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Responses to Assessed Risks (HKSA 330 (Clarified) 

 

Planning - Risk Assessment and Establishing Audit Strategy 

HKSA 300 “Planning an Audit of Financial Statements” 

 

 

 

 

 

 

 

 Considerations in establishing audit strategy 

In the Appendix of HKSA 300, there is a prolonged list stating the examples of matters 

to consider when establishing the overall audit strategy.  Among the examples of 

considerations, there are two broad areas which are focused in the examination: 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Audit strategy 

Identification and 

Assessment of Risks of 

Material Misstatement 

(Exam focus) 

Materiality  

Acceptance and 

continuance 

procedures 

(Exam focus) 

Considerations in 

establishing audit 

strategy 

(Exam focus) 

Develop an 

audit plan 

Establishing 

audit strategy 

(Exam focus) 



QP Module C  HKICPA 

Business Assurance  Module Preparation Seminar 

   

TTaakkyy  LLoo  
- 2 -           

 

 Identification and Assessment of Risks of Material Misstatement 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

HKSA 315 (Revised) “Identifying and Assessing the Risks of Material 

Misstatement through Understanding the Entity and Its Environment” 

Risk assessment procedures are the audit procedures to [HKSA 315R.4 (extracted)]: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Audit risks (pre-set) 

Risks of material misstatement 

(Non-controllable by auditor) 

Detection risk (Assertion level) 

(Controllable by auditor) 

Financial 

statement 

level 

Assertion 

level 

Inherent risk Control risk 

Inverse 

relationship 

(Note 2) 

identify and assess the risks of material misstatement, 

whether due to fraud or error, at the financial statement 

level and the assertion level 

 

through understanding an entity and its environment, 

including its internal control and fraud consideration 

 

Aim 

Way 

by certain audit procedures 

 

Methods 
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 Establishing audit strategy 

HKSA 330 “The Auditor’s Responses to Assessed Risks” 

 

 

 

 

 

 

 

 

 

 

 

 

 Overall responses to financial statement level risk 

 

 

 

 

 

 

 For example: 

 Performing substantive audit procedures on selected account balances and 

assertions not otherwise tested due to their materiality or risk; 

 Adjusting the timing of audit procedures from that otherwise expected; 

 Using different sampling methods; or 

 Performing audit procedures at different locations or at locations on an 

unannounced basis [HKSA 240.A36 (extracted)]. 

 

 Professional skepticism is an attitude that includes a questioning mind, being alert 

to conditions which may indicate possible misstatement due to error or fraud, and 

a critical assessment of audit evidence [HKSA 200.13]. 

 

However, the auditor may accept records and documents as genuine unless the 

auditor has reason to believe the contrary, in which the auditor is required to 

investigate further and determine what modifications or additions to audit 

procedures are necessary to resolve the matter [HKSA 220.A21 (extracted)]. 

 

Financial 

statement 

level risk 

Assertion 

level risk 

 

Responses 

(Exam focus) 

Overall 

responses 

 

P  Providing more supervision 

I  Incorporation of unpredictability elements 

M  Making general changes to NET of audit procedures 

E  Emphasizing the need of professional skepticism 

A  Assigning more experienced staff to the engagement 

PIMEA 
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Overall responses to financial statement level risk due to fraud 

 

 

 

 

 

 

 

 

 

February 2008 Question 1 

 

 

 

 

P  Providing more supervision 

I  Incorporation of unpredictability elements 

M  Making general changes to NET of audit procedures 

E  Evaluate the selection and application of accounting 

policies, particularly those subjective and complex 

transactions 

A  Assigning more experienced staff to the engagement 

PIMEA 
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Question 1(b) 

 

 

 

Overall responses to financial statement level risk due to fraud 

 

 

 

 

 

 

 

 

 

P  Providing more supervision 

A  Assigning more experienced staff to the engagement 

 [XYZ & Co.] can assign and supervise personnel taking account of the knowledge, 

skill and ability of the individuals to be given significant engagement 

responsibilities and the auditor’s assessment of the risks of material misstatement 

due to fraud for the engagement. 

 

I  Incorporation of unpredictability elements 

M  Making general changes to NET of audit procedures 

 [XYZ & Co.] can incorporate unpredictability elements and change the nature, 

timing and extent of certain audit procedures, such as: 

 performing substantive procedures on selected account balances and 

assertions not otherwise tested due to their materiality or risk; 

 adjusting the timing of audit procedures from that otherwise expected; 

 using different sampling methods; or 

 performing audit procedures at different locations or at locations on an 

unannounced basis. 

 

E  Evaluate the selection and application of accounting policies, particularly those 

subjective and complex transactions 

 [XYZ & Co.] can evaluate whether the selection and application of accounting 

policies by the entity, particularly those related to subjective measurements and 

complex transactions, may be indicative of fraudulent financial reporting resulting 

from management’s effort to manage earnings. 

P  Providing more supervision 

I  Incorporation of unpredictability elements 

M  Making general changes to NET of audit procedures 

E  Evaluate the selection and application of accounting 

policies, particularly those subjective and complex 

transactions 

A  Assigning more experienced staff to the engagement 

PIMEA 

HKSA 240 “The Auditor’s Responsibilities Relating to Fraud in an 

Audit of Financial Statements” 
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The planned answers seem reasonable and should get high scores?   

Sorry, totally NO marks given for this requirement!!! 

 

 

 

 

 

 

 

 

 

 

 

However, HKSA 240 requires responses on FS level 

due to fraud, disregard the level of RMM!  

Totally can’t relate the answers with 

the requirements!  
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Examiners’ report 
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December 2010 Question 2 
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Part (a) 

Risk of material misstatement at the financial statement level refers to risks of material 

misstatement that relate pervasively to the financial statements as a whole and 

potentially affect many assertions. 

 

 

 

 

 

 

 

 

1 
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Part (b)(i) 

You may be a little bit confused on how to explain “how” in this part.  However, this 

part just worths 4 marks therefore the examiner does NOT expect you to apply the 

information in the case to support the partner’s view that the fraud risk is assessed to 

be low.  You only need to explain the broad concept about how to assess the 

financial statement level risk and fraud risk according to HKSA. 

 

 Financial statement level risk 

 

 

 

 Nancy has [identified and assessed the risks of material misstatement, 

whether due to fraud or error, at the financial statement level and the 

assertion level through understanding an entity and its environment, 

including its internal control and fraud consideration.] 

 

 Fraud risk 

 

 

 

 Nancy has performed the procedures to obtain information for use in 

identifying the risks of material misstatement due to fraud, including 

evaluation of fraud risk factors, identifying any unusual relationship in ADL 

and inquiring the management and those charged with governance about 

any existence of fraud. 

 

Part (b)(ii) 

D&N’s overall response to such assessment is: 

 [Providing more supervision] to the audit engagement team of ADL 

 [Incorporation of unpredictability elements] during the audit process of ADL 

 [Making general changes to NET of audit procedures] during the audit process of 

ADL 

 [Evaluate the selection and application of accounting policies, particularly those 

subjective and complex transactions]  

 [Assigning more experienced staff to ADL’s engagement] 

 

 

 

HKSA 315 (Revised) “Identifying and Assessing the Risks of Material 

Misstatement through Understanding the Entity and Its Environment” 
1 

HKSA 240 “The Auditor’s Responsibilities Relating to Fraud in an 

Audit of Financial Statements” 
1 

1 

1 
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WHY? 

WHY? 
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Examiners’ report 
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Responses to assertion level risk 

The auditor shall design the nature, timing and extent of further audit procedures 

(“NET”) and perform those procedures that are responsive to the assessed risks of 

material misstatement at each assertion of account balances, classes of transactions and 

disclosures [HKSA 330.6 (extracted)]. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Nature of further audit procedures 

 Purpose 

For each assertion of account balances, classes of transactions and 

disclosures, the auditor can determine the purpose of the further audit 

procedures in three different categories [HKSA 330.A4 (extracted)]: 

 

 

 

 

 

 

 

 

 

 

Nature 

Purpose 

Type 

Timing 

Extent 

Test of controls / 

Substantive procedures 

E.g. inspection, 

observation, etc 

HKSA 330 

HKSA 500/ 

501/505 

Interim date / 

Period end 
HKSA 330 

Quantity of samples to 

be performed 
HKSA 530 

 

Test of controls 

only 

 

Substantive 

procedures only 

 

Combined 

approach 
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 Type 

HKSA 500 “Audit Evidence” 

 

 

 

 

 

 

 

 

 

 HKSA 505 “External Confirmations” 

 

 

 

 

 

What information? 

 account balances and their elements;  

 terms of agreements, contracts, or transactions between an entity 

and other parties; or 

 absence of certain conditions, such as side agreement [HKSA 

505.A1 (extracted)] 

 

Who to receive? 

Responses to confirmation requests provide more relevant and reliable 

audit evidence when confirmation requests are sent to a confirming 

party the auditor believes is knowledgeable about the information to 

be confirmed.  For example, a financial institution official who is 

knowledgeable about the transactions or arrangements for which 

confirmation is requested may be the most appropriate person at the 

financial institution from whom to request confirmation [HKSA 505.A2]. 

 

 

 

 

 

 

I  Inquiry 

R  Recalculation  

AP  Analytical Procedures 

R  Reperformance 

O  Observation 

C  Confirmation  

I  Inspection 

I RAP 

ROCI! 

What 

information? 

Who to receive? How to set the 

respond method? 
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How to set the respond method? 

  Positive request Negative request 

1. Definition A request that the 

confirming party 

respond directly to 

the auditor indicating 

whether the 

confirming party 

agrees or disagrees 

with the information 

in the request, or 

providing the 

requested 

information. 

A request that the confirming 

party respond directly to the 

auditor only if the confirming 

party disagrees with the 

information provided in the 

request. 

2. When to 

use 

Positive confirmation 

request should 

normally be regarded 

as the standard 

request format of 

external 

confirmations. 

Can be used as the sole 

substantive audit procedures if 

all of the following applies: 

- Lower risk of material 

misstatement and controls 

operating effectively to a 

particular assertion; 

- Large and homogenous 

populations 

- Very low exception rate; and 

- The recipients would 

reasonably not to disregard 

the requests [HKSA 550.15] 
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The logical flow of the follow-up actions after sending out the external 

confirmations: [HKSA 505.10-14, A7, A11-A23] 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Situations that may indicate doubts about the reliability of a 

response include: 

 Confirmations were received by the auditor indirectly, for 

example, through clients; 

 Confirmations were not from the intended confirming party 

[HKSA 505.A11 (extracted)]; or 

 Confirmations were received through facsimile or electronic 

mail but the electronic environment is not secure [HKSA 

505.A12 (extracted)]. 

 

 

 

 

 

 

 

 

 

 

Receive the 

confirmation 

Response reliable? 

Any exceptions noted? Reassess the risks of material 

misstatement at assertion 

level and fraud 

Represent 

misstatements 

or fraud? 

No further 

action 

Yes No 

No Yes 

Yes 

No 
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 Some exceptions do not represent misstatements.  For example: 

 the auditor may conclude that differences in responses to 

confirmation requests are due to timing, measurement, or 

clerical errors in the external confirmation procedures [HKSA 

505.A22]; 

 payments made by the customer before the confirmation 

date but received by client shortly after the confirmation 

date [HKSA 530.A6 (extracted)]; or 

 Misposting between customer accounts but no effect on 

total account receivables balances [HKSA 530.A6 (extracted)]. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Not receive the confirmation 

within a reasonable time 

If still not receive,  

Is it a positive request? 

Send follow-up request 

Is it necessary to form 

sufficient appropriate 

audit evidence? 

Consider modified audit 

opinion 

Perform alternative audit 

procedures 

No further 

action 

No, negative Yes 

  No, negative Yes No 

OR 
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 The failure to receive a response to a negative confirmation 

request does not explicitly indicate receipt by the intended 

confirming party of the confirmation request or verification 

of the accuracy of the information contained in the request 

[HKSA 505.A23 (extracted)].  Therefore, except for the rare 

circumstance stated above that negative confirmation serves 

to be the sole substantive audit procedure, normally other 

audit substantive procedures (e.g. inspect the necessary 

documents) should have been performed together with 

sending the negative confirmation. 

 

 For example: [HKSA 505.A18 (extracted)] 

Accounts Examples of alternative procedures 

Trade receivable / 

payables 

- Inspect subsequent settlements 

- Inspect shipping documents 

- Inspect customers’ / suppliers’ 

statements 

- Perform cut-off test 

Bank balances - Inspect bank statements and deposit 

slips 

 

 Timing of further audit procedures 

 Timing of tests of controls 

 only to a point in time, for example, when testing controls over the 

entity’s physical inventory counting at the period end; 

 over a period of time [HKSA 330.A32 (extracted)]; or 

 rely on the results of the previous audits. 
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 Timing of substantive procedures 

Usually, substantive procedures will be performed at period end.  If 

substantive procedures are performed at an interim date: 

 

 

 

 

 

 

 

 

 

 

 

 Extent of further audit procedures 

When designing test of controls and test of details in substantive procedures, the 

auditor shall determine the following available means to the auditor for selecting 

items for testing [HKSA 500.A52]: 

  Test of controls Substantive 

procedures - Test of 

details 

1. Selecting all items (100%)   

2. Selecting specific items  /   

3. Audit sampling   

 

 

 

 

 

 

 

 

 

 

 

 

 

1/1 30/6 31/12 

Substantive procedures Substantive procedures  

 

Substantive 

analytical 

procedures: 

CHOICE 

Test of details: 

MUST 
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 HKSA 530 “Audit Sampling” 

May 2009 Section A 
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4 

2 

HKSA 530 “Audit Sampling” 
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Examiners’ report 
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Overall responses to assertion level risk due to fraud 

 

Rebuttable presumed fraud risk! 
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(Source: HKSA 240 “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements” Appendix 2) 

 

Specific Responses - Management override of controls 

Irrespective of the auditor’s assessment of the risks of management override of controls, 

the auditor shall design and perform the following three audit procedures to: 

 

 Evaluate the business rationale of those significant and unusual transactions 

The following are the indicators of unusual transactions: [HKSA 240.A48] 

 Over complex transactions (e.g. between multiple entities within a 

consolidated group or multiple unrelated third parties; 

 No discussion of such transactions with those charged with governance and 

no documentation on those transactions; 

 More emphasis on the accounting treatment rather than the underlying 

economic needs; 

 No proper review or approval by those charged with governance on the 

transactions with non-consolidated related parties 

 Transactions with previously unidentified related parties or parties with 

substantial financial support from the client 
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 Journal entries testing [HKSA 240.A41-A44] 

Nature To determine which account balances or classes of transactions journal 

entries to test, it is necessary to consider the following: 

- Accounts which contain higher risks of material misstatement; 

- Accounts that have deviations / ineffective controls; 

- Accounts that have complex/unusual transactions; 

- Accounts not reconciled on timely basis; 

- Accounts containing inter-company transactions; 

- Entries made to unrelated, unusual or seldom-used accounts (e.g. 

suspense account); 

- Made by individuals which typically do not make journal entries (e.g. 

Chief Executive Officer); 

- Record near the period end with no clear narrative; 

- Containing round numbers or consistent ending numbers (e.g. 999); 

- Non-standard journal entries (e.g. consolidation JE) 

Timing - Must test for the journal entries made near period end 

- Optional to test for the journal entries throughout the period 

Extent - No practical guidance from HKSA 240, depending on the 

professional judgment 

 

 Review accounting estimates for biases 

Fraudulent financial reporting is often accomplished through intentional 

misstatement of accounting estimates, for example, understating or overstating all 

provisions or reserves in the same fashion so as to be designed either to smooth 

earnings over two or more accounting periods, or to achieve a designated 

earnings level in order to deceive financial statement users by influencing their 

perceptions as to the entity’s performance and profitability [HKSA 240.A45 

(extracted)]. 

 

Therefore, an auditor can perform a retrospective review of management 

judgments and assumptions related to significant accounting estimates reflected 

in the financial statements of the prior year to determine whether there is an 

indication of a possible bias on the part of management [HKSA 540.A46 

(extracted)]. 
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February 2010 Section A 
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Part (b) 

 

 

  Valuation and allocation Modified answers 

1 Vouch additions to investment properties with supporting 

documents by checking the sale and purchase agreements and title 

deeds. 

Vouch additions to investment properties with supporting 

documents by checking the sale and purchase agreements 

and title deeds. 

2 Where investment properties have been constructed by the client, 

check cost records for labour and materials, and where applicable, 

interest and ensure that they are still classified as investment 

properties throughout the construction period. 

Where investment properties have been constructed by 

[HKB], check cost records for labour and materials, and 

where applicable, interest and ensure that they are still 

classified as investment properties throughout the 

construction period. 

3 Where replacements have been purchased, confirm that the items 

replaced are removed from the accounting records together with 

accumulated depreciation (if any). 

Where replacements have been purchased, confirm that the 

items replaced are removed from the accounting records 

together with accumulated depreciation (if any). 

4 If client is using fair value model to measure the investment 

properties: 

- Ensure that the entity measures all investment properties at fair 

value; 

- Obtain copies of valuation(s); 

- Assess the basis of valuation used; 

- Assess the suitability of the valuer(s). 

If client is using fair value model to measure the 

investment properties: 

- HKSA 500 “Audit Evidence” or HKSA 620 “Using the 

Work of an Auditor’s Expert” 

-  Ensure that [HKB] measures all investment properties 

at fair value; 

- Obtain copies of valuation [of investment properties]; 

- Assess the basis of valuation used [in the valuation 

report, including the assumptions and the data used] 

- Assess the competency, objectivity and independence 

of the valuer such as reviewing the professional 

qualification of the valuer . 

5 If valuations have been obtained in the period, but not adopted for 

accounting purposes, ascertain why and compare with the carrying 

value of the assets. 

If valuations have been obtained in the period, but not 

adopted for accounting purposes, ascertain why and 

compare with the carrying value of the assets. 

6 Check that the insured value of fixed assets is not less than the 

relevant carrying values, and that insurance premiums have been 

paid up to date. 

Check that the insured value of fixed assets is not less than 

the relevant carrying values, and that insurance premiums 

have been paid up to date. 

 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 
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Examiners’ report 

 

 

 

 

 

 

 

 

 

 



QP Module C  HKICPA 

Business Assurance  Module Preparation Seminar 

   

TTaakkyy  LLoo  
- 36 -           

 

February 2008 Section A 
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Question 3(a) 

Name Reason 

Completeness 

of trade and 

other 

payables 

- The risk of material misstatement relating to the completeness 

of HKP’s trade and other payables is low since [the risk of 

material misstatement of all the assertions of HKP’s trade and 

other payables is low] and there are no other information in the 

case suggesting that the inherent risk regarding these assertions 

is high. 

- [There is expectation that HKP’s controls over trade and other 

payables are operating effectively and XYZ & Co. has performed 

tests of controls to confirm the expectation] therefore the 

control risk of all the assertions of trade and other payables is 

low. 

 

 

 

3 
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Question 3(b) 

 The most efficient approach 

 XYZ & Co. should adopt control-reliance approach regarding the 

completeness assertion of trade and other payables since [there is 

expectation that HKP’s controls over trade and other payables are operating 

effectively and XYZ & Co. has performed tests of controls to confirm the 

expectation]. 

 

 The timing of the further audit procedures 

Timing of tests of controls 

 XYZ & Co. should test the controls specific to completeness assertion of 

trade and other payables throughout the year and it can consider to rely on 

the results of tests of controls of the previous audits as audit evidence of 

current audits, given that there are no significant system or personnel 

changes since last testing and the risk of material misstatement is assessed 

to be low. 

 

Timing of substantive procedures 

 XYZ & Co. should perform substantive procedures at year end, given that 

and the risk of material misstatement is assessed to be low. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1 

1 

1 
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 Further audit procedures 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  Completeness Modified answers 

1 Select a sample of trade creditor balances and reconcile to 

supplier statements, to include: 

Major suppliers, (irrespective of balance at period end);  

Major balances; 

Nil balances; 

Other balances selected on a random or haphazard basis. 

Select a sample of trade creditor balances and reconcile to 

supplier statements, to include: 

Major suppliers, (irrespective of balance at period end);  

Major balances; 

Nil balances; 

Other balances selected on a random or haphazard basis. 

2 Undertake a trade creditor circularisation, to include:  

Major suppliers (irrespective of balance at period end); 

Major balances;  

Nil balances; 

Other balances selected on a random or haphazard basis. 

Undertake a trade creditor circularisation, to include:  

Major suppliers (irrespective of balance at period end); 

Major balances;  

Nil balances; 

Other balances selected on a random or haphazard basis. 

3 Review prior period list of trade creditors for potentially 

significant omissions in the current period. 

Review prior period list of trade creditors for potentially 

significant omissions in the current period. 

 

1 

1 

1 
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Examiners’ report 
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Audit related services and other assurance engagements 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The examination of 

prospective financial 

information 

HKSAE 3000 
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 HKSAE 3000 “Assurance Engagements Other Than Audits or Reviews of 

Historical Financial Information” 

This HKSAE has been written for general application to assurance engagements other 

than audits or reviews of historical financial information covered by HKSAs or HKSREs, 

or investment circular reporting engagements covered by HKSIRs.  Under this HKSAE, 

only two forms of assurance engagements can be performed [HKSAE 3000.2 

(extracted)]: 

 

 

 

 

 

 

 

 
 

Reasonable assurance engagement Limited assurance engagement 

Similar to audit, express positive 

form of conclusion 

Similar to review, express negative 

form of conclusion 
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Main categories of assurance engagements other than audit and review of historical 

financial information 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Assurance 

Engagements 

Systems reliability, 

including 

e-commerce 

Prospective 

financial 

information 

Effectiveness of internal 

controls 

Business performance 

measurement, e.g. KPI 

Social and 

environmental 

audit 
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 HKSRE 2400 (Revised) “Engagements to Review Financial Statements” 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

HKSRE 2400R 

Anything has come to the practitioner’s attention that causes the 

practitioner to believe that the financial statements are not 

prepared, in all material respects, in accordance with an identified 

financial reporting framework (negative assurance) [HKSRE 

2400.14(a)] 

 

through acceptance and continuance and planning 

 

Aim 

Way 

by certain review procedures 

 

Methods 

HKSRE 2410 HKSRS 4400 HKSRS 4410R 
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 Acceptance and continuance [HKSRE 2400.21, 36-37 (extracted)] 

 

 

 

 

 

 

 Planning 

 Understanding the entity and its environment [HKSRE 2400.45-46 (extracted)] 

 

 

 

 

 

 

 Materiality  

The practitioner shall determine materiality for the financial statements as a 

whole, and apply this materiality in designing the procedures and in 

evaluating the results obtained from those procedures [HKSRE 2400.43].  

The practitioner's judgment about what is material in relation to the financial 

statements as a whole is the same regardless of the level of assurance 

obtained by a practitioner as the basis for expressing the conclusion on the 

financial statements [HKSRE 2400.A73]. 

 

 

 

 

In obtaining sufficient appropriate evidence as the basis for a conclusion on the 

financial statements as a whole, the practitioner shall design and perform inquiry and 

analytical procedures:  

(a) to address all material items in the financial statements, including disclosures; and 

(b)  to focus on addressing areas in the financial statements where material 

misstatements are likely to arise. [HKSRE 2400.47] 

through acceptance and continuance, planning and execution 

 
Way 

Acceptance 

and 

continuance 

Complies with relevant ethical requirements 

Agree on the terms of the engagement 

R  Relevant industry and regulatory environment 

O  Objectives, strategies and business risks 

M  Measurement of financial performance 

A  Accounting policy selection and application 

N  Nature of the entity 

ROMAN 

by certain review procedures 

 

Methods 
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QP Module C  HKICPA 

Business Assurance  Module Preparation Seminar 

   

TTaakkyy  LLoo  
- 54 -           

 

Other specific procedures in HKSRE 2400: 

 Related parties 

 Remain alert for arrangements or information that may indicate the existence 

of related party relationships or transactions that management has not 

previously identified or disclosed to the practitioner [HKSRE 2400.50] 

 If the practitioner identifies significant transactions outside the entity's normal 

course of business in the course of performing the review, the practitioner 

shall inquire of management about: 

(a)  The nature of those transactions; 

(b)  Whether related parties could be involved; and 

(c)  The business rationale (or lack thereof) of those transactions [HKSRE 

2400.51]. 

 

 Fraud and non-compliance with laws or regulations 

 Communicate that matter to the appropriate level of senior management or 

those charged with governance as appropriate; 

 Request management's assessment of the effects, if any, on the financial 

statements; 

 Consider the effect, if any, of management's assessment of the effects of fraud 

or non-compliance with laws or regulations communicated to the practitioner 

on the practitioner's conclusion on the financial statements and on the 

practitioner's report; and 

 Determine whether there is a responsibility to report the occurrence or 

suspicion of fraud or illegal acts to a party outside the entity, [HKSRE 2400.52], 

although the practitioner's professional duty to maintain the confidentiality of 

client information may preclude such reporting, the practitioner's legal 

responsibilities may override the duty of confidentiality in some 

circumstances [HKSRE 2400.A92]. 
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 Going concern 

 Inquire of management about plans for future actions affecting the entity's 

ability to continue as a going concern and about the feasibility of those plans, 

and also whether management believes the outcome of those plans will 

improve the situation regarding the entity's ability to continue as a going 

concern; 

 Evaluate the results of those inquiries, to consider whether management's 

responses provide a sufficient basis to: 

 continue to present the financial statements on the going concern basis 

if the applicable financial reporting framework includes the assumption 

of an entity's continuance as a going concern; or 

 conclude whether the financial statements are materially misstated, or 

are otherwise misleading regarding the entity's ability to continue as a 

going concern; and 

 Consider management's responses in light of all relevant information of which 

the practitioner is aware as a result of the review [HKSRE 2400.54]. 
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 HKSRE 2410 “Review of Interim Financial Information Performed by the 

Independent Auditor of the Entity” 

Through performing the audit of the annual financial statements, the auditor obtains an 

understanding of the entity and its environment, including its internal control.  When 

the auditor is engaged to review the interim financial information, this understanding is 

updated through inquiries made in the course of the review, and assists the auditor in 

focusing the inquiries to be made and the analytical and other review procedures to be 

applied [HKSRE 2410.3 (extracted)]. 

 

However, if the review of interim financial information is performed by a practitioner 

who is not the auditor of the entity, then: [HKSRE 2410.3 (extracted)] 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Auditor of the entity auditing the 

annual financial statements 

HKSRE 2410 

Not auditor of the entity 

HKSRE 2400 

Anything has come to the practitioner’s attention that causes the 

practitioner to believe that the interim financial information is not 

prepared, in all material respects, in accordance with an applicable 

financial reporting framework (negative assurance)  

[HKSRE 2410.7] 

 

through acceptance and continuance, planning and execution 

 

Aim 

Way 

by certain review procedures 

 

Methods 
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 A review, in contrast to an audit, is not designed to obtain reasonable assurance 

that the interim financial information is free from material misstatement.  A 

review consists of making inquiries, primarily of persons responsible for financial 

and accounting matters, and applying analytical and other review procedures.  A 

review may bring significant matters affecting the interim financial information to 

the auditor’s attention, but it does not provide all of the evidence that would be 

required in an audit [HKSRE 2410.9].   

 

Therefore, a review ordinarily does not require tests of the accounting records 

through inspection, observation or confirmation which corroborate information 

obtained concerning significant accounting matters relating to the interim 

financial information [HKSRE 2410.20 (extracted)].   

 

 

 

 

 

 

 Acceptance and continuance [HKSRE 2410.4, 10 (extracted)] 

 

 

 

 

 

 

 Planning 

 Understanding the entity and its environment, including its internal control 

and fraud consideration [HKSRE 2410.12-14 (extracted)] 

 

The Entity and its environment 

 

 

 

 

 

 

 

 

through acceptance and continuance, planning and execution 

 
Way 

Acceptance 

and 

continuance 

Complies with relevant ethical requirements 

Agree on the terms of the engagement 

R  Relevant industry and regulatory environment 

O  Objectives, strategies and business risks 

M  Measurement of financial performance 

A  Accounting policy selection and application 

N  Nature of the entity 

ROMAN 
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Entity-level internal control 

 

 

 

 

 

 

Fraud consideration 

 

 

 

 

 

 

As required by HKSA 315, “Identifying and Assessing the Risks of Material 

Misstatement through Understanding the Entity and Its Environment”, the 

auditor who has audited the entity’s financial statements for one or more 

annual periods has obtained an understanding of the entity and its 

environment, including its internal control, as it relates to the preparation of 

annual financial information that was sufficient to conduct the audit.  In 

planning a review of interim financial information, the auditor updates this 

understanding [HKSRE 2410.13 (extracted)]. 

 

However, for a recently appointed auditor who has not yet performed an 

audit of the annual financial statements in accordance with HKSAs, he should 

obtain an understanding of the entity and its environment, including its 

internal control, as it relates to the preparation of both annual and interim 

financial information [HKSRE 2410.17]. 

 

 

 

 

 

 

 

 

 

 

CE  Control environment 

R  Risk assessment process  

I  Information system 

CA  Control activities relevant to audit 

M  Monitoring of controls 

CERICAM 

F  Fraud risk factors evaluation 

R  Relationship unusualness identified 

M  Management and those charged with 

governance 

 

FRM 
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 Materiality  

Although it is not emphasized in HKSRE 2410, materiality should also be set 

in order to give the negative assurance that anything has come to the 

auditor’s attention that causes the auditor to believe that the interim 

financial information is not prepared, in all material respects, in accordance 

with an applicable financial reporting framework. 

 

The auditor may designate an amount below which misstatements need not 

be aggregated, because the auditor expects that the aggregation of such 

amounts clearly would not have a material effect on the interim financial 

information [HKSRE 2410.33]. 

 

 Execution 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

If the auditor discovers potential adjustments to the interim financial 

information during the review, what should he do? [HKSRE 2410.29-32] 

 

Are the potential adjustments 

material? (e.g. exceeding the 

review materiality) 

Perform additional review 

procedures to enable to 

express a conclusion 

Do the amounts of potential adjustments 

exceed the threshold which misstatements 

need not be aggregated?  

Do the uncorrected misstatements, assessing individually 

and in the aggregate, require material adjustments?  

No further 

action  

Is the management willing to correct the 

interim financial information?  

Issue qualified / 

adverse review 

conclusion 

Yes No 

Yes No 

Yes 

No 

Yes 

No 
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 For example, if the auditor’s review procedures lead the auditor to question 

whether a significant sales transaction is recorded in accordance with the 

applicable financial reporting framework, the auditor performs additional 

procedures sufficient to resolve the auditor’s questions, such as discussing 

the terms of the transaction with senior marketing and accounting personnel, 

or reading the sales contract [HKSRE 2410.29 (extracted)]. 

 

 Additional considerations for the auditor’s responsibility relating to other 

information accompanying the interim financial information [HKSRE 2410.36-37] 

The logical flow is the same as HKSA 720 “The Auditor’s Responsibilities Relating 

to Other Information in Documents Containing Audited Financial Statements”: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Will the interim financial information 

be revised? 

Is the management willing to 

make such amendments? 

Is the management willing to 

make such amendments? 

No, amend the other 

information 
Yes 

No more 

action 

Modify the 

conclusion 

Yes No 

Communicate with 

management 

No 

Will the audit opinion still be issued? 

Include ‘Other Matter’ paragraph - Withhold the review report; or 

- Withdraw from the 

engagement 

Yes No 
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The practitioner should also obtain sufficient appropriate evidence to express the 

negative assurance report on the interim financial information primarily through inquiry 

and analytical procedures.  The review procedures should follow the detailed steps 

described in HKSRE 2400 above but change the wordings to ‘interim financial 

information’. 

 

 HKSRS 4400 “Engagements to Perform Agreed-Upon Procedures 

Regarding Financial Information” 

An engagement to perform agreed-upon procedures may involve the auditor in 

performing certain procedures concerning individual items of financial data (for 

example, accounts payable, accounts receivable, purchases from related parties and 

sales and profits of a segment of an entity), a financial statement (for example, a 

statement of financial position or even a complete set of financial statements [HKSRS 

4400.3].  The most common example in Hong Kong is to perform agreed-upon 

procedures on the sales of retail companies and to report the factual findings to the 

landlord to ascertain the amount of turnover rent. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

by certain review procedures 

 

Methods 

to carry out procedures of an audit nature to which the auditor and 

the entity and any appropriate third parties have agreed and to 

report on factual findings [HKSRS 4400.4] 

 

through acceptance and continuance and planning 

 

Aim 

Way 

by certain agreed-upon procedures 

 

Methods 
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 Acceptance and continuance [HKSRS 4400.7, 9 (extracted)] 

 

 

 

 

 

 

 Independence is not a requirement for agreed-upon procedures 

engagements; however, the terms or objectives of an engagement may 

require the auditor to comply with the independence requirements of the 

Code of Ethics for Professional Accountants.  Where the auditor is not 

independent, a statement to that effect would be made in the report of 

factual findings [HKSRS 4400.7 (extracted)]. 

 

 Planning 

The auditor should plan the work so that an effective engagement will be 

performed [HKSRS 4400.13].  However, in practice, the planning and execution 

phases of the agreed-upon procedures will be very near or even at the same time 

so HKSRS 4400 does not give out any more details in this respect. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

through acceptance and continuance and planning 

 
Way 

Acceptance 

and 

continuance 

Complies with relevant ethical requirements 

Agree on the terms of the engagement 

by certain agreed-upon procedures 

 

Methods 

I  Inquiry 

R  Recalculation  

AP  Analytical Procedures 

R  Reperformance 

O  Observation 

C  Confirmation 

I  Inspection 

I RAP 

ROCI! 

 

 

 

 

 
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(Source: HKSRS 4400 “Engagements to Perform Agreed-Upon Procedures Regarding Financial Information” Appendix 2) 



QP Module C  HKICPA 

Business Assurance  Module Preparation Seminar 

   

TTaakkyy  LLoo  
- 64 -           

 

 HKSRS 4410 (Revised) “Compilation Engagements” 

This HKSRS deals with the practitioner’s responsibilities when engaged to assist 

management with the preparation and presentation of historical financial information 

or other financial information such as pro forma or prospective financial information 

[HKSRS 4410R.A3 (extracted)], without obtaining any assurance on that information, and 

to report on the engagement in accordance with this HKSRS [HKSRS 4410R.1]. 

 

Since a compilation engagement is not an assurance engagement, a compilation 

engagement does not require the practitioner to verify the accuracy or completeness of 

the information provided by management for the compilation, or otherwise to gather 

evidence to express an audit opinion or a review conclusion on the preparation of the 

financial information [HKSRS 4410R.6].  Also, management retains responsibility for the 

selection and application of appropriate accounting policies and developing reasonable 

accounting estimates [HKSRS 4410R.7 (extracted)]. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

to apply accounting and financial reporting expertise to assist 

management in the preparation and presentation of financial 

information in accordance with an applicable financial reporting 

framework based on information provided by management and to 

report in accordance with the requirements of this HKSRS [HKSRS 

4410R.16] 

 

through acceptance and continuance and planning 

 

Aim 

Way 

by certain compilation procedures 

 

Methods 
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 Acceptance and continuance [HKSRS 4400.7, 9 (extracted)] 

 

 

 

 

 

 

 

 Section 290 “Independence - Audit and Review Engagements and Section 

291 “Independence - Other Assurance Engagements” in Part B of the Code 

do not apply to compilation engagements [HKSRS 4410R.A21 (extracted)]. 

 

 Professional judgment is necessary, in particular, when the engagement 

involves assisting management of the entity regarding decisions about: 

 

 the acceptability of the financial reporting framework; and 

 Selection of appropriate accounting policies under that framework, 

development of accounting estimates and preparation and 

presentation of financial information [HKSRS 4410R.A22 (extracted)]. 

 

 Planning 

The practitioner shall obtain an understanding of the following matters sufficient 

to be able to perform the compilation engagement:  

(a)  The entity’s business and operations, including the entity’s accounting 

system and accounting records; and 

(b)  The applicable financial reporting framework, including its application in the 

entity’s industry [HKSRS 4410R.28]. 

 

 

 

 

 

 

through acceptance and continuance and planning 

 
Way 

Acceptance 

and 

continuance 

Complies with relevant ethical requirements 

Agree on the terms of the engagement 

Exercise professional judgment 
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 Compile the financial information using the records, documents, explanations and 

other information, including significant judgments, provided by management; 

 

 Discuss with management, or those charged with governance as appropriate, 

those significant judgments, for which the practitioner has provided assistance in 

the course of compiling the financial information; and 

 

 Read the compiled financial information in light of the practitioner’s 

understanding of the entity’s business and operations, and of the applicable 

financial reporting framework [HKSRS 4410R.29-31 (extracted)]. 

 

 The practitioner shall propose the appropriate amendments to management when 

[HKSRS 4410R.34 (extracted)]: 

 

 

 

 

 

 

 

 

IF management declines, or does not permit the practitioner to make the 

proposed amendments to the compiled financial information, the practitioner 

shall withdraw from the engagement and inform management and those charged 

with governance of the reasons for withdrawing [HKSRS 4410R.35]. 

 

 

 

 

 

 

 

 

by certain compilation procedures 

 

Methods 

The compiled financial 

information does not adequately 

refer to or describe the 

applicable financial reporting 

framework 

Amendments to the compiled 

financial information are required 

The compiled financial information 

is otherwise misleading 
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(Source: HKSRS 4410 (Revised) “Compilation Engagements” Appendix 2) 

 

 

 


