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Meaning of Errors (e

Errors are unintentional mistakes in accounting records, financial statements, or
bookkeeping. They occur without any intention to deceive.
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Types of Errors (J[&AT & JhR)
1. Clerical Errors (forfaehrr Frem)

Mistakes made due to carelessness in recording, posting, or totaling.

Examples:
« Wrong totaling
« Posting to wrong account

« Omission of entry
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2. Errors of Omission (&b T T2

When a transaction is completely or partially not recorded.
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3. Errors of Commission (R#HIRI T 1)

When a transaction is recorded but incorrectly (wrong amount, wrong account).
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4. Errors of Principle (Ricgmd T 3fe)

Violation of accounting principles (e.qg., capital expenditure treated as revenue).
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5. Compensating Errors (Hdeletsh{l Ife)

Two or more errors that cancel each other’s effect.
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Meaning of Fraud (&n@rers)

Fraud is an intentional act of deception committed to gain unfair or illegal advantage.

Fraud involves:
e Intentional misrepresentation
« Manipulation of accounts

« Concealment of fact
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Types of Frauds (4T@THSI & YFR)
1. Misappropriation of Assets (A9Td <Al ITdT)

Theft of cash, goods, or assets of the business.
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2. Manipulation of Accounts (eT@T H gIthY)

Falsifying financial statements to show better profit or financial position.
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3. Embezzlement (3TeleT)

Fraud committed by employees by misusing entrusted funds.
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4. Window Dressing (fdst &)

 Showing financial statements more attractive than actual condition.
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Difference Between Errors and Frauds

(A AR Gr@reEr 7 HeR)

Nature Unintentional International

Purpose No intention to deceive Done to deceive

Legal Effect Generally, no legal punishment  Legal punishment possible




Auditor’s Duty Regarding Errors and Frauds
(AT 3R NWIUST & I H 3{haTeh Hl i)

1. Duty to Obtain Reasonable Assurance

The auditor must obtain reasonable assurance that financial statements are free
from material misstatement due to error or fraud.
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2. Maintain Professional Skepticism

The auditor must remain alert to suspicious circumstances.
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3. Risk Assessment

Identify and assess risks of material misstatement due to fraud.
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4. Report Fraud

If fraud is detected, the auditor must:

« Inform management

 Report to those charged with governance

« In certain cases, report to regulatory authorities
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5. Auditor is Not a Detective

The auditor is not expected to detect all frauds but must exercise due diligence.
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6. Civil and Criminal Liability

If the auditor is negligent, he may face civil or criminal liability.
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 Important Case Reference

¢ Kingston Cotton Mill Co. case

Principle:
"An auditor is a watchdog, not a bloodhound.”
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Conclusion (foTsat)

Errors are unintentional mistakes, while frauds are deliberate acts of deception. The
auditor’s duty is to ensure that financial statements are free from material
misstatements due to errors or frauds by exercising professional care and

skepticism.
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