
Ch1 :-Nature,objectivesandscopeof

audit

1.ObjectivesofAudit :objectivesofAuditorinaccordancewithSA-200

"overallobjectivesofthe independentAuditorandtheconductofAudit

inaccordancewithstandardsonauditing"are,

a)Toobtainreasonableassurancethatthefinancialstatementare

freefrommaterialmisstatement ,whetherduetofraudorerror ,

therebyenablingtheauditortoexpressanopiniononthefinancial

statementareprepared, inallmaterialrespect, inaccordancewith

applicablefinancialreportingframework .

b)Toreportonthe financialstatementandthecommunicateas

requiredbySAsinaccordancewiththeauditor'sfindings.

2.ScopeofAudit :

1)coverageallaspectofentity: Auditoffinancialstatementshould

beorganizeadequatelytocoverallaspectoftheentityrelevantto

financialstatementbeingaudited.

2)Reliabilityandsufficiencyoffinancial information: Auditorshould

besatisfiedthat informationcontained inunderlyingaccounting

recordsandothersourcesdataisreliableandsufficientforpreparation

offinancialstatement.



Auditorshouldmakesjudgementofreliabilityandsufficiencyof

financial informationbymakingastudyandassessmentofaccounting

systemand internalcontrolsandbycarryingoutappropriatetests,

enquiresandprocedures.

3)Properdisclosureoffinancial information: Auditorshouldalsobe

decidethatrelevantinformationisproperlydisclosed inthefinancial

statement.Heshouldalsokeepinmindstatutoryrequirementsinthis

regards.

It isdonebyconsideringjudgementmadebymanagementin

preparationoffinancialstatement.

Themanagementresponsible forpreparationandpresentationof

financialstatement.

TheAuditorevaluatesselectionandconsistentapplicationof

accountingpolicybymanagement,whethersuchselectionisproper

andwhetherchosenpolicyhasbeenappliedconsistentlyona

period-to-periodbasis.

3.InherentlimitationsofAudit :

Whyauditorcannotprovideabsoluteassurance?

Ans.Theprocessofauditsuffersfromcertain inbuilt limitationsdueto

whichanauditorcannotobtainanabsoluteassurancethatthefinancial

statementarefreefrommaterialmisstatementduetofraudorerror.



These fundamental limitationsariseduetofollowingfactors:

1)Natureoffinancialreporting:

Preparationof financial statementinvolvesmakingjudgementby

management.These judgementinvolvessubjectivedecisionsora

degreeofuncertainty.Therefore,Auditormaynotbeabletoobtain

absoluteassurancethatthefinancialstatementarefreefrommaterial

misstatementduetofraudorerror.

OneofthepremisesforconductingAudit isthatthemanagement

acknowledgesit'sresponsibilityofpreparationoffinancialstatementin

accordancewithapplicablefinancialreportingframeworkandfor

devisingsuitable internalcontrols.However,suchcontrolsmaynot

haveoperated inproduce reliablefinancial informationduetotheirown

limitations.

2)NatureofAudit procedures:

Auditorcarriesouthisworkbyobtainingauditevidencethrough

performanceofauditprocedure.

However,therearepracticalorlegal limitationsontheabilityof

AuditortoobtainAuditevidence.

Themanagementmaynotprovidecomplete informationas

requestedbyauditor.There isnowaybywhichauditorcanforce

managementtoprovidecomplete informationasrequestedbyauditor.



Itmayprovidefakeornon-genuinedocuments.

Auditor isnotanexpert inAuthenticationofdocuments.Therefore,

Hemaybe ledtoacceptinvalidauditevidenceonthebasisof

unauthenticdocument.

It ispossiblethatentitymaybeentered intosometransactionswith

relatedparties.Suchtransactionsmayhaveonlypapertransactionand

maynothaveactuallyoccured.AuditorMaynotbeawareaboutrelated

partyrelationshiporauditproceduremaynotbeabletodetectprobable

wrongdoingsinsuchtransactions.

3)Notinthenatureof investigation:

Audit isnotanofficial investigation.Hence,Auditorcannotobtain

absoluteassurancethatthefinancialstatementarefreefrommaterial

misstatementduetofraudorerror.

4)Timelinessoffinancialreportinganddecrease inrelevanceof

informationovertime :

Relevanceofinformationdecreasesovertimeandauditorcannot

verifyeachandeverymatters.Therefore,abalancestruckbetween

reliabilityofinformationandcostofobtainingit.

5)Futureevents:

Futureeventsmayaffectanentityadversely.

Adverseeventsmayaffectabilityofanentitytocontinue its



business.

Businessmaycease infutureduetochangesinmarketconditions

oremergenceofnewbusinessmodelsorproductsorduetoonsetof

someadverseevents.

Therefore,auditorcannotprovideabsoluteassurance thatthe

financialstatementarefreefrommaterialmisstatementduetofraudor

error.


