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Chapter 1: Nature, Objective and Scope of 
Audit 

Examples and Case Studies 
1. Topic: The person conducting audit should take care to ensure that FS would not 

mislead anybody. It should be checked that the accounts have been drawn up with 

reference to entries in the books of account. 

While auditing the books of accounts of Talented and Efficient Limited for the financial year 

2020-21, the auditor of the above mentioned company observed that Repair and Maintenance 

Expenses of  1,30,000 and Power and Fuel Expenses of  2,92,000 were not recorded in 

books of accounts, however they were appearing in financial statements (Statement of 

Profit and Loss) of the above mentioned company.  

After such observation the auditor of Talented and Efficient Limited came to the conclusion 

that the financial statements are not presenting a true and fair picture of the operational 

results of Talented and Efficient Limited for the financial year 2020-21. 

 

2. Topic: Objectives of auditor as per SA 200 -To obtain reasonable assurance about 

whether the FS as a whole are free from MMS, whether due to fraud or error, thereby 

enabling the auditor to express an opinion on whether the financial statements are 

prepared, in all material respects, in accordance with an applicable FRF. 

While auditing the books of accounts of Different and Capable Limited for the financial year 

2020-21, Mr. Z the auditor of the above mentioned company explained to a new audit team 

members about the objectives for which Audit of a company is conducted. While going through 

the financial statements of the company, audit team observed that there were many errors 

in the heads of expenses which were material and also requirements of Companies Act, 2013 

were not complied with. When audit team discussed the matters with Mr. Z with regard to 

Different and Capable Limited, he came to the conclusion that the auditors did not obtain 

reasonable assurance and were unable to express an opinion on the financial statements 

of the company. 
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3. Topic: Aspects to be covered in Audit – Examination of Accounting and IC system 

While conducting the audit of Extremely Careful Limited for the financial year 2020-21, the 

engagement partner of WY and Associates, auditor of the company explained to the audit 

team members about the importance of verifying the existence and proper working of 

system of internal control. He explained further that if internal controls relating to financial 

transactions are adequate and working properly, confidence of the auditor on the books of 

accounts and thereby the financial statements increases and subsequently detailed audit 

procedures on various transactions would be effective and efficient. 

 

4. Topic: Advantages of Audit of FS 

Illustration: The auditor of Very Different Limited explained to the audit team members as 

to how the audited FS of the above mentioned company will help in protecting the financial 

interests of shareholders of the company.  

Explain whether audited financial statements of a company would help in protecting 

financial interests of shareholders of that company. 

Solution: Audited FS of a company help in protecting financial interests of shareholders of a 

company. Shareholders of a company are not directly involved in management of company, 

so audited financial statements are definitely helpful to the shareholders in understanding 

the true financial position of a company because audit is an independent examination of 

financial statements of an entity. 

 

5. Topic: Inherent Limitations of Audit 

A Partnership Firm of Chartered Accountants SW and Associates was appointed to audit the 

books of accounts of Efficient and Vibrant Limited for the financial year 2020-21. While 

auditing the books of accounts of the above mentioned company, Mr. S one of the partners 

of SW and Associates observed that the management and other senior employees of the 

above  mentioned company were not cooperating in providing required information for the 

purpose of audit to him and his audit team members. This not so cooperative behaviour of 

management and senior employees of Efficient and Vibrant Limited will act as an Inherent 

Limitation for SW and Associates, thereby preventing the auditor from expressing an opinion 

on the FS of the above mentioned company. 

6. Topic: Relationship of Audit with other disciplines 
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Illustration: Mr. G, one of the team members of audit team of Different and Capable Limited 

was of the view that role of computers and data processing in auditing is increasing with 

each passing day.  

Explain how computers and data processing helps in conducting audit of a company. 

Solution: The role of computers and data processing is important while conducting the audit 

of a particular company. Computers are able to save and process large volumes of data and 

at the same time provide that data whenever required. This way computers and data processing 

would be of huge help to the auditor in terms of saving time and efforts while conducting 

the audit of a company. 

 

7. Topic: Threats to auditor’s independence 

Mr. S and Mr. W are partners in SW and Associates, a Partnership Firm of Chartered 

Accountants. During the financial year 2020-21, SW and Associates were appointed as auditors 

of Capable and Composed Limited. The brother of Mr. W was involved in the management 

of Capable and Composed Limited. Mr. S being aware of the whole situation, on behalf of 

SW and Associates did not accept the appointment as auditors of Capable and Composed 

Limited as it would act as a familiarity threat and affect independence of auditors. 

 

8. Topic: Professional Skepticism 

Illustration: Mr. H is an audit team member of a Partnership Firm of Chartered Accountants 

WY and Associates. Mr. H was of the opinion that Professional Skepticism is required only at 

planning stage of an audit because situations and circumstances which are unusual in nature 

exist at the beginning of an audit only. 

Explain whether Professional Skepticism is only required at planning stage of an audit. 

Solution: 

Professional Skepticism is not only required at planning stage of an audit, rather Professional 

Skepticism is required during the entire process of an audit because situations and 

circumstances that are not usual in nature exist during the entire process of an audit. 

9. Topic: Preconditions for an Audit 

TH and Associates, a Partnership Firm of Chartered Accountants are appointed as auditors of 

Grateful and Cheerful Limited for the financial year 2020-21. Mr. Y is one of the audit team 

members of TH and Associates. Mr. Y required from the company, its financial statements 

and other relevant information for which the audit is to be conducted.  
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State who is responsible for providing such an information to the auditor. 

Solution: Management of a company is responsible for providing the auditor with access to 

all information such as records, documentation and other matters, additional information that 

the auditor may request from management for the purpose of the audit and unrestricted 

access to persons within the entity from whom the auditor determines it necessary to 

obtain audit evidence. 

Correct-Incorrect Questions 
i. An Auditor is considered to lack independence if the partner of the audit firm deals with 

shares and securities of the audited entity. 

Correct: As per section 141 (3)(d), a person shall not be eligible for appointment as an 

auditor of a company namely- a person, or his relative or partner is holding any security of 

or interest in the company or its subsidiary, or of its holding or associate company or a 

subsidiary of such holding company. From the above it can be concluded that if the partner 

deals with shares and securities of the audited entity, he would be lacking independence, 

hence, disqualified to be appointed as an auditor. Further, the Code of Ethics for Professional 

Accountants, prepared by the International Federation of Accountants (IFAC) identifies five 

types of threats and if partner of the firm deals with shares and securities of the audited 

firm then such threat is known as the Advocacy Threats and auditor will be lacking 

independence. 

ii. The Audit Engagement documentations should ordinarily be retained by the auditor for 

minimum of six years from the date of the auditor's report or the date of the group auditor's 

report, whichever is later. 

Incorrect: SQC 1 requires firms to establish policies and procedures for the retention of 

engagement documentation. The retention period for audit engagements ordinarily is no 

shorter than seven years from the date of the auditor’s report, or, if later, the date of 

the group auditor’s report. 

iii. Mr. S, one of the new team members of the auditor of Extremely Effective Limited was of 

the view that for the purpose of conducting an audit, only knowledge of direct tax is required 

whereas no knowledge of indirect tax is required. 

Incorrect: The viewpoint of Mr. S is incorrect because for the purpose of conducting an audit, 

proper knowledge of both direct tax as well as indirect tax is required. 
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iv. According to Mr. H, one of the team members of the auditor of Very Essential Limited was 

of the view that no relation exists between accounting and auditing from the point of view 

of a company. 

Incorrect: The viewpoint of Mr. H is incorrect because there exists a proper relation between 

accounting and auditing from the point of view of a company. Audit is conducted for financial 

statements of a company and those financial statements are prepared with the help of books 

of accounts of that company. In order to properly conduct an audit of a company, an auditor 

is required to be aware of accounting principles and accounting policies of that company. 

Theoretical Questions 
i. There are practical and legal limitations on the auditor’s ability to obtain audit evidence. 

Explain with examples. 

Hint: Inherent Limitations of Audit 
 

ii. In case of certain subject matters, limitations on the auditor’s ability to detect material 

misstatements are particularly significant. Explain such assertions or subject matters. 

Hint: Inherent Limitations of Audit 
 

iii. As per SA 220, “Quality Control for an Audit of Financial Statements” the auditor should 

obtain information considered necessary in the circumstances before accepting an engagement 

with a new client, when deciding whether to continue an existing engagement and when 

considering acceptance of a new engagement with an existing client. Explain. 

Hint: Elements of Quality Control – Acceptance and Continuance of Client Relationships 
 

iv. “An auditor who before the completion of the engagement is requested to change the 

engagement to one which provides a lower level of assurance should consider the 

appropriateness of doing so.” Discuss. 

Hint: SA 210 – Agreeing the terms of engagement 

 


