Ch1:-Nature, objectives and scope of

audit

1.0bjectives of Audit: objectivesof Auditorinaccordance with SA-200
"overallobjectives of theindependent Auditor and the conduct of Audit
inaccordance withstandardsonauditing” are,

a) Toobtainreasonable assurance that the financial statement are
freefrommaterialmisstatement, whetherduetofraudorerror,
thereby enabling the auditor to express anopiniononthefinancial
statement are prepared, inallmaterial respect, in accordance with
applicable financial reporting framework .

b) Toreportonthe financial statement and the communicate as

required by SAsin accordance withthe auditor'sfindings.
2.Scopeof Audit:

1) coverageallaspectof entity: Audit of financial statement should
beorganize adequatelyto coverallaspect of the entity relevant to
financial statement being audited.

2) Reliability andsufficiency of financialinformation: Auditor should
be satisfied thatinformationcontainedinunderlying accounting
records and other sourcesdataisreliable and sufficient for preparation

of financial statement.



Auditor should makesjudgement of reliability and sufficiency of
financialinformation by making astudy and assessment of accounting
systemandinternal controls and by carrying out appropriate tests,
enquiresand procedures.

3) Proper disclosure of financialinformation: Auditor shouldalsobe
decidethatrelevantinformationis properly disclosedinthe financial
statement. He should also keepinmind statutory requirements inthis
regards.

ltisdone by consideringjudgement made by managementin
preparation of financial statement.

Themanagementresponsible for preparationand presentation of
financial statement.

The Auditorevaluates selectionandconsistent applicationof
accountingpolicy by management, whether such selectionis proper
andwhetherchosenpolicy has beenapplied consistentlyona

period-to-periodbasis.

3.Inherent limitations of Audit::

Why auditor cannot provide absolute assurance ?
Ans. The processof audit suffers fromcertaininbuilt imitationsdue to
whichan auditor cannot obtainanabsolute assurance that the financial

statement arefreefrommaterial misstatement duetofraudorerror.



These fundamental limitations arise due tofollowing factors:
1) Nature of financial reporting:

Preparationof financial statement involves making judgement by
management. These judgementinvolves subjective decisionsor a
degreeof uncertainty. Therefore, Auditor may not be able to obtain
absolute assurancethat the financial statement are free froommaterial
misstatement duetofraudorerror.

One of the premises for conducting Auditis that the management
acknowledgesit's responsibility of preparation of financial statementin
accordance withapplicable financial reporting framework and for
devising suitable internal controls. However, suchcontrolsmay not
have operatedinproduce reliable financialinformationdue to their own

imitations.

2) Nature of Audit procedures:
Auditor carries out his work by obtaining audit evidence through
performance of audit procedure.
However, there are practical orlegallimitations onthe ability of
Auditorto obtain Auditevidence.
The management may not provide complete informationas
requested by auditor. Thereisnoway by whichauditor canforce

management to provide completeinformationas requestedby auditor.



It may provide fake or non-genuine documents.

Auditorisnotanexpertin Authentication of documents. Therefore,
Hemay beledtoacceptinvalid audit evidence onthe basis of
unauthentic document.

ltis possible that entity may be enteredinto sometransactionswith
related parties. Suchtransactionsmay have only paper transactionand
may not have actually occured. Auditor May not be aware about related
party relationship oraudit procedure maynot be able to detect probable

wrongdoingsinsuchtransactions.

3) Notinthe nature of investigation:
Auditis notanofficialinvestigation. Hence, Auditor cannot obtain
absolute assurancethatthe financial statement are free frommaterial

misstatementduetofraudorerror.

4) Timeliness of financial reporting and decreaseinrelevance of
informationovertime:

Relevance of informationdecreases overtime and auditor cannot
verify eachandevery matters. Therefore, abalance struck between
reliability of informationand cost of obtainingit.

5) Future events:
Future events may affect anentity adversely.

Adverseevents may affect ability of anentity to continue its



business.

Businessmay ceaseinfuture duetochangesinmarket conditions
oremergence of new business modelsorproductsorduetoonset of
someadverseevents.

Therefore, auditor cannot provide absolute assurance that the

financial statement are free frommaterial misstatement duetofraudor

error.



