

	BASIC CONCEPTS IN AUDITING                  AUDITING & ASSURANCE 
	2010



Contents: 
1. Concept of Auditors Independence
2. Audit Evidence
3. Concept of Materiality
4. Concept of true & fair
5. Disclosure of Accounting policies
1. Auditor’s Independence:
The report of an independent auditor is the only real safeguard available to the various parties interested in the financial affairs of the entity.  It is due to the independence of the auditor, leading to an objective report, that the risk of people being misled by untrue or fraudulent financial statement is minimised.  As a by-product, managements get attuned to open and truthful financial statements
2. Audit Evidence: Please Refer SA -500 Audit Evidence Class Notes
3. Concept of Materiality: Please Refer SA -320 Materiality in Planning and Performing an Audit 
4. Concept of True & Fair:
The concept of “true and fair” is a fundamental concept in auditing.  The phrase “true and fair” in the auditor’s report signifies that the auditor is required to express his opinion as to whether the state of affairs and the results of the entity as ascertained by him in the course of his audit are truly and fairly represented in the accounts under audit. 
What constitutes a true and fair view is a matter of the auditor’s judgement in the particular circumstances of the case.  In specific terms to ensure truth and fairness, an auditor has to see:
· that the assets are neither undervalued or overvalued;
· no material asset is omitted
· no material asset is omitted;
· the charge on assets, if any, is disclosed;
· material liabilities should not be omitted, and liabilities are neither undervalued or overvalued;
· accounting policies have been followed consistently;
· all unusual, exceptional, non recurring items have been disclosed separately;
· accounts have been drawn as per requirement of Schedule VI to the Companies Act; and
· the accounts have been drawn in compliance to the relevant accounting standards.  In case of deviation from accounting standards, disclosure should be made of the reasons for such deviation and financial effects, if any arising due to such deviation


5. Disclosure of Accounting Policies & Fundamental Accounting Assumptions:
 As per AS 1 on “Disclosure of Accounting Policies” accounting policies refer to the specific accounting principles and the methods of applying those principles adopted by the enterprise in the preparation and presentation of financial statements.  There is no single list of accounting policies which are applicable to all circumstances.  The choice of the appropriate accounting principles and the methods of applying those principles in specific circumstances calls for judgement by the management.
The profit or loss can be significantly affected by the accounting policies followed.  Therefore disclosure of significant accounting policies followed is necessary if the view presented is to be properly appreciated. 
In this context, AS 1 states that certain fundamental accounting assumptions underlie the preparation and presentation of financial statements.  They are usually not specifically stated because their acceptance and use are assumed.  Disclosure is necessary if they are not followed.  The following have been generally accepted as fundamental accounting assumptions:
(a)Going Concern: The enterprise is normally viewed as a going concern, that is, as continuing in
operation for the foreseeable future.  It is assumed that the enterprise has neither the intention
nor the necessity of liquidation or of curtailing materially the scale of the operations.
(b)Consistency: It is assumed that accounting policies are consistent from one period to another.
(c)Accrual: Revenues and costs are accrued, that is, recognized as they are earned or
incurred (and not as money is received or paid) and recorded in the financial statements of the periods to which they relate.
Thus, if the fundamental accounting assumptions, viz., Going Concern, Consistency and Accrual are followed in financial statements, specific disclosure is not required.  If a fundamental accounting assumption is not followed, the fact should be disclosed
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