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\ Nature, Objective & Scope of Audlit

NATURE, OBJIECTIVE AND

SCOPE OF AUDIT

ORIGIN OF AUDITING

!
8 Kautilya’s Arthshastra (4th century BC) - Reference to auditing is found where
it talks about fixed accounting year, a process for closure of accounts and audit
{

for the same. Even there are references to misstatements in financial statements

(Fs) due to abuse of power.

~N

Auditors used to hear the accounts read out to them to check that employees were

? Origin of word “AUDIT” (Medieval times — 1100 to 1500 AD)
U

not careless and negligent. This lead to use of word audit originating from Latin

word “audire” meaning “to hear”.

Industrial revolution in Europe (Late 18th / Early 19th Century)

X Led to astronomical expansion in volume of trade and consequently demand of

auditors.

\.

Auditor of Government Entities in India (1860)

The first Auditor General of India was appointed in British India in 1860 having

both accounting and auditing functions. Later on, office of Auditor General was

given statutory recognition. Presently, Comptroller and Auditor General of India

(€c&AG) is an independent constitutional authority responsible for auditing govern-
ment receipts and expenditures.

It was established as a statutory body under an Act of Parliament in 1949 for

requlating the profession of Chartered Accountancy in the country.

.
|
!
N\ J
Institute of Chartered Accountants of India (1949) \7
e I
\

l 2 MEANING AND NATURE OF AUDITING
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B Audit can be of entity that is a

2 Small, medium or large organisation.

and of the assets and liabilities.
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\ Nature, Objective & Scope of Audlit

W Auditing reviews the FS which are nothing but a result of the

overall accounting process hence a sound knowledge of accounting

principles is required.

m An auditor should have a good knowledge of business laws and

taxation laws affecting the entity.

Auditor is expected to be familiar with the overall economic

environment of the client in which the business is operating.

LUV | Knowledge of human behaviour as auditor has to interact with

Science people for seeking information and making inguiries.

Statistics Knowledge of statistical sampling for meaningful conclusions.

Auditors uses statistical methods to draw samples in a scientific

manner. It is not possible for an auditor to check each and every
transaction. So, use of statistical methods to draw samples for

conducting audit is made.

Financial Auditor is expected to have knowledge about various financial

‘Management technigues such as working capital management, funds flow, ratio

analysis, capital budgeting etc. These also assist in applying some

audit procedures effectively. Knowledge of financial market is also
expected from auditor.

(VL= alaa > For verification of inventories and other checks. ]7

N\

EDP auditing in itself is developing as a discipline in itself. ]

Good auditor is one who understands the client and his business
functions such as production, cost system, marketing etc.
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) 0BIECTIVES OF AUDIT

SA-200 “Overall Objectives of the Independent auditor and the conduct of an audit

in accordance with Standards on Auditing”

In conducting audit of FS, objectives of auditor are: -

(a)  To obtain reasonable assurance about whether the FS as a whole are free from
material misstatement, whether due to fraud or error, thereby enabling the
auditor to express an opinion on whether the FS are prepared, in all material
respects, in accordance with an applicable financial reporting framework; and

(b)  To report on the FS, and communicate as required by the SAs, in accordance
with the auditor’s findings.

ey

Reasonable assurance is to be distinguished from absolute assurance.

Absolute assurance is a complete assurance or a guarantee that FS are free from
material misstatements.

However, reasonable assurance is not a complete guarantee. Although it is a high-
level of assurance but it is not complete assurance.

Audit is carried out with professional competence and skills in accordance with
Standards on Auditing.

Audit procedures are applied in accordance with SAs, audit evidence is obtained and evaluated.
On basis of that, conclusions are drawn and opinion is formed.

It leads to high level of assurance which is called as reasonable assurance but it is
not absolute assurance.

Misstatements in FS can occur due to fraud or error or both

The auditor seeks to obtain reasonable assurance whether FS as a whole are free
from material misstatements caused by fraud or error.

He has to see effect of misstatements on FS as a whole, in totality.

Opinion - FS as per applicable FRFW

Obtaining reasonable assurance that FS as a whole are free from material misstate-
ments enables the auditor to express an opinion on whether the FS are prepared, in
all material respects, in accordance with an applicable financial reporting framework.
Audit Report — As per findings

The opinion is reported and communicated in accordance with audit findings through
a written report as required by SAs.
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\ Nature, Objective & Scope of Audlit

S OPE OF AUD

(Scope refers to range or reach of something)

Purpose of an audit

To enhance the degree of confidence of intended users in the FS.
It is achieved by the expression of an opinion by the auditor on ceccee
whether the FS are prepared, in all material respects, in accord-
ance with an applicable financial reporting framework.

fvsers of FS
J I May be shareholders, employees, customers, government and
o \ requlatory authorities, bankers etc.

Applicable financial reporting framework

Framework adopted in the preparation and presentation of the FS,
acceptable in view of the nature of the entity and the objective of
the FS, or that is required by law or requlation.

Example, in case of companies in India, financial reporting frame-
work is provided under Schedule 111 of Companies Act,2013.

A SCOPE OF AUDIT- WHAT IT INCLUDES

Scope of audit of FS:
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\ Nature, Objective & Scope of Audlit

A Nature of financial reporting

collusion of employees.

B Nature of Audit procedures

from material misstatements due to frauds or errors.

(EB WHAT IS AN ENGAGEMENT?

D
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> | Ittakes the shape of an engagement letter.

Hence, it is useful at pointing out deficiencies.

9 AUDIT- MANDATORY OR VOLUNTARY?
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\ Nature, Objective & Scope of Audlit

Firm - Auditor is appointed by partners of firm.

ment of a s

A Elements of an Assurance Engagement

ance, laws, rules and requlations.

Sufficient appropriate evidence

1
3
3
5
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engagement. It provides:

» Jower level of assurance than audit, and

» js based on fewer procedures; and

» js useful for drawing limited conclusions.

Both are based on historical financial information.

C Types of Assurance Engagements- Reasonable assurance engagement vs. Limited

assurance engagement

D Prospective financial information

1.10

Reasonable assurance engagement

Reasonable assurance engagement
provides high level of assurance.

It performs elaborate and extensive
procedures to obtain sufficient appro-
priate evidence.

It draws reasonable conclusions on the
basis of sufficient appropriate evidence.
Example of reasonable assurance en-
gagement is an audit engagement.

Limited assurance engagement

Limited assurance engagement provides
lower level of assurance than reasonable
assurance engagement.

It performs fewer procedures as compared
to reasonable assurance engagement.

It involves obtaining sufficient appropri-
ate evidence to draw limited conclusions.
Example of limited assurance engage-
ment is review engagement.
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