WHY AUDIT FAILS??
             The shift toward multinational corporations has exposed the auditor to many risks not found on domestic audits, including foreign currency issues, international political risks, international economic risks, greater information asymmetry, and greater complexity. As the client base of the large accounting firms becomes more multinational, it is important to understand whether multinational risk factors are associated with “audit failures.”  Some audit failures are due to the professional negligence of the auditor, while others are due to the failure of auditing techniques themselves. For example it is alleged that New Century Financial Corporation, which is the second largest US supreme lender failed as a result of professional negligence of KPMG, one of the big four audit firms, in its audit of the company.

 From the various study of audit failure several arguments were made concerning audit failures which are mentioned below:
THE MOST COMMON PROBLEM, IN 80% of the cases, was the auditor’s failure to gather sufficient audit evidence. Many of the cases involved inadequate evidence in areas such as asset valuation, asset ownership and management representations.

AUDIT PROGRAM DESIGN IS A PROBLEM CITED in 44% of the cases. Auditors failed to properly assess inherent risk and adjust the audit program accordingly. The best way for a firm to remedy such deficiencies is to promote more involvement by audit firm executives—partners and managers—in planning the engagement. 

AUDITORS CAN LEARN HOW TO BETTER DETECT financial statement fraud by understanding the mistakes others made. Complex financial instruments, problems appear to be the primary causes of audit failure which lead to fraudulently misstated financial statements.
AUDIT FAILURE FOR LACK OF CORPORATE GOVERNANCE?
             When corporations fail the blame is often laid at the door of the auditors when, in fact, the real problems rest with management. Directors are responsible for the governance of their companies. The shareholders’ role in governance is to appoint the directors and the auditors. In addition, shareholders can satisfy themselves that an appropriate governance structure is in place by asking the appropriate questions at annual general meetings. 

             The responsibilities of the board of directors include setting the company’s strategic aims, providing the leadership to put them into effect, supervising the management of the business and reporting to shareholders on their stewardship. The concept of corporate governance has grown in prominence in recent times as a result of the increasing involvement and interest of stakeholders other than shareholders.
COMMON PROBLEMS FOR AUDIT FAILURE
1) Professional Skepticism: When planning a financial statement audit, auditors design procedures to provide reasonable assurance of detecting possible material misstatements. In performing such procedures, the audit team must always bear in mind that although most misstatements are the result of unintentional mistakes (errors), they occasionally result from employee embezzlement or deliberate management manipulation (irregularities) or from the commission of an illegal act. Accordingly, auditors must ensure that audits are conducted with an attitude of skepticism. 
2) The flaw of accounting system

The financial embezzlement in company didn’t violate to accounting system, but manipulated financial data according to accounting system. Which is the major cause of audit failure?

3) The flaw of audit model

Modern audit models contain system-based and risk-based audit model. System-based audit is based on internal control system. This change of audit model is an important revolution in audit history. It changes not only ways of audit, but traditional audit concept, which leads to disorder of audit conception. 
4) Lack of high audit level
Audit is a course that needs a great deal of professional judgment. Professional judgment depends on rich work experience. Unless the audit quality control is very effective, it can’t live up to high quality audit
5) The independence of auditor is not enough

The independence is the key to ensure audit quality, and makes public believe accounting firm. However, the independence of audit is endangered by “Profit”. There are all kinds of relationships between auditors and listed companies, which threatened

Independence.

The other common problem—alleged in 80% of the cases—is that the auditor’s failure to gather sufficient evidence. In some instances, this failure is pervasive throughout the engagement; in other instances the allegations were more specific. For example, many of the cases involved inadequate evidence in the areas of 
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Asset ownership:  The auditor did not obtain evidence to indicate the company owned certain assets. 
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Management representations: The auditor did not corroborate management responses to inquiries. 
Some cases involved the auditor’s failure to examine relevant supporting documents or failure to perform steps listed in the audit program. Overall, this failure contributed to management’s success in overstating assets, the most common fraud technique. 

Due professional care:  The auditors failed to exercise due professional care in most of the enforcement cases and to maintain an attitude of professional skepticism in similar cases. In general, this failure on the auditors’ part can be found throughout the sanctioned audit engagements. 

Audit program design: Planning the audit engagement is crucial to its success. Deficiencies in audit planning were cited in 44% of the cases. Specifically, the auditor failed to a) properly assess inherent risk and adjust the audit program accordingly. b) Recognize the heightened risk associated with non-routine transactions. 

Audit evidence: Another common deficiency, present in most cases, involved over reliance on inquiry as a form of audit evidence. The agency cited auditors for failing to corroborate management’s explanations or to challenge explanations that were inconsistent or refuted by other evidence the auditor had already gathered. 

Accounts receivable: The numerous deficiencies are found in confirming accounts receivable. These deficiencies include:

a) Failure to confirm enough receivables. 
b) Failure to perform alternative procedures when confirmations were not returned or were returned with material exceptions. 
c) Problems with sending and receiving confirmation requests (failing to corroborate confirmations received via fax or allowing the client to mail confirmation requests). 

Related parties: Another common problem (in 27% of cases) was the auditor’s failure to recognize or disclose transactions with related parties. The auditor was either unaware of the related party or appeared to cooperate in the client’s decision to conceal a transaction 
AUDIT METHODS AND TECHNIQUES
The audit is compromised of both a financial audit and compliance audit.
I. Financial and Compliance Audit
A. Financial auditing basically consists of a systematic examination and evaluation of the financial systems, transactions, and accounts of an organization, in order to offer an opinion on the “fairness” or reliability of its financial statements.
B. The compliance aspect of auditing is to ensure that an organization is following the laws and ordinances that govern the handling of its general finances, such as those pertaining to tax levies, spending, investing, and borrowing. A compliance audit can also focus primarily on regulations that apply to specified funds, such as intergovernmental grants.

II. Conducting the Audit (In Line With Standards)

A. The first step in conducting the audit begins with a definite audit plan.
 This involves the audit team familiarizing themselves with the Auditor’s operations through review of the permanent file maintained at the district headquarters. Such files include prior working papers, audit reports, newspaper clippings, etc. After completing this review, the field supervisor plans the audit and prepares a detailed set of instructions for the staff.
B. Study and Evaluation of Internal Control
          The primary objectives for the auditor to establish such a system are to (a) prevent fraud and waste; (b) ensure accuracy of the accounting and other operating data;
(c) Promote adherence to stated policies; (d) further the efficiency of operations; and (e) ensure conformance with applicable laws. 
           There are certain validating procedures and auditing techniques that are not meant to be all inclusive, but will assist in complying with auditing standards.

1. Determine the accuracy of arithmetical calculations by Recompilation
2. Verification of entries in booked of record by examining the original documentation upon which they are based. (Vouching)

3. Reconciliation and account analysis.

4. Confirmation

5. Scanning and review.

6. Physical examination and count.

RECONCILIATION:
The technique of reconciliation is basic to all auditing but it is even more basic to

Management accountability. Reconciliations, whether of bank accounts. Daily receipts, expenditures or inventories should be a routine part of management’s system of control and accountability for the purpose of preventing or detecting errors. 
ACCOUNT ANALYSIS:

Account analysis means to break down and summarize the details of an account in a way that is meaningful for the intended purpose. There are two basic types of account analysis. One is an analysis of the activity, and the other is an analysis of the composition of the balance in which the major items or categories of items are identified.

PHYSICAL INSPECTION:

Physical inspection of the items represented in the accounts is a significant validation procedure. Although often time consuming, an accurate identification of the items being inspected is sometimes difficult, there is no better way to substantiate an account balance. Also, physical inspection is an accountability procedure, and should be employed by management with the State Examiner participating of observing.
CLIENT-AUDITOR RELATIONSHIP 
              Several arguments were made concerning audit tenure. These arguments alleged that long-term relationships between the auditor and the client lead to the following problems
1) Auditors may grow too close to the client’s management causing the auditor to identify with management’s problems and lose professional skepticism.
2) Auditors may view the examination as a repeat of earlier engagements with the same clients. This may cause the auditor to anticipate results rather than evaluating important changes in client circumstances.
3) Auditors may be tempted to smooth over problem areas in order to retain the engagement. Pleasing the client’s management may become the auditor’s priority, rather than following the professional standards.

CONCLUSION

           With each new fraud and “audit failure” divulged in the financial press, more pointed questions are being raised about audit quality. In India, we are yet to see class action suits and other litigation against auditors. “What happened in Satyam was more to do with the failure of the auditing process, failure of corporate governance process. India has good auditing standards, India follows global auditing standards and it has done well. However, this does not mean that every thing is hunky dory in India. It is not unusual for auditors to take a lenient view on non-compliance of accounting rules by companies. As a result, implementation of auditing standards in India is poor.

           While the auditing profession should certainly educate the public about its proper role and try to close the expectation gap, it should at the same time put its own house in order and root out the negligence and conflicts of interests which lead to audit failures. 
The following solutions can be highlighted in overcoming audit failures which are as follows:

1. Choose and draw up foundation of accounting norm accurately
2. Ensure the independence of audit
3. Enhance supervision of accounting firm
4. Strengthen the training to Auditors
          Thus the responsibility for appointing auditors should be handed back to shareholders, that auditors should be rotated every three years, and that a limit be put on the proportion of the auditor’s income from a single client who will help in overcoming these problems. Nonetheless, the problem cannot be overcome until and unless the individual members of the profession take the challenge of improving the integrity and the ethical standard of the profession.
PAGE  
5
RAVI JAISWAL


