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Our symposium on the `International Audit and Assurance Standards` coincides with an interesting
period of time.
The reasons and the consequences of the global economic crisis have been discussed in detail both by
the financial markets and the economists. During these discussions it has also been questioned if the accountants and the auditors are fully aware of fulfilment of their responsibilities.
Within this framework, the adequacy of the current standards and the necessity of the additional standards become an ongoing discussion. In parallel with the mentioned global developments, discussions are
also held in our country and the necessary actions have been taken in order to apply and follow up the
new regulations regarding `International Audit and Assurance Standards` published by IAASB which is
founded by IFAC.
The preparation of the standards are performed by several institutions in Turkey such as; Ministry of
Finance, The Board of Turkish Auditing Standards (TUDESK), Capital Market Board (SPK), Banking
Regulation and Supervision Agency (BDDK), Energy Market Regulation Authority (EPDK) and Treasury.
Although, the publications of these standards by the above institutions generally show similarities, they
may also contradict with each other in certain cases. The mentioned controversial situation brings up the
need of one unique authority to prepare and publish those standards. As I expressed previously, the global economic crisis has highlighted the importance of the accurate and transparent information. The actions taken for the above issues require the preparation of the financial statements which have been audited based on certain standards and clearly understandable by stakeholders.
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I would like to emphasise one subject that it is neither the accountants nor the inadequate standards
or the lack of audit performed that led to the global economic crisis.
I am not saying that the accounting and the participants have no responsibilities but accountants can
not create the financial and reel sector crisis. We are professionals; we just audit the historical transactions
and prepare the reports based on them. As we do not have any market power, our responsibilities are very
restricted. For example, we observe that high bonus payments in the financial sector have already restarted, while the effects of the crisis are still perceptible. I believe this can lead to several problems. Our responsibility is to detect and point out the problems; however we can not do more which is the same case in
Turkey. In conclusion, our responsibilities are to apply the standards fully and accurately. In line with this
approach, TUDESK, which has been established by TURMOB, the highest professional authority in Turkey,
has been appointed to prepare the Turkish Auditing Standards.
Board of Turkish Auditing Standards (TUDESK) has been established by Turkey Certificated Public
Accountant and Sworn Financial Advisor Association (TURMOB) with respect to 3568 numbered law of
“Independent Accountant, Certificated Public Accountant and Sworn Financial Advisor” in order to determine and publish the international auditing standards to discipline the audit activities mentioned in second
clause of the law and in other laws.
The activities of TUDESK are as follows.
a)To determine the “Conceptual Framework” which is based on the same objectives and concepts of
generally accepted auditing standards and local auditing standards, in order to establish Turkish Auditing
Standards;
b)To form local auditing standards in order to report accurate, consistent and comparable accounting
information;
c)To keep auditing standards up to date in order to meet the changing requirements;
d)To work out on the consistency of the local standards with international standards in order to provide fair, reliable and comparable financial reports;
e)In due process of forming local auditing standards, to obtain advise from professional bodies, audit
certified public institutions, trade associations and relevant groups in order to resolve issues faced in practice and to acknowledge public regularly;
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f)When needed, to publish interpretations on the subjects that cause hesitations in the applications of
local auditing standards;
g)To provide the recognition of the local standards by academic environment, their use in surveys and
education and to organize meetings, trainings, conferences, symposiums in order to adopt and increase the
public awareness of the local auditing standards
INTERNATIONAL AUDITING & ASSURANCE STANDARDS AND TUDESK
Assurance standards that were published in 2002 and became effective in 2003 has been translated
into Turkish in 2004 by The Board of Turkish Auditing Standards (TUDESK) considering the current economic climate and past experiences. Following the translation, the Board, appointed a committee for each
single auditing standard to establish the National Standards. In the meantime, the Board translated the
International Auditing and Assurance Standards that were published in 2007 and became effective in
2008.
The objective of TUDESK that is in force since May 2003 is to designate, determine and publish the
`National Auditing Standards` to regulate the auditing activities of the professionals that are subject to the
Turkish Law numbered 3568, in order to be able to maintain their responsibilities properly and in an up
to date manner. The target of the Board is to prepare and publish The Turkish Auditing Standards that are
compatible and in line with the `International Auditing and Assurance Standards` along with the rules of
preparation of generally accepted way of standards. Therefore, the Board aims to define the National Audit
Standards to provide reliable, accurate, comparable, understandable and consistent financial statements
and reports.
TUDESK responds to the changes realized nationally and internationally in order to keep the standards up to date. It also aims to increase the reliability and comparability of the financial statements internationally. In this respect TUDESK prepares national auditing standards by taking into account the economic environment and the entity structure in Turkey.
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AUDITING UNDER THE DRAFT TURKISH COMMERCIAL CODE AND TURKISH
AUDITING STANDARDS
The Draft New Turkish Commercial Code
The current Turkish commercial code which is in force since 1 January 1957 has become inadequate
to respond to the requirements of the current century after the national and recent global economic crisis.
Especially following the European countries gathering within the European Union (EU) umbrella, it became
essential for Turkey to restructure its present systems in terms of economic, political and legal manners in
order to be member of the (EU). In this context, negotiations and adaption period that has commenced at
the end of 2005 between Turkey and EU, brought up the need of the revision of the Turkish Commercial
Code.
Turkey is not only a candidate to be EU member but also is a part of the international markets. Hence,
not only the consistency with the EU regulations but also consistency with the international regulations is
crucial for Turkey. As a consequence of these, it becomes essential for Turkey to put in place the new regulations in respect of economical, political and legal terms to meet the requirements of the current economic environment. The Draft New Turkish Commercial Code has been prepared in this manner. After a decade of work done, the Draft New Turkish Commercial Code have been started to be discussed in the Turkish
Grand National Assembly (TGNA). Though these discussions are being held since 26 November 2008, the
new code has not yet been enacted due to certain political reasons.
It is obvious that the legalisation of the draft new Turkish Commercial Code (TTK) which also covers
the corporate governance principles will affect the entities’ management approaches. The Draft New TTK
aims a systematic structure for the corporate governance considering the reliability and transparency. This
structure should be designed in a manner to allow management to identify the risks and the issues which
may occur in the future. Those charged with the corporate governance will adopt the mentioned structure
and undertake the responsibilities of the possible outcomes.
It is crucial for a country who wants to be a part of international markets, to have foreign capital
inflow and a strong place within the global competitors, to have audited financial statements. These must
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be prepared with full transparency and in accordance with the Turkish Accounting Standards which has
been adopted from the International Auditing Standards. In this context, the Draft New TTK refers to the
Turkish Accounting Standards that is compatible with the International Accounting Standards and Turkish
Auditing Standards which is compatible with International Auditing and Assurance Standards. Therefore,
entities need to consider the accounting standards set by the Board of Turkish Accounting Standard (TMSK)
when preparing their financial statements whereas auditors need to apply to the auditing standards set by
TUDESK.
According to the Draft New TTK “the audit of acquisitions, divisions, change in the nature of the entities, increase or decrease in the capital which are indicated in the financial statements should be performed by the certified public accountants (CPA) and chartered accountants who are entitled to audit as per
the law numbered 3568 or the independent audit companies in accordance with International Standards”
is a very important and accurate approach.
When we review the independent auditing chapters of the Draft New TTK, we note that the importance of the audit and the auditor are much more emphasised than the current application in place. This also
brings the responsibility of the auditors in Turkey to the level at least applied in the developed countries.
As per the new regulation, the financial audit of the incorporated companies will be performed by
independent auditors. According to the draft code, the main responsibilities of the auditors will be the audit
of the year-end financial statements and annual reports. Annual reports of the board of directors will not
be accepted as prepared if the financial statements are unaudited by independent auditors (The New TTK
Draft 397/ 2).
With the New Draft TTK, the current statutory auditor application has been cancelled and an effective external audit process has been introduced. In the draft code, for small size capital entities, 2 certified
public accountant (CPA) or 2 sworn certified public accountants can be appointed as auditors. Whereas, for
large size capital and for listed entities, only the independent audit companies can be appointed as auditors.
The draft law states that `Establishment and working principles of the audit firms and the qualifications of the auditors are regulated by Ministry of Industry and Trade`.
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According to the article 397 of the Draft New TTK `corporations or a group of corporations’ financial statements are audited with respect to the Turkish Auditing Standards compatible with the
International Auditing and Assurance Standards`. It is also among the auditor` objectives to review
whether the financial information included in the board of directors’ annual report is consistent with
the audited financial statements and if they are reliable or not. Since the Turkish Accounting Standard
is a direct translation of the International Auditing and Assurance Standard which is published by
International Federation of Accounting Control (IFAC), the auditors will be able to take those standards
as reference. The technical details and ethical principles stated in these standards will also be taken as
the principal in due course of the audit works. I will provide a detailed explanation on the International
Auditing and Assurance Standards later on.
The Draft New TTK article 398/4 obliges the auditors to report their findings on the control environment of the entities and the risk of material misstatements which threatens the reliability of the
financial statements, to the board of directors. The control environment which should be designed to
mitigate the current or possible risk to a minimum level is the as the Board Of Directors’ responsibility. As we mentioned before the application of such system can only be possible with proper corporate governance.
The Draft New TTK article 400 defines the qualification of the auditors as `Auditors, can only be
an independent audit entity where its members consist of sworn financial advisors or certified public
accountant (CPA). It is stated that small and medium size corporations can appoint one or more sworn
financial advisors or certified public accountants (CPA) as auditor. This article emphasizes the obligation of independent audit even for small and medium size corporations; however this audit does not
have to be performed by an independent audit company. It is stated that rather than an independent
audit company, limited number of other professionals can perform the independent audit work for the
small size entities in line with the benefit cost analysis frame.
In addition, it is declared in the draft article 400 that the entity has to change its independent
audit firm at least for 2 years, if the mentioned audit company is the auditor of this entity for 7 years
consecutive.
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As per the article 403, if financial statements of an entity give true and fair view in accordance
with accounting standards, law and principal agreement, a letter of consent will be prepared by audit
firm. The auditors of corporations are also responsible to inform the board of directors for the necessity of constituting an early identification committee when they consider it is needed.
By this draft law, a wide jurisdiction has been given to auditors which will also increase the existing responsibilities. Furthermore, for the situations which should not normally be within the scope of
the independent audit, responsibilities are given to the auditors which are not defined within their
common framework. For instance; the consistency of book-keeping structure, stand alone and consolidated financial statements of entities with the applicable law and their principal consistency with the
financial reporting has been necessitated.
Thereby, it is stated that the consistency of the financial information presented in the annual
report with the audited financial statements are in the scope of the audit work. Although, the obligations on this and other similar subjects denature the audit from the International Auditing Standards,
when considering the surplus of the compulsory application of the independent audit for all entities
regardless of their size it can be tolerable for a certain period of time. Thus, the Independent Audit
Association and its technical committees have prepared draft regulations to sort the problems out before enacting Turkish Commercial Code (TTK).
“Independent Auditing Regulation” one of the prepared draft codes, is reviewing the issue in debt
and bounding the independent audits, auditors and content of the audit reports as they should be.
INTERNATIONAL AUDIT AND ASSURANCE STANDARDS (IAAS)
International audit and assurance standards are prepared and issued by IAASB. Original texts of
these standards can be obtained for free from the web site of IFAC.
First chapter of these standards consists of ethical rules. The following chapter embraces the quality control for the entities that perform audits and reviews of financial statements, and other assurance and related service engagements (ISQC1). Next chapters include auditing standards (between 200899). The standards (between 1000-4410) include more specific subject such as audit of banks, impact
of e-commerce to audit and audit of derivative instruments.
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Fundamentals of the IAASs’ referred to in the draft Turkish law, which is translated by TUDESK, are
explained in the following paragraphs. However firstly, I would like to give some information about the
recent changes on the current standards.
RECENT DEVELOPMENTS ON IAAS
The International Auditing and Assurance and Standards Board (IAASB) commenced a project to clarify the International Standards on Auditing (ISAs), the so-called Clarity project, in 2004. The Clarity project was completed in February 2009
The objective of the Clarity project was to redraft and, in some cases, revise the existing ISAs in order
to set high quality international auditing and assurance standards that are understandable, clear and
capable of consistent application. The new clarified ISAs should also be more adapted to independent public oversight of auditors and other regulatory purposes. Improvements arising from the Clarity project broadly comprise the following:
•Identifying the auditor's objectives when conducting an audit in accordance with ISAs;
•Clarifying the obligations imposed on auditors by the requirements of the ISAs and the language
used to communicate such requirements;
•Eliminating any possible ambiguity about the requirements an auditor needs to fullfill;
•Improving the readability and understandability of the ISAs through structural and drafting improvements; and
•Including considerations specific to smaller entities and to smaller firms in the application and other
explanatory material.
In parallel with the Clarity project, the IAASB has modernised a number of ISAs. Compared to the existing ISAs, the following improvements have been observed:
ISA 200 (Overall Objectives and Conduct of the Audit) clarifies the auditor's responsibilities and
objectives of obtaining reasonable assurance on the financial statements and reporting the findings, as well
as the inherent limitations of an audit. It also clarifies and modernizes the premises on which an audit can
be built. It also indicates how auditors should apply the ISAs under a principles-based approach as it (i)
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stresses the use of professional judgment; (ii) mandates the application of all ISAs relevant to the
audit; (iii) requires the auditor to use the objectives stated in each ISA to determine the need for any
additional audit procedures; (iv) requires the auditor to evaluate whether an inability to achieve one
or more objectives prevents the auditor from achieving the overall objectives; and (v) allows for
departure from requirements in exceptional circumstances.
ISA 210 (Agreeing the Terms of the Audit Engagement) clarifies that the “preconditions for an
audit” are the use by management of an acceptable financial reporting framework in the preparation of the financial statements and the agreement of management to the premise on which an audit
is conducted. It strives to accommodate the terms of the engagement in varied legal and regulatory
environments, particularly with respect to management's responsibilities;
ISA 260 (Communicating with Those Charged with Governance) and ISA 265 (Communicating
Deficiencies in Internal Control) improves communication between auditors and management and/or
those charged with governance in audited entities, including between the auditor and audit committee
where there is one, especially to ensure an effective "two way" communication and address cases
where significant deficiencies in internal control have been identified;
ISA 540 (Auditing Accounting Estimates, including Fair Values Accounting Estimates) is the
result of the merger of two previous standards. This new standard improves the audits of fair values,
especially when models and/or unobservable inputs are used through clearer guidance and requirements;
ISA 550 (Related Parties) has been modernised with consideration of parties with dominant
influence, a wider capture of related parties for consideration, and clearer and expanded procedures
for the auditor aiming at identifying and addressing related party transactions;
ISA 580 (Written Representations) introduces an automatic disclaimer of the audit opinion in
cases where companies do not provide adequate written representation or no representation at all;
ISA 600 (Group Audits) has been expanded to address the audits of consolidated financial statements of groups in a comprehensive way;
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ISA 620 (Using the Work of an Auditor's Expert) clarifies the conditions for the use of external
experts by auditors in areas such as the objectivity of the expert, the respective responsibilities of auditors and experts, the communication between the expert and the auditor so as to facilitate the use of
an expert to provide audits of a higher quality.
Additionally, in parallel with above mentioned matters, economic crisis has also influenced the
regulatory authority to show prompt responses to clarify the issues in Europe and USA quickly. In the
last quarter of 2008 regulatory bodies in both continents (Europe and America) have published emergency alerts. Now, I want to touch on these emergency alerts:
PCAOB/ISAAB Alerts December 2008
On the presence of a global financial crisis, some audit fields have come into prominence due to
disruption that have occurred or yet to occur on economic environment. These changes have required
regulations within the International Auditing and Assurance Standards. In a crisis environment, we are
able to see that entities’ financial statements become vulnerable to fraud and misstatements.
Therefore, independent auditors’ ability to perform their duties in line with regulations becomes very
important in order to ensure the validity of the financial reporting. In this framework the independent
audit companies, who are responsible for auditing whether the firms’ financial statements have been
prepared in accordance with the accounting standards or not, have to focus on the more risky and
complex areas. During the times in which the economies are shrinking, the audit risks become more
crucial, and some new audit risks may arise. The current ambiguity in the economy and the market
brings distrust on the reliability of the asset values, the impairments or the recoverable amount of
assets and the accuracy of the liabilities. It is also seen in international platforms that some of the
regulating authorities have been working on these issues. In December 2008, two caution articles titled “Audit Concepts to pay attention to during the crisis environment” and “Possible Difficulties of
Current Assumptions on Fair Value Accounting” have been published by the Public Company
Accounting Oversight Board (PCAOB) and by IAASB.
These alerts are pointed out the primary considerations to be taken into account in audits. Among
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these considerations; audit planning, operational risk of the entities, understanding the relations with its
environment and material misstatement risk evaluation have gained more importance. Especially, while
evaluating the risks of an entity, the market conditions where the entity operates, the structure of the entity
including accounting policies, operational risks which may cause significant misstatement on entity’s financial statements, measurement of financial performance and review on internal control system play important roles. Audit techniques and the communication with management and audit committee have also gained importance.
Moreover, it is emphasized that during economic crises, the auditors should evaluate more cautiously the
entity’s going concern concept by taking into account that some entities may not sustain their operations.
Furthermore in this framework, auditor must receive a written management representation letter that
states all the bases used in auditor’s valuations and disclosures; and entity’s purpose and ability regarding
its operations are fairly stated.
The independent auditors are expected to be careful during their examinations on receivables, payables, inventories, commitments, impairments, deferred taxes, provisions, contingent liabilities and derivative instruments during the future audits.
After all these improvements, as a part of our issue I would like to give details of general frame of
ISA published by IFAC. At the end of my paper, I will mention the last updates of these standards in 2009.
GENERAL PRINCIPLES AND PURPOSES OF FINANCIAL STATEMENTS AUDIT
Purpose, Scope and General Principles of Independent Audit
Purpose of Independent Audit
The purpose of an independent audit is to enhance the degree of confidence of intended users in the
financial statements. This is achieved by the expression of an opinion by the auditor on whether the financial statements are prepared, in all material respects, in accordance with an applicable financial reporting
framework or not.
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The opinion of the independent auditors increases the confidence level of the financial statements.
However, it does not assure the future viability of the entity nor the efficiency or effectiveness with which
management has conducted the affairs of the entity.
Scope and General Principles of Independent Audit
Scope of independent audit consists of independent audit techniques and methods in order to meet
the independent audit purpose.
Professional Scepticism
The auditor must plan and perform an audit with professional scepticism recognising that circumstances may exist that cause the financial statements to be materially misstated. Professional scepticism is
reviewing the validity of the evidences and their contradiction with the declaration of the management and
other evidences obtained with an interrogator approach. With professional scepticism approach, independent auditor reduce the audit risks of unusual circumstances, over-generalisation when drawing conclusions from audit observations, applying inappropriate assumptions in determining the nature, timing and
extent of the audit procedures and evaluating the results thereof. Independent auditor can not assume that
the management is completely honest or dishonest while planning the audit. In this framework, while
obtaining the evidences which are the basis of the independent auditor’s opinion, management’s declarations can not be accepted as audit evidences.
Reasonable assurance
An independent audit is planned to obtain reasonable assurance whether the financial statements are free
from material misstatements. Reasonable assurance is taken into consideration in each phase of auditing.
If there are limitations which retain auditors to detect the significant misstatements arise such as inherent or other limitations detailed below, independent auditors can not obtain reasonable assurance on the
financial statements.
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Other limitations mentioned;
(a)Using sampling method;
(b)Inherent limitations which can not be eliminated by the effectiveness of the design, implementation and maintenance of internal control.
(c)The greater number of persuasive audit evidences rather than conclusive
(d)Professional judgement exercised for the determination of nature, timing and extent of audit procedures used, the evaluation of whether sufficient appropriate audit evidence has been obtained to draw
of conclusion and the evaluation of management’s judgement in accounting estimations.
(e) Other limitations on the persuasiveness of audit evidence to draw a conclusion on financial statements; such as related party transactions.
In the existence of these limitations, even if there are no unusual circumstances increasing detection
risk or indication of significant material misstatement in financial statements, independent auditors should
obtain sufficient and appropriate audit evidences by exercising additional audit procedures and methods.
Materiality and Independent Audit Risk
Entities apply various strategies in order to reach their objectives and face different commercial risks
regarding the operations, industry size and regulations. Identification and precautions of such risks are
under the responsibility of the entity. However, the auditor is responsible for the detection of the risk which
has big impact on the fair presentation of financial statements and its declaration to public along with the
management.
Independent auditors obtain and evaluate audit evidences in order to have reasonable assurance
about whether the financial statements are free from material misstatement and prepared in accordance
with International Financial Reporting Standards. Reasonable assurance approach contains risk of inappropriate opinion which can be drawn by independent auditors. Independent audit risk is that the auditor
expresses an inappropriate audit opinion when the financial statements are materially misstated.
Independent auditor plans and performs the audit in order to reduce independent audit risk to an
acceptably low level. Independent audit risk can be reduced by designing and implementing audit proce-
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dures which allow the independent auditor to obtain sufficient and proper audit evidences in order to draw
reasonable conclusion on which to base the auditor’s opinion. Reasonable assurance is accepted to be obtained when independent audit risk is reduced to an acceptably low level.
Independent audit risk is a function of material misstatement of financial statements and the risk that
the auditor will not detect such misstatements. Independent auditor performs audit procedures in order to
evaluate the risk of material misstatements in the financial statements. Based on these evaluations, independent auditor seeks additional procedures to mitigate the material misstatement risks. Independent
auditor uses professional judgement in determining the nature, timing and extent of testing to mitigate
the risk of material misstatements in the financial.
Independent auditor is responsible for the detection of only the significant misstatements in financial statements. Independent auditor takes into consideration effects of unadjusted errors; both individual
and aggregated, on financial statements. Materiality and independent audit risk is interrelated. While
designing independent audit procedures to detect material misstatement that may have significant impact
on financial statements, risk of material misstatements is evaluated as whole in context of operations,
account balances, disclosures and directors’ declaration on these.
An evaluation of material misstatements in financial statements also constitutes the investigation of
experience, competence and knowledge of personnel; decision of using an expert during independent
audit; determination of appropriate supervision level; and evaluation of any suspicious events and conditions of entity’s going concern by the independent auditor.
Independent auditor should also take into consideration the risk of misstatements in transaction;
account balances and disclosure of foot notes since these points contribute to determine the additional independent audit techniques’ structuring, timing scope. In order to reach an acceptably low independent audit
risk level, independent auditor should receive adequate and appropriate independent audit evidence
regarding the transaction types, account balances and disclosure of footnotes with the purpose of expressing an opinion on the consolidated financial statements. In accordance with this purpose, independent
auditors are able to apply different approaches.
Regarding the information, the documents and the explanations represented to the independent
auditor by management, the material misstatement risk of financial statements consist of two components;
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a)The “inherent risk” is the individual or aggregate material misstatement probability on financial
statement declared by the management on the assumption of default of control mechanism. Inherent risk
is higher for some assertions and related classes of transactions, account balances and footnote disclosures
than for others. For example, it may be higher for complex calculations or for accounts consisting of amounts derived from accounting estimates that are subject to significant estimation uncertainty than the account items which have relative and actual data. External circumstances giving rise to business risk of the
entity may also influence inherent risk. In this context, technological developments may cause a particular product obsolete; thereby causing inventory to be more susceptible to overstatement.
Lack of sufficient working capital that causes going concern risk of the entity and economic constriction in the sector of the entity and the environmental factors may affect the inherent risk.
b)“Control risk” is the individual or aggregate material misstatement probability on declarations
made by the management which are not obstructed, ascertained and adjusted by the internal control in
due course of time.
The risk mentioned above is affected by the preparation of the financial statements and design and
efficiency of the process of the internal control system. In some cases control risk protects itself due to the
natural limitations that internal control keeps.
Inherent and control risk are the risks of entity which appear unaffiliated from the audit work. In
order to decide for need of additional audit techniques or not, independent auditor has to evaluate the
records, documents and disclosures made by business management in the way of risk of containing major
mistake.
This evaluation is more likely the professional judgement of the independent auditor than the full
measurement of the risk. In case that, the points towards the efficiency of the entity’s control mechanism
includes the independent auditors’ evaluation on risk of material misstatement, independent auditor performs control tests in order to evaluate the concerned risk. However, it is possible to evaluate inherent risk
and control risk separately or combined depending on the reason related with the implementation of the
preferred techniques and methods of independent audit. Evaluation of financial statements related to risk
of materiality misstatement, can be expressed both qualitatively and quantitavely by percentage.
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“Detection risk” is the probability of not detecting the major individual or aggregated misstatements
in financial statements. Detection risk differs depending on the application of the independent auditor and
efficiency in independent audit techniques. Independent auditor does not have capability to make observation for all of the transaction types, balances of the accounts and disclosure of foot notes. Due to mentioned explanation and other factors, detection risk can be never eliminated. Other factors are; selection
of an inappropriate independent audit technique by independent auditor, misinterpretation of independent
audit results or improper practices of independent audit techniques. However, effects of the other risks can
be prevented or eliminated by making adequate and efficient planning, choosing and canalizing the audit
team efficiently, implementation of professional scepticism, controlling and supervising of the performed
audit work.
Detection risk is related to the nature, timing and extent of independent audit procedures that are
determined by independent auditor to reduce the audit risk to an acceptably low level. For the certain level
of independent audit risk, the acceptable level of detection risk bears an inverse relationship to the assessed risk of material misstatement at the assertion level.. Less detection risk can be accepted if the auditor
believes that the risk of material misstatement is high and vice versa.
ETHICAL VALUES IN INTERNATIONAL AUDIT STANDARTS
For Professional Accountants or Members of Professional Accountancy, IFAC’s ethical rules or with a
more popular statement, International Accounting Ethical Rules consist of 4 main parts.
First chapter includes introductory subjects: These are definitions, introduction, public interest,
objectives of the profession, main principles and scope.
The following 3 chapters - A, B and C;
Chapter A: Consists of general rules, which are applicable to all members of professional accountancy.
Chapter B: Consists of rules which are applicable to only (independent) members of professional
accountancy who work for the government.
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Chapter C: applicable to dependent members of the profession and in certain cases to accountants
who work for the government.
Definitions:
Consists of definition of various terms related to ethics, such as presentation, client, family relation,
financial interest etc.
Introduction:
Every country differs in certain aspects, like culture, language, legal and social system. Therefore,
every country’s national organization for the profession has a responsibility to prepare the required ethical rules considering the specific characteristics of the country.
Nevertheless, IFAC believes that accounting profession has certain common goals and rules on an
international level.
Therefore, when the responsibilities of the accounting profession, the continuity of IFAC’s efforts to
guide in the profession and its role in coordination are taken into account, the importance of forming
“International Ethical Principles”, which will form a base for efforts on the subject by each country’s professional organization, emerges.
Accounting profession operates in different cultures and rules throughout the world. However, each
country should operate based on the main idea of the International Ethical Principles.
Public Interest:
An important aspect of the profession is acceptance of responsibility towards the public. To assure
order in economics and trade, a general reputation has to be built, so that the clients, financial institutions,
government, employees, employers, investors and world of finance are convinced that members of the profession are objective and honest. This assurance mentioned above makes the profession responsible
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towards the public interest. Public interest is defined as; the contribution by a member of the profession to
people and institutions to reach social welfare.
The responsibility of a member of the profession is not only meeting the demands of the clients or
employers. The standards of the profession have been determined by taking public interest into consideration. For example:
-Independent auditors, assist about the objectiveness and fairness of the financial statements presented during initial public offerings or loan demands from financial institutions.
-Financial directors, make contribution to financial management within entities and assist in efficient and effective usage of the entities’ funds.
-Internal auditors, make contribution to fairness of the financial statements of the entity by controlling the internal control process.
-Tax Consultants, provide support for tax issues and accurate application of the tax legislation.
-Management Consultants, assist in giving the right managerial decisions.
While building up ethical rules, public interest must always be taken into account.
Objectives of the profession:
Objectives of the accounting profession should be to serve in the highest level of professional standards at the highest performance level and in general always to consider the public interest.
Four main requirements are essential to reach the above-mentioned objectives:
-Persuasiveness: Persuasiveness should be achieved in each layer of the society towards the information and information systems.
-Professionalism: Member of the profession should be identified as fully professional about accounting by clients, employers and other parties.
-Service quality: Achieving the highest standard and performance must be ensured in all services
provided.
-Assurance: Service user of the member of the profession should have full assurance that the presented services are performed under the professional ethical rules.
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Main Principles:
Members of the profession have to adapt to certain main principles in order to achieve the objectives
of the accounting profession.
Main principles mentioned above are:
-Integrity: Member of the profession should be honest and comprehensible while performing the
professional services.
-Objectivity: Member of the profession has to be objective and do not let his/her objectivity affected by other parties prejudicial transactions, conflict of interest and efforts to provide benefit.
-Professional competence and knowledge: Member of the profession has to perform his/her
profession with sufficient knowledge, ability and diligence, and has to update his/her knowledge and ability regularly to provide the best service to his/her client..
-Privacy: Member of the profession must protect privacy of the information received while performing the work. He/she should not reveal the information received without any legal or professional necessity or a properly received authorization.
-Professional way of behaviour: Member of the profession must behave in accordance with the
reputation of the profession and avoid any activities that will harm this reputation.
-Technical standards: Member of the profession must perform the services in accordance with the
professional and technical standards.
Member of the profession should fulfil the directions of the client or employer only when integrity,
objectivity and public interest are achieved.
Additionally, member of the profession should comply with the standards published by the following
authorities.
-IFAC (International Financial Accounting Committee)
-International Accounting Standards Board.
-Membership of profession or other regulatory institutions.
-Related regulations.
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CHAPTER A: GENERAL RULES FOR THE WHOLE OF DIFFERENT BUSINESS MEMBERS
A 1-Honesty and Objectivity:
Honesty not only requires being chase but also requires being realistic and accurate. Objectivity predicts accountants to avoid from conflict of interest and to be in an intellectual approach.
Accountants have to act with honesty and objectivity regarding the services given. In some cases,
accountants can encounter pressure against their honesty and objectiveness. In this situation, the accountants have to avoid themselves from the attitudes which may damage their or third parties’ honesty.
Accountants are also responsible to assure their personnel’s dependency to honesty principle.
The gifts and such benefits which have negative affect on objectivity and independency from the parties with whom they are in business relationship are not acceptable.
A 2–Resolution of Ethical Conflicts:
Members of the professions can encounter some situations from daily problems to fraud or illegal
operations that cause conflict of interest. It is impossible to sort these situations as a list.
Members of the professions should be aware of the above mentioned situations. Whole opinion discrepancies between members of the profession and other side to whom services given may not always be
a subject to ethical approach. Therefore, each opinion discrepancy should be evaluated in its own case.
Examples:
Chief, manager, director or partner can put pressure on member of the professions, they can be a
member of his family or there can be close relationship; or relations depending on interests can create this
situation,
Violation of the technical and professional standards might be requested from the professionals,
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Contradiction on application of standards may arise between member of the profession and the client,
A possible benefit for the client or employers, as a result of misinformation declaration.
In all cases mentioned above, the accountant follows the written procedures issued by his professional organisation, if any.
If written procedures do not solve the problem:
-The professions should make a conversation with hierarchically nearest senior in order to solve the
problem. If all seniors and general manager are one of the parties of the problem, member of the professions should speak respectively with executive committee, board of directors and general assembly.
- The professionals should refer to an independent consultant or professional organisation to provide
an advice or consultancy.
-In case of a situation that the efforts do not give a positive result, the professionals should resign or
issue an informing report to related professional organization via the representative of the organization.
-In some countries, domestic legislations and regulations can predict the reporting of the problem and
informing related institutions.
-Member of the professions, who works as director, should work in order to prepare instructions for
resolution of inconsistencies occurred in his entity.
-Professional organizations should provide consultancy and assistance regarding inconsistencies.
A 3–Professional Competence:
Members of the profession should not present their experience and expertise more than they actually have.
Professional competence consists of two phases:
-Gaining professional competence requires, after a high quality general training, specific training about the professions, practical training, examinations on professional subjects and professional experience in order to gain professional competence.
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-Conservation of professional competence requires follow-up of domestic and international
progress about accounting and auditing, innovations in accounting, all professional changes including changes in legislations and regulations.
Member of the profession should be subjected to a quality control program which is consistent with
domestic and international applications.
A 4-Privacy:
Member of the profession should respect to privacy of obtained information from their clients or affairs of their employer. Whether the relationship between accountant and their employer is finished or not,
the related privacy should be maintained.
If any kind of declaration regarding the announcement of obtained information is not authorized by
the related authority or if there is no legislative obligation, privacy principles should always be maintained.
A 5-Tax Application:
Member of the profession, who provides tax consultancy services is responsible to fullfill his work by
complying with laws, principles of professionalism, accuracy and impartiality. If customer or employer has
sufficient effort for clarification of discussion points, member of the profession should search for solutions
in favour of client or employer.
Member of the profession, who prepares tax declaration, should remind customer or employer that
the content of the declaration is under the responsibility of client or employer.
Advice and opinions which have concrete effects on tax, should be filed in terms of written information sheet.
Member of the profession should not be associated with any declaration or correspondence related
with below;
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-wrong or misleading declaration;
-a declaration and information obtained without sufficient caution or without ensuring its reliability;
-non-fulfilment of the information to be delivered, hiding and defrauding of the revenue administration as a result of mentioned actions
If there will be a declaration depending on estimation, the member of the profession have to be assured that the estimated declaration will not be lower than the declaration occurrence of new information,
Member of the profession acts consistent with the information provided from client or employer
during the preparation of the tax declaration. In case of a necessity, member of the profession have to ask
for complementary files and information.
Comparison with previous year’s declarations should be done. If there is a suspicion, subledgers and
records should be controlled.
It is advised that revenue administration should be informed, in case of observation of misstatement
made on past declarations or undelivered declaration forms. However member of the profession does not
have any obligation to inform the revenue administration and normally he should not do that without permission.
A 6-Cross border Operations:
Cross border operating member of the profession should separate his activities either in local or international markets. Services should be presented, by the member, in line with appropriate technical standards and ethical accuracy.
If there are certain differences between the ethical requirements of two countries:
-If ethical requirements of the served country are less restricted than ethical requirements of IFAC,
ethical requirements of IFAC,
-If ethical requirements of the served country are more restricted than ethical requirements of IFAC,
ethical requirements of served country,
-If local ethical requirements are more restricted than ethical requirements of served country and
ethical requirements of IFAC, local ethical requirements should be applied.
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A 7-Promotion:
During promotion and marketing, member of the professions;
-should avoid using the tools which may damage the reputation of the profession,
-should not exaggerate the assertions on services and experience,
-should not blacken their colleagues.
SECTION B – APPLICABLE RULES FOR SELF-EMPLOYED MEMBERS OF PROFESSION
B-1 Independence
Members of the profession who provide services in public sector have to pay attention not to damage accuracy, objectivity and independency by way of building relationship based on self interest and not
to raise doubts about these matters.
Some samples which may damage independence or may be considered to be suspicious are as follows;
-To gain financial advantage(benefit) from clients and its business,
-To take an active role in clients’ organisations,
-To give other services to clients which are already audit clients
-Personal and family relations,
-To charge over/under fees compared to the benchmarks,
-To charge contingent fee,
-Service or good purchase from clients and being in extreme levels of hospitality,
-Participation on capital,
-Situation of member of professional who leaves the job,
-To be litigated or to be threatened for being litigated,
-Long-term relations between auditor and senior level personnel
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B.2-Professional Competence and Benefit from Non Members of the Profession
Normally, a member of a profession should not accept any assignment that is not covered by his professional competence. However, by taking an appropriate support, they are able to carry out such assignments. In this situation, he may ask for support from another accountant, lawyer, engineer, geologist and
expert.
In this case, the ethical responsibility of the related consultant is undertaken by the member of the
profession. Members of the profession should lead the experts benefited from their services, in an ethical
manner. If any member of the profession has a suspicion against ethical requirements of the job undertaken by the consultants, he should cancel or reject the job.
B.3 Salary and Commissions
Members of the profession should serve clients with the principle of honesty and objectiveness and in
accordance with technical standards. The responsibility of the profession is related to his knowledge that is
gained by training and experience. In this way the members of the profession deserve a fee for the service given.
Wage is the fair reflection of the service given to the client.
Deserving the fee consists of a combination of 4 elements:
-Skills and knowledge as required by the services given,
-The level of education and experience of the person who carries out the services,
-Working hours as required by services given,
-Degree of responsibility as required by services given.
The fee should be calculated as equivalent of working hours or a daily rate. This rate should be calculated under the assumption that the services provided are well planned and controlled.
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If there is a probability of increase in fee for the current or future period and the client does not have
any information regarding this situation, the wage should not be based on estimated basic salary or on
such a tariff.
If the four elements mentioned above are not ruled out, to charge a lower fee than the previous period to the client for the similar service does not constitute a discrepancy.
Any work performed without any charge is not acceptable. The expenditures especially travel expenses incurred for the related client should be excluded from the wage and reflected directly to the client.
Clearly defined written explanation of calculation of the fee should be available for the service provider and client to avoid any misunderstandings before the service has been performed.
Commission
Commission payment or recommendation of client to third parties by a member of profession for
commission purposes harms the independence and the objectivity .
B.4- Actions which do not comply with Professional Activity
The member of profession must not undertake any action which can damage objectivity, independence and the reputation of his professions.
Multiple professional services provided by an entity do not harm honesty, objectivity and independence if they are coherent to each other.
Works that are not related within professional services and remote from professional ethics do not
comply with principles of independent service principle.
B 5-Client’s Money
According to the law of some countries, accountants must not hold money that belongs to the client..
On the other hand, in some countries, independent members of the profession who are holding client’s

IX. TÜRKİYE MUHASEBE DENETİMİ SEMPOZYUMU
9 th NATIONAL SYMPOSIUM ON AUDITING IN TURKEY
III. ULUSLARARASI TÜRKİYE MUHASEBE DENETİMİ SEMPOZYUMU
3 rd INTERNATIONAL SYMPOSIUM ON AUDITING IN TURKEY
Parallel Session II

money, have legal liabilities. For both cases, the members of the profession must not hold money that is
generated from illegal business operations.
Client’s money that is held by the members of profession must be kept separate from his/her company’s account and personal funds. Member of the profession always have to be ready to provide an explanation about the expenses and the expenditures have to be in line with the purpose of the money received. The professional member must open a bank account only for the money received and transfer it to
the related account without any delay. He should only be able to withdraw the money with instruction of
the client. If the deposit is going to kept for a long time, it must be transferred to time deposit account in
order to receive interest income. The related interest income must be transferred to client’s account. The
related interests and held funds must be seen separately for all clients and member of the profession must
prepare yearly reports for clients.
B.6-Relations with Other Members of the Profession
Acceptance of New Assignments
Expansion of the operations of an entity requires attempting to new activity areas. To attempt on new
activity areas, entity’s independent accountant can request support from another independent accountant,
in case that the help on the new activity would be beneficial. Any accountant that operates on a self employed basis can not have expertise and experience in the all specific areas of accounting. While some enterprise that operates in accounting prefers to build up its all special expertise in its self environment, some of
other entities view this approach as unnecessary.
Member of profession should not go beyond his competence; and if required, should demand assistance from experts. Such behaviour is helpful for both profession and client.
When considering the possibility of losing a client for regular services provided, the member of profession who is not capable for a special subject, can hesitate to demand assistance from another member
of profession. In such condition, client can be deprived of the requested consultancy service. Under any circumstances, client rights to receive appropriate service and to select the member of profession should not
be deprived. Independent accountant should encourage client rights instead of restricting.
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If member of the profession faces a potential client’s service demand, he/she has to search about the
accounting history of the client. If no extra service is demanded, member of the profession has to limit the
scope of the work similar with the previous work and should not criticize the former accountant before
obtaining all the relevant information and document. In case of a specific demand, member of the profession must remind the client that conversation with the previous accountant is a professional obligation and
inform the related accountant by written documentation. If client does not accept such communication, the
member of the profession must search the reason.
If the client accepts such communication, previous accountant should help member of the profession
by cooperating and giving required information. Member of the profession must inform previous accountant about detected points. In case of a disapproval of the client, no fulfilment of the service is preferred.
Change of member of profession;
Employers have unquestionable rights to assign and change profession at their own will. However,
there should be an environment for the new assigned profession that allows him to enquire if there are
some reasons not to accept the assignment. It is obvious that can not be realised unless communicating to
the previous auditor of the client. The communication must be under permission of client and in frame of
legal and ethical regulations.
The communication can be concluded that the imposed conditions by client are not same with previous member of profession.
It is described below how to get contact in a case of change of profession’s member and how to act
in different situations:
B 7-Advertisement and Incentives:
The approach to the subject of “advertisement and incentives” varies on each country. In some countries, such organizations might have been restricted depending on the legal, social and economic conditions.
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Even advertising activities are not banned, the objectives of advertising is informing the public and
involving in honest, truthful advertising activities. Advertisements that are compelling, abusing or conflicting with the standards are forbidden.
Examples are:
- To create wrong, misleading and unfair expectations about the report;
- Hinting to probability of effecting a case, court, institution or clerk;.
- To announce unrealistic and self-approbation declarations;
- To compare with other members of profession;
- Applications including confirmation or approval;
- Declarations leading to misunderstanding;
- To arrogate being a expert in an accounting area.
Member of the profession, who operates in a country which does not restrict commercials, must not
attempt to take advantage of restricted country by commercials published via unrestricted country. In the
same way, a profession of the member, who operates in a country which restrict commercial, must not publish commercial via unrestricted country.
In countries which forbid commercials, some conditional informative activities can be performed.
Examples are as follow:
-Appointments and awards received.
-Paid or professional job search advertisement
-Take place in Guides
-Participating in Books, Articles, Interviews, Conferences, Radio and Television
-Training Courses, Seminar
-Comprised technical knowledge book and documentation
-Staff Advertisement which is not consist of advertise purposes
- Publication of technical information for the Clients
-Brochure and Client Guidance
-Stationary and Signboard
-Declarations published in newspaper.
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-Adding the member of professional name to the documentation published by Clients
In all examples given above, prerequisites the following statements; announcement should not consist of show purpose, should not misdirected to public opinion, should be limited with purpose, should make
a point of professional reputation and should avoid to ascribe to blame for improper prestige to member
of professional.
CHAPTER C APPLICABLE RULES FOR THE EMPLOYEE MEMBER OF PROFESSIONAL
Rules are applicable to employees who work in industry, trade, and public or education sector and in
some cases they can be applicable for the independent employees, too.
C-1 Conflict of Loyalty
The employee members of professionals carry the liability of royalty to their employers and professions. However, in some case they can conflict with each other. For the dependent employee, corporation’s
legal, ethical rules and benefits have priority. However:
-Transgress a law
-Breaking of the professional law and standards
-Deceive and cheating of auditor
-Stating name on the documents which do not reflect the truth
can not be accepted
This kind of conflicts should be solved among the group members and in the presence of chief officer. If the existence of the problem is continuing, the problem should be held by a higher position manager or a manager who has no executive authority.
If all the possible ways to deal with the regarding problem have been tried and no solution is found
than there is only one thing left to do which is signing the resignation. In this case, reason of the resigna-
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tion should be confirmed to employer but the obligation of confidentiality should be taken into consideration.
C-2 Support to the Co-Workers
If a depended accountant is in a chief position or has personnel under his responsibility, he must help
his staff to improve their personal judgment and knowledge.
C-3 Professional Competence
If a dependent employee who is in a chief position is asked to work on a specific area where he or
she is technically inadequate than the accountant should not pretend to have the enough of knowledge to
deal with the situation, instead he or she should ask for an expert view or help without any hesitate.
C-4 Presentation of Knowledge
Depended accountant should present financial information as complete, true, understandable and
compatible with the nature of the profession. The professional should put his/her best effort to make sure
that the book entries are kept depending on the truly existing documentation and financial & commercial
issues.
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