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The Singapore Standard on Auditing SSA 28 “Initial Engagements Opening Balances” was approved by the Council of the Institute of Certified Public Accountants of Singapore in September 1996.

Auditors are required to comply with the auditing standards contained in this SSA in respect of audits of financial statements for periods beginning on or after 1 January 1997.

SSA 510 supersedes SSA 28 of the same title in June 2004. No substantive changes have been made to the original approved text and all cross references have been updated, as appropriate.

This revised SSA 510 supersedes the SSA of the same title in June 2005.

The Audit Risk Standards, comprising SSA 315 “Understanding the Entity and Its Environment and Assessing the Risks of Material Misstatement”, SSA 330 “The Auditor’s Procedures in Response to Assessed Risks” and SSA 500 (Revised) “Audit Evidence” gave rise to conforming amendments in this SSA. These amendments are effective for audits of financial statements for periods beginning on or after 15 December 2004.

Singapore Standards on Auditing (SSAs) are to be applied in the audit of financial statements. SSAs are also to be applied, adapted as necessary, to the audit of other information and to related services. 

SSAs contain the basic principles and essential procedures (identified in bold type black lettering) together with related guidance in the form of explanatory and other material. The basic principles and essential procedures are to be interpreted in the context of the explanatory and other material that provide guidance for their application. 

To understand and apply the basic principles and essential procedures together with the related guidance, it is necessary to consider the whole text of the SSA including explanatory and other material contained in the SSA not just that text which is black lettered. 

In exceptional circumstances, an auditor may judge it necessary to depart from an SSA in order to more effectively achieve the objective of an audit. When such a situation arises, the auditor should be prepared to justify the departure. 

SSAs need only be applied to material matters.

	The Public Sector Perspective (PSP) issued is set out at the end of an SSA.  Where no PSP is added, the SSA is applicable in all material respects to the public sector.
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Initial Engagements – Opening Balances

Foreword

i.
This Standard is based on International Standard on Auditing 510, with such amendments as were considered appropriate for local adoption.

ii.
The amendments are as follows:

Paragraph 7

“Code of Ethics for Professional Accountants issued by the International Federations of Accountants”

is replaced by:

“Code of Professional Conduct and Ethics issued by the Institute of Certified Public Accountants of Singapore.”

Paragraph 11(a)

the last phrase:

“… the financial statements give a true and fair view of (or ‘present fairly, in all material respects,) the financial position of … as at December 31, 19X2 and the results of its operations and its cash flow for the year then ended in accordance with …”

is replaced by:

“…”

Paragraph 11(c)

The last sentence:

“In our opinion, the balance sheet gives a true and fair view of (or ‘present fairly, in all material respects’,) the financial position of the Company as at December 31, 19X2, in accordance with …”
is replaced by:

“In our opinion,

(a)
the balance sheet is properly drawn up in accordance with the provisions of the Companies Act, and Financial Reporting Standards and so as to give the true and fair view of:

(i)
the state of affairs of the company as at … (date) and its cash flows for the hear then ended; and
(ii)
…”

Introduction

1.
The purpose of this Singapore Standard on Auditing (SSA) is to establish standards and provide guidance regarding opening balances when the financial statements are audited for the first time or when the financial statements for the prior period were audited by another auditor.  This SSA would also be considered so the auditor may become aware of contingencies and commitments existing at the beginning of the period.  This SSA does not address the audit and reporting requirements regarding comparatives.

2.
For initial audit engagements, the auditor should obtain sufficient appropriate audit evidence that:

(a)
The opening balances do not contain misstatements that materially affect the current period’s financial statements;

(b)
The prior period’s closing balances have been correctly brought forward to the current period or, when appropriate, have been restated; and

(c)
Appropriate accounting policies are consistently applied or changes in accounting policies have been properly accounted for and adequately presented and disclosed.

3.
“Opening balances” means those account balances which exist at the beginning of the period.  Opening balances are based upon the closing balances of the prior period and reflect the effects of:

(a)
Transactions of prior periods; and

(b)
Accounting policies applied in the prior period.

In an initial audit engagement, the auditor will not have previously obtained audit evidence supporting such opening balances.

Audit Procedures

4.
The sufficiency and appropriateness of the audit evidence the auditor will need to obtain regarding opening balances depends on such matters as:

· The accounting policies followed by the entity.

· Whether the prior period’s financial statements were audited, and if so whether the auditor’s report was modified.

· The nature of the accounts and the risk of material misstatement in the current period’s financial statements.

· The materiality of the opening balances relative to the current period’s financial statements.

5.
The auditor will need to consider whether opening balances reflect the application of appropriate accounting policies and that those policies are consistently applied in the current period’s financial statements.  When there are any changes in the accounting policies or application thereof, the auditor would consider whether they are appropriate and properly accounted for and adequately presented and disclosed.

6.
When the prior period’s financial statements were audited by another auditor, the current auditor may be able to obtain sufficient appropriate audit evidence regarding opening balances by reviewing the predecessor auditor’s working papers.  In these circumstances, the current auditor would also consider the professional competence and independence of the predecessor auditor. If the prior period’s auditor’s report was modified, the auditor would pay particular attention in the current period to the matter which resulted in the modification.

7.
Prior to communicating with the predecessor auditor, the current auditor will need to consider the Code of Professional Conduct and Ethics issued by the Institute of Certified Public Accountants of Singapore.

8.
When the prior period’s financial statements were not audited or when the auditor is not able to be satisfied by using the audit procedures described in paragraph 6, the auditor will need to perform other audit procedures such as those discussed in paragraph 9 and 10.

9.
For current assets and liabilities some audit evidence can ordinarily be obtained as part of the current period’s audit procedures.  For example, the collection (payment) of opening accounts receivable (accounts payable) during the current period will provide some audit evidence of their existence, rights and obligations, completeness and valuation at the beginning of the period. In the case of inventories, however, it is more difficult for the auditor to be satisfied as to inventory on hand at the beginning of the period.  Therefore, additional audit procedures are ordinarily necessary such as observing a current physical inventory taking and reconciling it back to the opening inventory quantities, performing audit procedures on the valuation of the opening inventory items, and performing audit procedures on gross profit and cutoff.  A combination of these audit procedures may provide sufficient appropriate audit evidence.

10.
For noncurrent assets and liabilities, such as fixed assets, investments and long-term debt, the auditor will ordinarily examine the accounting records and other information underlying the opening balances.  In certain cases, the auditor may be able to obtain confirmation of opening balances with third parties, for example, for long-term debt and investments.  In other cases, the auditor may need to carry out additional audit procedures.

Audit Conclusions and Reporting

11.
If, after performing audit procedures including those set out above, the auditor is unable to obtain sufficient appropriate audit evidence concerning opening balances, the auditor’s report should include:

(a)
A qualified opinion, for example:
“We did not observe the counting of the physical inventory stated at XXX as at December 31, 19X1, since that date was prior to our appointment as auditors.  We were unable to satisfy ourselves as to the inventory quantities at that date by other audit procedures.

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be necessary had we been able to observe the counting of physical inventory and satisfy ourselves as to the opening balance of inventory …

(b)
A disclaimer of opinion; or

(c)
In those jurisdictions were it is permitted, an opinion which is qualified or disclaimed regarding the results of operations and unqualified regarding financial position, for example:

“We did not observe the counting of the physical inventory stated at XXX as at December 31, 19X1, since that date was prior to our appointment as auditors.  We were unable to satisfy ourselves as to the inventory quantities at that date by other audit procedures.

Because of the significance of the above matter in relation to the results of the Company’s operations for the year to December 31, 19X2, we are not in a position to, and do not, express an opinion on the results of its operations and its cash flows for the year then ended.

In our opinion, 

(a)
the balance sheet is properly drawn up in accordance with the provision of the Companies Act, Cap. 50 and Financial Reporting Standards and so as to give a true and fair view of:

(i)
the state of affairs of the company as at ________ and its cash flows for the year then ended; and

(ii)
…”

12.
If the opening balances contain misstatements which could materially affect the current period’s financial statements, the auditor would inform management and, after having obtained management’s authorization, the predecessor auditor, if any. If the effect of the misstatement is not properly accounted for and adequately presented and disclosed, the auditor should express a qualified opinion or an adverse opinion, as appropriate.
13.
If the current period’s accounting policies have not been consistently applied in relation to opening balances and if the change has not been properly accounted for and adequately presented and disclosed, the auditor should express a qualified opinion or an adverse opinion as appropriate.

14.
If the entity’s prior period auditor’s report was modified, the auditor would consider the effect thereof on the current period’s financial statements.  For example, if there was a scope limitation, such as one due to the inability to determine opening inventory in the prior period, the auditor may not need to qualify or disclaim the current period’s audit opinion.  However, if a modification regarding the prior period’s financial statements remains relevant and material to the current period’s financial statements, the auditor should modify the current auditor’s report accordingly.

