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Abstract

This study aims to illustrate the refinement of the Standards of Audit since the implementation of the risk

approach in 1991. In particular, the IXI case is analyzed to address a significant aspect of the Standards of

Audit : the intention to exempt auditors from any legal obligation.
In the IXI case, auditors were sued for failing to detect that more than 90 percent of a firm’s sales and work
in process were fictitiously recorded because of fake circular transactions. The Osaka District Court found the

auditors not liable based on its determination of an auditor’s legal obligation under the Standards of Audit.

By analyzing the judgment, this study makes the following revelations. Before the risk approach was intro-

duced, auditors were exempt from legal obligation if they complied with the Standards of Audit, especially the

“Auditing Standards” and the “Audit Practical Guidelines.”

However, the situation has changed under the risk

approach, which eliminated the normal audit procedures, and the 2002 revision, which abolished the “Audit Prac-

tical Guidelines.” An auditor’s legal obligation is now determined not only by whether they complied with the

“Auditing Standards” and whether due care was exercised in accordance with the Standards of Audit.
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