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Dear Colleagues:
8.
Enclosed is Update #41 to the CICA Professional Engagement Manual. 9.
This important update contains: 9 10. y

¢ Significant improvements to the existing planning and risk
assessment forms; and

e  Two new sets of audit forms: one for smaller audits and one for audits of not-
for-profit entities.

These improvements are in response to the valued feedback received from our

subscribers. In summary, the forms:

* Provide an objective and more explicit guidance on the specific requirements of
the audit standards; and

¢ Are simplified, where possible, to make them easier to understand and complete.

Canadian Auditing Standards (CASs)

The forms in this update refer to the decision of the Auditing and Assurance
Standards Board (AASB) to adopt the clarified International Auditing Standards
and name them Canadian Auditing Standards (CASs). Where there is no difference
between the requirements of approved CASs and existing CICA Handbook —
Assurance standards, the PEM forms will begin to refer to (or quote) the relevant
CASs.

The full text of the CASs approved by the AASB are now included in the CICA
Handbook — Assurance in a separate section. The standards will become fully effective
for audits of financial statements for periods beginning on or after December 15,
2009. Where the new standards differ from existing ones, auditors may choose

to implement aspects of the CASs before their effective date, provided that those
auditors still comply with all of the standards currently in effect.
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IMPORTANT NOTICE

Section 1535 — Capital Disclosures

The recent amendments to Section 1535 — Capital Disclosures of the CICA
Handbook - Accounting have not been addressed in this update. Firms are
encouraged to read the revised section and ensure the requirements are
incorporated into their audit plans.

CA Alert — Update on Financial Reporting Standards for Private Enterprises

The Accounting Standards Board (AcSB) has decided that private enterprises
will not be required to apply the current financial instruments standards. For
more details, read the CA Alert at:

www.cica.ca/4/6/6/8/1/index1.shtml.

Visit the PEM Home Page

For a PDF of this highlights letter and other resources, visit the PEM home
page at: www.knotia.ca/updates/pem.

Highlights of this update include:

Condensed Forms for Smaller Audits

Alternative (condensed) forms have been developed for smaller audits. They set
out the form’s objective, the relevant Handbook requirements, and some “consider
points”.

These condensed forms are designed to provide more flexibility for tailoring the
auditor’s responses to the particular client’s circumstances. If there is uncertainty
as to what should be documented or what is required by a condensed form,
users are encouraged to refer to the full version of the form (which has the same
form number but without the small “c” after the form number) and to the CICA
Handbook — Assurance.

The new condensed forms contained in this update are:

400c Overall audit strategy

402c Audit team discussion meeting

510c Identifying risks through understanding the entity
520c Risk Assessment — Business/operating

522¢ Risk Assessment — Fraud

530c Entity level controls — Design/implementation
532c General IT controls — Design/implementation
568¢ Control design— [Blank]

570c Control design— F/S preparation

572c Control design— Payroll

574c¢ Control design— Revenues, receivables and receipts
578c Control design — Purchases, payables, payments

The Control design forms (570-578) set out some typical risks of material
misstatement that should be addressed in the audit either by substantive tests or
through tests of control. They also provide space to record relevant internal control
procedures by assertion.



Professional Engagement Manual

Not-for-profit Audit Forms

Not-for-profit (NFP) forms have been developed to address the specific audit risks
and requirements for a not-for-profit entity. The NFP form numbers parallel those
used for the regular audit. Some condensed NFP forms have also been developed.

The NFP forms contained in this update are:

NFP 510
NFP 574

NFP 578

NFP C.100

NFP MM.100

NFP TT.100

NFP 705
NFP 805

Condensed

NFP 510c
NFP 574c
NFP 578c

Identifying risks through understanding the entity

Control design matrix — NFP Revenues, receivables and
receipts

Control design matrix — NFP Purchases, payables, pay-
ments

Accounts, contributions and pledges receivable — Audit
procedures

Deferred contributions — Audit procedures

Net assets (surplus, fund balance) for not-for-profit organi-
zations — Audit procedures

Revenues — Audit procedures

Presentation and disclosure checklist

Identifying risks through understanding the entity
Control design— NFP Revenues, receivables and receipts

Control design— NFP Purchases, payables, payments

Revised Audit Forms

A number of the planning and risk assessment audit forms have been revised to
provide more guidance on what is required and to make the forms more user
friendly. Some of the form changes are outlined below:

400 Overall Audit Strategy This form has been reorganized and
simplified.
402 Audit team discussions ~ This form has been reorganized and
simplified.
510 Identifying risks This form was formerly called “Under-
through understanding  standing the entity”. It now provides a
the entity listing of possible risk factors for each area

of understanding, including the required
understanding of internal control.
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520

522

530

532

534

568-578

626

Risk assessment — Busi-
ness/operating

Risk assessment —
Fraud

Entity level controls —
Design/implementation

General IT controls —
Design/implementation

Control documentation
and implementation

Control design matrices

Worksheet — Going
concern

This form was formerly called “Risk reg-
ister — business operating”. The purpose

of this form is to record and assess all the
identified business risks in a single place.
This avoids duplication of risks throughout
the working paper file, which facilitates

the manager/partner review. The form has
also been redesigned to include an extra
column to record residual risk (the combi-
nation of inherent and control risks).

Formerly called “Risk register — Fraud”,
this form is very similar to Form 520 but
should always be kept separate from
business risks. If fraud risks are mingled
with other business risks, the fraud risk
assessment could miss indicators of
potential fraud such as patterns, oddities
or exceptions.

This form has been completely rede-
signed to provide details of specific entity
level risks and a list of possible controls
that would mitigate such risks. In addi-
tion, the form now addresses fraud risk.

This form has also been redesigned to
provide details of general IT risks and
a listing of possible controls that would
mitigate such risks.

This form has been completely revised to
reflect a “top down” approach to control
evaluation as opposed to the traditional
“bottom up” approach. Instead of start-

ing by documenting the system and then
identifying the relevant controls, this form
assumes that relevant controls have already
been identified (such as through discussion
with management) and that only the opera-
tion/implementation of relevant controls
needs to be documented/evaluated.

These forms have been simplified.

The questions have been reorganized and
the form simplified.

Managing the Transition to the New Audit Forms
The following provides some tips for managing the transition to the use of the new

forms.

Previously Completed Audit Forms
Note that where audit forms have been completed prior to this update, they may
still be used to carry forward to future periods. It is not necessary to copy the
information to the new version of the corresponding form. However, it is highly
recommended that newer versions of the forms be used for new engagements or
where the previous form will need extensive updating in any event.



Professional Engagement Manual

Use of the Condensed Audit Forms
The use of the condensed forms is optional.

To avoid potential misunderstanding and unnecessary engagement risk, firms may

wish to restrict the use of the condensed forms to specific situations where one or

more of the following characteristics are present:

® Uncomplicated operations;

e Few employees;

* Few sources of income and limited operating activities;

* Simple business processes and accounting systems, assuming they are
appropriate for the size of the entity;

®  Ownership is concentrated in a small number of individuals, one or more of
whom is actively involved in managing the business on a day-to-day basis;

* Management (owners) have a good attitude toward control as evidenced by
their active involvement in managing most aspects of operations; and

e Total audit hours required are less than a specified number, say 50.

Documentation Requirements

When using condensed forms, remember that the documentation requirements with
respect to audit risk are quite extensive and prescriptive. For example, CAS 315.33
(HB 5141.123) requires documentation of each of the aspects of understanding of
the entity and its environment (as specified in CAS 315.11 or HB 5141.020) and each
of the internal control components (as specified in CAS 315.14-23 or HB 5141.043).

It also requires documentation of the sources of information from which the
understanding was obtained and the risk assessment procedures performed.

We Welcome Your Comments

We hope that the PEM continues to meet your practice needs. We appreciate hearing
from our subscribers and will continue to respond to your valued comments and
suggestions. Please send your comments to my attention by mail, e-mail
bryan.walker@cica.ca or fax (416) 204-3414.

Yours very truly,

/2N

Bryan Walker, CA
Director, Practitioner Support and Assurance Services
Member Services
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Order Form

NEW! PEM—CICA Electronic PEM Templates

Exclusively available to current PEM Subscribers!
Electronic Word or Excel Templates — available only on Knotia or on DVD, this
valuable package includes either a Word or Excel template for each of the checklists,

forms and letters that are included in Update #41 of the PEM.

These templates allow users to both customize the checklists, forms and letters
to meet the needs of individual engagements, as well as complete them on a PC.

PEM—CICA Electronic PEM Templates

DVD Annual subscription @ $150.00 #46610 *0
Knotia Internet subscription @ $150.00 #56610612
Subtotal
Taxable total

... plus 5% GST/HST on Taxable total
*Ontario residents add 8% PST on Taxable total

*Residents of New Brunswick, Nova Scotia and
Newfoundland add 8% HST on Taxable total

0Quebec residents add 7.5% QST on (Taxable total plus GST)

TOTAL

RETURN TO:  The Canadian Institute of Chartered Accountants
Order Department
H: 277 Wellington Street West

Toronto, Ontario M5V 3H2
C A Telephone: (416) 977-0748 (Toronto)
1-800-268-3793 (rest of Canada)
Fax: (416) 204-3416
Internet: www.knotia.ca/store/pemforms08

Name For quantity discounts contact Marcia Hamilton at (416) 204-3364.
Business

NO RISK GUARANTEE — If you are not completely satisfied with
Business Address this publication, you may return your order to the CICA within 30
days of receipt to receive a full refund.

City
Province Postal Code PRIVACY CONSENT
In placing this order | consent to CICA collecting and using the
Telephone ( ) Fax( ) above information and disclosing it to other third party providers
Business E-mail for the purpose of: ) )
(1) providing me with the service for which | have contracted;
. . (2) providing me with information as to products and services
CHECK ONE: O Payment enclosed [ Bill me which CICA feels may be of interest to me.
0 VISA U MasterCard Please check [ if you do not wish to receive future promotional
Card Number information on products or services that the CICA believes may
. be of interest to you. Should you have any questions on the col-
Expiry Date lection, use and disclosure of your information, please view the
Cardholder Name CICA’s privacy policy at www.cica.ca

A 1312
Signature

QST #1010544323 TQ 0001 SS  05/2008

GST/HST #106861578
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VOLUME |

Remove Old Pages Insert New Pages

Table of Contents

TOC-xxi to TOC-xxiv TOC-xxi to TOC-xxv

Introduction

Intro.1-1 to Intro.1-2 Intro.1-1 to Intro.1-2

Chapter 2 — Risk and Internal Control

ARSI 2A.3-1

Chapter 8 — Performing a Review Engagement

8A.2-1 to 8A.2-2 8A.2-1to 8A.2-2

VOLUME II

Table of Contents

TOC-xxi to TOC-xxiv TOC-xxi to TOC-xxv

Practice Aids — Audit Forms

001 001

Practice Aids — Audit Forms — 300 - 399 Completion Documents

Form 330 Form 330

Practice Aids — Audit Forms — 400 - 499 Planning

Form 400 Form 400
Form 402 Form 402
Form 403 Form 403
Form 404 Form 404
Form 450 Form 450
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Remove Old Pages

Insert New Pages

Practice Aids — Audit Forms — 500 - 599 Risk Assessment

Form 500
Form 504
Form 510
Form 520
Form 522

Form 530
Form 532
Form 534
Form 535
Form 568
Form 570
Form 572
Form 574
Form 578
Form 580
Form 590

Form 606
Form 626
Form 690

Form B.115
Form N.100

Practice Aids — Audit Forms — AA-ZZ Audit

Form CC.100

Form 500
Form 504
Form 510
Form 520
Form 522
Form 528
Form 530
Form 532
Form 534
Form 535
Form 568
Form 570
Form 572
Form 574
Form 578
Form 580
Form 590

Practice Aids — Audit Forms — 600 - 699 Response to Assessed Risks

Form 606
Form 626
Form 690

Practice Aids — Audit Forms — A - Z Audit Plans and Procedures — Assets

Form B.115
Form N.100

Plans and Procedures — Liabilities and Equity

Form CC.100

Practice Aids — Condensed Audit Forms

Insert tab: Condensed
Form 001c
Form 400c
Form 402c
Form 510c
Form 520c
Form 522¢
Form 530c
Form 532¢
Form 568¢
Form 570c
Form 572¢
Form 574c¢
Form 578¢
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Insert New Pages

Practice Aids — Not-for-Profit Audit Forms

Form 400C
Form 403C
Form 404C
Form 520C
Form 522C
Form 526C
Form 530C

Form 535C
Form 574C
Form 705C

Form 001
Form 310
Form 315
Form 320
Form 330
Form 360
Form 380
Form 405
Form 410
Form 514
Form 626
Form 662
Form B.115
Form FF.110

Release Sheet
Highlights Letter
Filing Instructions

Update #40 Contents Checklist

Practice Aids —

Filing Instructions

Contents Checklist

Insert tab: Not-for-profit
Form NFP 001
Form NFP 510
Form NFP 574
Form NFP 578

Form NFP C.100
Form NFP MM.100
Form NFP TT.100
Form NFP 705
Form NFP 805
Form NFP 510c¢
Form NFP 574c
Form NFP 578¢

Practice Aids — Sample Completed Forms (Audit)

Insert tab: Examples
Form 400ex
Form 403ex
Form 404ex
Form 520ex
Form 522ex
Form 526ex
Form 530ex
Form 532ex
Form 534ex
Form 535ex
Form 705ex

Form 574c-ex

Review Forms

Form 001
Form 310
Form 315
Form 320
Form 330
Form 345
Form 380
Form 405
Form 410
Form 504
Form 626
Form 662
Form B.115
Form FE.110

Release Sheet
Highlights Letter
Filing Instructions

Update #41 Contents Checklist









