
                  CHAPTER – 1  : NATURE  OF  AUDITING

AAS – 1 (SA 200)    :    Basic Principles Governing and Audit
AAS – 2 (SA 200A)  :   Objectives and Scope of the Audit of Financial Statements
AAS – 4 (SA 240)    :   The Auditor’s Responsibility to consider Fraud and Error in an          
                                             Audit of Financial Statements                                  

1.1 INTRODUCTION

	Accounting
	Auditing
	Investigation

	Concerned with recording of……

                                 


Transactions and     
      Preparation of
Financial Statements.
	Independent Examination of……




financial information contained in financial statements.
	Systematic, critical
examination of…… 
  


                             records for a
special purpose.


 (
Auditing has been derived from…..  LATIN word
          “AUDIRE”
Which means,” to 
here
”
)                                                               
                                                                                                                                       









·  (
Types of Audit:
 (a) Statutory Audit
      
 
                                 
(Required under Law)
                            
(b) Voluntary Audit
                                       
 
                                 
(Not required under law)
)A=AUDIRE i.e To here
· U=understand
· D=do the duty deligently / hounestly
·  I= intelligently, independent
· T= To report the taste of your test.

1.2 NATURE  AND  PURPOSE  OF FINANCIAL STATEMENTS

· FS …means     
                                          is a set of documents,
                                               Which indicates the results of business operation,
                                          during the period                      HOW THE RESULTS WAS ACHIEVED,                    
                                                                                AND
                                                                          POSITION OF ASSETS & LIB. ON THE GIVEN DATE. 

	Financial statement include…………
	· P/L  ACCOUNT:
· Which  indicates profits earned OR loss incurred during a particular financial year.
	· B/S :
· Which indicates financial position of assets & liabilities at a particular date.

	· CASH FLOW & FUND FLOW STATEMENT :
· Which indicates movements of cash/ fund during a particular financial year.
	· NOTES TO ACCOUNTS:
· i.e.  disclosures OR explanatory notes.





                                                                                                                         



1.3     STANDARDS  ON  AUDITING

(1)   INTERNATIONAL  AUDITING  &  ASSURANCE  STD. BOARD  : { IAASB }

· 1977--- international federation of accountants : { IFAC } -- was set up
                                                   profession of  accountancy
· OBJECT---harmony b/w                           &
                                                                            international  std.

to get this object ,


    IAASB was set up by IFAC.
                                     
                    Object:             to develop public int.
                                                                   high quality auditing std.for use around the world.


(2)   AUDITING  & ASSURANCE   STD.  BOARD : { AASB } 
                	
· ICAI  is  a member of  IFAC
· Is committed to work  towards the implementation of guildlines 
· Issued  by IFAC.
    
· ICAI  constituted ….AUDITING  PRACTICES  COMMITTEE  {APC}  in 1982
· Object of ACP :              To review the existing audit practices in india,
                                                       
                                                      To develop statement of  std.auditing practices( saps).
 

    
· In july 2002 – APC  has been converted into………                                               

“ AUDITING  &  ASSURANCE  STD. BOARD ’’ { AASB }


· SAPS  converted into…. “AUDITING  & ASSURANCE  STD. ’’ { AASS  }












· Re-naming ,re-numbering ,& categorization  of auditing assurance std.

(1) Std.on  auditing (SAS) : Applied in     audit of historical financial informations.

(2) Std.on  review engagement (SRES) : Applied in   review of historical  financial                                                                                                                       
                                                                                                                           informations.
                     
(3) Std. on assurance engagements (SAES) :Applied in 
                                                                                                          = assurance engagements,
                                                                                                          = engagement dealing with   
                                                                                                            subject matter…other than 
                                                                                                       historical financial information.
                      
(4) Std. on related services (SRES) : Applied in
                                                            = engagement to apply agreed upon 
                                                              procedures to informations.


·                                  
	TYPES OF STANDARD
	Numerical  series

	(1)std.on  quality control
	            01-99 

	(2)std.on  auditing
	           100-999

	(3)std.on  review  engagements
	          2000-2699

	(4)std.on  assurance  engagements
	          3000-3699

	(5)std.on  related  engagements
	          4000-4699




·                                                                                                          
	ASPECT  OF  AUDITING  COVERED
	Numerical series

	(1)Introductory matters
	     100-199

	(2)general principels & responsibility  
	     200-299

	(3)risk assessments & response to assessed risk
	     300-499

	(4)audit  evidence 
	      500-599

	(5)using work of others
	      600-699

	(6)audit  conclusions & reporting
	      700-799

	(7)specilised  areas
	      800-899












1.4 DEFINATION  OF  AUDITING

· According to  SA -200  “Basic principles governing an audit’’……
                                                                                                                
 (
A
 = 
Accounting &
 other
U
 = underlying
D
 = 
Data  &
,
I
  =
 Information 
T 
= 
To
 give an 
O
 = Opinion 
in ,
R 
 =
 the audit  Report.
)      



1.5 THE  AUDITOR

· AUDITOR : The person conducting audit is known as___auditor

· AUDITEE : The person required getting his accounts audited it may be a legal person also.

· AUDIT REPORT : Opinion in a statement format i.e CARO

· Functional classification of auditors : Internal audit  VS  External audit:
· On the basis of functional division, auditors can be classified in two broad   categories, 
· namely, external auditors and internal auditors.
	· External auditors are the persons,               
· who practise the profession of accountancy,                                       
· having  qualified in the 
professional examination ,and in external organisation of which they  audit the accounts.
· The external auditors are appointed by the owners of the organisation, say, shareholders  of the company.
	· The internal auditors, may also be professionally qualified,                     
· and in internal  organisation in which they are appointed to perform specific work.
· They  are considered internal because their appointment is done by the management,                                    
· and the scope of work is also specified by it.





· Qualities  of an  auditor

                  (a) Technical Qualities: Sound knowledge of accountancy,  auditing, taxation  &  corporate laws.
                    (b) Personal Qualities: Objectivity,  integrity,  independence,  confidentiality,                                
                                                                           communication skills,   reliability and trust.
   The qualities required >>>>>
· according to Dicksee,                                                                                                
   tact, caution, firmness, good temper, integrity, discretion, industry, judgement, patience, clear headedness and reliability.                                                                  
            In short, all those personal qualities that go to make a good businessman contribute to the making of a good auditor.

· 
	(1) Integrity
	Auditor should be honest , sincere & straight forward  while performing his professional duties.

	(2) Independence 
	                           not  subordinates his judgements,
He should                   free of any interest,
                                audit the financial statements in unbiased way.

	(3) Confidentiality
	He shoud not disclose confidential information except,
· Permitted by client, or 
· Required  by law.

	(4) Knowledge
	· He should have general knowledge of client’s business.
· Awareness about law, i.e  taxation laws , contract act,  &  partnership act ,companies act  
· He must continuously update his knowledge to conduct audit effectively.



 (
    
(5) 
caution
Whatever he does, he must do with proper skill & care.
   
    (6) Tact
He 
must be able to deal with different persons in 
different  
sisituation
.
)
·  (
(
7) Communication skills
D
uring conduct of 
audit ,he
 has to interact with various officers & staff of organization & 3rd parties, thus he required good oral & written communication abilities.
(8) 
Judgement
He should be capable to taking firm 
judgement
.
)                                                                                                                                                        
























1.6      OBJECTIVE  OF  AUDIT
                                                       Objective Of  Audit



       Primary Objective                                                          Secondary Objective
    (AAS – 1) (AAS – 2)                                                                     (AAS –4)
                                                                                                                           

 (
Consideration of Risk of Material Misstatements
.....
  ..
 
resulting
 from Fraud and Error.
) (
Expression of Opinion
....
 on
 
True & Fair view of
....  
 
     
   
.....financial statements.
)



                                                                                                                                                
	As per AAS -1
	Audit is conducted to express an opinion on financial statement.   
     Thus, primary objective is… reporting.

	as per AAS -2
	 The objective of audit of financial statements is ... to enable the auditor to express an opinion on such financial statements. 

	Reporting  on what ?
	The auditor reports whether financial statements represent true & fair view.

	True & fair --meaning
	It can be examined by considering whether:  
 Financial       prepared using consistent 
                                     &acceptable accounting             
                                                    policies.                             Statements      comply with relevant  rules 
                                                         & 
                                     regulations AND disclosure 
                                      of  all  material  matters.



	  Detection of         misstatements
	a. Auditor is expected to provide opinion  on true & fair view of.....                     financial statements as above.
b. He cannot frame such opinion if he is not able to confirm the possibility of ....        
                     existence of fraud & error in                   
 financial statements.
c. Thus , secondary objective is .......           
   detection of mis-statement  in financial  statements.

	As per AAS - 4
	1. Primary responsibility of prevention, detection & correction of fraud AND error is that of management.
2. However, if there are doubtful situation that some material misstatement may exist,....auditor should extent his procedure to confirm / dispel the doubt.
3. Audit may not reveal all the misstatements.                                           ( due to inherent limitation of audit )
4. If auditor performs his work in accordance with basic principles governing an audit ,  ...he cannot be held liable for              non-detection of misstatement in financial statements of clients.
5. However, if he notices material misstatements resulting from fraud,....he should communicate the same at appropriate level of management.
6. If misstatements are found, he should ensure their appropriate disclosure either in....
· Financial statement by management OR his audit report.

	As per case of “ Kingston cotton mills company ’’
	· Unless, doubtful situation are there,...auditor is totally justified in relying upon the magt./ employees of the client.
· He is watch dog, NOT a blood hound.


                



















                                             
                    TYPES  OF  ERRORS                                                                            
                                                                                                                           Meaning :
	ERROR : 
· Errors are mistake made through ignorance.
· An errors is generally taken to be innocent and not deliberate.

FRAUD:
· Fraud is artifice with the intention of cheating or injuring another.


                              As  Per  Nature                                                                                                            

   
self- revealing /                Un-intentional  /             Un-concealed /           Affecting T.B. /                                                                                                                                                                               not self- revealing            intentional                     concealed                 not affecting T.B.

                                             As Per Accounting Aspect


Error of                    compensating                Error of                Error of   
principle                   error                              omission              commission

                               

	                                 As per nature




		Self-Revealing Errors


Non  Self- Revealing Errors
	a) These appear during the preparation of accounts.
EXAMPLE: if a cheque deposited is not shown. It becomes 
                      apparent during BRS.


a) They do not appear during the preparation of accounts.
b) These can be known only by detailed analysis.
EXAMPLE  : capital expenditure shown as a revenue expenditure.

	Un-Intentional Errors


Intentional Errors 
	a) These are not deliberate mistake.
b) It may be due to ignorance of facts.
                EXAMPLE :if petty cashier forgets to record freight of  Rs.10/- in 
                                      petty cash book.

a) Deliberate mistake. i.e. frauds
EXAMPLE  : bad debts recovered not recorded in books. Thus  Mis-appropriation the money so received by employee of the entity.

	Un-Concealed Errors

Concealed Errors
	· Same as un-intentional error.
· No efforts are made to hide the error by person committing it.


· Where by the person committing the error/fraud is making way to hide it.
· These can be ascertained only by detailed checking.

	Error Affecting Trial Balance

Error not Affecting Trial Balance

	a) One sides error due to which trial balance does not tally.
EXAMPLE  : goods sold to ‘A’ entered in sales book but not in ‘A’s account.

a)  Two sides error  such as ..compensating error OR  complete omission of transaction.
EXAMPLE :  No  provision  for bad debts.















	  
 As per    accounting  
aspect 
		Error  Of Principle 
	1) Recording an entry in fundamentally incorrect manner.
2) For example : capital expenditure charged to revenue.
3) No effect on trial balance.
4) But they may affect profit.

	Compensating Errors
	a) Which are nullified by the of another error.
b) For example : expenses amounting to Rs. 6000 wrongly recorded at Rs.8000, while another expenses amounting to Rs. 2000 not recorded at all.
c) No effect on trial balance.
d) But , may affect profit , if one error arises in revenue a/c  & other in a balance sheet item.

	Error  Of Omission
	1) Where  transaction is not recorded in accounts , wholly OR partly . 
2) For example : sales of  Rs.1000/- to  A either not recorded wholly OR  shown in sales a/c , but not posted to  A’s a/c.
3) Full omission does not affect trail balance, but partial omission does.
4) May affect profit.

	Error  Of  Commission
	a) Incorrect  recording of a transaction .
b) May be of following types : 
· Posting  Error : wrong  account /amount /side.
· Casting  Error :  wrong  totalling /balancing.
· Duplication  Error :  entry recorded twice.
· Carry forward Error : wrong  amount /side.
c) For example : sales amounting to Rs.1000/- recorded as Rs.100/-  or  page total of wage sheet Rs.500/- carried forward as  Rs. 5500/-.
d) May  OR  May  not affect trial balance. Same is the case of impact on profit.




	
	

	
	

	
	


Procedural  error :
· An accounting system includes both records and procedures.
· Error can appear in both. 
· Whatever errors occur in the implementation of the procedures may be term as ....
Procedural  errors.  ( which include fraud also ).
	Condition OR events , which increase the risk of fraud or error leading to material misstatements in financial  statements : 
1. Weakness in internal control system.
2. Doubt about competence and integrity of management. 
3. Un-usual pressure with in entity. E.g. entity facing problem in getting finance. 
4. Un-usual transaction. E.g. transaction with related parties.  
5. Problem in obtaining sufficient & appropriate audit evidence .
                E.g. management deliberately not co-operating with the auditor.



                                                                      


· Errors of commission  and  Errors of omission   constitute  procedural errors.



· As per SA-240, .Auditor’s Responsibility to Consider Fraud and Error in an Audit of Financial Statements                                                                                           Two types of intentional misstatements are relevant to the auditor’s consideration of fraud-misstatements:

(1) Fraudulent  Financial Reporting :
· It involves.....intentional misstatements                         
                                                        OR                                                  To  deceive  financial  statement  users .
                      Omissions of amounts
                                               OR
                   Disclosures in financial statements                                                                                 
(2)  Misappropriation of Assets :                                                            
· It involves the theft of an entity’s assets.
· Misappropriation of assets can be accomplished in a variety of ways...
(including embezzling receipts, stealing  physical or intangible assets, or causing an entity to pay for goods and services not received);

Therefore, it is clear from the above that ,                                                                                          

· Fraud  deals with intentional mis-representation.                                                               
                          BUT,                                                                                                                         
· Error  refers  to unintentional mistakes in financial information.


· FORMS OF FARUD :
1. Misappropriation of assets : as above .
2. Defalcation of cash : IMP  
· Defalcation of cash has been found to perpetrated generally in the
following ways:
      
             (a) By inflating cash payments:
                              Examples of inflation of payments 
                 (1) Making payments against fictitious vouchers.
    (2) Making payments against vouchers, the amounts whereof have been inflated.
                  (3) Manipulating totals of wage rolls either by including therein names of dummy
         workers or by inflating them in any other manner.
 
  (b) By suppressing cash receipts :
   Few Techniques of how receipts are suppressed are...
(1) Teeming and Lading:
(2) Adjusting unauthorised or fictitious, rebates, allowances, discounts, etc. customer.



(3) Writing off as debts in respect of such balances against which cash has already
been received but has been misappropriated.
        
         
            (c) By casting wrong totals in the cash book :

3. Misappropriation  of goods :

· Fraud in the form of misappropriation of goods is still more difficult to detect; for this management has to rely on various measures.
· Apart from the various requirements of record keeping about the physical quantities and their periodic checks.
       There  must be rules and procedures for allowing persons inside the area where goods are kept.

4. Manipulation of accounts :

· Detection of manipulation of accounts with a view to presenting a false state of affairs is a task requiring great tact and intelligence...
      Because----generally  management personnel  in  higher  management  cadre  are  associated with  this  type  of fraud and this is perpetrated  in  methodical  way.



· Detection  of  fraud  and  error  : DUTY/RESPONSIBILITIES  OF  AN  AUDITOR 

SA-240, .Auditors Responsibility to Consider Fraud and Error in an Audit of Financial Statements., deals at length with the auditor’s responsibilities for...
I. the detection of material misstatements resulting from fraud and error when carrying out an audit of financial information and
II. to provide guidance as to the procedures that the auditor should perform when he encounters circumstances that cause him to suspect, or when he determines that fraud or error has occurred.

Broadly, the general principles laid down in the SA may be noted as under :

1. In planning and performing his examination,                                                                       
· The auditor should take into consideration the risk of material misstatement of the financial information caused by fraud or error.                                                                     
· He should inquire of management as to any fraud or significant error which has occurred in the reporting period and modify his audit procedures, if necessary.
2. If circumstances indicate the possible existence of fraud or error,                                       
· The auditor should consider the potential effect of the suspected fraud or error on the financial information.
· If the auditor believes the suspected fraud or error could have a material effect on the financial information, he should perform such modified or additional procedures as he determines to be appropriate.






3. The auditor should satisfy himself that... the effect of fraud is properly reflected in the Financial  information or the error is corrected >>> 
                               In case the modified procedures performed by the auditor confirm the existence of the fraud.

4. The reporting responsibilities would also include communicating with management. 
· When those persons ultimately responsible for the overall direction of the entity are doubted, the auditor may seek legal advice to assist him in the determination of procedures to follow.
· Where a significant fraud has occurred... the auditor should consider the necessity for a disclosure of the fraud in the financial statements and 
                   If adequate disclosure is not made, the necessity for a suitable disclosure in his report.



1.7     ASPECTS  TO  BE  COVERED  IN  AUDIT

State matters which the Auditor should look into before framing opinion on accounts on finalisation of audit of accounts ? discuss over all audit approach. 

· The principal aspect to be covered in an audit concerning final statements of account are the following :
1. An examination of the system of accounting and internal control :
             To ascertain whether it is appropriate for the business and helps in properly recording all transactions.

2. Reviewing the system and procedures :
            To find out whether they are adequate and comprehensive

3. Checking of the arithmetical accuracy : of the books of account by the verification of postings, balances, etc.

4. Verification of the authenticity and validity of transaction 
    Entered into by making an examination of the entries in the books of accounts with the relevant supporting documents

5. Ascertaining that a proper distinction has been made between items of capital and of revenue nature AND that the amounts of various items of income and expenditure adjusted in the accounts corresponding to the accounting period.

6. Comparison of the balance sheet and profit and loss account or other statements    
                         with the underlying record in order to see that they are in accordance therewith.

7. Verification of the title, existence and value of the assets appearing in the balance sheet.

8. Verification of the liabilities stated in the balance sheet.

9. Checking the result shown by the profit and loss and to see whether the results shown are true and fair.

10. Where audit is of a corporate body, confirming that the statutory requirements have been complied with.




1.8    BASIC  PRINCIPELS  GOVERNING  AN  AUDIT                   

· SA-200 describes the basic principles which govern the auditor’s professional responsibilities and which should be complied with whenever an audit is carried out.
· Compliance with the basic principles requires the application of auditing procedures and reporting practices appropriate to the particular circumstances.

1. Integrity, objectivity and independence  : 
· The auditor should be straightforward, honest and sincere in his approach to his professional work. 
· He must be fair and must not allow prejudice or bias to override his objectivity.

2. Confidentiality : 
· The auditor should respect the confidentiality of information acquired in the course of his work 
                                                                    AND                                                                                                               
Should  not disclose any such information to a third party without specific authority.

3. Skills and competence : 
· The audit should be performed AND the report prepared with due professional care by persons...... who have adequate training, experience and competence in auditing.

4. Work performed by others :
· When the auditor delegates work to assistants OR uses work performed by other auditors and experts .....he continues to be responsible for forming and expressing his opinion on the financial information. 
· However, he will be entitled to rely on work performed by others,... provided  he exercises  adequate skill and care and is not aware of any reason to believe that he should not have so relied.

5. Documentation :                                                                                                            
· The  auditor  should  document  matter  which  are important in providing evidence that the audit was carried out in accordance with the basic principles.

6. Planning : 
· The auditor should plan his work to enable him to conduct an effective audit in an efficient and timely manner. 
· Plans should be based on a  knowledge  of the client’s business.

7. Audit Evidence : 
· He auditor should obtain sufficient appropriate audit evidence through,,,
                The performance of compliance and substantive procedures
                         To enable him to draw reasonable conclusions, there from on which to base his opinion on the    
               Financial  information. 

8. Accounting System and Internal Control :
· The auditor should gain an understanding of the accounting system and related controls
                and should study and evaluate the operation of those internal controls upon which,
                           he wishes  to rely in determining the nature, timing  and  extent of other audit procedures.

9. Audit conclusions and reporting : 
· The auditor should review and assess the conclusions drawn from the audit evidence obtained
· The audit report should contain a clear written opinion on the financial information.




1.9 SCOPE OF AUDIT

‘Doing a statutory audit is full of risk’. Narrate the factor  which cause the risk.

 Scope of audit
·  The requirement of the relevant legislation 
· The pronouncements of the institute (ICAI)
· Term of engagement
       However, the term of engagement can not the provision of relevant legislation.   

· An independent audit whether performed  in terms of relevant statutory legislation  OR  in terms of the engagement ,,,
·  The auditor has to be reasonably satisfied as to whether,
                                                      the information contained in the underlying accounting records, &
                                                   other source data is reliable for the preparation of financial statements.

· Since, the entire process of the auditing is based on the assessment of judgements. 
AND  evaluation of internal controls, the audit suffers certain inherent risks. 

Factors which may cause such risk in conducting an audit are discussed below : 

(1)   Exercising judgement on the part of the auditor :
· The auditor’s work involves exercise of judgement
· E.g. in deciding the extent of audit procedures
                                  AND
        In assessing  the reasonableness of the judgements
                                  AND
        Estimates made by management in preparing the financial statements. 

(2)   Nature of audit evidence :
· The evidence  obtained  by  the auditor are persuasive rather  than conclusive.
· Even in circumstances where conclusive evidence is available, 
                  The cost of obtaining such evidence may far exceed the benefits.

(3)   Inherent limitations of internal control : 
· Internal  control can provide only reasonable , but not absolute, assurance on  account of several  inherent limitations.
· Such as... potential for human error ,  possibility of circumstances of control through collusion, etc.


· On the above , it is quite nature that ....audit  suffers  from,
· Control Risk on the account of inherent limitation of internal control risk.  &
· Detection Risk on the account of test nature of audit and judgement.











1.10 INHERENT LIMITATIONS OF AUDIT

· As  per  SA 200 “ overall objective of the independent auditor and the conduct of an audit in accordance with standards on auditing ”
· The auditor is not expected , and  
· cannot , reduce audit risk to zero  and  
· cannot  obtain absolute assurance that, the financial statements are free from  material  misstatements  due to fraud  or  error.

· This is because there are inherent limitations of audit ,                                                                  which result in most of the audit evidence on which the  auditor draws  conclusions and  bases the auditor’s opinion being persuasive rather than conclusive.

· The inherent limitation of an  audit arise from : 
· The nature of financial reporting ;
· The nature of audit procedure ;  and
· The need for the audit to be conducted with in a reasonable period of time and
 at a reasonable cost.

1.11 AUDITING AND INVESTIGATION
      AUDITING....
(1) Auditing is general objective to find out whether the accounts show true & fair view.
(2) It is a critical examination of books of accounts.
(3) The auditor seeks to report , what he find in the normal course of examinations of the accounts adopting  generally followed techniques unless circumstances call for a special probe. 
(4) Fraud , error , irregularity ,whatever  comes to the auditor’s notice in the usual course of checking ,are all looked into in depth and ,                                                                                         
      Sometime  investigation results from the prima facie finding of the auditor.

               INVESTIGATION....
(1) Investigation  is  critical examination  of the accounts with a special purpose .
(2) For example : if fraud is suspected and an accountant is called upon to check  the accounts to whether  fraud really exists and if so, the amount involved ,the character of the enquiry changes into investigation.
(3) Investigation may be undertaken in numerous areas of accounts.
(4) For example : The extent of waste and loss ,profitability ,cost of production etc. 
                          It extends scope beyond books of accounts.

	Short note on – operational audit :
· Operational audit involves examination of all operation and activities of the entity.
· The object of operational audit include the examination of control structure and of the relation of department  control  to general policies.
· It provides an appraisal of whether the department is operating in conformity with prescribed standards and procedure AND whether standards of efficiency and economy are maintained.
· It is concerned with formulation of plan.
· Their implementation and control in respect of production and marketing activities.
· Traditionally,  internal audit focused on accounting operation of the entity.
· However , operational audit covers all other operation such as marketing ,manufacturing ,etc.
· Thus, operational audit in its initial stages  developed as an extension of internal auditing.




1.12 TYPES OF AUDIT

On this basis audits may be of two broad categories 
i.e.,  audit required under law    AND    voluntary audits.

(i) Audit required under law: The organisations which require audit under law are the
Following:
(a) Companies governed by the Companies Act, 1956;
(b) Banking companies governed by the Banking Regulation Act, 1949;
(c) Electricity supply companies governed by the Electricity Supply Act, 1948;
(d) Co-operative societies registered under the Co-operative Societies Act, 1912;
(e) Public and charitable trusts registered under various Religious and Endowment Acts;
(g) Corporations set up under an Act of Parliament or State Legislature. i.e. Life insurance co.of India.
(h) Specified entities under various sections of the Income-tax Act, 1961.

 (ii) In the voluntary category are the audits of the accounts of proprietary entities, partnership firms, Hindu undivided families, etc. 
· In respect of such accounts, there is no basic legal requirement of audit. 
· Many of such enterprises as a matter of internal rules require audit.
·  Some may be required to get their accounts audited on the directives of Government for various purposes like sanction of grants, loans, etc. 
· But the important motive for getting accounts audited lies in the advantages that follow from an independent professional audit. 
· This is perhaps the reason why large numbers of proprietary and partnership business get their accounts audited.


1.13 INDEPENDENT AUDIT

(1)  Meaning of  independence :
                            Judgement of a person is not subordinate to wishes of another person.
                            It requires that he should not act under any influence.

(2)  Auditor’s independence :
a) The need for auditor’s independence is provided in  AAS.
b) THE COMPANIES ACT ,1956 also contains specific provision to ensure auditor’s independence.
c) The CA ACT ,1949 as amended by THE CHARTERED ACCOUNTANTS (AMENDEMENT) ACT, 2006 , independence of auditor is required.
(3)  Why independence :
· If auditor maintain high degree of independence, creditability  of financial statements is enhanced .
· Independence audit report will be accepted & respected by all stakeholders.
(4)  Advantages of independent audit :

	(1) For management :
	a) They can easily judge reason for losses along with the reason & try to control  it.
b) They can ensure general reliability of accounting system.

	(2) For  employees :
	a) It discourages them from committing fraud as it acts as a moral check on them.
b) They can judge reasonableness of payments w.r.t. salary ,bonus etc.

	(3) For  lenders :
	· Bankers can place reliance on audited financial statements, while making decision about credit worthiness  of loan applicants.

	(4) For computing tax: 
	· Audited statement enhances the reliability of computation of income earned  by entity . 
· Thus , helps in determining income tax.

	(5) For owners : 
	a) They get real picture of profit & losses earned.
b) From such statements ,they comes to know about their share in profit  and  can expect dividend.

	(6) For  arbitration :
	· In case of disputes ,audited statements help in setting claims. 

	(7) For  insurer :
	· In case of loss  or damage  or  property by fire ,theft etc. It helps the insurer to settle the claim.

	(8) For  prospective investor :
	· On basis of past year’s audited financial statements , 
· They  can devise expected profit trends for deciding whether ti invest in the entity  or not .





Audit is an independent examination of....


financial information of  any entity,


whether profit oriented OR  not,  &


irrespective of its size  OR legal form,


when such examination  is conducted...... with a  view to expressing an opinion thereon.













