 Reports on Audited Financial Statements

· The Association Framework
· Association can arise in three ways:
· Through some action, the PA associates him or herself with information issued by the enterprise.
· Without the PA’s knowledge or consent, the enterprise indicates that the PA was involved with information issued by them.
· A third party assumes the PA is involved with information issued by an enterprise.

· PA’s Professional Responsibilities
· When associated with information, s PA’s professional responsibilities include the following:
· Applicable standards in the CPA Canada Handbook must be met.
· The PA complies with their provincial institute’s rules of professional conduct.
· There is appropriate communication of the extent of their involvement with the information.

· Association with Financial Statements
· As a PA, you are associated with financial statements when:
· you consent to the use of your name in connection with the statements, or
· you have prepared or performed some other services with respect to the statements, even if your name is not used in any written report.

· Association with Financial Statements
· The concept of association is far reaching.
· Statements are produced on the PA’s letterhead.
· Statements result from computerized bookkeeping services performed by the PA.
· A document containing financial statements identifies an accountant as the public accountant or auditor for the company.

· Standard Unmodified Report
· The standard unmodified report contains five basic segments:
1. the opinion segment, 
2. the basis for opinion segment, 
3. the key audit matters segment, 
4. the management (or other preparer) and governance responsibility segment, and 
5. the auditor responsibility segment.

· The Standard Report — Opinion Segment
Independent Auditor’s Report 
To the Shareholders of ……… 
Report on the Audit of the Financial Statements
Opinion
We have audited the financial statements of ABC Company (the Company), which comprise the statement of financial position as at December 31, 20XO, and the statement of comprehensive income, statement of changes in equity, and statement of cash flows for the year then ended, and notes to the financial statements, including a summary of significant accounting policies.
In our opinion, the accompanying financial statements present fairly, in all material respects, [or give a true and fair view of] the financial position of the Company as at December 31, 20XO, and [of] its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting Standards (IFRS).

· The Standard Report — Opinion Segment
Independent Auditor’s Report 
Basis for Opinion
We conducted our audit in accordance with CASs. Our responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are independent of the Company in accordance with the Provincial Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants together with the ethical requirements that are relevant to our audit of the financial statements in [jurisdiction], and we have fulfilled our other ethical responsibilities in accordance with these requirements and the Code. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

· The Standard Report — Opinion Segment
· The first paragraph of the standard unqualified report:
· Indicates that an audit  was conducted.
· Identifies the financial statements audited.
· The opinion segment contains the auditors’ conclusions on the statements.
· Financial statements are presented fairly in all material respects in accordance with GAAP.
· Disclosure is adequate (implicit assertion).
· Provide an expression of opinion.
· No reasons for giving the opinion need to be expressed.

· The Standard Report — Key Audit Matters Segment
Independent Auditor’s Report 
Key Audit Matters
Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the financial statements of the current period. These matters were addressed in the context of our audit of the financial statements as a whole, and in forming our opinion, thereon, and we do not provide a separate opinion on these matters.
[Description of each key audit matter in accordance with CAS 701.]


· The Standard Report — Key Audit Matters Segment
· The key audit matters segment contains information about significant audit matters.
· The auditor is required to identify key audit matters in the engagement, such as:
· difficulties in auditing going-concern issues; 
· accounting estimates with significant risks; and 
· issues of significant public interest, such as financial institutions and charities.
· They may also include disclosures of key assumptions, such the disclosure of the range of possible outcomes and other qualitative and quantitative disclosures relating to key sources of estimation uncertainty or critical accounting estimates.

· The Standard Report — Management’s Responsibility Segment
Independent Auditor’s Report 
Responsibilities of Management and Those Charged with Governance for the Financial Statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance with IFRS, and 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.
In preparing the financial statements, management is responsible for assessing the Company’s ability to continue as a going concern, disclosing, as applicable, matters related to going concern and using the going-concern basis of accounting unless management intends to liquidate the Company or to cease operations, or has no realistic alternative but to do so.
Those charged with governance are responsible for overseeing the Company’s financial reporting process.

· The Standard Report — Management’s Responsibility Segment
· Management is responsible for the preparation and fair presentation of these financial statements in accordance with Canadian generally accepted accounting principles.
· This includes the design, implementation and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error.
· 
· The Standard Report — Auditors’ Responsibility Segment
Independent Auditor’s Report 
Auditors’ Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but is not a guarantee that an audit conducted in accordance with CASs will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these financial statements.

· The Standard Report — Auditors’ Responsibility Segment
Independent Auditor’s Report 
Auditors’ Responsibilities for the Audit of the Financial Statements     (...continued)
[Additional description of auditor responsibilities is required here, or referenced to an appendix to the report, or reference can be made to a website of an appropriate authority that contains the description of the auditor’s responsibilities.]
The engagement partner on the audit resulting in this independent auditor’s report is [name].
[Signature in the name of the audit firm, the personal name of the auditor, or both, as appropriate for the particular jurisdiction]
[Auditor Address]
[Date].

· The Standard Report — Auditors’ Responsibility Segment
· These paragraphs are the auditor’s report of the nature of the work in the audit.
· “In accordance with CAS” refers to the general and examination auditing standards.
· Auditors were trained and proficient.
· Auditors were independent.
· Due professional care was exercised.
· The work was planned and supervised
· Sufficient understanding of controls was obtained.
· Sufficient appropriate evidence was obtained.

· Reservation in the Audit Report
· Financial statements contain a departure from GAAP including inadequate disclosure.
· Reservation in the Audit Report
· A scope limitation (extent of audit work has been limited) is the inability to obtain sufficient evidence

· Effects of Lack of Independence
· An audit in accordance with GAAS is impossible if the auditor is not independent.
· Auditor should resign or not accept the engagement.
· CPA Ontario, Code of Professional Conduct 204, “Independence”.

· GAAP Departure Reports
· Modified (qualified) audit report:
· A departure from GAAP in the statements is material to users and can be isolated.
· A reservation paragraph is added after the scope paragraph to describe the departure from GAAP.
· “Except for” opinion with reference to reservation paragraph.
· Introductory and scope paragraphs are unchanged.

· GAAP Departure Reports
· Adverse audit report:
· Departures from GAAP in the statements are:
· “super-material” or “so significant that they overshadow the financial statements,” or
· pervasive, affecting numerous accounts and financial statement relationships.
· Reservation paragraph added describing the situation.
· Adverse opinion “…statements do not present fairly...”

· Scope Limitation Reports
· A reservation paragraph is added following the scope paragraph to explain the limitations in scope of audit procedures.
· Scope paragraph will be modified. 
· Qualified opinion “except for…” or
· Denial of opinion “I am unable to express an opinion….”.
· Departures from GAAP should be explained in the denial and comparative years should be covered.

· Significant Matter Paragraphs
· The purpose of the significant matters paragraphs is to draw users' attention, by way of clear additional communication in the auditor's report, to either
· a matter, although appropriately presented or disclosed in the financial statements, that is of such importance that it is fundamental to users' understanding of the financial statements, or 
· as appropriate, any other matter that is relevant to users' understanding of the audit, the auditor's responsibilities, or the auditor's report.

· Significant Matter Paragraphs
· Common significant matter paragraphs content may relate to
· inexact measurements of accounting values or accounting measurement uncertainties of accounting standards, where good examples of an accounting uncertainty are: 
· an accounting contingency
· a material uncertainty about the going-concern assumption, for example, then CAS 706 requires that an emphasis of matter paragraph



· Significant Matter Paragraph(s): 
Modifications that Do Not Affect the Audit Opinion
· Sometimes auditors opt to add additional information to the audit report. Two types of additions are possible under CAS 706:
· emphasis of matter (EOM) paragraphs, and
· other matter (OM) paragraphs.
· These are used to enrich the information content beyond the standard unmodified (unqualified) report wording. Under CAS 706, the EOM paragraph can be used for a much broader range of issues than allowed previously.
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