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19_h4ptel I
lntnocluction to Auditrng

i . i i ,  r .r r iL i{AL i)t j i t  POSE FIN A NCIAL STATEM ENTS

I i inanci : r l  St : r tements inc lude the fo l lo* ing:

(o) Profit .& Lns.r ,4ccount: Wlrich inil icates prolit earned or loss incurred ..Jrrring ;r

parlicular f inancial year. T-r v) Yn<r..6{' l  (! ' ,.t Lr;. o [.,r ' .,," rl 1 f. l i .,; '  p .

(h) Bulance Slrcet: Wlrich sho*,s position of assets &liabil it ies at a particular date- -it i . y ldi i i

(c) Cash flow & Jimds Jtow Stotement' Which slrorvs rnovenlent of cash/ funils ,:r.iiiffg" l' 
''t t-,t';{ 

,.,
pa r l i c r r l a r  l l r t anc ia l ; ea r (Howeve r l l t c sc  a rc  no l  O t "n " t "O , l ] , r ; f  l e r r t i t l es )  ' " ; \  

. .

(d)  Notes to uc( 'out , ls : i .c .  Disc losures or  ex l l la t la tory l lo tes. f  r "  r I r '  '  '  
\ r  

' '  i  \  I

i :, .',i.
s f  : l t , ' : " r  l n t S

i lnR.,  E C C1

{ !nancia l, Owner

Managemenl

q. For evaluatirtg p-erfttrnnnce ol- business

I-A. For evaluatin g profitthili4' of business.

: . For evaluating their ow_n perfcrrtttancc.

,  .  For making decisi tnrs,  
l r . ,  

' ,  , , r , ,  . , -
'  For j t rdg ing tn : r ' l i ab i l i t i es - .  I

I

a

I

?

a

Lenders &
credilors

Customers

Co,"'rliiliiro,i

t -

, Emplol,sgg

' 
Reseurch

, onal_ysts elc-

For eslinntirrg expected future outconies.

For judging credit wortlt iness of the entity.

For jrydq11g r1couerubiliry 1f lfeir 
dues,

For determining general consislency of the business.

Por .ut.,,iuiiro,r't of1fi r e: c t r i.

For ler.ying excise duty, VAT. etc.

For determining reosottobleness of wages & salaries etc.

For creatine de martd for honus.

- For evaluating lrends.

' For judginginvestnrcnt opportunities in the enti[ ' .

t

I

I

t

t 1 ATJDITING

. Audit is an independenl exantirtotiort,

' Of frnancial irtformotion,

. Of any entity whelhter profit makirrg or not- irrespective of its size & legal structure.,

. When such an eXamination is conducted rvith a vierv to exprcss an opinion thereott.



1 t' t,t I i i t t t g rrltr :; ..1.r.r.'/rrrD. r !l"l!-" I
I;er t rr resi

{ lha ractt 'r ist ics
o1 'Arr i l i t

br wh;;

S'i'.r/i,urolrc c&

indeg,e71dgn1

Iiitulrtc ial

slulentents

Etiitl'

Opinitirt

. \u t l i t  i ras t , r  be c.n i l i rcGd i i r  a  proper ruou.  )  i ' , ' ,  \ '0 ' l I  i \nr ' ' r ,u  
l i

Autl itt:,r slroulcl be cornpletcll '  otriective (unbiased) in l i i-, lrppr"r,a,-rh

F{e . l rould i to t  be i r r f luenced l r r  t l ic  c l ient .

, \ , , , . 1 i , , , - "  o l l i r r i t r r r  i s  on  l l r r : r r r c i r i l  s t a temcr i t s  i r r c l r r t l i l r s  l ) v1 r f i 1  11111  11 , ; i
.tcc(-rrtnt. I i lr lancc slreet & Notes to a(icounts.

J 'hc [ ' rcprr rat iorr  of  f inancia l  s taternents is  t l rc  rcsponsib i l i t r  o t
nrariat:,t: rnerlt of- e rrt it l ' .

H i : ,  r : i i r ' r r t  c l r n  [ r c  a r r y  c r r t i l r  u l r ; t t cve r  i s  t l r e  l cga l  l - on t r  i e . .  i l  r l r ; r r  f . , .
propr ie lors l r ip ,  par tners l r ip .  t rus l  c l r  company etc.
' Ihe 

err t i tv  nrav be p iof i t  or iented or  a char i table one.

FI is , r l r i r t i t ,n  is  on ' I rae &f i f i r  t , ie* , 'o f  fnr tLrc ia i  s tarerncnts

For t l r is .  i t  is  r recessary t l ra t

(i) Financial statement have bcerr prepared using acceptable policrr.,
rvh ic l r  are consistent ly  appl ied.

(i i) Financial statements have been prepared as per relevant
regulat ions,  &

(ii i) Tlrcre is appropriate disclosure of all rnaterial iterns.

I r r  ln t l ia .  a t rd i t  is  to  be ct ' r r r l r rc tcd hy a profcss ional  having good u" .ount ing & audir rnu
background. A chartered accourttant having certi l lcate of practice is eligible to conduct audil.

a

I

I

I

1.3 INDEPENDENT AUDIT

Meaning of
Independence

au,fitoitt
Independence

Why
independence

A.f""tt"g;t ;i
intiepende ni
audi t

(oj l"arp"'raaiia" rn"i"t tnoi it,.i"Jg"nl.ni of nDcr5on i r  not  suboid i r rare to u ' is l res o l :arroth( . ' ,
.  Pcrson

: (b) It requires that he should not act under any inl-luence.

, (c) Thus, lre carr work in a conrplete rrnbiased lnanner.
,  - . : .  . ^  - - -
, (a) The necd for auditor independence is provided in AAS.

i  (b)  1 ' t {E COMPANIES r \CT.  l9-56 a lso conta i r rs  speci f ic  prov is ion to ensure audi tor ' .
,  independence.

, (c) Morcover, as per Tl'lE, CIIAI{TE,RED ACCOLJNTANTS ACT, 1949 as amended by'fl{L
I Cl-IARTERED ACCOUNTAN'IS (AMENDMtlNl') ACT, 2006, independence of auditor

. is required.

(a )  l f  a r rc l i to r  rna in ra i r rs  l r ig l l r  t l cg rcc  o l ' in t l cPer r , l c r rce .  t ' red ib i l i r y  o f  f i r r i r r rc ia l  s la lenrer r l s  ; \
:  enha 'ced.  i , r -  , .  , , r  r l : r . \  \o  i . ,  1  p -o : r i ' !  ' i , , '  \ t  ; t  r "  i . r i " , ' ,  1 l *o  \ {S i r  ' ,

, (b; tnOepenclent auclit report \!i ' l l be accepted & respectecl by all stakeholders.
i
, Frtr nnnagemertt , (n) 1'lre1,can casilv judge reasorrs for losses along rvith thc reasons &. tr;r

: '  to  corr t ro l  i t .

, db) 
1'he1' can ensure g:ne ral relialllitV_ o.l a. co_uljine sf'stem 

_
. (a) lt discotrragcs them fronr coinmitting frauds as it acts as a moral check

.  o r r  t hc r t r .

, 1b) l 
h:t can jud_ge 

leasolablerress 
of n1v11e1ll *:t t salary, o:n1t 

"1":
\ /

\ r  
' /  .

, For Enrployees

\ i  [ , r l '  ' i  ' 1. \

" ) .  

1 ,  

\  

' ! .  
) . , .- -  1

,  -  ' . r '  \  t  l
l

_)



i  t  t t  rr  t t Iuct ion I o . '1ucl i I  i  r t ,  :

t " -

I:or Iendt:rs

I;'or Computing
Trtr

I:ttr ()wners

l:or orhitruliorr

I'or insurer

Iiir prnspi,iirit,o
int,aslor

"  [ ]anker : ,  can p iace r<r i i : t r r tc  ( l r  audi ted f i r ran, . : i i r l  s taternents ' r 'hr1e

rr iak i r r :  t iee i - r ior r  abot t t  r ' . : t : i t  \ \ ' ( ) r i l l lness o l  k)an lpJ l l icants.
. L'-,r 'cu lri ie r provicling loait. lhc auclited statemcnts ol'brtrrou'er heip tlre

le ndcr  to j r r t lge recovera[ . i i l i tv  of  thei r  funds.
.  \ u ( l i l r ' ( l  s t r r t c rne r r l s  e l r t l r : r r r c , ' s  t he  r c l i ab i l i t )  ( r f  e  ( \ t npu t i r t i o r r  o l ' l nc ( ' t r l c

carr red by ent i tv .  thus he lps i r r  c letcrnr in ing inconre tus.
.  Arrd i tor  a lso chec:ks corr rputat ion o i -exc ise dut1,& sales tax ctc .
t  T l rcr  r :c t  t " . l  p i . rur l '  u l  prr r f  i l :  & lossc.  carr rc t l .
. .  I ; rorr i  sr , rc l r  s tatenrer l ts .  thcr  corne to krrou 'abcr i r t  the i r  share in  pro i i l

(as i r r  par tnership f i rnrs)  an( l  ca l r  cxpect  c l iv idend.

I r r  ca :e  o l  d i sp r r re .  a t r , l i t c< l  s t i r l c l l r c r ) t s  l r c l p  i r i  s c t l l i ng  c l r r i r r r s .

I n  cA ,e  t r l ' l r ' : >  t ' r  da rnagc  l ( )  t l r r ) l ) e l r - \  l r r  I l r c .  t l r eR  e t . .  i t  l r c l ps  t he  i ns t r re r  l o
se t l l e  t he  c l a in .

t )n hasis  o{-  pasl  1 ' . . . ' ,  , , ,J i tcc l  l rn l r r rc ia l  s ta lcr r re r r ts .  l l rer  carr  , lcvrse
exltected prolit trends fbr dccicline rvltether to invcst in the entit.v or not.

1.,1 g.a::l{ '  ASPECTS TO BE COVEITED BY THE ATJDITOR / AUDI'IORS FUNCTION-\

. Of Accounting systenr & lnternal Controi systern to ensure about their appropriateness. 
-i

, Chccking books oIaccounts to ensure their arithrnetical accuracy. [o"',{ i,, '1 
' '  '  

} '"tf

, E,xaminirrg docunrentary evidence to supporl the books of accounts.

.lChecking 
-rvhether 

all entries i. l  ,],?, book-s of Accounting havl been taken rvhile
: -p repa r i ng  l l r r a r t c i a l  s l a l en len l s .  (  f  r ' t  T " {  ' -  

" '  r - ]  r t :  ' :  i  t  \  * ' v '

i  [-.xamining r.vhether in{brrnation corrtainecl in financial.statentents is proper and it docs

not contain any crroneous or fraudulent entl] ' .

Checking thei r  conrpleteness,  ex is tence,  va luat ion & d isc losure in  f inancia l  s tatenlent5.

i ' : ; l :  ,  , . , i i { r f i i '

{b} i ; , ' , r l ' . . r

{c, :*_ "  . .  l ,  . .  -
{ ( f . i  , ' t , r r .  r  lus ion

Ie) Pt 'crFr ' r 'ness

t i .f '  r iq'afi1l11 of l

i  '  ! i : r l i i l i t i e s

ig ,  l i r i  , r f o l -Y
' ' i l i t p l i A n c e

(ht l) ist: losure

. i )  $  c  r r f i l

i ' : t i l  a t r :Ss

i - '  .  i  . .  '  , ,  I  , ,L , ,u { .  t i r ,  - i r . i .
\ 1 ' *  1 1  \  \ ' \  -

ln case of audit of banks, General Insurance Companies etc.,

" "1 ' , r 1.. i

.ntur" io"ipiiiiii.

! ' , ' - i  :

. - _ ^
ot

t;;
, financial statements 

"vith 
relevant statute .

. Exarnining rvlrether the information in financial statements is disclosed propcrly as

accourr t ing pr inc ip les.  / \5

.$ Clrceking * . l rc ther  i inanci t l  s tatements a.  a . rhole represcnt  t r t tc  & fa i r  r l ierv of  nrnt ' t

.  / loss and of  Assets & l iab i l i t ies in  the requi red f rorn.

1.5 QtiAl,lTIES OF AUDITOR

(a; [ntegrity

. !  l l v

r d . ' F ) t r l r p r . : n d e n c e

i r n ,  r l  X u \ q ' r  i ' l
'  f l

ni ,a l i " .  i i ro i  iO i re honesr ,  s incere & st ra ight fot*" tO * t i i i "  pe i fo"n ing h is  professi t ina i

du t  i es .

, H" ntuit aclopi unbiaserl & impersonit apprnr.t.r.
'  

r  He should r rot  suhordinate h is  judgemeut to the wi l l  o f  ot l rers (c l ient  or  o lher  p. r ton;-

: . He should be fqee_of any interest apparently as well as in reality.

: . He should audit the financial staiements prepared by the rratragement in unbiased
" way.



t_

. l . - I  i t ; I i  t  t  t :  4  t t t t r i  .  1 . r ,  L i ' ,  t r t t  r ' (  h a p -  I

-_l

_F

I
I
t

I

t

I

I

t
t
!

G

!

I

t
I

I

e
I

t
I

I

C

t
I
e
t
c

( i ) ' l -echnica l  sk i l ls
l \ 1 . ,  . ,  , ! . t t . L \
l \  |  \

r i  r  r ' o r i f i dcn t i a l i t v
u r

t . ,

{ r l ' r  E { r ro t  ! . . r l ge

) , 8

, +
+  r ' ^  \ r l  1 . \  !  r r ' , '

( e )  ( ' r r t t u u u n i c t l l i o n

s l i i l ls

( f ) T l l t l  l i  1 L i '

Q ' ,  V " ' . r .1 .  -Lr '  \ '1 '

{!.:) 
"- 

trdgc rnc.Pt

(h )  l , cg ica l  sk i l lq

(k)  Caut ion

.  l l c  s l t o i r l , l  l r ; r r i ' r ' ,  n r ; ' : , 1  k r t nu l . , l , , . '  r r l ' r 1 !1 ' 11y1 '5 .  l - ' l : ' , i : : : 1 , : i ; r t ) ' i  , t : : . ' : - . - . : ; , ' - . : - : r : ; - . . i t , ; i ; .

.  1 \ \ \ ,areness l rb<l i r : .  laws l ikc 
- l 'ar . r t t i r . , r t  

l l r r rs  & Cr)n l r i i { r i  , \ \ - ) { .  } ' : r t incr-c l r ip  Act .

I ,,"-, f- lonrpanies Act ctr. is alsr-, requirecl.
-  l lo  nrust  conl i r r r rcr r rs lv  Lrpt la te l r is  kr r t r rv lc t ig i :  to  cor t t l t tc t  i rudi t  c l icct i r 'e  l r

l ) u r i r r g e o r r c l u c l  o l  n r r t l i t .  l r c  l i a s  t o  i i t l c r i r c t ' . r i l l t  r ; t r i , r u s , t l f i c . r s  < \  l : t l r l l ' , , f  , , t  j ; r n i s a t i , r t t , \

t l t i rd  par t ics,  t l r r rs  he rcqui rcs goods ora l  & u r i t tcr t  conut t t t t t iea l i , . ' r r  uhr l i t ics.

l I e  rn r r s t  be  a t . l e  l o  t l : t r l  w i t h  C i f f e ren l  pc rso t l  i r r  t l i l ] ' e r c r t t  s i t t r l r l ! , , r r .  l l c  l r ; , :  t , ,  t l i r ec l  &

supen ise lri.s 11-11 staf't a's rvell, lhus he sltortld bc tactful.

I - {e s l rould be capablc to tak ine f i r rn iudgerrrunt  as to n ' l t ich i tc t i r : ;  l t t r :  to  bc checkocl  &

u,hat  should be the sanrple s izc.

l l c  r n r r s l  l r t  ah l c  t ' ,  i l l i t l y s ( .&  i r r t e rp re t  p r r , [ t l c t t r s  so  t l t l t l  l r c  c r l t t  , q . ' 1 - , ' ; , l i r 1s l - '  ' l c i l  r r r t l r  ' l r ,

sarne.

l l c  r n r r s t  l r l ve  g . , , r t l  l l r r r t l  t r r r  ac_co r r r r t i t t g  &  i t t r , l i t i l r g  c t c .  N lo r r -o rc r ,  l t t  s i i , r t r l d  l r c ; l \ \ , . 11  r '  ) i

lu test  developnent  in  audi t ing standards so that  he can per l i r r r r t  a t rd i t  in  e { ' lcct ive tnanrrot .

l l c  s l r r . r r l d  no t  r l i s c l t r sc .  co r r l r dc r t l i a l  i n l i , r ' r na t i o r r  acqu i r cd  d r t r i r r g  cund t t c t  o f t  h i -

prot'essional dutie s, t(.) i l l tv third par11'erccpt rvltctt

- Permifted by client or

Rcqrr i red by lau

Whatever he does, he rnttsi do rvith proper skil l  & care.

1.6 RELATIONSHIP OF AUDITING WITH OTHER DISCIPLINES

A".ounting , t;l ,,r.taitoi pi""iOei"piniorr on linancial statemenls.
I i :) ^ rlrr.*l:(b) For this, lre has to revierv & elaluate the firraltcial statements.
L \ / ,  [ ' \ . r ; t , \ - . v \ r

.) tbi 
' I '6trs 

he s|ould have thorough & sound krrowle<lge about Accountrng principles & form and

contents of fi nancial statelllents'

(d) It requile_s 991ql9te e^rpertise o..f agcountirrg concepts:

(a) AuAiioi tjeals with financial ligures & arnout.tts that appear in financial statements.

(b) It requires knowledge of calculation procedure involved in comptrting various itcms for e.g',
M:r f  hernat ics

Lr l l '  t x \ r  ' r  $ \ r ' l
i , . )  

. i  r .  r ' . '  t

' ' . :  \

!

( c )

deprecation, provisiorr for tax etc.

l le 6as to make comparisons & perform ratio analysis. Thus. a good lrand on maths is

knorvledge regarding business & economic

l r,I

l - .  r
v  l - J D .

Ll ,t,(,

( .  ) '

Statist ics
. t

\.rJ5 ,.*, ttt '  ,1 4l-,"
I  n . , . - 1  r t  \  v  L /' n " ' r

Econo-micrs

req u i red.

(a)  Sarnpl ing is  an i rnpor lant  arrc l i t ing tcchniqu*-

(b)  f ror  c l ra l , ing random sarnple,  he requi res knou' ledge of  probabi l i tv  theory '& rar i t ' r r - rs

statistical concepts.

f"j g"foi" 
"o"o,i.ii"g 

u.''itit, iuaitoi needs to obtairr
etrvirotrment affecting tlre cl ient.

. (b) Moreover, accounting rccords the data regarding economic activit ies (e.g., purchases, sales.

income, payments ctc) .

: (c) 
'fhus 

economic colrcepts are required to perfonn audltl lg, in a rneaningirrl way'

' i ; iA ;d idh" , t " ;h ; "k ; ; ; ; i i ; ; * . ; . i "o i ' ro" " i ty ; i ih :

: (b) For example, in audit of partnership firnr. he has to check if interest on capital has been

: provided in u."ount, even in absence of such a provision in paftnership deed' If i t is so" he

, lras to menticn this in audit report (as it is itt ccntravention of The Partnerslrip Act).

C
C
C
a
C
I
t
c
€

Law
/ , , " 1

I

r t - r i .. . , ,,(,c ) ,, Thus. he should have sound knowiedge of laws affecting the client
r -  " I " t , ; j : ! t  .
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l t : l ro, lucl i i . tr t  to Awli t i r tg ----*):

Nr , . , v  a  t ia i . s .  rnos t  o f  t l l c  . : l i c r r t  t l l a i r t ta i t t  t l te i r  aceot r t r i s  i t l  eor r tp r l te r  ip tb r l r la t io t t  sys te tn '

I  hus  \ \ ,o rK l l lg  I ino \ \ . , le r l {c  r ) l l  con lpu ter  i s  req t l i r cd  lo r  aud l to rs  t t l  co t r t l t t c t  a t rd i t  in  en

c f f 'ec t i vc  waY.

l r r  l r r r : r r r e  i ; r l  s t S t c i l t c l ) t  t , l  e  l i c r r l .  l q i t t l t s  o f  v a r i o t t : r  t r p c r l t t i o t t s  i  f t t t l c t i t ' t t : ; ; 1 1 s ' r l l t r r r l l '

I r t r r  e ra t t tp le  f lnance-  p r t rc l tase-  sa le ,  perso t r t re l  (payro l l )  e tc '

t j ' t i l  a r rd i t . r  l i as  kno* , i c6g .e  a i rou t  bas ic  bus iness  opc- ra t io r rs ,  l re  ca l l t to l  , i l rd ,q t :  the i r  f inanq ia l

r ( : t l l t i  i r r  c t - l c c t i r c  \ \ a \ '

, . \ r rJ i t t , r '  l ras  lo  t l c l r l  r r  i l l l  t l t i t r t l '  [ )u15t - r l l l ) c l '  r
l lcfrtvioural

":::111!s'-

[ , i r r t l t t ia l  t  ] ' \

ril:l tl [i li: {.' : !l i' i; t

[ ,ogic_

i . t l t tg , i l  , : ; , ' " t '

{ - r ' : r r r - "

' i r l  l

/  ' 11
' \

( a )

r i ) )

i i r )

{b )
( c )

(a l

(b)

(c)

id )
' ( a )

(b)

(oj
(c.)
- - .
( a )

(b)

l le  l tas to obta in explat t i ' t i t rn  t ior l r  c l ient 's  s taf f  & t l lanagenrent '

lr ' lr lrettver. lte ltas to ri irect & supervise his orvn auclit staff '

- l -6rrs ,  hc s lould Iaye tar . t  o1 'get t ing a long wi th people '

t t" , ir,r.,t,t lr.rve knowlc.' i :- 
: l .t:] i  

t i irt t.-n', iqtrL:s l ike, 
1$ilt: l f 

Vtis'--ftrn't ls f lorvs anal; 'sti

& rvork ing capi ta l  lna l l rgc l l le l l t  c t '  l  I  t -  '

' l 'his \1,i l l  lrclp hinr to rrttclerrstantl & evaluate the tlnancial staternent In a t)etter wa\' '  '

Auditir lg is a systernatic & logical process'

.rhrrs. arrclitor,s proceclrrres rnust bc rogical according to given situation.

Audi t . r  is  requi ret l  a ' . . rnrn,u ' . , icute"ora l ly  h, t '  tuJ l  as in  rvr i t i t lg  (prepnr i r lg  audi t  rcp ' ' ' r t

e tc .  ) .
' fhus, he should l iave goocl conttnancl ovel language' rvhiclr is irt general usc

AND ACCOUNTING

Ilasis :

N'!c'.r, :r ing :
:

l r ' u  r  . r . : ' r  ! ( l t l  :

tli ' tr liom

Pr ine ipXes

I t t  l t i i  l l ' \

re:iEiGttsibilit-Y

Erpertise
'I ' ime ;i
{r(:cttrrence

^;;,;;** il tle o.t or n.io..ti,ig, l iilJ ino"ptiio"ni Examination of financial

Classifying & sun-'n..o.i)itg- lt"""li"t , informatio' of art entity to express an opinion

I t t  f trr tnat tr l t t  
thereon

i i i ec .xc lsn" " " i i ^ i i ,p . " t io |e , i i .qv : ' l i l : "1 " * ' tne ic1oun i ing ,y ' t "n
'  :  

: i

Any perso. havrng good knjlledge ,ot 
,-stat"tow oiait 

"un 
onry ui conducted by a chartered

accounting .' 
, 
,j Jt 

't 'rN no'C

i" ir"i"t"i" ,i"Co.int. *. preparc fina'cial 
-fJ 

fiait't iti'Oii iti un eff'ective way is the

statenlents is the- 
-resp.rnsibirir;- 

of , responsibility of auditor

mrnarlejl]cfil- :
Accotrnti tr g exPertlse

Accounts are PreParetl bY

rnanagetnetrt prior to get t lrcm audited'

-A;orlirtirig 
& iuaiti"g Eipertise (both)

iG-A; i i i i , i g i i ; ion t ina t io r ro f f inan i ia f i " io t *^ r ;o i i "
i tl us carit be conducted prior to accounting

' I Il l"sg'I ItJ ' 
fair and must not be biased'

oUlectivitY and I (b) He should be

iniepenoence 
- 

i"l *:nou'rd inairlta'l l:ll""li]i"-:'l:il:"ic o" 
ffi:ffi":l'r-:1 a trl r71 tfl r p\ /al lAlu tLt tiJ t+t F +t T _o-^^,J
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Dlsco fAtp-
-*- < - '-- t iitr U" straightfonvard' honest
l .  Integi i ty,  

(a) 
luo' , tot : ' l : t  .  , -  ̂ . - r  -rrrc i  .nt  he hiased.

1r^{Mry til*** 
'{,$duv



I
Audit ing utd ,7ssiu i i tr i  i , { l hap "  i

Ski l t  and
competence

Work
pcrfornled by
others

5. Documentation (a)
i i  1 \ ' ' -  l  \ y :  r , , . , , ' ) . \ , 1  ( t r )
?.. . i  d ' . . , , t  t  ,1. , .  . . r ' , t  ' .^-1, ; , .1 -11,9, ' . .1 t r ' :  t  t  r l

,  I  "  '  I  I  l  . r .  1 . ,  A i l -

6 . rP lhnn ing " '  , ( a )
'  

: :  ' r {  \ , ' f  t  \ t . . t "  
t '  ' \ a d ( h )

r,,, '  ' , '( 
' , '  

a"' t, ' . .,t i  ,.t,r,.v 
,.)

.",1 r..;\,\ '-fr ,cl-: :ri :,-  
7.  Audit  Evidence :  (a)

Q , l ' , ,u t  t '  
.  .  I  1 '  \  * i .  ' '  : ' t  .  (b)

I ) t i r , ' ,  i i J ' ,  
" t ' * \ ' i " i ; u r .  , t " '

i

. (d)

8. Accounting
sYstem and -f ,'

internal control

{,r \  (r,u\u.q\l  : :  t  1 l t-1 1' l l l, r J  N f i  , l i r ,

9 .  Audi t

:  (a )

:

.  
(b)

I

{  i t  (c)

i

(a )

3.

4 .

{ r )  l lc  shorr ld  rnai t r tzr i t r  t :or r l l r l t r r t ia l i t - ' ,  o f  i r r f i r t rnr t i i ; r t  ar :urr i rcr l  r l r r r i r r l  l r i .  r , .ork

( t r )  l le  s l toLr ld not  d isc losc an 'u s t tch in l i r r rnat ior t  Lr  a th i rc l  p iu ' t \ '  \ \  i t l rout  spel r i f ic

qerurlss!on clf cl ierrt or legal or prrof'cssiorral t lrrtr to disclose .

(a)  l le  should per lbnr t  rvork u, i th  t l r rc  pro{c 'ss iorra l  cnrc.

(b)  Audi t  should be per lbrrned by 'pcrsor ts  l rav inr l  ac lequate t ra in i r rg. , : .xpcncncc ant l
con)netcnce.

(a)  
- l ' l re  

audi tor  can dc legate rvork lo  ass is tants or  t rse * 'ork pcr{ i r r rncd [ l ,o ther  audi t r r rs
and experts.

(b)  I lu t  hc rv i l l  cont inLre to be rcsponsib lc  tor  l r is  opin iorr  on f i r rancia l  i r r lonrra i i r - - r r

(c) 
'fhe 

Auditor is entit lcd to relv on rvork perforrrrcd by' others. provirft: i l

. l{e exercises acle<ruate skil ls arrd care atrd

.  There is  noth ing to doubt .

I l e  s l r ou l c t  c l ocumcr r t  n l u l [ e r s  r c l r r t i ng  t o  t l r e  e r t i l i t  ( r r r r r i n ta i r r  so rk i r rg  papc rs ) .

Working papers are maintainecl to denrorrstratc that the arrdil u'as carrisd cut ir i
accordance wi th the basic  pr inc ip les.

l l e  shou l t l  p l an  h i s  uo rk  t o  con t l r r c t  a r rd i r  i i r  c l f r : t t i i c  a r rd  l i r r r c l r  r n i u l l l c r .

Plans should be based on knorvlcdge of the clients bttsiness.

Plans should be further deve loped :rnd revisecl cluring audit if circrrnrstanccs require
so.

Audi tor  should obta in suf f ic ient  and : rppropr iate aucl i t  ev idcrrcc bv per lormrrrg
compliance and substantive procedtrres.

Evidences enable the auditor to drarv reasonalrle conclusion.

Compliance procedures mean the tests designecl to obtain reasonable assurance that

intemal controls l ' ,-ave been properly designed & operating eflecti l 'ely throughout

the year.

Substantive'Procedures are performed to obtain ev'idencc as to the conrpleteness,

T::i1"I 1nd vali_ditV ol_da1a produced by llre accountils sl1stern,

Internal control system ensures that the accounting systeni is adequate and that all

the accounting infbrrnation has been duly recorded.

The auditor should understand the accounting systern and related intemal controls

adopted by the management.

He should study and evaluate internal controls systenr to determir,e the nature,

timllg aqd e1t3nt of other audit prdCedures.

The audi tor  s l roukl  rev ieu and assess t l rc  corrc lus ions t l rarvt t  f rom the audir

evidences obtained through performance of procedures.

The audit report slrould contain clear rvritten expression o1-opirrion on the financial

statements.

His report is on whether:

, . The financial infonnation has been prepared using accei;iable irccounting

policies which havc been consistently applied;

' The financial information cornplies rvith relevant regulation and statutory

requirements; and

' There is adequate disclosure of all material matters-

(d) The report shouid be as per legal requirement. When other than clean opinion is

given, tlre audit report should state the reasons thereof-

I
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I n tr<tti uc t iort to "lud 
i t ittg

{ is.r [,L't-IV ES O F .\UDI'[

t s  pe r  AAS - l

' I t  p t r  , , lAS-2

Ileporlitt l4 ttrr
*,ltttt?

T'rtitc & Juiir-
LI errtr i tr14

Detec'tion d .
rrtisstulenrcnl :

Autl i t  is condtrctcd to express i l l l  () l l l t l lor l

p r i r r t a r l ' , r b i c r l  i v c  i :  R c p o r l i r r 3 .

The obiect ive o1-audi t  o f  f inancia l  s tate l l l r : r l ts  is  to  er la t r le  t i re lru<litor t0 er:prc'ss

an  op i r t i t ' r t  . r t t  s r t c l t  i i n rnc i l l  s t a l e  l l t c l l t s .

fh. i.rait"t repons rvhcther l lnancial statcnlents represcltt trrtc & f air r ie rr '

It ciri tre exarrrinecl bv coniideririg rvhetircr:

(a)  F i r rapcia l  .s t i i ten len!  hale t rcetr  prcpared using consisterr t  & acccp!ablc

account i r rg Pol ic ics &

(b)  F i r rancia l  s taternents cornpl l '  rv i t l t  re levant  r t r les & rcgtr la t iops &

(c) Financial stat-enlents_ qontain 
f isclosule of'all rttaterial rnatters

f i l  A. i ,a i t . ' , r :  is  c*pectea to prov idc opi r ion on t rue & l r r i r  r ' ie* 'o f  l lnarrc i ; r l

statenlent as above.

(b)  l le  canrrot  i rarne such opin ion i l -he is  not  able t t i  conl l r tn  /  d ispel  the

possibil i ty of existence cif fraud & error in financial statellrents.

(c)  Thus ipc identa l i  secotrdary o l r ject ive is  dctect ion of  r t l isstatet t ter t t  i r i

f i  ttancial staternents.

: (if pii,riit i;td'iaibitiry ;{'t;ventiori. detection & correction of frauil en<l

, error is that of management.

; (b) Horvevcr, if there are d<lubtftrl situation that sotne matcrial pis5lsleil lernl

.  doubt .

: t. l  Audit may not reveal all the ntisstatement (due to inherent I irnitations I 'f

:  audi t ) .

: (d) If eruditor performs his rvork in accordance with basic prineiples
;' 

'  
governing an audit, he cannot be held l iable for non-detection <-;f

; misstatenrent in financial statements of clicnt'

i  G) l jowcver. if he notices material misstatement resultir lg from fraucl' hc

: 
' 

should communicate the same at appropriate level of tnanagement.

: to If rnisstaterneltts are found. he should ensure their appropriate disclosure

either in financial statements by tl ie managenlcnl or in his audit report'

: i"i U"f"r, AouUit"f iltuuiioni ii" tt.,er", uuiiiot is totaliyluitiiieO in r"tyi"g

:  upon the management /  employees of  the c l ient '

: (b) He is a watclidog_ no! a blood hor,rnd,

or t  f i tu t t t c i l r l  s la f tn lcn ts .  l . l t t rs

Scr:olrd:rrY
; , ! ;  I  '  - .  ,  i  , ' t

,rs p"i iA'i-t

' As pr,, c:use of
' "Kittgslon cotton

mills t:omPanY"

_JDIT 
OF FINANCIAT, STATEMENTS

I. IOAAS' -  OBJECTIVE AND SCOPE OF THE AT

oni""ti". oruii . 6i
t  ucl i l

. (b)

the objective is to enable the atrditor

prepared by management of entiw'

For this, it is essential that f inancial

accounting policies and practice and

disclose all material matters.

. ' - .
to express art opiniorr ort f inancial statenetlts

statements are prepared as pcr the recognized

relevant statutory requiremeitt atrd they should

(c)  Howevcr ,  h is  opin ion does not  const i l t l te  an assurance as lo

: 
' ' 

enterprise or tire efficiency or effectiveness rvith rvhich

; conducted the affairs ofthe enterprtse'

future viability of the
its management !tas

I

' i

.  i r ' ,  "
i  r  i .  \ ! '
l , \

l
.  | ' , '

. ,  t- [
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I
I
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I
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ILes1tortsi bi l i ty '  for
t h t  l r n t t n c t a l

statcnten ts

Scopc of  an arrd i t

Inhcrent  l i rn i ta t ions
6f  aut l i l .What  arc
thts',:'.f

""". t. Urr\\t";\ . .
o  

r , , " . , . , \ .  l i ' , ^ i l  t l ' ( . )
/ u  !  

\ l  '

2. lYotura of (a)
evidenccs

u r r,'{'J{*" 
1O)'P,ri 

"'t 
' (c)

-1. Involvenrcnt (a)

of judgement

, ,1 :  r r  ! i t  !  i t  q r  : ! t  L i , ' i . \  J  t  t i '  (u t r :  ( ' {  ! i l p .  I

(e )  I  i te  rnar r l rgcnrcn t  i s  l c ' sp t , r rs ib lc  to r  t t ta i r r ta i r t i i rg  l r i r  r r t r to  t la lc  ; r r r t i  p r ' , rp r r  . r r \  r ) ! in t i l ' , s

. , ,  : l ; l i i  . r i  r . i  i l ,  i . , i l , t  r {J  l / '  L  t r . r t . ,  i l r , . r ,e  i . r i  s t i i tu l t  r \ : r  I  t \ .

( b )  
' l  

l i c  a u , l i t o r  i s  r c s p r . n s i t ' t l r  f , r r  f b r u r i r t r :  a n d  c r p r c s s i r t t  u n  q 1 ' i 1 1 i 1 , 1 1  r l r  r i r , ,  i i l i l r r r c i i i i

su. l lc nl.- ' r) t : i .

;  (c )  I t re  a r rd i t  r t l -  thc  f l i ranc ia l  s l i r lenrcn t  tk rcs  no l  rc l ieve  lhc  n r i r r r r rg , , ' i r iL r l i  o f  i t s

rcs l r (  ) i l s i l ) i l i t - \  .
- l  

l r r . ' l r r r d i t t r r  t l c c i t l c r  t l r r : e , , g ' . , , r 1  l r i s  l r t r , l i l  l u n ' i r t r :  r e r : l t r t l  l r ' :

r )  
' l  

l re  req i r i rcnren t  cJ l - lhc  t ' r leva t t t  leg is l l r t ion

r r >  
. I i r e  

p r ' l r r t . r t t t l c e l : r c n t s  t l f  t l i c  i r l s t i t u t e  ( I C A I )

: )  
' l -e r r r ts  

o l 'e  ngagc t t te  r t t

I Io .uvgv 'e r .  t l t c  tcnr rs  o l ' t ' r i I r {e r r rc r i I  t ie r r  t to t  s t tpersc t ic  thc  p ronot tnc ]gnr . l i  t , i ' t ] r c  i r t s t i t t r t t :

r i  r  l l t c  p r r  ' r  i s  i (  ' l l s  ( )  I  r c  l c r  l l  r l  l t  ' .  i t l l l  i t ' t t  .

r ,  I .  Test c'hecking (a) i \r ,rditor use s sarnpl i trg during pe rf irrrt tattcc erf lnrt l i t ,
u , . .  t

Ltfrr.rAr\ \t ') lLr; ': t (t.,) lts not ptlssiblc l irr hirn to condrrct detailetl clrcckiirg r.hrr: fcr
t inre constra ints  arrd othcr  pract ica l  problents.

As l rc  does not  cht- 'ck eacl r  & every i tern,  i t 's  in tpossi t r lc  l i r r l t i r r r
to dctect all f l 'aud & errors.

l l rc  er  i t lcnces obta inct l  l r r  t l te  r rur l i tor  l l r r :  / , ( ' r .T l l rJ  ive ru! l te ,

thon t'ouclusive.

I he1' can't ensurc the auditor in a certain \\ 'a)'- '
' l 'he;-' 

can enable auditor to drarv onlv reasottable conclusiotts
therc from (not absolute cortclusiorrs), I

Auclitor exercises judgernent irr evaluating tlte reasonablertc's' i
of -iudgernent & estitnates made by the l l latl i lgcrlrerrl i t l

preparing the fi nancial staternents.
' l-he jLrdgenrent by auditor rnay 1ot always bc correct-

Internal controls sufler frorn l imitetion suclt as collusion arnottLl

cmployees or wrong use of authority by managelnent etc.

lf internal controls are rveak, auditor may not be in a positiort tu

clbtain assurance.controls
lf tlrere iiJ uny
audit reporl-

"onitiuintr,,t 
i"gi.dr tire scope of audit, lte should ntention thenr in his

l -  Aucl i tor  should coni luct  audi t  i r r  suc l r  a way that  he rvould be able to obta i r l

su ff lc ient and appropriate aLrd it el ' idettces.

2.  I  le  shguld cover  a l l - inrpor tanl  aspects af f -ect ing f inancia l  s tatet l rents of - the c l ient .

i .  l f  there is  inc l icat iou c i f  n t issr .atement .  l te  s i rould exter td h is  at rd i t  proccdurcs.

I

t
I

l ,  \ . '  \

f;, 1."ot.ue
' - ' ,  HO r-tu\ i l '

( 9rl, itr,n tr

I

!

I

t
1
(

i,:, '."d}' tr. 
(

[ , imitation on
scope-eff'ect on
alrdit repgrt

tirguniting an auJii

: 4. Inherent
', Iimitutiorrs of
, internul

(b)

(a)
I

{(b)

l . 1 l T"YPT],S OF ERRORS

As per nature (,l tritl r"iirt'liiig
errors

lb Nii,,,-i"i
reveaiing
errors

(o) 1-n"r" npp"ii ..tuii'ig p."potutiot.' of aCcounts.
(b) For example, if a clreqtre deposited is not shorvn. lt becomes

apparelt during Bf.S,,
(a) 'fhey do not appear themselves during preparation of

(b)
(c)

accounts.
:fhese can be krtown only by detailed analysis.

For e g: capital expenditure shown as revenue expe1l{-itui9,



Inli'i xl uct ion t o A ud i t ittg

(t,) L,nirttentiottul
crror

(d) Intentionsl
errors

(e) Unconcealecl

, _Ery9p
_ (l) concesled

c> * Error

(g) Error
. affecting trial
, bulance

| (h) Errors not
'. offecting triol', 

balance' :', (, Ercor of
' principle

! - ,

r'

, (ii) Compensating
, Errors
, g.\l 

"" 
\ rlr' i o'i '-G"r-\

, . ^ ^  .  r \ , \ . r  r r
I r l  r  r . .  . 1  \ - \  \ ,

/  r  . , " . r ,  y \  I  o ' L
I  ' / r  ' , \

,  t ' { V l " ; *

:
(iii)

'Omission

l i l : \  ' t  {-  t  n' . '1 ' -- :"

$ i\.-lr

, (iv) Error'. 
commissian

] , \
\ r  r ' l ' e .  f l \ \ " i  

I

t '  ( ;  t
.  . ' -  * * \ i

\ r . . t r
; ' r i

(a)  Dcl ibcrate rn is takes i .e  .  f  rauds.
(b) Bad debts rccovercd rrot recr.lrrletl

misappropr i l r t ing t l re  n lonev s<, .  r .e  cer ived

(a, \  
' l  

l rcse are not  dc l iLrc iute l r i is tak i : i
( b )  I t  n ray  be  due  to  i g l l . , r r r r c : . / i ) \ c r s i { l ) 1  r r i - f l r c t s .
(c)  [ "or  exarnple.  i l  Pet t r  casrr ier  r i r rgcts to rccor i j  l ic igrr r , - r i ' r (s

l0i- in petty cash bool,.

!

& . i ' t t  t ,  .  t .

i lCCOdi r : l r lg  ASpeCt

ent i ty .

Sanre as unintent innai  
" , . , , , -  

.No ef f i r r ls  ur , . ,
by pe11on conrrnitting it.
(a) Wliereby tlre per-son ioriirnitting tlre

* 'avs to hide i t .
,  (b)  These can be ascer la i r red onl -v  bt  dei i r i lec l  checki r rg.
' (;i ct". iia"a 

"iroi..l,,. 
ro u,hich trial l.aluncc a.,"-. i,nirutt".

.  (b)  For  exarnple:  goods solc l  to  .A '  err terer l  in  sa lcs l : r r t rk  Lrr t  nor
, i'l_ A_1 ac9oL111!,
' (a) Two sided 

".roi 
tir.li ir .oiiip"n.t"tirrg eir.r ,rr i.,i,1,r,r,,.

omission of  t ransacl  i r )n.
folelgqnf el No provision lbr bad de lrrs.
Recording An erltry in ft,nArirrrentally, i lrcorreCt n,nn,,"r"
For  example:  Capi ta l  . .xpei rd i t t r re chargecl  to  revenue.
No effect on trial balance.
B_y1 1!ey n1a.y 9ll_"-c! profit.
Which are nultified t y iire i,npait oi inotiiei 

"iior. 
-

For example.: expenses amounting to Rs. 6000 u,re.rrgiv
recorded at Rs. 8000 rvhilc another expense arnourrl ing to i l.s.
2000 not recorded at all.

: (c) No effect on Trial Balance.

i (d) But may affect prolits if one error arises in revenue A/c &
, other in a balance sheet item.

i (;i--Wn"i; ;;;;i6; is 'ioi-i*coid"d i; ai",,iiti.
: PartlY.
. (b) For exarnple, Sales of 1000 to A eiiher
: shown in sales Accounts but not postecl

, (c) Full onrission does not affect trial
:  omiss ion does.

, (.d) May affect profit.

of , (a) Incorrect r..oidit,g ofi tr insiir ion

; (b) Maybe of follorr,, ing t-r,pes:

,. Posting error: - wr-ong AccounL/AntounV Side.

,. Casting Error:- Wrong totall ing/balancing.

, . Duplication error: - entry recorded twice .

, . Carry forw,ard error:- Wrong arnounlr side .
(c) For example: - Sales amounting to Rs. 1000i- recorded as

100/- or page totai of rvage sheets 500/- carried f'orr"varr.l ris:
Rs. 5500/-.
May cr may noi affect triai balance. Same
impact on profit.

ui hooks, t lr ir..;
by enrp loyee o i  t l re

nrar le to l r i , . lc  ihe r r r . r ' r

whol ly  or

not recorded whollv or
to A 's  account-

balance but partial

.  (b)

. ("i
i  ( b )

(c)

, (d)

: (a)

:  (b)

ts lhe r,.:irsc lr{(d)
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i
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Error o{'
cornmission

I  !  I r c  U l  C r r o t  s

U rrconcea led/
corrcealed

Unintent ional /
i r r tent ional

+
Conrpensat ing
error

I
t
Y

Al ibct ing ' l ' . l l  inot
atTecr t ing ' l - .R.

Error of'
pr i rrc iple

I
Y

Error of
omission

Conditions rvhich increase the risk of misstatement in financial statement

t .  Weakness in  in ternal  contro l  system. 
' I  (

2" Doubt about competence and integrity of managernent.

3- Unusual pressure within entity e.g., entify facing problerrs in getting finance.

4 Unusual  t ransact ions e.9. .  t ransact ion wi th re lated paf t ies.

5. Problems in obtainirrg sufficient & appropriate atrdit evidence. For exarnple. managenlent deliberately not c<-r-
ope rating with the auditcir.

I.I2 AAS-4 - THE AUDITOR'S RESPONSIBILITY TO CONSIDER FRAUD AND
ERROR IN AN AUDIT OF FINANCIAL STA'IEMENTS

Fraud Nature : Intetrtiorral

: BJ whom* - Ernployees, or

. Management, or

. Those charged rvith governance, or
'  |  - l-hird 

parlies:

Example-  :  '  Fals i f icat ionofaccounts
!

. 
'  lvl isappropriation of assets

: ' Suppression of transactions
:
I r Omissiorr of ef'fects of transactions
i:
: ' Wrong accounting Procedures

. i r Misapplication of accgunting Policies

-'- -''l- -l-T-1--
r r  |  ' l  I

i D-j 'l'\)-)
-- \ \t,

$ Un*iU

tfr*,,*"r;:$'*
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_ C _ i ' , g r ,  
]

l , r r o r

I  r t l  r ,  t t , '  : t , ' I  i t  t t  t  t  "  .  I  t r '  i  i  t  i t i . 4 i t

I  I  t t  i t r i , i l l t i , r l l l i  I

Sante t i .r  '*n[r i :rvc

.  l r ' l a ther r ta t i ca l  n r is takcs .

r  (  ) r  c r . i S l l t  t ' l '  l l r e t s .

.  i r , l i sa fp l i ca t i6 r r  g t 'Accr ru t r t i r rg  I ' t t l i c ies .

.  Prcvcn l ion  & de tcc t ion  o f  l ia r r t l  &  e r rc i r  i s  t l re i r  res l l r . rns ib i l i t !

.  I ;o r  th is -  rnanagetne t l t  cs t lb l i shes  s t r i tab lc  in tc -n la l  ' i o ! l1 I ( ) l

s\ slel l- I .

. I lc lt lr ist \\ 'ork irt accordance l,r ith AAS'

.  I f  there is  ind icat ion of  nr isstatet l le l l t .  hc shoul i l  cxtcnt i  i r i : ;

proce(lttres to corrl lrrn/ clispel the cloubt'

r  I  le  should l l lo i t l la i r l  documctt tat i t t r t

. But he can't be held responsible fbr prevention of f iaud & error.

. 11' auclitor u,orks in accordance rvith AAS, he can llof bc heid

responsible for tron-detection of fraud or error'

Responsib i l i tv

lnhel ' t ,nt lrnrl tat ions
of  audi t  due to

whith detection of

:r l !  rr l is:rtatements is

n0i t lossible

f l is; 'n lssion
rnq t l I r " !es

Managcment
representation
letters that auditor
*ho'*!r1 

.,. 

obtain

.J\t\

N r t l t t r t

B-1,*, l tott t

Exumplt

On port o.f tfutse

Chorged wilh

Oovarnonce antl

Manayement

0n purt ttf

rl udilors

vy1fl', llith members of audit
, teqtn
:  - .
:', H/ilh motrtgernenl
:
', With those charged witlt
:

SOvernarl( 'e

Probability of Fraud and Error in financial statements'

Itegarding acc3untrn8 and internal contro! ttt,"-:, 
f. '

ILegarding fraud by management-

'fest nature of Audit lSngPlye)-

Prol'essiorral j,&nglt of ,\ud itor'

Perstrasive nature of Audit eJ1dep-qe rather than conclusive

l-irrritations of internal confol system ' 7 {

N4anagement responsibil iry* for accounting and l 'C' systenl

correct Fraud & Error-

Aggregate uncorrected ttt isstlttetnents are immaterial lbr f inarlcial rrltbrrnatiorr rn

opirrion of nlanagement-

It has disclosed the auditor all lacts regarding -

. Known frauds &

' Suspected frauds.

to prevent and detect &
(a)

(b)

(c)
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i 1 ' a r t i i  i i r  I  l r : i .  : t r l l j c l t t i t i n  r r i - r n i s s l r i t r ' l n c p i  i r  r ' .  d r , r r i r t i l r l  : ; i t r r ; r l i . , r n \

,
l ' l e  s l r r ; i r l . i  c . r r r_ !  ou t  cx te i r r i t : i l  l l f ( ,L t : ( ' l l ucs  in  rcsprc t  , . ,1  s ; rn re

4- - -

i --
_--.--- '- l \ . .-\\--\

*-"t * 

-

I )o t rbt  is  d isr rc l lcd l ) t ,ub l  is  corr f l r rncd l jnable to conclude

J i . i
( ) .K .  I l e  s i t r l r r l J  cons i c i c r ' , r  i r c i l i c r  i t  i s  i i e  - sh i , r r l t l  c t ' r ns i c l c r  r l i s c i os t r r . e

l r r t l i c a t i i c  t / - c n , ' r  o r  l l t t t t l  i r r  { l r r l r t r c i ; r l \ t a t c l l c r ; i

^ - - ' t t  

\ - - \ ' =  

- l  
a - - - - ' t  

\ r - - -  

,

I:,rrol lrraud lf rnglt. cices i l fr l-.

i t t
l l c  s i i ouk l  O .K"  E {Tc r . {  , , n  , \

Corrs idc l  i ts  c{ lbcts
\- 

,Y-- 
, ./

i{e should ask rngt. for suitatrle disclosure in

Financial Staternerrts

!

t

t
t
I

I

I

t

I

t
I

C

t
t
||

t
t
t
I

I

I

t
C

!

t
C
t
C
I
C
.r
!

!
I
C
C
C

Documentat ion l .
: ^

Commrtnication , I .

I:raud risk factors.

[{ is response to same.

offroud ond crror
' At appropriate level.
.  on Timely basis.
. If rnanagement is involved, consider conlnunicating to thlr,tc '-hargeO wrth

govemance.

of weakness in I.C. s),stenr
. If IC. fails to prevent/cletect misstatement.
. Therr, comnrunicate this fact to management.

ii; a;;;i,d"i itroi dire t,' ' *ii"riui *littii.i".',is. ii is not nossible ibr hirn to
continue perform irrg arrd it.

Discuss all facts rvith nrarragcrnent and those chargcd with governarrce

Consider  wi thdrawal  f ror t t  engagcmel t t .

Consider his responsibil i t ies towards appointing authority. / |

Consider his responsibil i t ies towards regulatory authority.

If lre resigns due to misstatements, he should estate the facts regarding these nratters
to incomins auditor.

Auditor unable to , 
'

comp le te  the '
engagement , 

'
: l

:
: a

i
: '
i a
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i i , \ iAI {Y OF I )U] ' lES OF AUDII ' ( }R i lEGAIrn lN( ; FItAtrD { i  I ._t tRr} l l
a,S- {

: -  : i  : r : roulc l  take in t r '  e  , 'ns i t lcrat ion t t re i i i t  o{ -nratcr ia l  n ' isstatet t ret t t .

i , i  , i  , ,,.1.: rnanagclrtettt as tQ ilnv fratrcl or siqnil lcant errtlr.

l f  c i rcr rnrstances indical r :  t l re  possib le ex is t r :nce ot ' l }aud or  enor .  the audi tor  should con: , ider  t l ic  e 1 ' lc ' ' t  ' . l i  the

: juspccte( i  i r 'a t rd or  cr ror  o l l  the f i r lancia l  in lbrr r la t ior r .

I Ie  should per forrn i ippropr iate addi t ional  proccdtr res.

i l i i ,  . r id i tor  shol ld  sat is f \  l r inrsel f  that  the cf fect  of  l iaud is  propcr l "  ret lected in  tht :  l l r ranci ' r l  in tbr t t la t l r , r ,  ' l r

f he crrtr is corrected.

fur case audrtor is unablc to otrtain evidence to con{lnri or dispel lr rlottlrt rcgarding l iatrd, t lre attt l i lrtt - ' i lL.rri ' .J

! ',r! i j . i t!.: r rr: l ' . :\ '011t latvs attcl regtrlations alld ma)/ obtait] lcgal advice'

, l : . r  , ! r , , , i i . i  . : , l r ; t - r  comtt tut t ica lc  t l r is  s i t t rat ion to t l lc  l l ra t lage lnent .

Wircr , :  i r ; j !g1 i f ica1t  f r : r r - rd has occurred,  the audi tor  should consider  thc ncccssi t l ' for  a t l isc lost i r t :  o f  thc i :a l r , i

i , l  t l ,, { ' in.rncial statenrents and if adequate disclosure is not nradc, the rtccessitt '  for a suitable disclt lsrire : ' t i i ir

r : r , ! r ' , C 1 , . , 1

A{]{]OTINTING CONCEPT-DISCLOSUI].8 OF ACCOUNTING POLICIES
-  - :  . ;

i ti i;. - , " It ret'ers to specific accountiug principles & rnethods of applying thosc principle'

; "1 {
' : ' '*

i\f

AeJr r

Vr

i l ,  t  i l

r i  r l  {  i : l !1  pol ic ies

,  i  t r ,c l t ls l t rc  is

' . ,  , ' I

I

(a )

(b )
(c)

adopted by entrty,

ln preparation & presentation offinancial statenrents.
' f l r c r c ' i s  

no  s ing le  l i s i o f  Accoun t i ng  po l i c i es  t l r a t  can  bc  app l i cab l c  i r r  x l l  5 i 111x r i '  i , r

Management chooses the appropriate accounting policy. i '
F-or e.g., depreciation can be charged as per rvrit len dorvn value method or straightt- '

t ine rnethod. San.re rvay.s, different polices may' be adopted for fbllou'ing:-

r Valuation of inventor;' Jl^ 'J{ tr'i"J'u \r:*[u-a]'*"r

r Treatment of experrditure during construction

' Valuation of f ixed assets
. Conversion of foreign currency items

' Valuation of investtnents

" Treatment of researclr & development expenditure

r Treatment of contingent l iabil i ty

(d) 
'fhe 

profit or loss can be significantly affected by adopting diff-erent accountrng

po l i c i es .

(e) T'6us disclosure of accounting policies followed, becontes necessary so tlrat re;r,Llstri

, o{-financial statement can propcrly understand the vierv presented.

: t+l All significant accounting policies adopted in financial statements

,  '  
d isc losed:  &

9r) Disclosure should, usually. be made at one place; &

: (c) f)isclosure shotrld from part of f inancial statement; &

' (d) Any change in Accounting poticies having material effect should be disclt ' 'sed alorrg

i , 
'  

with amount by which financial statement is affected by such change ( if amount is

, 
"r"".tainable 

) If amoult is not ascertainable, the fact should be stated' &

, (e) lf any funclarnental accounting assumptiotr is not followed, tlre fact shculd be

. q "tr.-"li. o ,l 1, \ 
1'l ; 1r' 

t-i 'ahtu I

i  . , \ r  ' . , , , \ l t . \ ' , 1 \  ' !

,  nl,r vrtu ? t,  i  ,  , : ,  r o),sc,h
'  . . 1 ' . ' . , " \ ' on  f \ { '

, ki )..J"'

l tequirement of

Acc*lrnting
st:rusi:lrd regarding

I  I  5 - :  : ,  {  1 1  g . 6 t of

"i i ,:r i i l  i i  slt in g policies-

.{s-"t

1 . ,

shouli l hc

l \

I J
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r-15 I\CC]fX]NT I Ti G CON (. I. I' 'T.- I; tJ N DAIT T.-]\.f .\ I, AC]COII N.T.I N {; ASSUM P.T I ON

N'[e:rrr ing

Three
[unrlat t tental

:rccottnt ing

:rssunrpt iol ls

[- l isc!osure
reqr j ; rcmcl t t  as
per  AS- l

.  ( lcr ta i r r  { i r r r i l l r r r icnta i  accorrnt i r rg assr tnr l ' r t i i t t ts  t rnder l ic  i l rc  prcparat iorr  & pres;crnta l r ( ) t l

o f  l l r t l r t c  i l i l ' ' t a t c l nc r l t s .

.  ' l 'hc i r  
t tsc i : - , tss i t t r te t l .

t a )  ( l t ! ng  ( ' r r nc t ' l  n :  I  l r e  c r r l c r l r i : . .  i s  r  i c r r , ' , 1  ; t s  so i t t g .  t .  o t t cL ' t t l .  r l r r r t  r s .  co r r t i r l r r i ng  oPCr3 t i r ) l l s

hrr t l re  1 i ,135;ggl r f lc  { i r1r ; re.  l t  is : i "sr rnrct l  1} rat  the et r terpr isc l ras r tc i t l rer  t l rc  in tent ion nor thc

rrecessi tv  o l  c losc . l t t *  t t .

(b)  Consistc lc1;  I t  is  assrr rne ' j  t i ra t  accoLrnt ing pol ic ies are cotrs is tcnt  f ronl  ot te per i< ld 1o

i r t to ther  pcr i , r r ! .

(c)  Accrual :  l {ercrr r res arrd costs are uccr t tcc l ,  that  is ,  rccogniz.ed as thel  are ear t tcd or

incrr r re i  (a6d l rot  i ls  n lonev is  rccr ivcd or 'p ; r ic l )  a t rd recor t le<l  i r r  the f inancia l  s tatenlcnts t ' f

t l rc  pcr iod to uhich thel  re la ' ,c .

(u )  l l ' a l l  t I r t . r  l i r r r t l : r r r r c r r l l r l  i r cu r ru r r l i r t s  r r ss t r r t t p t i ons  a re  he ing  f , t l l owed  i n  p rep i r rn t i on  &

preserr tat iorr  c , f  f lnancia l  s ta ienrents.  spcc- i f ic  d isc losure is  not  needed-

(b)  l lorvcver .  i f 'ar ry  l i rnc lerncnta l  accorrn l ing asstr t t tp t ion is  r rot  f t l l iou 'ed the fac l  l ras to bc

disc loset l  i t t  t l rc  f i r tar tc ia l  s tatentcnts.

(c)  
' l ' l rus 

d isc losrr re is  nceded onl l , i r r  case of  non-corrp l iancc rv i th  t l te  fundanrcrr ta l

lcc( ' ru l t l  i t lc  ; tsst t l t tp l  io t t .

I

I

I

I

I

-

I

T
I

G
;

C

;

;

I

G
I

I

I

OI]JECTIVE TYPE QUESTIONS

Clomment alongrvith reasons rvhether follo$'ing are'frue or Fllse.

( l )  I i in*nc ia l  s tatements inc lut le  P. tL account ing and Balance Sheet  but  not  notes to nccor tnts '

FAt,Sll + Financial staternents rnean rvlrole set of accouttts including P&L account, Balance sheet and

disc lost r re i .c . .  t r t>tcs to acc(r t tn is .

(2) Audit is inrlcpendent examination of operations conductcd by managemcnt'

FALsil l + Arrtl i t is indepcrrrlcrrt exarnination ol- f inont' iol slatemurls of arr cntity to express opinion

thercon.  I t  is  thus exarnin i t ts  f inancia l  i r r forrnat ion,  not  operat ions of 'ent i ty .

(3) . Autl itor,s opinion is on True & F'air vierv of f inancial stltements. 
i

TRUI,, + For reporting ()n lrue & fairvierv, it is seen whether acceptable policics are consistelrt l.v applied,

regul"tion, 
*ha.,,e 

t,ee,r observecl & appropriate disclosures lrave beetr nrade in financial

staten':i nts.

(4) Auditor needs to be indepentlcnt' J

TRtjE, c) Independcnce rncalrs that juclgernent of a l lerson is not subortl irtatc to rvishes of any pers'()n-

Indepenclent audit enhances credibil i t-v of f irtancial statcrnellts of clicrrt '

(5) Audited financial statements hclp the lenders'

TR{lE + Lenders can rcly on atrdited financial statemcnts r,vlri le making dccision abotrt credit r 'vofthitress

of loan applicant & later on, they can judge recoverabil ity of t lreir lunds.

(6) Arrdi{or does not need communication skil ls, as he is concerned only with financial information'

FAL5E 4, During concluct of audit, he has to interact with various oft-rcers and staff of client & third

partiei rvhich requires good rvritten & orai col.nmunication skil ls'

t
t
;

t
C
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6
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C
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f
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(?)  i \ r r r ! i lor  r r rust  nra int i r i l r  cont idct t t ia i i t r  subject  to  ce r t : r i r l  except iot rs .

r  i i r  i .  ?  l l c  (A t rd r t r t r )  s l r o t r k l  l t o t  d i sc l r ) sc  a l r v  cc .n l l dcn l i a l  i n f t r r r l a t i r r r i  r ' : l a t i t t g  i o  c l i c t t t  l l r r . ' ' r ' " '  i t t l

ca l l  d isc l ( )se i l - i t  is  pcrrn i t : ' :d  Lrv c . l ie  r t t  or  rc( l t l i rcd br  l : tu .

i x ]  { ,  r . : t ,  t j r r l ' !  Do t  nee ( l  k l l o \ \ ' l c t l ge  o l ' t c cou r l t i t l g .

l i^ t .S l ; l  +  Aucl i t t i r  ex l ) i 'cs: ;es opin ion on l l r rarrc ia l  s taternel t ts .  I f  he t loes noi r  l iave exPer l  k t tor i l t r lq l  o t t

accognt i lg .  l rc  r ' .ap191 c l rcck *helhcr  l lnarrc ia l  s tatc l t rcnts prepl l rcd l iv  ent i t r 's  i l l i i l l i lgct r lent  ar ' j

t rue & la i r  cr r  nrr t .

( ! i )  ^ ,ut i i to i l  should have knorv lc t lge o l  Cl - -S- , -  *> ( '  '  r  1*7r ' ' ' I  l  R - I " : f  lR\ ' t  Ar lo l . {  $ \ / iTt  
y '

' f  
l t I rE  +  Noq ,a  c l a1 ,s ,  6 r6s t  o1 ' t [ e  c l i ep l  l l l a i n ta in  t he i r  accou r t t s  i t . t  co tnp t t i e r  i n fo r r t i a t i o l t  s l s t c :n . ' i i . r r r s -

rvork ing knt t* iedge on colnputcr  is  ret l r r i rc t l  forat rd i tors l ( )  c , . ) l l ( l ' . lc i .  a t rc l i t  i r r  an c i lcc l i ' , r ' ' , r ; '

t l t t  . ,  r , ; ! r  r ! : :q ' : : ! l ' t  requi re knorr ' le t lge of  business operat ions on J lar t  o f  audi tor .

! . - . i .  ! ,S1, :  c)  In  f inancia l  s tater l t i : l t ts  of  c l ient-  rest r l t  o l  var iot rs  oPcrat i t r r ts i  i r rnc l io t ts  are s l ior t r r  l l r r les: ;

aucl i tor  6as krr t , l lcc lge abgut  basic  bt rs iness operat io l ls ,  l tc  can' t  judgc thei r  f  inar lc ia l  1"- i ' ' | i t r  ;1 t

eft-ective rvar'.

i  I  ! )  [ ]ue ur ! r { . } t r i . r t ion is  rc t lu i red 1o be kept  l tv  audi tor '

TRUE A He shotrld cl<tcutnent Inatters relating to tlre audit (niaintain u'orking papers)"Working 1x,t1t':r ' ' ; lr ' ;

rnaintained t9 |erlopstrlte that the atrclit rvas carried out itcctlrdance witlt thc basic pritt ' :t l i-" '

i  I1 ,  ^ .  l i r f  i ( r4,  is  responsib lc  for  pre vent ion & detect ion of  nr isstaten, . , t t r .  t  
^ l  i

i ,Al,SF- + primary reslt, l lsibil i t l ,of prevcntion, detection & correttion of fraud and error rs ihl: i i ' i l

managel le l t . ' f Igs i f  audi tor  per fcrrn ' rs  h is  rvork in  accordance rv i th  basic  pr inc ip lcs 14r"" : t r ln ' - '

on ou,l it, hc czrnnot be held l iable for non-detection of nrisstatentent in financial staterne flt i .

{ } . } ' r  l r ; : r " . t tc i l l l  s tatements are rcsponsib i l i ty  of  managctnent '
,ntl iF: * The malagenrent is responsible for maintaining an upto clatc and proper accounting t ' ' f 'rarir--us

transactions entered into during the course ofthe ycar'

f  14!  $unrpl ing is  a major  inherent  l imi t r t ion o[audi t '

i .[{.t i f,], .+ Auditor uses sampling cluring perfonnattce of audit. It is nct pcssible fbr hirrr ttr cr:ttdr.lcl

detailed clreckirrg clue to time constraints and other practical probiems. As he doesn't <:heck

each & evcrJ: itetn. it is impossible lbr hirl l  to detect all fraud & errors.

{iS} l) isclosure of accounting policv, rvhich is adoptcd in preparation of f inanciai statements, is not required'

FAl,l iF: .9 The profit gr Iqss can be significantly aff-ectcd by adopting difl 'erent accounting policies.Thus.

disclosgre of- accounting policies follorved becontes necessary so that readers of f inancral

statemenls carr properly understand the vie"v prcsented'

disclosure of l irntlarlental accounting assunrptions is needed whether these are followed or

lf all threc lLndarnental accounting assuntptions are bering follorved in preparatrrn &.

presentation of f inancial statements, specil ic disclosure is not needcd. Tlrus' disclosure is

needed onl1, i1 case of pon-cornpliance rvith the fundarnental accounting assurnptiort"
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