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Unit - I 

1. Definition of Audit.? 

Spicer and Pegler: "Auditing is such an examination of books of accounts and vouchers of business, 

as will enable the auditors to satisfy himself that the balance sheet is properly drawn up, so as to 

give a true and fair view of the state of affairs of the business and that the profit and loss account 

gives true and fair view of the profit/loss for the financial period, according to the best of 

information and explanation given to him and as shown by the books; and if not, in what respect he 

is not satisfied." 

 
Prof. L.R.Dicksee. "auditing is an examination of accounting records undertaken with a view to 
establish whether they correctly and completely reflect the transactions to which they relate. 
 
Comptroller and Auditor General of India, defines audit “an instrument of financial control. It acts as 
safeguard on behalf of the proprietor (whether an individual or group of persons) against extravagance, 
carelessness or fraud on the part of the proprietor's agents or servants in the realization and utilisation 
of the money or other assets and it ensures on the proprietor's behalf that the accounts maintained 
truly represent facts and that the expenditure has been incurred with due regularity and propriety. The 
agency employed for this purpose is called an auditor." 
 

2. Meaning , Scope or Principle or Importance  of Audit ? 
  
The term ‘audit’ has been derived from the Latin word “UU” which means to hear. According to Auditing 
Standards and Guidelines, U.K., “An audit is the independent examination of an expression of opinion on, 
the financial statements of an enterprise by an appointed auditor in pursuance of that appointment and 
in compliance with any relevant statutory obligations”.  

As per SA 200, Basic Principles Governing an Audit, issued by the Institute of Chartered 
Accountants of India (ICAI), an audit is the independent examination of financial information of 
any entity, whether profit oriented or not, and irrespective of its size or legal form, when such an 
examination is conducted with a view to expressing an opinion thereon . 
 

As per SA 200A, Objective and Scope of the Audit of Financial Statements issued by the ICAI, the scope of 
an audit of financial statements will be determined by the auditor having regard to : 
• The terms of the engagement; 
• The requirements of relevant legislation; and 
• The pronouncements of the Institute. 
The audit should be organized to cover adequately all aspects of the enterprise  
as far as they are relevant to the financial statements being audited.  



The auditor assesses the reliability and sufficiency of the information contained in the underlying 
accounting records and other source data by:  

(a) Making a study and evaluation of accounting systems and internal controls on which he wishes 
to rely and testing those internal controls to determine the nature, extent and timing of other 
auditing procedures; and  

(b) Carrying out such other tests, enquiries and other verification procedures of accounting 
transactions and account balances as he considers appropriate in the particular circumstances.  

The auditor determines whether the relevant information is properly disclosed in the financial 
statements by:  

(a) Comparing the financial statements with the underlying accounting records and other source 
data to see whether they properly summaries the transactions and events recorded therein; and  

(b) considering the judgments that management has made in preparing the financial statements; 
accordingly, the auditor assesses the selection and consistent application of accounting policies, 
the manner in which the information has been classified, and the adequacy of disclosure.  

The auditor’s work involves exercise of judgment, for example, in deciding the extent of audit 
procedures and in assessing the reasonableness of the judgments and estimates made by management 
in preparing the financial statements.  

In forming his opinion on the financial statements, the auditor follows procedures designed to satisfy 
himself that the financial statements reflect a true and fair view of the financial position and operating 
results of the enterprise.  

The auditor is primarily concerned with items which either individually or as a group are material in 
relation to the affairs of an enterprise.  

The auditor is not expected to perform duties which fall outside the scope of his competence. For 
example, the professional skill required of an auditor does not include that of a technical expert for 
determining physical condition of certain assets.  

Constraints on the scope of the audit of financial statements that impair the auditor’s ability to express 
an unqualified opinion on such financial statements should be set out in his report, and a qualified 
opinion or disclaimer of opinion should be expressed, as appropriate. 
 

SA 200, Basic Principles Governing an Audit, issued by the ICAI, describes the basic principles which 
govern the auditor’s professional responsibilities and which should be complied with whenever an audit 
is carried out. These are:-  

1. Integrity, Objectivity and Independence  

The auditor should be straightforward, honest and sincere in his approach to his professional work. He 
must be fair and must not allow prejudice or bias to override his objectivity. He should maintain an 
impartial attitude and both be and appear to be free of any interest which might be regarded, whatever 
its actual effect, as being incompatible with integrity and objectivity.  

2. Confidentiality  

The auditor should respect the confidentiality of information acquired in the course of his work and 
should not disclose any such information to a third party without specific authority or unless there is a 
legal or professional duty to disclose.  

3. Skills and Competence The audit should be performed and the report should be prepared with due  
professional care by persons who have adequate training, experience and competence in auditing.  



The auditor requires specialized skills and competence which are acquired through a combination of 
general education, technical knowledge obtained through study and formal courses concluded by a 
qualifying examination recognized for this purpose and practical experience under proper supervision. 
In addition, the auditor requires a continuing awareness of developments including pronouncements of 
ICAI on accounting and auditing matters, and relevant regulations and statutory requirements.  

4. Work Performed by Others  

When the auditor delegates work to assistants or uses work performed by other auditors and experts, he 
will continue to be responsible for forming and expressing his opinion on the financial information. 
However, he will be entitled to rely on work performed by others, provided he exercises adequate skill 
and care and is not aware of any reason to believe that he should not have so relied. In the case of any 
independent statutory appointment to perform the work on which the auditor has to rely in forming his 
opinion, such as in the case of the work of branch auditors appointed under the Companies Act, 1956, 
the auditor’s report should expressly state the fact of such reliance.  

The auditor should carefully direct, supervise and review work delegated to assistants. The auditor 
should obtain reasonable assurance that work performed by other auditors or experts is adequate for 
his purpose.  

5. Documentation  

The auditor should document matters which are important in providing evidence that the audit was 
carried out in accordance with the basic principles.  

6. Planning  

The auditor should plan his work to enable him to conduct an effective audit in an efficient and timely 
manner. Plans should be based on knowledge of the client’s business.  

Plans should be made to cover, among other things: 
a) Acquiring knowledge of the client’s accounting system, policies and internal control procedures;  

(b) Establishing the expected degree of reliance to be placed on internal control;  

(c) Determining and programming the nature, timing, and extent of the audit procedures to be 
performed; and  

(d) Coordinating the work to be performed.  

Plans should be further developed and revised as necessary during the course of the audit.  

7. Audit Evidence  

The auditor should obtain sufficient appropriate audit evidence through the performance of compliance 
and substantive procedures to enable him to draw reasonable conclusions there from on which to base 
his opinion on the financial information.  

Compliance procedures are tests designed to obtain reasonable assurance that those internal controls on 
which audit reliance is to be placed are in effect.  

Substantive procedures are designed to obtain evidence as to the completeness, accuracy and validity of 
the data produced by the accounting system. They are of two types:  

(i) Tests of details of transactions and balances;  

(ii) Analysis of significant ratios and trends including the resulting enquiry of unusual 
fluctuations and items.  

8. Accounting System and Internal Control  



Management is responsible for maintaining an adequate accounting system incorporating various 
internal controls to the extent appropriate to the size and nature of the business. The auditor should 
reasonably assure himself that the accounting system is adequate and that all the accounting 
information which should be recorded has in fact been recorded. Internal controls normally contribute 
to such assurance.  

The auditor should gain an understanding of the accounting system and related internal 
controls and should study and evaluate the operation of those internal controls upon which he wishes to 
rely in determining the nature, timing and extent of other audit procedures.  

Where the auditor concludes that he can rely on certain internal controls, his substantive procedures 
would normally be less extensive than would otherwise be required and may also differ as to their 
nature and timing.  

9. Audit Conclusions and Reporting  

The auditor should review and assess the conclusions drawn from the audit evidence obtained and from 
his knowledge of business of the entity as the basis for the expression of his opinion on the financial 
information. This review and assessment involves forming an overall conclusion as to whether:  

(a) The financial information has been prepared using acceptable accounting policies, which 
have been consistently applied;  

(b) The financial information complies with relevant regulations and statutory requirements;  

(c) there is adequate disclosure of all material matters relevant to the proper presentation of 
the financial information, subject to statutory requirements, where applicable.  

The audit report should contain a clear written expression of opinion on the financial information and if 
the form or content of the report is laid down in or prescribed under any agreement or statute or 
regulation, the audit report should comply with such requirements. An unqualified opinion indicates the 
auditor’s satisfaction in all material respects with the matters dealt with in above paragraph or as may 
be laid down or prescribed under the relevant agreement or statute or regulation, as the case may be.  

When a qualified opinion, adverse opinion or a disclaimer of opinion is to be given or reservation of 
opinion on any matter is to be made, the audit report should state the reasons therefore. 
 

3. Features and Objectives of Audit ? 
 
a. Audit is a systematic and scientific examination of the books of accounts of a business; 
b. Audit is undertaken by an independent person or body of persons who are duly qualified for the job. 
c Audit is a verification of the results shown by the profit and loss account and the state of affairs as 
shown by the balance sheet. 
d. Audit is a critical review of the system of accounting and internal control. 
e. Audit is done with the help of vouchers, documents, information and explanations received from the 
authorities. 
f. The auditor has to satisfy himself with the authenticity of the financial statements and report that they 
exhibit a true and fair view of the state of affairs of the concern. 
g The auditor has to inspect, compare, check, review, scrutinize the vouchers supporting the 
transactions and examine correspondence, minute books of share holders, directors, Memorandum of 
Association and Articles of association etc., in order to establish correctness of the books of accounts. 
 

4. What are the Objectives of Auditing ? 
 
There are two main objectives of auditing. The primary objective and the secondary or incidental 
objective. 



a. Primary objective –Companies Act 2013, the primary duty (objective) of the auditor is to report to 
the owners whether the balance sheet gives a true and fair view of the Company’s state of affairs and 
the profit and loss A/c gives a correct figure of profit of loss for the financial year. 
b. Secondary objective – it is also called the incidental objective as it is incidental to the satisfaction of 
the main objective. The incidental objective of auditing are: 
i. Detection and prevention of Frauds, and 
ii. Detection and prevention of Errors. 
Detection of material frauds and errors as an incidental objective of independent financial auditing 
flows from the main objective of determining whether or not the financial statements give a true and 
fair view. As the Statement on auditing Practices issued by the Institute of Chartered Accountants of 
India states, an auditor should bear in mind the possibility of the existence of frauds or errors in the 
accounts under audit since they may cause the financial position to be mis-stated. 
Fraud refers to intentional misrepresentation of financial information with the intention to deceive. 
Frauds can take place in the form of manipulation of accounts, misappropriation of cash and 
misappropriation of goods. It is of great importance for the auditor to detect any frauds, and prevent 
their recurrence. Errors refer to unintentional mistake in the financial information arising on account of 
ignorance of accounting principles i.e. principle errors, or error arising out of negligence of accounting 
staff i.e. Clerical errors. 
 

5. Role of Auditors in Corporate Fraud.? 
 
The term fraud means the willful misrepresentation made with an intention of deceiving others. It is a 
deliberate mistake committed in the accounts with a view to get personal gain. In accounting, fraud 
means two 
things. 
 
a. Defalcation involving misappropriation of either cash or goods; and 
 
b. Fraudulent manipulation of accounts not involving defalcation. 
 
FRAUD COVERS THE FOLLOWING 
 
 I . FRAUD THROUGH DEFALCATION. 
 
Following are the methods of defalcation involving misappropriation of cash or goods 
 
1 .By misappropriating the receipt by not recording the same in the cashbook 
2 .By destroying the carbon copy or counter foil of the receipt and misappropriating the cash received  
3 .By entering lesser amount on the counterfoil and misappropriating the difference between money 
actually-received and the amount entered on the counterfoil of the receipt book 
4 .By not recording the receipt of sale of a casual nature for example sale of scrap, sale of old 
newspapers etc. 
5. By omitting to record cash donations received by non-profit making charitable institutions 
6. By misappropriating the cash received on discounting the bills receivable and showing them as bills 
outstanding on hand. 
7 .By misappropriating cash received from debtors and concealing the same by giving artificial credit to 
the debtors in the form of bad debts, discount or sales return etc. 
8 .By adopting the method of "teeming and lading" or "lapping process". Under this method cash 
received from one debtor is misappropriated and deficiency in that debtors account is made good when 
another payment is received from second debtor by crediting the second debtors account less by that 
amount. This process is carried out round the year. 
9. By suppressing the cash sales by not recording them or by treating the cash sales as credit sales. 
10. By misappropriating the sale proceeds of VPP sales or sales of goods on approval basis by treating 
the transaction as goods received or not approved. 
11 .By under casting receipt side total of the cashbook 



12 .By recording fictitious or bogus payments 
13 .By recording more payments than actual amounts paid by altering the figures on the vouchers. 
14 .By showing the same payment twice. 
15 .By showing credit purchases as cash purchases and misappropriating the amount 
16. Recording personal expenses as business expenses 
17 .By not recording discounts and allowances given by the creditors and misappropriating the amounts 
18 .By overcasting the payment side total of the cashbook 
19 .Recording fictitious and inflated purchases and misappropriating that amount. 
20 .By suppressing the credit notes for returns and showing the full payment to creditors. 
21 .By including the names of dummy workers or the workers who have? The job in the wage sheets 
and misappropriating the amount. 
22 .By over casting the total of wages sheets and drawing that amount for misappropriation. 
23 .By misappropriating the undisbursed wages. 
 
 FRAUD THROUGH MANIPULATION OF ACCOUNTS 
 
It implies presentation of accounts more favorably than what they actually are. Window dressing means 
showing a wrong picture. The fraud through manipulation of accounts is also known as window 
dressing because accounts are manipulated to show a wrong picture of the profit or loss of the business 
and its financial state of affairs. Generally this type of fraud is committed by the people at the top 
management level. This does not involve any misappropriation of cash or goods but it is either over 
statement of profit or understatement of the same. Such fraud is committed with certain objective and is 
relatively difficult to detect. 
 
 THE AUDITOR CAN SUSPECT FRAUD UNDER THE 
 
FOLLOWING CIRCUMSTANCES. 
 
1. When vouchers, invoices, cheques, contracts are missing etc. 
2. When control account does not agree with subsidiary books. 
3. When the difference in trial balance is difficult to locate. 
4. When there are greater fluctuation in G.P. and N.P. ratios. 
5. When there is difference between the balance and the confirmation of the balance by the parties. 
6. When there is difference between the stock as per records and the stock physically counted. 
7. When the explanation given by the client is not satisfactory.8. When there is a overwriting of some 
figures. 
9. When there is a contradiction in the explanation given by different parties. 
 
 PROCEDURE TO BE FOLLOWED TO DETECT ERRORS. 
 
Following procedures may be adopted by the auditor to detect the errors. 
1. Check the opening balances from the balance sheet of the last year. 
2. Check the posting into respective ledger accounts 
3. Check the total of the subsidiary books. 
4. Verify all the castings and the carry forwards. 
5. Ensure that the list of debtors and creditors tally with the ledger accounts. 
6. Make sure that all accounts from the ledger are taken into accounts. 
7. Verify the total of the trial balance. 
8. Compare the various items from the trial balance with that of the previous year. 
9. Find out the amount of difference and see whether an item of half or such amount is entered wrongly. 
10. Check differences involving round figures as Rs. 1,000; Rs. 100 etc . 
11. See where there is misplacement or transposition of figures that is 45 for 54; or 81 for 18 etc. 
12. Ultimately careful scrutiny is the only remedy for detection of errors. 
13. See that no entry of the original book has remained unposted. 
 



 THE AUDITOR SHOULD PERFORM THE FOLLOWING DUTIES IN RESPECT OF FRAUD. 
1. Examine all aspects of the finance. 
2. Vouch all the receipts from the counterfoils or carbon copies or cash memos, sales mart reports etc. 
3. Check thoroughly the salary and wages register. 
4. Verify the methods of valuation of stocks. 
5. Check up stock register, goods inwards notes, goods out wards books and delivery challans etc 
6. Calculate various ratios in order to detect fraudulent manipulation of accounts 
7. Go through the details of unusual items. 
8. Probe into the details of the problems when there is a suspicion. 
9. Exercise reasonable skill and care while performing the duty. 
10. Make surprise visit to check the accounts. 
 

6. Describe Audit vigil ? 
 
Sec 177 (9) - Establish a vigil mechanism 

a. Every listed company or such class or classes of companies, as may be prescribed, shall 
establish a vigil mechanism for directors and employees to report genuine concerns in 
such manner as may be prescribed 

Sec 177(10) - Safeguard against victimization 
b. Policy against victimization of persons using the mechanism 
c. Provide for access to Chairperson of Audit Committee in appropriate or exceptional cases 
d. Display policy on the company website, if any 
e. “Vigil mechanism” to be included in Board’s report 

Schedule IV - Code for independent directors 
f. Ascertain and ensure that the company has an adequate and functional mechanism 
g. Ensure that interests of a person who uses the mechanism are not prejudicially affected 

Applicability 
h. Listed companies 
i. Companies which accept public deposits 
j. Companies which have borrowed money from banks and public financial institutions in 

excess of 50 crores 
Operation of the vigil mechanism 

k. The Audit Committee to oversee the operation of the mechanism 
l. For companies that do not need an audit committee, a director to be nominated by the 

Board to oversee 
m. Companies may consider developing a fraud response plan and obtaining Audit 

Committee's approval 
Audit Committee member to recuse if conflicted 

n. If a member of the Audit committee is conflicted in a given case, he should recuse himself 
Safeguard against victimization 

o. The mechanism should provide for adequate safeguards against victimization 
Frivolous complaints 

p. Audit committee or the director to take suitable action (including reprimand) against 
repeated frivolous complaints 

Vigil mechanism acts as a buffer for the management. As per the guidance note issued by ICAI on fraud 
reporting under section 143 (12), in case a fraud has been reported through the company’s vigil 
mechanism and has been remediated by the management and informed to the auditor, then he will not 
be required to report the same under section 143(12), as he has not per se identified the fraud 

 

 

 

 



Unit – II 

 

1. What are the types of audit, Explain in detail ? 

Classification of audit or types of audit 
Audit can be classified on different types: 
( 1) Classification of Audit on the basis of Organization structure. 
( 2)Classification of audit on the basis of Degree of independence of the auditor 
( 3) Classification of Audit on the basis of method or approach to audit work or on the basis of extent of 
work to be performed or on the basis of conduct of audit. 
(4) Classification of audit on the basis specific objectives 
Classification on the basis of organization or organization structure : - On 
the basis of organization structure, audit may be classified into three types. They are: 
 ( 1)Statutory audit 
( 2) Government audit 
( 3) Private Audit 
Statutory Audit: - Statutory audit refers to the audit of accounts of a business enterprises carried out 
compulsorily under the provisions of a statute or law. It is is the audit carried out compulsorily under 
any statute any law. 
Features of statutory audit are: 
1. Statutory audit is compulsory under law. 
2. Statutory audit is required to be conducted by a qualified auditor. 
3. In the case of Statutory audit, the rights, duties and liabilities of the auditor are governed by the 
statute or law applicable to the undertaking. 
4. Statutory audit is an independent audit. 
5. Statutory audit is an external audit. 
6. Statutory audit must be a complete or full audit. It cannot be partial. 
Statutory audit is carried out in a number of Organizations, such as 
1. Joint stock Companies governed by the Companies Act of 1956. 
2. Banking companies governed by the Banking Regulation Act of 1949. 
3. Insurance companies governed by the Insurance Act of 1938. 
4. Electricity supply companies governed by the electricity supply Act of 1948. 
5. Co – operative societies registered under the Co –operative Societies Act. 
6. Public and charitable trusts registered under Religious and Endowment Acts 
2. Government audit: - Government audit refers to the audit of accounts of 
Government departments and offices, Government companies and statutory or public corporations. 
The features of government audit are 
1. Government audit is prescribed for by law. 
2. It is conducted either by the comptroller and Auditor General of India and his staff or professional 
chartered accountant approved by the Comptroller and Auditor General of India. 
3. It is internal audit. 
4. A government audit is a continuous audit. 
Objectives of Government audit 
1. To ensure that all payment has been sanctioned by the competent authority. 
2. To ensure that every payments is made as per the rules and regulations. 
3. To see that the payments have been made to the right persons. 
4. To ensure that the expenditure is not excessive. 
5. To see that payments are properly classified as capital and revenue. 
6. To verify the existence of stocks and stores. 
7. To ensure that a proper system of stock taking has been adopted. 
Government audit may be classified into three types. They are: 
1. Audit of government departments and offices. 
2. Audit of Government Companies. 
3. Audit of Statutory Corporations registered as statutory corporations. 



3.Private audit or Voluntary audit : - Where an audit is not compulsory under any statute, but is 
undertaken by the owners voluntarily to get the benefit of audit, the audit is called private audit. In 
other words , private audit refers to the 
audit of accounts of private enterprises such as a sole trading concerns, partnership firms and other 
individuals and institutions. 
Advantages of private audit 
1. Audit assures to the owners that the accounts of the business are properly maintained and there are 
no irregularities. 
2. It provides a moral check on the employees. 
3. It helps the owners of the business to know the real profitability and the state of affairs of their 
business. 
4. Audited accounts serve as a basis for assessment of tax liability. 
5. Audited accounts facilitate the process of raising loans from banks and other financial institutions. 
6. Audited accounts help in the settlement of dispute and claims between the partners of a firm. 
Classification of audit on the basis of Degree of Independence:- 
1. Internal audit 
2. External audit 
Internal audit: -Internal audit is a continuous and systematic review of the accounting, financial and 
other operations of a concern by the staff specially appointed for the purpose. In other words, it is the 
audit of accounts by the staff 
specially appointed for the purpose. 
Objectives of Internal audit: - 
1. To ascertain whether internal check and accounting systems are adequate and effective. 
2. To ascertain whether predetermined policies, plans and procedures have been complied with. 
3. To ascertain the reliability of the accounting and other data. 
4. To evaluate the performance of the personnel. 
5. To ascertain whether the properties of the concern are safeguarded. 
6. To suggest to the management the improvements desired in the internal check systems, accounting 
system etc. 
Features of Internal audit: - 
1. It is generally undertaken by large concerns. 
2. It is not compulsory. 
3. The scope of internal audit may vary, depending upon the nature and size of the concern. 
4. It may be in addition to external audit. 
5. It is conducted by the staff of the concern. 
6. The techniques and methods of auditing employed in internal audit are the same as those in external 
audit. 
7. It is an integral part of internal control. 
8. The staff engaged in internal audit is appointed by the management. They are responsible to the 
management. 
Importance and advantages of internal audit 
1. It is helpful to the management to ascertain whether the internal check and accounting systems are 
adequate and effective to prevent errors and frauds. 
2. It helps the management to ascertain whether the predetermined policies, plans and procedures have 
been complied with. 
3. It is helpful to ascertain the reliability of the accounting and other data complied within the 
organization. 
4. It is helpful to evaluate the performance of the personnel. 
5. It helps to ascertain whether the properties of the concern are safeguarded. 
6. It covers the review of accounting and non accounting matters. 
Disadvantages 
It is conducted by staff who may not be a qualified one. 
1) It is optional. 
2) Quality depends upon the decisions of management. 
2. External Audit. 



Audit conducted by independent qualified person and examines the books of accounts and report to the 
management. 
 
Difference between Government Audit and Commercial Audit 
 
Government Audit Commercial Audit 
1. It is adopted in government departments, government offices and Government Company. 
2. It is compulsory. 
3. It is conducted by CAGI and his staff and qualified staff. 
4. Continuous audit. 
5. Disbursing officer is responsible for the work of audit. 
6. Treasury officer undertake preliminary audit. 
7. It is conducted in private enterprise. 
8. It is optional. 
9. It is conducted by professionally qualified persons. 
10. Periodical audit. 
11. Disbursing officer is not responsible. 
12. There is no preliminary audit. 
3. On the basis of Conduct of audit or methods or approach to audit work 
1. Continuous Audit. 
Continuous audit is one where the auditor’s staff is occupied continuously on the accounts whole the 
year round and performs interim audit. It is an audit under which detailed examination of the books of 
accounts is conducted continuously throughout the year. It is continuous review of the accounts of the 
organization. It is generally applicable to banking company and insurance company. 
Advantages. 
1) Easy and quick discover of errors and frauds. 
2) Technical knowledge. 
3) Quick presentation of accounts. 
4) Keep the client staff regular. 
5) Moral check on the client’s staff. 
6) Efficient audit. 
7) Preparation of interim accounts is very easy. 
8) Audit staff can be kept busy. 
Limitations. 
1) Alteration of figures. 
2) Dislocation of the work of the client staff. 
3) Expensive. 
4) Queries may remain outstanding 
5) Extensive note taking may be necessary. 
6) Chance for collusion between client staff and audit staff. 
7) Mechanical and monotonous. 
Precautions or steps to be taken to overcome the drawbacks: 
1) Well dream up audit program should be followed by the auditor. 
2) No alterations to be allowed after the accounts are audited. 
3) If any alterations are made, it should be made in the rectification entries in the journal. 
4) A note should be made in respect of queries asked. 
5) If any alterations are made in figures before auditing, a special tick mark must be made. 
6) Recommend surprise visit. 
7) Rotate the audit work among auditors. 
2. Final Audit or Annual or periodical audit 
It is an audit carried out after the preparation of financial statement. It is an audit where the auditor 
takes up his work of checking the books of accounts only at the end of the accounting year. In this case, 
the audit work is commenced and 
completed in a single uninterrupted session. 
Advantages: 



1) Cost of audit is less than that of continuous audit. 
2) Audit work is completed in one continuous sitting. 
3) Not causing any dislocation of client work. 
4) No possibility of alteration of figures. 
5) It is not mechanical and monotonous. 
6) Less chance for collusion between client staff and audit staff. 
7) There is no lose the thread of the work. 
Limitations 
1) Errors and frauds remains in the accounts for long period of time. 
2) Postmortem examination of accounts. 
3) Little time for checking. 
4) Rely upon test checking. 
5) Not suitable for imposing moral check on the client staff. 
6) Not helpful for preparing interim accounts. 
7) Not suitable for large size organizations. 
3.Interim Audit. 
It is an audit conducted between two annual audits. In other words, it is the audit conducted in the 
middle of the financial year. It is carried out for some specific purpose for declaring interim dividend, 
ascertaining interim profit. 
Advantages. 
1) Quick discovery of errors and frauds. 
2) Imposes moral check on client staff. 
3) Helpful for speedup the final audit. 
4) Useful for publication of interim figures. 
5) Audit becomes easy and can be completed without lapse of time. 
4. Balance sheet audit : - Balance sheet audit is a type audit which concentrates mainly on the 
verification of the items in the balance sheet such as capital, reserves, profit and loss account balance, 
liabilities and provisions and 
all the assets of the business. 
5. Occasional Audit:- An occasional audit is an audit which is conducted once a while, whenever the need 
arises. In other words , it is a kind of audit which is not conducted on regular basis, but is conducted for 
a special event, time or purpose. 
6. Complete Audit : - Complete audit is a kind of audit under which all the records and books of accounts 
are audited by an auditor. 
7. Partial Audit: - It is a kind of audit the scope of which is limited one. It is carried out in respect of only 
a part of the books of accounts of a business, for a part of whole of the period. 
4. Classification of audit on the basis of specific objectives: - 
1. Cash Audit: - It is a type of partial audit which is undertaken for only cash receipts and cash payment. 
2. Special Audit:- It is a kind of audit with some special object in view. It is a fact finding enquiry. 
3. Operational Audit: - It is an efficient examination of the various operations of the different functional 
area of business. 
4. Proprietary Audit: - It is an audit in which various actions and decisions are examined to find out 
whether in public interest and whether they meet the standard of conduct. 
5. Efficient Audit: - It is an evaluation of overall efficiency and performance of an organization. 
6. Tax Audit: - It means audit for tax purpose. Audit required to be carried out of income tax act of 1961. 
It is conducted by certified Chartered Accountant. There are certain circumstances in which tax audit is 
necessary. 
1. Compulsory tax audit under section 44 AB of the Income tax Act 1961 
2. Tax audit for claiming deductions and Reliefs under the Income Tax Act. 
3. Tax audit for Tax Consultancy and Representation. 
7. Cost Audit. 
It is a thorough examination of the cost accounting records of a company by a cost auditor to ensure 
that they are accurate and they also follow to the cost accounting principles, procedures and plans. 
Objectives. 
1) Verifying the accounting entries related in the cost books. 



2) To find out whether the cost records have been properly maintained. 
3) To verify whether the cost accounting principles are complied with. 
4) To find out whether the cost statements are properly dream up. 
5) To verify the items of cost expenditure are correctly incurred. 
6) To find out the efficiency and inefficiency of handling of material, labour and other expenses. 
7) To check up the overall working of the cost accountant. 
8) To reduce the volume of work of the external auditor. 
9) To detect errors and frauds. 
. Management Audit. 
It is the critical examination, scrutiny and appraisal of plans, policies, procedures, objectives, means and 
operational area of the organization. It is the audit of managerial actions and decisions. It is the audit of 
activities of 
various level of the managers. 
Objectives of Management audit: - 
1. To identify the overall objectives of an organization. 
2. To pinpoint the deficiencies and defects in functional areas and suggest remedies for improvement. 
3. To assist the various level of management in discharge their duties. 
4. To help the management in achieving co- ordination among the various departments. 
5. To ensure that management objectives are achieved. 
Advantages of Management Accounting: - 
1. It identifies the overall objectives of the organization. 
2. It reviews plans, policies, procedures and controls. 
3. It assesses the performance in each functional area 
4. It also ascertains the motivational system in operation in the business. 
5. Suggesting ways and means for the attainment of management goals. 
Criticism against management audit: - 
1. It is argued by some managers and accountant that management audit is a vague concept and so, it 
serves no material purpose. 
2. Management audit may discourage the managers from undertaking tasks which are useful to the 
organization. 
3. It is argued that it will adversely affect to the efficiency and production. 
9. Social Audit: - Social audit is a systematic study and evaluation of a business enterprise’s social 
performance as distinguished from its economic performance. Social audit is intended to evaluate the 
social performance or social contribution of a business organization. TISCO firstly adopted social audit. 
 
 
 
UNIT – III 
 
 
1.Steps to be taken at the commencement of a new audit? 
 
 
Preliminary stage of audit work or Pre-planned activities of the audit work or Steps tobe taken 
by the auditor before commencement of the audit or audit planning : - 
An auditor must prepare well before he actually commences a new audit. He has to take certain steps or 
bear in mind certain considerations before commencing a new audit. These steps are known as 
preliminary steps or general steps. 
The following are the important preliminary or general steps to be taken by an auditor in all types of 
concerns before the commencement of a new audit: 
I. Obtaining letter of appointment. Auditor should satisfy himself that he has properly appointed. 
II. Knowing the scope of his studies. 
III. Ascertaining the nature of the business undertaken by the client enterprise. 
IV. Knowledge of the organizational structure of the client business. Pattern of authority and 
responsibility are revealed through the organizational structure. 



V. Obtaining the list of principal officers of the client business. 
VI. Knowledge of internal check, internal control and internal audit 
VII. Knowledge of system of accounting of the client business. 
VIII. List of books maintained in the organization. 
IX. Detailed study of important documents of the organization. 
X. Study of prospectus, preliminary contracts etc of the organization. 
XI. Study of the previous year financial statements. 
XII. Enquiry about the reason for the change of the auditor. 
XIII. Giving instructions to the client. 
a) The books should be closed before the audit. 
b) Voucher should arranged date vise. 
c) Schedules should be kept for ready reference such as schedules of debtors and creditors, list of bad 
and doubtful debts, schedule of investment, schedule of depreciation etc.. 
XIV. Division of audit work among the auditors. 
XV. Preparation of audit program. 
 

2.What are al the audit techniques used? 
 
Audit techniques 
Techniques of audit are the methods or means adopted by an auditor for the collection and evaluation 
of audit evidences for his audit work. Important audit techniques are 
1) Vouching 
2) Confirmation 
It is the technique through which an auditor communicates with outside parties. 
3) Enquiry 
Enquiry is the technique of making enquiries with the responsible officials of the client and obtaining in 
depth information. 
4) Reconciliation 
It is the technique of identification and explanation of the items which cause the difference between two 
related items. 
5) Physical examination It is the technique of ascertaining the actual existence. 
6) Test checking 
7) Analysis of financial statements 
8) Scrutiny or scanning 
It is the technique of making a quick and overall examination of books of accounts to verify whether the 
transactions are correctly and completely recorded in the books of account. 
9) Extension verification 
It is the technique of multiplying two or more amounts to verify whether the totals have been correctly 
arrived at. 
10) Posting verification 
11) Documentary examination 
12) Observation It is the technique by which an auditor observes or witnesses an act performed by 
others. 
13) Footing Footing is the technique of adding the columns of different accounting figures to test the 
accuracy of the total. 
14) Flow charting It is the technique of using flow chart to describe graphically the cause of the 
transactions through different stages from the beginning to the end. Auditing and Assurance standards: 
- An auditor Should have a thorough understanding of the auditing practices that are generally accepted 
as standards to conduct his audit effectively. For this purpose , he has to study and understand the 
professional announcement on auditing. 
The objective of auditing and assurance standards issued by the ICAI is to secure compliance by the 
members of the institute on matters which are important for the proper discharge of their audit work. 
 
Explain Audit assurance and standards issued by ICAI ? 
Various Auditing and Assurance Standards issued by ICAI : 



1. AAS 1 : Basic principles governing audit 
2. AAS 2 : Objective and Scope of financial Audit 
3. AAS 3: Documentation 
4. AAS 4: Fraud and error 
5. AAS 5 : Audit Evidence 
6. AAS 6 : Risk Assessment and Internal Control 
7. AAS 7 : Relying upon work of an Internal Auditor 
8. AAS 8 : Audit planning 
9. AAS 9: Using the Work of an Expert. 
10. AAS 10 : Using the work of another Auditor. 
11. AAS 11 : Representation by Management. 
12. AAS 12 : Responsibility by joint Auditors. 
13. AAS 13 : Audit Materiality 
14. AAS 14: Analytical Procedures. 
15. AAS 15 : Audit Sampling. 
16. AAS 16: Going Concern Assumption. 
17. AAS 17: Quality Control for Audit work. 
18. AAS 18 : Audit of Accounting Estimate 
19. AAS 19 : Subsequent events. 
20. AAS 20 : Knowledge of the Business 
21. AAS 21: Consideration of Laws and regulations in an Audit of Financial Statement. 
22. AAS 22 : Initial Engagement 
23. AAS 23 : Related Parties 
24. AAS 24: Audit Consideration relating to Entities using Service Organisations. 
25. AAS 25: Comparatives 
26. AAS 26 : Terms of Audit Engagement 
27. AAS 27 : Communication of Audit Matters with those entrusted with Governance. 
28. AAS 28 : Auditor’s Report on Financial Statements. 
29. Audit in Computer information system Environment 
 
 
 
 

3. Explain Audit Programme ? 
 
The steps in audit process are: 
1. Appointment of auditor 
2. Determination of Objective and Scope of audit 
3. Obtaining Knowledge of Clients business 
4. Evaluating accounting system, Internal control and Audit risk. 
5. Audit Planning and programming, Determining the nature timing and extent of audit procedure and 
co-ordination of work. 
6. Collection of audit evidence 
7. Drawing conclusions and making report. 
 
Preparation of Audit Programme Audit programme is a description, memorandum or outline of the 
work to be done in an audit and often of the time allotted and personnel assignments, prepared by a 
Principal as a definition of audit scope, or by an auditor for the guidance and control of assistants. It is 
the auditors plan of action, specifying the procedures to be followed 
 
. Objects of audit programme : 
a. To obtain information’s regarding the accounting system, policies and control techniques of the client. 
b. To ascertain the extent to which internal control techniques can be banked upon. 
c. To lay down the nature, time and extent of audit techniques to be adopted. 
d. To co-ordinate the total works. 



 
Characteristics of good audit programme 
i. Explicit and clarity of expression. 
ii. Segmentation of work in the light of different aspects of accounting. 
iii. Logical flow of accounting documents 
iv. Elasticity 
v. Review of work 
vi. According to scope of audit 
vii. Based on evidences 
viii. Record of movements and accomplishments. 
 

4. What are the Advantages and disadvantages of audit programme ? 
 
Advantages of Audit programme 
 
Division of work as per ability 
Determination of responsibilities 
Progress of work 
Change of employees won’t affect work 
Uniformity in work 
Protection in court of law 
Complete examination 
Time saver 
Facility of review 
Pursuance of audit principles 
 
 
Disadvantages of Audit Programme 
 
Mechanization of work 
No motivation for free decision 
Want of constructive thinking 
Want of moral influence 
Planned frauds are undisclosed 
Disabilities remain concealed 
Plea against auditor 
 
 

5. Discuss Audit Notes , Audit Files, Working Notes ? 

 

Audit Files The maintenance of files is very important for the office of the auditor so as to enable him to 
keep them for easy and ready reference. 
 There are two types of audit files : (i) permanent audit file, and 
 (ii) Current audit file. 
 The contents of permanent audit file are: 
 1. The rules which govern the company under audit such as Memorandum and Articles of Association in 
case of a company and partnership deed in case of a partnership firm.  
2. Copies of minutes and extracts of agreements which are entered into between the client and others 
for rendering/obtaining services. 
 3. A brief description of the business, its nature, address, area of operation, etc. 
 4. Particulars about the organization of the business along with a list of officials, branches and 
departments under their charge. 
 5. Copy of instructions, if any, issued to the staff and of relevance to the auditor.  
6. List of books and registers and names of persons dealing with them. 



 7. Important notes regarding the final accounts including the balance sheet and other financial 
statements. 
 
 The contents of current audit file are;  
1. Audit programme duly amended and modified in accordance with the system of internal control in 
use. 
2. Internal control questionnaires.  
3. Flow chart covering the time budget. 
 4. All relevant notes properly filed and indexed.  
5. Bank and petty cash reconciliations. 
 6. Brief notes for discussion with the client before completion of the work of audit. 
 7. Weaknesses inherent in the system of internal control. 8. The draft final accounts and balance sheet 
and their completed copies. 
 
 Advantages: (a) Preparation of audit plan. 
 (b) Useful file for the use of auditor in forming an opinion. 
 (c) Provides materials in the field work in audit engagement.  
(d) Provides information to suggest improvement in business operations and system of accounting. 
 (e) Maximizes efficiency in auditing procedures.  
 
Audit working papers Audit working papers are personal written materials which an Auditor prepares 
with regard to all audits and contains techniques adopted by the auditors, his decisions and conclusions 
and relevant information regarding financial statements. Some papers included in Audit Working 
Papers;-  
1. The agreement regarding the appointment if the auditor or letter of appointment  
2. Technical Features of the audited business.  
3. Audit Programme  
4. Certificates of officials in regard to such important matters as bad debts, valuation of stock, unpaid 
expenses, accrued income etc  
5. Certificate issued by the banks in regard to the bank balance of the client certain date, safe custody of 
documents etc.  
6. Correspondence between the auditor and the debtors, creditors, etc. the client.  
7. Rough trial balance.  
8. Important extracts from the minute books  
9. Particulars of investment.  
10. Draft final accounts.  

 

Objects of keeping Audit-Working Papers;-  
1. Certification of the correctness of record and report  
2. Use as references, during discussion with the employer.  
3. Defensive position of the auditor in case of legal dispute and court proceedings.  
4. Guide for Subsequent examinations.  
5. To co-ordinate and organize the work of audit clerks.  
 
Ownership of Audit-Working Papers :- These are the property of the auditor, whether prepared by 
him or presented to him by the owner of the business and therefore must be kept in safe custody. Filing 
of Audit-Working Papers is a necessity. The auditor keeps these papers for his defense, reference, future 
guidance and as a proof of his. Indian Companies Act 2013, the books of accounts of a company must be 
kept safe up to 8 years after the relevant year.  
 

6. Describe Audit Note Book; 
- An important component of Audit-Working papers is audit note- book basically maintained by the 
audit clerk in which he notes down the important points and enquires which he has to refer to officials 
clients or to discuss with his senior or the auditor himself. Contents of audit note book:  



1. Technical details about the business.  
2. Queries for which explanations and information have to be demanded.  
3. Missing vouchers and invoices whose duplicates have to be obtained.  
4. Fraud and errors found in the books during the course of audit.  
5. Details to be included in audit report.  
6. Notes regarding system of maintaining accounts.  
7. Information to be needed in future.  
8. Names of officials who certify bad debts, depreciation, etc.  
9. Record of all important correspondence.  
10. Total of important ledger accounts.  
11. Progress of audit work.  
12. Record of suggestions made by the audit staff.  
 

Advantages:-  

1. Defense in court of law.  

2. Yard-stick of the efficiency and diligence and skill of the auditor, 

 3. Guide for future.  

4. Future references, 

 5. Permanent certificate of audit. 

 

7 What is meant by internal Check ? 

Internal Check 

Internal check is a method of organising the accounts system of a business concern or a factory where 
the duties of different clerks are arranged in such a way that the work of one person is automatically 
checked by another and thus the possibility of fraud, or error or irregularity is minimised unless there is 
collusion between the clerks. For example, the receipt of cash is entered by the cashier on the debit side 
of the cash book; this entry is carried to the ledger by another clerk; the statement of account relating to 
this transaction is sent to the customer by a third clerk and so on. Thus the same transaction has passed 
through three different hands and the work of one is checked automatically by the other. It is a kind of 
division of labour. This minimises the possibilities of frauds and errors unless all the three join hands in 
defrauding their employer. 

According to the special committee on Terminology, American Institute of Accountants, 1949 "Internal 
check-a system under which the accounting methods and details of an establishment are so laid out that 
the accounts procedures are not under the absolute and independent control of any person - that, on the 
contrary, the work of one employee is complementary of that of another, and that a continuous audit of 
the business is made by the employees." 

The essential elements of an internal check are : 

(a) Instituting of checks on day-to-day transactions. 

(b) These checks operate continuously as a part of routine system. 

(c) Work of each person is made complementary to the work of another. 

The objective of such allocation of the duties is that no one has an exclusive control over any 
transaction. 

Internal check system in the various aspects of the accounting is given below : 

Internal check as regards cash 

There should be a proper system of internal ^heck in respect of all transactions because majority of the 
frauds arise in connection with cash. The auditor must familiarise himself with the system of internal 



check in operation. Duties in respect of cash should be divided in such a manner that there is automatic 
check on the various functionaries connected with cash section. It is necessary that employees of the 
cash are encouraged to go on vacation. Rotation of duties relating to cash section should also be 
enforced. 

Internal check as regards Cash Receipts 

1. The cashier should not have access to the incoming mail books (which do not concern him), petty 
cash funds and the ledgers. 

2. Remittances should be opened by the cashier in the presence of a responsible person. All cheques and 
bank drafts received should be marked - `Not negotiable A/c Payee only.' 

3. All the receipts of the day should be deposited in the bank at the end of the day or the next morning. 

4. On receiving cash, it should be acknowledged by issuing a printed receipt. This receipt should have a 
counterfoil. These receipts should be consecutively numbered. The receipt should be kept under lock 
and key. 

5. Cash registers should be used. 

6. The cashier should prepare the paying-in-slips to be retained by the bank. However, the counter-foils 
of the paying-in-slips should be entered by some other clerk and not by the Cashier. 

7. Cash sales should be so organised as to reduce the chances of misappropriation to the minimum. 

8. As far as possible the system of collection by travellers should be discouraged. However, if they are 
authorised to collect debts on behalf of the business, there should be proper rules and regulations. 

9. Bank reconciliation statement should be made by cashier and someone else frequently. 

Internal check as regards cash payments 

1. As far as possible, all payments should be made by cheques authorised by a responsible person and 
signed by responsible persons. Cheques should be marked' A/c Payee only' before they are despatched. 
Unused cheque books should be kept under lock and key by a responsible person. 

2. Employees authorised to sign or countersign cheques should not have any other duty connected with 
cash. Otherwise, it will provide them with opportunity to influence entries in the ledgers. 

3. Petty cash should be maintained under the imprest system. 

4. There should be an efficient system of internal check as regards wages (discussed elsewhere in this 
chapter). 

5. Vouchers should be numbered properly and filed in order. The cashier should not be asked to do this. 

6. There should be a proper internal check system of cash sales (discussed in this chapter). 

7. Castings of cash book should be independently checked. 

Internal check as regards wages 

In case of manufacturing concerns wage bill is of great magnitude. The system of internal check is of 
great importance in such concerns as regards wages. Any system of internal check as regards wages 
much counteract the following dangers - 

(i) Inadequate time records. This may result in the workers receiving wages for time not devoted. 

(ii) Inadequate piece work records. This will result in workers receiving wages for work not done. 

(iii) Errors in preparation of wage-sheets or pay rolls, 

(iv) Manipulation of wage sheet by inserting dummies. 

The system of internal check to be suggested will vary according to each particular case.  
However, to counter-act the above dangers, the following system of internal check is suggested : 



1.     Time Records : Where the wages are to be paid according to the time basis, the times of employees 
entering and leaving the work should be recorded. This may be done either by a gatekeeper or time 
recording clock. Further, the foreman of each department should take the time of entering and leaving 
the department. This will not only act as a counter-check on the original records but also as a deterrent 
to wasting to times by the workers. 

2. Piece work records : Where wages are paid on piece-wages basis, an efficient system of recording 
piece work is essential. When the work is given, it should be entered in the concerned piece worker's 
card. On completion, this card should be signed by the worker and foreman. Where necessary, it should 
be signed by the store-keeper. 

3. Preparation of wage-sheets : Separate wage-sheets should be used for time workers and piece 
workers. They should be ruled to record all the essential particulars. Special columns should be 
provided for the gross amount payable, deductions for employees, state insurance, provident fund 
contribution, loans, fines etc. and the net amount payable. Columns should also be provided showing the 
employers' contribution under the Employees State Insurance Act. 

For time workers, the gate-keepers records and departmental time records should be compared by two 
clerks in the wage office. Discrepancy, if any, should be enquired into. A third clerks should record on 
the wages sheet, the name of the employees, rate of wages and other particulars. These entries should 
be checked by another clerk. Net amount payable to each worker should be calculated by another clerk. 
Similarly, wage sheets should be prepared for the piece workers following the above procedure. It 
should be remembered that each wage clerk should initial for that portion of work connected with wage 
sheet undertaken by him. All the wage sheets should be counter signed by the Works Manager, a 
Director or a Partner. 

4. Payment of wages : Wages should be paid by Cashier. The cashier should not have any hand in the 
preparation of wage sheets. A separate cheque should be drawn for the precise amount of the wages. 
The workers should attend personally to receive their wages in the presence of their foreman to avoid 
impersonation. Wages of the absentees should be paid to a worker only when he has brought letter of 
authority. The Works Manager or some responsible officer should be present at the time of payment. 

Internal check as regards purchases 

For this purpose the system of internal check to be adopted by any concern will depend on its size and 
resources. However, the following system of internal check for purchases is suggested - 

1. All the orders for purchases should be recorded in the Purchases Order Book. They should be 
properly authorised. A carbon-copy of every order placed should be kept. 

2. On receipt of the goods, the gate-keeper or store-keeper should make a record in the Goods Inwards 
Books. 

3. Invoices received from the sellers should be checked with the Orders Books and Goods Inwards 
Books as to its quality, quantity, prices and calculations. The clerks checking them should also initial the 
invoices. After this invoices should be entered in the Bought Day Book and filed. 

4. In case, there are a number of departments, each placing its order, the invoice should be sent to the 
concerned department for checking. 

5. Entry for all goods purchased should be made by an independent person in the stores ledger. 

6. The payment of every invoice should be authorised by a responsible official. 

7. A proper system of internal check for cash purchases should be in operation. As far as possible, cash 
purchases should be discouraged. 

Internal check as regards sales 

Chances of errors and frauds are greater in the case of sales. Goods sent on approval being treated as 
actual sales or entering of fictitious sales in the sales book is possible. Further, it is possible that the next 
year's sales may be taken as this year's or sale of fixed assets recorded as sale of goods.  The object of 
internal check should be to counteract the above. 



1. All orders received should be recorded properly and in writing. Orders received on telephone or 
verbally should be confirmed in writing. 

2. All goods supplied should be recorded in the Goods Outward Book. 

3. Invoice should be prepared in duplicate - one copy sent to the customer and other carbon copy should 
be kept. Details of every invoice should be checked before sent out. Entries in Goods Outwards Book 
should be compared with invoices. 

4. Entries should be made in the sales Book on the basis of invoices. 

5. Goods returned by the customer should be entered in the returns inwards book and a credit note be 
prepared. 

6. In case of cash sales, cash should be received by a person other than salesman. Goods should be 
delivered on the basis of the receipt cash memo. 

8. Internal Check and Auditor Role ? 

How far an auditor can rely on the internal check system ? This is not an easy question to answer. The 
answer to this question will depend upon the size and nature of the business. Before he can decide upon 
the reliance on internal check system, he will have to take the following steps :- 

1. Seek a statement from his client in this regard. 

2. Examine the system taking into account the size and nature of the business. 

3. Examine the system especially from its weakest point to assess the possibilities of errors and frauds. 

If the auditor finds that the system of internal check is defective, he should carry on detailed checking. 

An efficient system of internal check can reduce to a great extent the work of the auditor but does not 
reduce his liability. On the other hand, a defective system makes his work difficult. 

 

Explain Internal Audit with reference to Audit Planning ? 

 

9 What is mean by INTERNAL AUDIT? 

Internal audit is the review of operations and records undertaken within a business by specially 
assigned staff on a continuous basis. Internal audit has been defined as "the independent appraisal of 
activity within an organization for the review of accounting, financial and other business practices as a 
protective and constructive arm of management. It is a type of control which functions by measuring 
and evaluating the effectiveness of other types of controls." Therefore it is clear that internal audit not 
only includes the verifications of accounting matters but also financial and other matters. 

Objects of Internal Audit 

1. To verify the correctness of the financial accounting and statistical records presented to the 
management. 

2. To comment on the effectiveness of the internal control system and the internal check system in force 
and to suggest means to improve them. 

3. To facilitate the early detection and prevention of frauds. 

4. To ensure that the standard accounting practices to be followed by the organization are strictly 
followed. 

5. To confirm that the liabilities have been incurred by the organization in respect of its legitimate 
activities. 

6. To examine the protection provided to assets and the uses to which they are put. 

7. To undertake special investigation for the management. 



8. To identify the authorities responsible for purchasing assets and other item as well as disposal of 
assets. 

 

Difference between Internal check and Internal Audit? 

 

1. Internal check is an arrangement of as duties allocated in such a way that the work of one clerk is 
automatically checked by another while internal audit is an independent review of operations and 
records undertaken by the staff specially appointed for the purpose. 

2. In Internal audit, a separate salaried staff of internal auditors is entrusted with the audit 
work but in internal check, there is no separate staff appointed especially for this purpose. Different 
clerks are assigned with various tasks with which they proceed and carry on checking at the same time. 

3. In Internal audit, the work of a clerk is checked by an internal auditor after the former has finished 
the work while in case of internal check, the work of one clerk is automatically and independently 
checked by another simultaneously. 

4. In internal audit, errors and frauds which have already been committed can be discovered but the 
system of internal check is so devised that the possibilities of errors and frauds are reduced to the 
minimum. 

 

10. Discuss Internal Control ? 

Internal control 

Internal control has been defined as being "no only internal check and internal audit but the whole 
system of controls, financial and otherwise, established by the management in order to carry on the 
business of the company in on orderly,manner, safeguard its assets and secure as far as possible the 
accuracy and reliability of its records." 

Therefore internal control is a broad term with a wide coverage. Its scope extends beyond those matters 
which relate directly to the functions of accounting and financial records. In its modern sense, audit 
control includes two types of controls: 

(a) Accounting Controls : These comprise primarily the plan of organization and the procedures and 
records that are concerned with and directly related to the safeguarding of assets and reliability of 
financial records. These include budgeting control, standard costing, control accounts, bank 
reconciliation, self balancing ledgers and internal auditing etc. 

(b) Administrative Controls : These comprise the plan of organization that are concerned mainly with 
operational efficiency. They may include controls, such as time and motion studies, quality controls 
through inspection, performance reports and statistical analysis. 

From the point of view of the auditor, the distinction between these two controls, is very significant. An 
auditor has to make a careful review of the accounting controls in order ensure the accuracy and 
adequacy of financial statements. He is not expected to review the administration controls because they 
have only a remote relationship with financial records. However he may evaluate only those 
administrative controls that have a bearing on the reliability of financial statements. 

Characteristics of Good Internal Control System 

1. There should be a well developed plan of organization with delegation of proper responsibilities at 
various levels of operational hierarchy. 

2. These should be a scientifically developed system of record procedures with a view to maintain 
reasonable control over assets, liabilities, revenues and expenses. 

3. A system of healthy practices and traditions is also necessary for the performance of duties and 
activities of various departments of the organization. 



4. The personnel engaged in the business should be of high quality and character with a deep 
understanding of their responsibilities and a proper background of training and ability. This is 
necessary because controls are exercised by personnel engaged in the business. 

5. There should be managerial supervision and reviews of the company's financial operation and 
positions at regular and frequent intervals by means of interim accounts and reports and operating 
summaries etc. 

Divisions of Internal control 

Depending upon the nature of business and the environment in which it works, the main divisions of an 
overall internal control system are: 

1. General Financial Control : This control includes a proper efficient system of accounting, adequate 
supervision, recording and duplicating systems, good efficient staff and the maintenance of healthy 
relationships amongst the staff. 

2. Cash Control: The system includes certain important aspects of control for receipts, payments and 
balances held. A proper system of internal check must operate at all stages. There may be specially 
deputed officials including the internal audit staff to exercise checks at regular and irregular intervals. 
Effort should be made to avoid misappropriation of cash. 

3. Employee Remuneration : The system must cover all sections of employee remuneration and 
maintenance of records for remuneration, their preparation and methods of payment should be brought 
under tight control. So pacific instructions must be issued to the staff concerned. 

4. Trading Transactions : These refer to the purchases, sales etc. So in respect of these transactions, 
effective procedure should laid down for acquisitions, handling and accounting of goods purchased or 
sold. 

5. Fixed Assets : Capital expenditure on fixed assets should be kept under strict check and supervision. 
The authority right from sanctioning of capital expenditure to its use should be clearly defined so that 
any type of misappropriation by officials of the organization can be reduced to the minimum. 

6. Stock maintenance : Stocks of raw materials, work-in-progress and finished goods should be properly 
maintained and accounted for. Regular stock taking procedures are quite helpful as means of 
independent, checks and reconciliation of records. 

7. Investments : The procedures of control in regard to investments cover such measures as 
authorisation, recording and maintaining record of investments held and safeguarding the documents of 
title. 

11. What is the Role of Auditor regardsing the Internal Control ? 

Internal control and the Auditor 

An auditor is mainly concerned with the evaluation of the internal control system in force so that he 
may be able to know : 

(i) whether mistakes, errors and frauds are likely to be located in the ordinary course of business. 

(ii) Whether an effective internal auditing department exist or not. 

(iii) How far and how adequately the management is discharging its function in so far as correct 
recording of transaction is concerned. 

(iv) How extensive examination he should carry out in different areas of accounting. 

(v) How far administrative control has a bearing on his work. 

(vi) What should be the appropriate audit programme in existing circumstances. 

(vii) To what extent reliability can be placed on the reports, records and the certificates of the 
management. 

(viii) Whether some suggestion can be given to improve the existing control system. 



Therefore we can conclude by saying that internal control is a broad term which includes internal check, 
internal audit, and other forms of control. 

 

 

UNIT – IV  

 
Unit-IV: Vouching and Investigation: Vouching of cash and trading transactions - Investigation, 
Auditing vs. Investigation 
 

1. What is Mean by Vouching or Definition of Vouching ? 

Voucheris the documentary evidence in support of transactions entered in the books of accounts.For 
every entry in the books of accounts, there should be a voucher supporting it. Receipt, invoice, cash 
memo, debit note, credit note, account sales, correspondence, counter-foils of cheque book & payin- 
slip, bank pass book, dividend warrant, wage sheets, agreements, a copy of purchase order, 
material requisition, minutes, resolutions are some of the important vouchers 

 

According to B.B. Bose: “By vouching is meant the verification of the authority and authenticity of 
transactions as recorded in the books of accounts.” 
 
(2) In the words of Ronald A. Irish, “Vouching is a technical term, which refers to the inspection of 
documentary evidence supporting and substantiating a transaction.” 
 
(3) De Paula writes, “Vouching means the inspection of receipts with the transactions of a business 
together with documentary and other evidence of sufficient validity to satisfy an auditor that such 
transactions are in order, have been properly authorized and are correctly recorded in the books.” 
 
 

2. What are the charactertics of Vouching? 
 

CHARACTERISTICS OF VOUCHING 
The following characteristics of vouching are clear from above mentioned definitions: 
(1) It is an examination of entries in books of accounts. 
(2) Such examination is done with the help of vouchers like receipts, invoices, counterfoil or cheque 
books & pay-in-slips, pass-book, agreements, resolutions, minute book, 
correspondence etc. 
(3) Vouching substantiates a transaction. 
(4) It ensures the correctness of transactions entered in the books. 
(5) It is an important aspect auditing. 
(6) Auditor begins his audit-work with vouching 

 

3. What are all the Objectives of Vouching ? 

A voucher is a documentary evidence in support of a transaction in the books of account. 
 
Objectives: 
Main objective of vouching is to find out the regularity or irregularity of transactions, frauds and errors. 
Regularity means maintaining record and performing the work compliance with the rules, regulation 
and law. But irregularity means doing the work crossing to the line of rules, regulation and laws. Some 
of the major objectives of vouching are given below: 
 
 



1. To Detect Errors And Frauds 
All transactions are to be supported by evidence. Each document should be proved by authorized 
authority. With the help of vouching we can detect errors and frauds by verifying each transaction. 
Planned fraud can be detected through vouching. 
 
 
2. To Know The Truth Of Account 
Each and every transaction is checked and ratified on the basis of support document. So, we can easily 
know the truth of account. 
 
3. To Find The Unrecorded Transactions 
Each and every transaction is checked and ratified on the basis of document. Vouching helps to find out 
the unrecorded or missing transactions. If any voucher is found unrecorded, auditor can suggest to 
record such transactions. 
 
4. To Know That All The Transactions Are Authorized 
If the transactions are made on the consent of concerned authority, such transactions are known as 
authorized transactions. If transactions are not authorized, such transactions can be fictitious 
transactions. So, such fictitious transactions ca be found with the help of vouching. 
 
 
5. To Know That Only The Business Transactions Are Recorded 
Sometimes, transactions are performed for individual purpose but payment is made out of business. 
Such transactions should not be recorded in account of business. If such transactions are recorded, we 
can find it with the help of vouching. To know the real profit or loss of business, such transactions are to 
be separated. 
 

3. Why Vouching and Importance or Vouching ? 

Importance: 
Vouching is the act of checking evidential documents to find out errors and frauds and to know the 
authenticity, accuracy and reliability of books of accounts. Thus, it is important for an auditor due to the 
following reasons: 
 
 
1. Vouching Is The Backbone Of Auditing 
Main aim of auditing is to detect errors and frauds for proving the true and fairness of results presented 
by income statement and balance sheet. Vouching is only the way of detecting all sorts of errors and 
planned frauds. So, it is the backbone of auditing. 
 
2. Vouching Is The Essence Of Auditing 
Auditing not only checks the accuracy of books of accounts but also checks whether the transactions are 
related to business or not. All the transactions are performed after the prior approval of concerned 
authority or not, transactions are real or not because an accountant may include fictitious transactions 
to commit frauds. All these facts can be found with the help of vouching. So, vouching is essential for 
auditing. 
 
3. Vouching Is Important To See Whether Evidences Are Correct Or Not 
An auditor checks the books of accounts to detect errors and frauds. Frauds may be committed 
presenting duplicate vouchers. All the small and big amounts of frauds can be detected with the help of 
vouching. So, all the evidential documents and records are to be checked carefully and in detail by an 
auditor which is the scope of vouching. 
 
Therefore, it can be said that vouching is the heart of auditing because without the work of vouching, 
the work of auditing cannot be performed 



  

4 What are all the points need to checked during vouching ? 

POINTS OF BE CONSIDERED IN VOUCHING 
While vouching, an auditor should keep in mind the following points : 
(1) Serial number: The auditor should see that the vouchers are consecutively numbered according to 
date and the order of transactions. If this is not done then the auditor’s time would be unnecessarily 
wasted in finding out required vouchers. 
(2) Date: The auditor should carefully check the dates on vouchers. The vouchers should relate only to 
the year for which the accounts are audited. Otherwise the vouchers of earlier year may be produced 
again and cash or goods might be misappropriated. 
(3) Name: The vouchers should be in the name of client. The transactions recorded in the books of a 
client would be correct only if they are supported by bills, documents and other evidences in the name 
of that particular client. The name of the party from whom the voucher is received should be compared 
with the name of supplier in the books of accounts. 
(4) Address: The voucher should be addressed to the client in whose books the transaction is recorded. 
If the voucher is in the personal name of director, partner, or manager, the same may not be relating to 
business itself. 
(5) Amount: The amount shown in the voucher should tally with the amount recorded in the books of 
accounts. The amount in voucher should be indicated both in figures and in words, so that the 
alterations in figures can be avoided. 
 (6) Particulars: The auditor should carefully examine the particulars mentioned in the voucher. From 
the particulars given in the vouchers, auditor is able to ascertain whether the item is of a revenue or 
capital nature. This distinction is of great importance, since the capital income and expenditure are 
shown in the Balance Sheet whereas revenue income and expenditure are shown in Profit and Loss 
Account. 
(7) Approval and Signature: Each voucher should be properly approved and authenticated. The 
person who authorizes payment or other transaction should put his signature in support ofhaving 
approved the voucher. The auditor should have with him specimen signature of various officers, with 
schedule of their powers. 
(8) Revenue stamp: For payments exceeding Rs. 5000/- the relative receipts should bearrevenue 
stamp of Re. 1.00. However, where the items are purchased for cash and a cash-memo is obtained, there 
is no need to obtain stamped receipt. 
(9) Continuous vouching: As far as possible the auditor should complete the vouching of a particular 
period of a book in single sitting. If the vouching is kept pending or incomplete, then there are chances 
of figures being altered and a fraud being committed after the vouching is over. 
(10) Cancelling the voucher: Once the voucher is audited, the same should be cancelled so that it may 
not be produced again. Rubber stamp, Seal or Ticks of particular color is used to cancel the voucher. 
 
(11) Period: The auditor should pay particular attention to the period to which the voucher relates. If 
the expenditure is for the period beyond the accounting year of client, the proportion ateamount of 
expenditure should be debited to prepaid expense accounts. Similarly, from verification of period, the 
auditor gets an idea about income received in advance, income due but not received forwhich correct 
adjusting entries should have been passed. 
(12) Entry in the books of accounts: While examining vouchers, the auditor should see thatcorrect 
entry is passed in the books of accounts and he should see that there is no voucher which is left to be 
recorded in the books of accounts. Moreover, as per details of voucher, correct classification of revenue 
and capital is done. 
(13) List of Missing Vouchers: After vouching is over, the auditor should go through the relevant 
books or register and find out the un-ticked items. The items may not be ticked for want of vouchers. 
The auditor should prepare a list of missing vouchers and ask the person concerned to obtain the same. 
If he does not get the vouchers within reasonable time or if he has not offered satisfactory explanation 
about missing vouchers, he should mention the facts in his report. In several types of expenses vouchers 
are not received e.g. Tea and breakfast, cartage, etc. In such cases he should verify the signature of 



employees through whom the payment is made and should also see that the payments are approved by 
responsible person. 
 

4. Define Verification and Objects of Verification ? 

According to Spicer and Pegler “The verification of assets implies an inquiry into the value, ownership 
and title, existence and possession, the presence of any charge on the assets.” 
According to Joseph Lancaster “Verification of assets is a process by which the auditor substantiates 
the accuracy of the right-hand side of the Balance Sheet, and must be considered as having three distinct 
objects : (a) the verification of the existence of assets (b) the valuation of assets and (c) the authority of 
their acquisition”. 
From the definitions it can be inferred that verification involves the following: 
(1) That assets actually exist. 
(2) That the assets are acquired for the business. 
(3) That the assets are properly valued. 
(4) Whether the assets are clean or there is a charge on the assets. 
(5) That its balance tallies with that shown in the balance sheet and is clearly and correctly shown in the 
balance sheet. 
 
OBJECTS OF VERIFICATION 
Verification of assets and liabilities is undertaken with the following objects: 
(1) To satisfy himself about the existence of the assets. 
(2) To see that assets and liabilities are valued on the basis of generally accepted principles 
and that valuation is consistent with that of previous year. 
(3) To verify that the assets and liabilities not connected with business are not shown in the balance 
sheet. 
(4) To verify that business assets and liabilities are included in the balance sheet and no item is left out. 
(5) To see that the balance sheet shows a true and fair view of state of affairs of business. 
(6) To see that the ownership and possession of assets are with the company. 
(7) To check that no fraud or irregularity are committed in connection with any asset or liability. 
(8) To see that the accounts of assets and liabilities are arithmetically correctly recorded. 
(9) To verify that the all assets and liabilities are properly shown in the balance sheet according to rules 
and legal requirements of the institution. 
It has been stated earlier that both vouching and verification are very important aspects to auditing. 
However, verification is a much wider term than vouching. The points of difference between the two 
may be stated as follows: 
 
(1) Vouching means substantiating an entry in the books of account with the supporting vouchers like 
receipts, invoices, correspondence, contracts etc. Verification means examining with regard to the 
assets shown in the balance sheet that 
they exist, are in the name of the company, are properly valued and are free from any charge. 
 
(2) The object of vouching is to check that the entries made in the books of accounts are correct. 
Whereas the object of verification is to check the existence, valuation, ownership and possession of the 
assets. 
 
(3) Vouching is carried out with the help of vouchers. Verification includes in addition to vouching, the 
checking of physical existence, valuation and ownership of the assets. 
 
(4) Vouching is done at any time during the year. Verification is done only after accounts are completed 
and balances are drawn. . 
 
(5) Vouching of assets is undertaken once during the life time of the asset. Verification of assets shown 
in the balance sheet is done every year. 



 (6) Vouching does not include valuation of assets and liabilities. Verification includes valuation of 
assets and liabilities. 
(7) Vouching is the first step taken before verification. It involves examining the transactions when they 
take place. Verification is the next step after vouching is completed. It includes checking many aspects of 
assets and liabilities.It has been stated earlier that both vouching and verification are very important 
aspects to auditing. However, verification is a much wider term than vouching. The points of difference 
between the two may be stated as follows: 
 
(1) Vouching means substantiating an entry in the books of account with the supporting vouchers like 
receipts, invoices, correspondence, contracts etc. Verification means examining with regard to the 
assets shown in the balance sheet that 
they exist, are in the name of the company, are properly valued and are free from any charge. 
 
(2) The object of vouching is to check that the entries made in the books of accounts are correct. 
Whereas the object of verification is to check the existence, valuation, ownership and possession of the 
assets. 
 
(3) Vouching is carried out with the help of vouchers. Verification includes in addition to vouching, the 
checking of physical existence, valuation and ownership of the assets. 
 
(4) Vouching is done at any time during the year. Verification is done only after accounts are completed 
and balances are drawn. . 
 
(5) Vouching of assets is undertaken once during the life time of the asset. Verification of assets shown 
in the balance sheet is done every year. 
 
 (6) Vouching does not include valuation of assets and liabilities. Verification includes valuation of 
assets and liabilities. 
 
(7) Vouching is the first step taken before verification. It involves examining the transactions when they 
take place. Verification is the next step after vouching is completed. It includes checking many aspects of 
assets and liabilities. 
 

5. Procedure for Cash Vouching? 
Vouching of Cash Transaction 

In a business concern, cash book is maintained to account for receipts and payments of cash. It is 
an important financial book for a business concern. Errors and frauds arise mostly in connection with 
receipts and payments of cash by making misappropriations wherever possible. Hence the auditor 
should see whether all receipts have been recorded in cash book and no fictitious payment appears on 
the payment side of cash book. 
General Points to be Considered while Vouching Cash Transactions 

The auditor should consider the following general points while vouching the cash transactions: 

1. Internal Check System: Before starting the vouching of cash book, the auditor should enquire about 
the internal check system in operation If there is no well organized internal check system, there are lot 
of chances of misappropriation of cash. He should study carefully the internal check systems regarding 
cash sales and other receipts. 
2. Examination of Test Checking: As far as possible, all cash transactions are to be checked 
elaborately. However, if the auditor is satisfied that there is an efficient internal check system, he can 
resort to test checking. In such a case, he may check a few items at random and if he finds that they are 
all in order and free from irregularities, he has reason to assume that the remaining transactions will be 
correct. 
3. Comparison of Rough Cash Book with the Cash Book: Usually, cash receipts are entered first in the 
rough cash book before they are entered in the cash book. The auditor should examine the entries in the 



rough cash book and main cash book and then compare them to detect whether there is any error or 
irregularity. 
4. Examine the Method of Depositing Cash Receipts Daily: The auditor should examine the method 
adopted for depositing daily cash receipts in bank. The pay in slip should invariably be used for this 
purpose. 
5. Preparing of Bank Reconciliation Statement: The auditor should prepare a Bank Reconciliation 
Statement verifying the bank balance with cash book and pass book and find out the reasons for the 
difference between the bank balance as per Pass Book and that of in the Cash Book. 
6. Verification of Cash in Hand: The auditor should verify the cash in hand by actually counting it and 
see whether it agrees with cash book balance. 
7. Ensuring Proper Control of Receipts Book: The auditor should see whether receipt books are kept 
under proper control. While doing so, he should enquire as to whether all receipts are in printed forms, 
whether counterfoil receipts are used or a system of carbon copy is used, and all receipt books and all 
receipts are separately and consecutively numbered. 
He should compare the particulars as regards to date, amount, name, etc. with cash book entries. If there 
are certain entries in cash book for which receipts have been issued, they should be carefully checked. 
The receipts have to be signed by a responsible officer, and not by the cashier. 

The unused receipt book should be kept in safe custody with some responsible officials. Along with cash 
receipt, the rule for granting cash discount should be examined. If there is a system under which a 
receipt accompanies the receipt of cash, such a receipt, usually known as delivery note should be 
properly signed and returned to the customer. 

 
6. Explain vouching of trading transactions ? 

 
Vouching of trading transaction is concerned with credit purchases, credit sales, purchase returns, and 
sales returns are entered in the purchase book, sales book, purchase return book and sales return book 
respectively. So 
vouching of trading transactions also means that vouching of purchase book, sales book, purchase 
return book, and sales return book. One main object of vouching of trading transaction is to detect 
misappropriation of goods, if any. 
Vouching of credit purchases or vouching of purchase book. 
The main objective of vouching of purchase book or credit purchases is to ensure that all purchase 
invoices are entered in purchase book, that goods entered in the purchase book are actually received 
and the business pays only for 
those goods which are delivered by the suppliers. Firstly, an auditor should examine the system of 
internal check in force in the business in regard to credit purchases. If the system of internal check is 
not 
sound, he should check all the entries in the purchase book in detail. If the system of internal check is 
sound, he need not check all the entries in the purchase book in detail. He has to vouch the credit 
purchases on the following 
lines: 
1) He should examine the inward invoices from which entries are made in the purchase book. While 
examining an inward invoice, an auditor should pay attention to the following points: 
a) The invoice is in the name of the client. 
b) The date given in the invoice relate to the period under audit. 
c) The invoice is related to the business in which the concern deals. 
d) The invoice is initiated by a responsible officer. 
e) The trade discount has been deducted from the amount of invoice and then only net amount has been 
entered. 
f) Quantity mentioned in the purchase invoice tallies with the quantity recorded in the purchase book. 
2) He should check the purchase invoices with the purchase book, where the credit purchases are 
recorded. 
3) He should see that only credit purchases are recorded in the purchase book. 



4) He should see that purchases not made for the business are not recorded in the purchase book. 
5) He should see that purchases of capitals assets are not included in the purchase book. 
6) He should see that all goods received prior to the date of closing and taken into stock are recorded in 
the purchase book. 
7) He should see that goods entered in the purchase book but not received are included in the closing 
stock. 
8) He should verify some of the purchase invoices with the goods inward book, stock records and the 
challans from the suppliers to see that the goods have actually received. 
9) He should compare some of the entries in the purchase book with the order book and goods inward 
book to ensure that no fictitious purchases are recorded and no invoice is entered twice. 
10) To ensure that all invoices are included in the purchase book, the auditor should obtain the 
statement of accounts from the creditors and examine them. 
11) He should make a list of all invoices missing or not available. 
12) Where contracts for forward purchases are entered into, the auditor should see that they are not 
abnormal. If they are abnormal in amount, he should see that it is mentioned in the balance sheet by 
way of note. 
13) He should check the casts and carry forwards to the purchase book. 
14) He should check the postings from the purchase book to the purchase account as well as to the 
creditors account. 
15) He should check carefully the purchase made in the first month and the last 
month of the accounting year, because, sometimes, purchases made in the last month of the last year 
may be included in the purchase of the current year or purchase made in the last month of the current 
year may be included in the 
purchases of the first month of next year. 
Vouching of credit sales or vouching of sales book. 
Outward invoices, which are the vouchers for the credit sales, are not completely reliable, as they are 
prepared by the staff of the business. So an auditor has to very careful in vouching credit sales. 
Firstly he should examine the following lines: 
1) He should examine the outward invoices from which entries are made in the sales book. While 
examining the outward invoices, he should pay attention to the following points: 
a) See that name of the customer stated in the outward invoice agrees with the entry in the sales book. 
b) The date given in the outward invoice relate to the period under audit. 
c) The invoice is initiated by a responsible officer. 
d) See that trade discount allowed is deducted from the sales price and net amount has been entered. 
2) He should check the outward invoices with the sales book, where the credit sales are recorded. 
3) He should check the sales book with the order received book and see that the sales are genuine and 
all the sales are included in the sales book. 
4) After the examination of outward invoices, the auditor should see that they are cancelled by stamping 
out and all the cancelled invoices are kept together for verification. 
5) He should see that only credit sales are recorded in the sales book. 
6) He should see that sales of capital assets are not included in the sales book. 
7) See that good sent on sales or return or on consignment are not entered in the sales book. 
8) He should see that good sold, but not delivered are not included in the closing stock. 
9) He should check the casts and carry forwards of the sales book. 
10) He should check the postings from the sales book to the sales account and customer accounts in the 
ledger. 
11) He should check carefully the sales made in the first month and the last month of the accounting 
year, because, sometimes, sales made in the last month of the last year may be included in the sale of the 
current year or sale made in 
the last month of the current year may be included in the sales of the first month of next year. 
12) If the trade discount allowed during the current year is exceptionally high, the auditor should 
enquire in to the reasons for the same. 
13) Where the sales are subject to sales tax, the auditor should see that the sales tax collected is 
separated from the sales price, and is shown in a separate column in the sales book. 



14) Sometimes, fictitious sales are included in the sales book to inflate the sales and the gross profit, an 
auditor has to take necessary steps to discover such fictitious sales. 
Vouching purchase returns or purchase returns book. 
An auditor should undertake vouching of purchase returns on the following lines: 
1) He should enquire into the system of recording of purchase returns. 
2) He should vouch the purchases returns book with the credit notes received from the creditors. 
3) He should examine the goods outward book and the related correspondence to ensure that there is 
no suppression of purchase returns. 
4) He should check the casts and carry forwards of purchase returns book. 
5) He should check the postings from the purchase returns book to the purchase returns account and 
customers account in the ledger. 
6) He should check carefully the entries in the purchase returns book for the first month and for the last 
month of the year to ensure that there is no manipulation of accounts. 
Vouching of sales returns or sales returns book 
1) He should enquire into the system of recording sales returns. 
2) He should vouch the sales returns book with the credit notes issued. 
3) He should examine the goods inward book and the related correspondence to ensure that there is no 
suppression of sales returns. 
4) He should check the casts and carry forwards of sales returns book. 
5) He should check the postings from the sales returns book to the sales returns account and customers 
account in the ledger. 
6) He should check carefully the entries in the sales returns book for the first month and for the last 
month of the year to ensure that there is no manipulation of accounts. 
Vouching of journal proper 
Journal proper is meant for recording all those transactions which cannot be recorded in the other 
subsidiary books viz purchase book, sales book, purchase return book, sales return book, cash book, 
B/R book, B/P book. The 
following entries are recorded in the journal proper: 
1) Adjusting entries. 
2) Transfer entries. 
3) Closing entries. 
4) Rectification entries. 
5) Entries for purchase and sale of assets on credit. 
6) Opening entries. 
7) Entries for consignment. 
8) Entries for application for shares, allotment on shares and calls on shares. An auditor should vouch 
the journal proper on the following lines: 
1) He should see that every entry in the journal proper is supported by avoucher or evidence. 
2) He should see that every entry in the journal proper is explained by narration. 
3) When the evidences are not available for some entries in the journal proper, the auditor should check 
those entries from the evidence of parties. 
 

7. Difference between Audit and Investigation ? 
 
AUDITING Vs INVESTIGATION: 
Investigation is an enquiry into the accounts and records of a business concern for a special purpose, 
say, to know the actual financial position of the concern or to know the real earning capacity of the 
business or to know the 
extent of fraud, if any. There are many differences between the two. They are: 
Points of difference 
Auditing Investigation 
1. Objects 
2. Period 
3 Conducted 
4. Scope 



5. Compulsion 
6. Time 
7. Report 
8.Appointment 
9.qualifications 
10. rework The object is to find out whether balance sheet and profit and loss account exhibit a true and 
fair view of business. It usually covers one accounting year. It is conducted for proprietors only. It is 
restricted to balance sheet and profit and loss account. Audit is legally compulsory for companies. It 
may be conducted at the end of the year. Form of report is prescribed. It is presented to the 
shareholders. Owners appoint the auditors. The statutory auditors must possess proper qualifications. 
Re - audit is not generally undertaken. It is undertaken to know the essential facts about a matter under 
inquiry. It is done with some special purpose of view. It may cover more than one accounting year. 
It is carried out on behalf of any party interested in the matter. It is wider in scope. It may be carried out 
beyond balance sheet. It is voluntary. It is required under certain circumstances. It may be conducted at 
any time in case of suspicion about any transaction. Form of report is not prescribed. It is presented to 
the client. Even third party can appoint an investigator. Even an employee preferably a chartered 
accountant may be appointed as investigator. Re - investigation may be undertaken. 
 
UNIT – V 
 
What is qualification of Auditor as per Companies Act 2013? 
 
Appointment of auditors [Section 139] 
Section 139 of the Companies Act, 2013 provides for appointment of auditors. This provision came into 
force 
from 1st April, 2014 
Appointment of auditor [Section 139 (1)] 
(a) Every company shall, at the first annual general meeting, appoint an individual or a firm as an 
auditor of 
the company. 
(b) The auditor shall hold office from the conclusion of 1st annual general meeting (AGM) till the 
conclusion 
of its 6th AGM and thereafter till the conclusion of every sixth meeting and the manner and procedure 
of selection of auditors by the members of the company at AGM has been prescribed under the 
Companies (Audit and Auditors) Rules, 2014. According to the Rules: 
(c) Manner and Procedure of selection and appointment of auditors [Rule 3 of Companies (Audit and 
Auditors) Rules, 2014]: 
 
Appointment of auditors in case of Government Company or any other company having 
controlled by State 
Government or Central Government [Sections 139 (5), 139 (7) and 139 (8)] 
(a) As per Section 139 (5), the Comptroller and Auditor-General of India shall, in respect of a financial 
year, 
appoint an auditor duly qualified to be appointed as an auditor of companies under this Act in the case 
of: 
(1) a Government company, or 
(2) any other company owned or controlled, directly or indirectly, by the Central Government, or by 
any State Government or Governments, or partly by the Central Government and partly by one or 
more State Governments. 
(b) The auditor shall be appointed within a period of 180 days from the commencement of the financial 
year. The auditor appointed shall hold office till the conclusion of the annual general meeting. 
(1) First auditor [Section 139 (7)] 
a) In the case of a Government company or any other company owned or controlled, directly or 
indirectly, by the Central Government, or by any State Government, or Governments, or partly 
by the Central Government and partly by one or more State Governments, the first auditor shall 



be appointed by the Comptroller and Auditor General of India within 60 days from the date of 
registration of the company. 
b) In case the Comptroller and Auditor General of India does not appoint first auditor within the 
said period, the Board of Directors of the company shall appoint such auditor within the next 30 
days. 
c) Further, in the case of failure of the Board to appoint such auditor within the next 30 days, it shall 
inform the members of the company who shall appoint such auditor within the 60 days at an 
extraordinary general meeting, who shall hold office till the conclusion of the first annual general 
meeting. 
(2) Casual vacancy [Section 139 (8)] 
a. In the case of a company whose accounts are subject to audit by an auditor appointed by the 
Comptroller and Auditor General of India, casual vacancy of an auditor be filled by the 
Comptroller and Auditor General of India within 30 days. 
b. In case the Comptroller and Auditor-General of India do not fill the vacancy within the said 
period, the Board of Directors shall fill the vacancy within next 30 days. 
(3) Clarification with regard to applicability of Sections 139 (5) and 139 (7) by MCA 
Deemed government Company (as per Section 619B of the Companies Act, 1956): 
CORPORATE LAWS & COMPLIANCE 91 
The following companies shall be deemed to be a Government company, if not less than 51% 
(impliedly, may be more) of the paid up share capital is held by one or more of the following or any 
combination thereof: 
1) the Central Government and one or more Government companies. 
2) any State Government or Governments and one or more Government companies. 
3) the Central Government, one or more State Governments and one or more Government 
companies. 
4) the Central Government and one or more corporations owned or controlled by the Central 
Government. 
5) the Central Government, one or more State Governments and one or more corporations 
owned and controlled by the Central Government. 
6) one or more corporations owned or controlled by the Central Government or the State 
Government. 
7) more than one Government company. 
 
Qualifications of an auditor [Section 141 (1) & (2)] 
(a) A person shall be eligible to be appointed as auditor of a company only if he is a Chartered 
Accountant within the meaning of the Chartered Accountants Act, 1949. 
(b) A firm whereof majority of partners practicing in India are qualified for appointment as aforesaid 
may be 
appointed by its firm name to be auditor of a company. 
(c) Where a firm including a Limited Liability Partnership is appointed as an auditor of a company, only 
the 
partners who are chartered accountants shall be authorised to act and sign on behalf of the firm. 
 
What are all the  disqualifying the Auditor ? 
 
Disqualifications of auditors [Section 141 (3)] 
The following persons shall not be qualified for appointment as auditor of a company: 
(a) A body corporate other than a limited liability partnership registered under the Limited Liability 
Partnership Act, 2008. 
(b) an officer or employee of the company. 
(c) a person who is a partner, or who is in the employment, of an officer or employee of the company. 
(d) a person who, or his relative or partner 
(1) 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: 
Provided that the relative may hold security or interest in the company of face value not exceeding 



1,00,000 rupees as prescribed under the Company (Audit and Auditors) Rules, 2014. 
The Company (Audit and Auditors) Rules, 2014 provides that a relative of an auditor may hold 
securities in the company of face value not exceeding ` 1 Lac. Further, the above condition shall, 
 
 
wherever relevant, be also applicable in the case of a company not having share capital or other 
securities. If the relative acquires any security or interest above the prescribed threshold i.e., ` 1 Lac, 
the corrective action to maintain the limits as specified above shall be taken by the auditor within 
sixty days of such acquisition or interest. 
(2) is indebted to the company, or its subsidiary, or its holding or associate company or a subsidiary of 
such holding company, in excess of ` 5 Lacs, or 
(3) has given a guarantee or provided any security in connection with the indebtedness of any third 
person to the company, or its subsidiary, or its holding or associate company or a subsidiary of such 
holding company, in excess of ` 1 Lac. 
(e) a person or a firm who, whether directly or indirectly, has business relationship with the company, 
or its 
subsidiary, or its holding or associate company or subsidiary of such holding company or associate 
company. According to the Companies (Audit and Auditors) Rules, 2014, the term business relationship 
shall be construed as any transaction entered into for a commercial purpose, except: 
(1) commercial transactions which are in the nature of professional services permitted to be rendered 
by an auditor or audit firm under the Act and the Chartered Accountants Act, 1949 and the rules or 
the regulations made under those Acts. 
(2) commercial transactions which are in the ordinary course of business of the company at arm‘s 
length price - like sale of products or services to the auditor, as customer, in the ordinary course of 
business, by companies engaged in the business of telecommunications, airlines, hospitals, hotels 
and such other similar businesses. 
(f) a person whose relative is a director or is in the employment of the company as a director or key 
managerial personnel. 
(g) a person who is in full time employment elsewhere or a person or a partner of a firm holding 
appointment as its auditor, if such persons or partner is at the date of such appointment or 
reappointment holding appointment as auditor of more than 20 companies other than one person 
companies, dormant companies and private companies having paid-up share capital less than one 
hundred crore rupees. [MCA vide Notification No. 464(E) dated 05/06/2015]. It may be clarified that 
now 
the Limit of 20 Companies includes only: a) Public Companies and b) Private Companies having paid 
up capital of ` 100 crore or more. 
(h) a person who has been convicted by a court of an offence involving fraud and a period of 10 years 
has 
not elapsed from the date of such conviction. 
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(i) any person whose subsidiary or associate company or any other form of entity, is engaged as on the 
date of appointment in consulting and specialized services as provided in Section 144 (This Section 
deals 
with certain services not to be tendered by auditor). 
 
 
Reappointment of Auditor 

1. A retiring auditor may be re-appointed at the annual general body meetingby passing a resolution. 
2. Reappointment of a retiring auditor is not automatic. A resolution at the annual general body meeting 
is required. 

However, a retiring auditor shall not be reappointed, 

a. When he does not qualify for reappointment. 
b. When he is not interested or expressed unwillingness to accept reappointment. 



c. When a resolution is passed in the AGM appointing some other auditor. Companies (Amendment) 
Bill, 2003 requires a special resolution. 

d. When opted not to reappoint him. 
e. When resolved to appoint some other auditor and such resolution could not be proceeded with, 

due to death, or disqualification of such person. 
Appointment of Auditor against Casual Vacancy 

The Companies Act has not defined casual vacancy. But one can say that casual vacancy for an auditor 
arises due to disqualification, resignation, death, etc. 

1. The Board of Directors may appoint an auditor to fill the casual vacancy caused by any reason other 
than by resignation. 
2. Where there are more than one auditor, the remaining auditor may act as the auditor during the 
vacancy period. 

3. Where the casual vacancy is due to resignation, the vacancy can be filled up only at a annual general 
meeting. 

Appointment of Auditor by Special Resolution 

In the case of companies mentioned below, appointment and reappointment of auditors at the annual 
general meeting shall be made only after passing a special resolution. 

1. A company in which not less than 25% of the subscribed share capital is held as on the date of annual 
general meeting, jointly or singly, by, 

a. a nationalized bank or a general insurance company or 
b. any institution, financial or otherwise, established under State or Provincial Act, in which, not less 

than 51% of the subscribed capital is held by the State Government or 
c. a central Government or a state government or a government companyor a public financial 

institution. 
Here, the following are to be noted: 

1. Subscribed share capital includes preference share capital. 

2. Special Resolution for the appointment of auditor is necessary even if a nationalized bank holds 
shares of the company in its name as security for loans advanced by it. 
3. If any of the above mentioned companies fails to appoint the auditor by passing a special resolution in 
its annual general body meeting, the Central Government has the power to appoint the auditor of the 
company. 

The term Public financial institution means 

a. any institution constituted under any Central Act or 
b. any institution in which not less than 51% of the paid up share capital is held or controlled by the 

Central government 
c. The official gazette of the Central government mentioning the names of the Public Financial 

Institutions. 
 
What are the powers and auditors of under companies Act 2013. 
 
Powers of Auditors [Section 143 (1)] 
(a) Access to books of account and vouchers: Every auditor of a company shall have a right of access at 
all times to the books of account and vouchers of the company, whether kept at the registered office 
of the company or at any other place. 



(b) Entitled to have necessary information and explanation: He shall be entitled to require from the 
officers 
of the company such information and explanations as the auditor may consider necessary for the 
performance of his duties as auditor. 
(c) Matters of inquiry: The auditor may also inquire into the following matters, namely: 
(1) Whether loans and advances made by the company on the basis of security have been properly 
secured and whether the terms on which they have been made are prejudicial to the interests of 
the company or its members. 
(2) Whether transactions of the company which are represented merely by book entries are 
prejudicial to the interests of the company. 
(3) Where the company not being an investment company or a banking company, whether so much 
of the assets of the company as consist of shares, debentures and other securities have been sold 
at a price less than that at which they were purchased by the company. 
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(4) Whether loans and advances made by the company have been shown as deposits. 
(5) Whether personal expenses have been charged to revenue account. 
(6) Where it is stated in the books and documents of the company that any shares have been allotted 
for cash, whether cash has actually been received in respect of such allotment, and if no cash has 
actually been so received, whether the position as stated in the account books and the balance 
sheet is correct, regular and not misleading. 
(d) Access to record of all its subsidiaries: The auditor of a company which is a holding company shall 
also 
have the right of access to the records of all its subsidiaries in so far as it relates to the consolidation of 
its 
financial statements with that of its subsidiaries. 
1.2.4.2 Duties of auditors [Sections 143 (2), (3) and (4)] 
(a) The auditor shall make a report to the members of the company on the following: 
(1) On the accounts examined by him, and 
(2) On every financial statements which are required by or under this Act to be laid before the 
company in general meeting. And 
(b) The auditor while making the report shall take into account the provisions of the Act, the accounting 
and auditing standards and matters which are required to be included in the audit report under the 
provisions of this Act or any rules made thereunder or under any order made under Section 143 (11). 
(c) The auditor shall express his opinion of the accounts and financial statements examined by him. He 
shall 
express the opinion which according to him and to the best of his information and knowledge, the said 
accounts, financial statements give a true and fair view of the state of the company‘s affairs as at the 
end of its financial year and profit or loss and cash flow for the year and such other matters as may be 
prescribed. 
(d) The auditors’ report shall also state: 
(1) whether he has sought and obtained all the information and explanations which to the best of his 
knowledge and belief were necessary for the purpose of his audit and if not, the details thereof and 
the effect of such information on the financial statements. 
(2) whether, in his opinion, proper books of account as required by law have been kept by the 
company so far as appears from his examination of those books and proper returns adequate for 
the purposes of his audit have been received from branches not visited by him. 
(3) whether the report on the accounts of any branch office of the company audited under Sub- 
Section (8) by a person other than the company‘s auditor has been sent to him under the proviso to 
that Sub-Section and the manner in which he has dealt with it in preparing his report. 
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(4) whether the company‘s balance sheet and profit and loss account dealt with in the report are in 
agreement with the books of account and returns. 
(5) whether, in his opinion, the financial statements comply with the accounting standards. 
(6) the observations or comments of the auditors on financial transactions or matters which have any 



adverse effect on the functioning of the company. 
(7) whether any director is disqualified from being appointed as a director under Sub-Section (2) of 
Section 164. 
(8) any qualification, reservation or adverse remark relating to the maintenance of accounts and other 
matters connected therewith. 
(9) whether the company has adequate internal financial controls system in place and the operating 
effectiveness of such controls. 
(10) Such other matters as prescribed under Rule 11 of the Companies (Audit and Auditors) Rules, 2014 
which provides that the auditor‘s report shall also include their views and comments on the following 
matters, namely: 
(1) whether the company has disclosed the impact, if any, of pending litigations on its financial 
position in its financial statement. 
(2) whether the company has made provision, as required under any law or accounting standards, 
for material foreseeable losses, if any, on long term contracts including derivative contracts. 
(3) whether there has been any delay in transferring amounts, required to be transferred, to the 
Investor Education and Protection Fund by the company. 
(e) Where any of the matters is answered in the negative or with a qualification, the auditor‘s report 
shall 
state the reason for the answer. 
(f) Compliance with auditing standards: 
(1) Every auditor shall comply with the auditing standards [Section 143(9)]. 
(2) The Central Government may prescribe the standards of auditing or any addendum thereto, as 
recommended by the Institute of Chartered Accountants of India, constituted under Section 3 of 
the Chartered Accountants Act, 1949, in consultation with and after examination of the 
recommendations made by the National Financial Reporting Authority 
(3) It is further provided that until any auditing standards are notified, any standard or standards of 
auditing specified by the Institute of Chartered Accountants of India shall be deemed to be the 
auditing standards. 
(g) Additional matters to be reported in case of specified companies: In respect of such class or 
description 
of companies, as may be specified in the general or special order by the Central Government may, in 
consultation with the National Financial Reporting direct, the auditor’s report shall also include a 
statement on such matters as may be specified therein. 
(h) Reporting of frauds by auditors [Section 143 (12)] 
(1) Notwithstanding anything contained in this Section, if an auditor of a company in the course of 
performance of his duties as auditor, has reason to believe that a offence of fraud involving such 
amount or amounts as may be prescribed, is being or has been committed in the company by its 
officers or employees, the auditor shall report the matter to the Central Government immediately 
but not later than 60 days of his knowledge and after following the procedure as prescribed in Rule 
13 of the Companies (Audit and Auditors) Rules, 2014: 
a) Auditor shall forward his report to the Board or the Audit Committee, as the case may be, 
immediately after he comes to knowledge of the fraud, seeking their reply or observations 
within 45 days; 
b) on receipt of such reply or observations the auditor shall forward his report and the reply or 
observations of the Board or the Audit Committee along with his comments (on such reply or 
observations of the Board or the Audit Committee) to the Central Government within 15 days of 
receipt of such reply or observations; 
c) In case the auditor fails to get any reply or observations from the Board or the Audit Committee 
within the stipulated period of 45 days, he shall forward his report to the Central Government 
along with a note containing the details of his report that was earlier forwarded to the Board or 
the Audit Committee for which he failed to receive any reply or observations within the 
stipulated time. 
d) The report shall be sent to the Secretary, Ministry of Corporate Affairs in a sealed cover by 
Registered Post with Acknowledgement Due or by Speed post followed by an e-mail in 
confirmation of the same. 



e) The report shall be on the letter head of the auditor containing postal address, e-mail address 
and contact number and be signed by the auditor with his seal and shall indicate his 
Membership Number. 
f) The report shall be in the form of a statement as specified in Form ADT-4. 
 (2) No duty to which an auditor of a company may be subject to shall be regarded as having been 
contravened by reason of his reporting the matter referred above if it is done in good faith [Section 
143(13)]. 
(3) The provision of this section shall mutatis mutandis apply to the cost accountant in practice 
conducting cost audit under section 148 and also to the company secretary in practice conducting 
secretarial audit under section 204 [Section 143(14)]. 
(4) Penalty for non compliance of Section 143 (12): If any auditor, the cost accountant or the company 
secretary in practice do not comply with the provisions of Section 143 (12) (reporting about the 
offence to the Central Government), he shall be punishable with fine which shall not be less than ` 1 
Lacs but which may extend to ` 25 Lacs [Section 143(15)]. 
 
Liabilities of Auditor 
 
Liabilities of a Company Auditor 
A Company Auditor is appointed under the Companies Act. So his liabilities are determined by the 
Companies Act. 
Under the Companies Act, the liabilities of a company auditor can be grouped under two heads. They are 
1. Civil Liabilities 
2. Criminal liabilities 
Civil liabilities: - Liability of an auditor to pay damages is known as civil liability. The civil liabilities of 
company auditor may be grouped under two heads. They are: 
1. Liability for negligence 
2. Liability for misfeasance 
Liability for negligence: - An auditor of a company is appointed by the shareholders. As such, he 
becomes an agent of the shareholders; he must safeguard the interest of the shareholders and the 
company. To safeguard the 
interests of the shareholders and the company he must exercise reasonable care and skill in the 
performance of his duties .If he fails to do so, and shareholders or company suffers any loss, the auditor 
will be held liable to 
make good the loss. The civil liability of an auditor for negligence has been confirmed in several leading 
cases. For instance London Oil Storage Co. vs. Sears Hasluck and Co: - in this case, the auditor 
failed to verify the existence of assets as shown in the balance sheet; he is liable to pay damages to the 
company. 
Liability for misfeasance: - Misfeasance means wrongful performance of a fiduciary duty. In other 
words, it means breach of duty imposed by law. If an auditor of a company does something wrongfully 
in the performance of his 
duties, resulting in financial loss, he is guilty of misfeasance. If an auditor of a company does not comply 
with the provisions of section 227 
( 2) of the Companies Act, which deals with the statements the auditor has to make in his report to the 
shareholders, he is guilty of misfeasance and is liable to pay fine . 
If an auditor signs the auditor’s report in violation of the requirements of section 227 and 229 of the 
companies Act of 1956, he is guilty of misfeasance and becomes liable to pay fine. 
An auditor who misapplies any money belong to the company he becomes guilty of misfeasance and 
liable for damages caused to the company. If an auditor knowingly authorizes the issue of a prospectus 
which 
contains a false statement, he becomes liable to pay a fine and imprisonment. 
The civil liability of an Auditor of a company for misfeasance has been confirmed in many cases. For 
instance: 
In Re London and General Bank Ltd – in this case the assets of the company were overvalued. As a 
result, dividend was paid out of capital. The auditor was aware of the over valuation of the assets. But he 
did not report the matter to the share holders. It was held that an auditor is liable for misfeasance. An 



auditor may be granted relief by the court from the liability for misfeasance if he proved that he has 
acted honestly and reasonably. 
Criminal liability of a company auditor Criminal liability means liability for a crime. It arises out of an 
act constituting a 
crime. The criminal liabilities of an auditor may arise under the Companies Act, the India penal Code, 
the Indian Income Tax Act and Chartered Accountant Act. Criminal liabilities of an Auditor under the 
Companies Act Under the Companies Act an auditor is held criminally liable in the following cases. 
1. Under section 63 for misstatement in prospectus. 
2. Under section 68 for fraudulently inducing persons to invest money. 
3. Under section 233, for on complaints with section 227 and 229 of the company’s Act. 
4. Under section 240 for failure to assist investigation 
5. Under section 242 for failure to assist prosecution of guilty officers. 
6. Under section 477, for failure to return property, books or papers. 
7. Under section 539 for falsification of books 
8. Penalty for deliberate act of commission or omission under section 628. 
Criminal liability of an Auditor under Indian Penal Code. 
If an auditor issues signs any certificate believing that such a certificate is false in any material point, he 
becomes punishable. Criminal liability of an Auditor under the income tax act of 1961. 
An auditor may become criminally liable in the following circumstances. 
1. If has been committed of an offence in connection with taxation proceedings, he will be disqualified 
from representing an assessee for a certain period . 
2. If an auditor submits knowingly any false statement in the form of account for the preparation income 
tax returns, he becomes liable for imprisonment Criminal liability of an Auditor under a Chartered 
Accountants Act 
1. If a person not being a chartered accountant acts as an auditor of a company and signs any document, 
he becomes liable for criminal prosecution. 
2. A member of the Institute will be deemed to be guilty of professional misconduct if he submits any 
return, statements or form to the council knowing them to be false. 
 
What are all the contents of Audit report ? 
 
AUDIT REPORT 
An audit report is a statement through which an auditor submits his findings and expresses his opinion 
on the state of affairs of the company’s business. In other words, it is a statement through which an 
auditor summarizes result of his audit work. In short it is the medium through which an auditor 
expresses his opinion on the financial statement of a business. 
CHARACTERISTICS OF AUDIT REPORT 
1) It is the medium through which an auditor expresses his opinion on the financial statement. 
2) It is the end product of audit. 
3) It is based on factual information. 
4) The audit report may be short or long. 
5) The audit report may be in the form of letter or statement. 
6) The audit report is attached to the balance sheet. 
DISTINCTION BETWEEN AN AUDIT REPORT AND AN AUDITOR’S CERTIFICATE 
An auditor’s report is merely an expression of the auditor’s opinion on the financial statement of a 
business. On the other hand, an auditor’s certificate is the declaration as to the truthfulness of a 
statement given by a person. 
An auditor’s report is based on facts, estimates and assumptions, whereas auditor’s certificate is based 
only on facts. 
An auditor’s report is not guaranteed of the absolute correctness and accuracy of the financial 
statements. But an auditor’s certificate is a guarantee of the absolute correctness and accuracy of the 
financial statements. If a signed report by an auditor is wrong, the auditor cannot be held responsible. 
On the other hand, if a duly signed certificate by an auditor is wrong, the auditor will be responsible. 
IMPORTANCE OF AN AUDIT REPORT 



It is a statutory requirement in the case of a company audit. It is the end product of audit. It summarizes 
the result of the audit work done by the audit. It is the medium through which an auditor submits his 
findings and expresses 
his opinion on the state of affairs. 
An audit report ensures to the shareholder that the accounts of the company are properly maintained. It 
is evidence in the court of law 
CONTENTS OF AUDIT REPORT 
An audit report has to contain matters as per section 227(3) of the companies act of 1956 the audit 
report of a company cannot contain the following matters: 
1) Whether he has obtained all the information and explanation. 
2) Whether proper books of accounts as required by law have been kept by the company. 
3) Whether the company’s balance sheet and profit and loss account are in agreement with the books, 
accounts and returns. 
4) Whether any other statements have been concluded as required by the central govt. 
5) Whether in his opinion 
a)Balance sheet represents true and fair view of the state of affairs. 
b)Profit and loss account represents correct profit or loss for the financial year. 
ESSENTIALS OF AN AUDIT REPORT 
1) It must be a statement of facts. 
2) The report must contain the auditor’s opinion. 
3) The report should not give vague statement. 
4) The report should be convincing. 
5) The report must be coherent. 
6) It must be simple to understand. 
7) It must be forceful. 
8) It should be unbiased. 
9) The information given in the report should be clear and concise. 
10) The report must convey to the client the material facts known to the auditor. 
11) The report must be signed by the auditor. 
12) The report must be attached to the balance sheet. 
TYPES OF AUDIT REPORT 
1). Clean or unqualified report 
When an auditor is satisfied with the affairs of the company and the fairness of the balance sheet and 
profit and loss account of the concern, he gives in his report the various matters without any 
reservations, qualifications or 
modifications. Such a report is called a clean report or unqualified report. A clean report is given by an 
auditor when he is satisfied as to the truthfulness and fairness of the accounts and the financial 
statements of the company 
2). QUALIFIED OR ADVERSE REPORT 
When an auditor finds some irregularities in the books of accounts or in the financial statements, the 
auditor gives a report mentioning the irregularities. Such a report is called a qualified report. A qualified 
report is a report in which 
the auditor inserts any qualifications, modifications or reservations. 
A qualified report is given by an auditor under the following circumstances: 
1) When he is not satisfied with the accounts or financial statements. 
2) When proper books of accounts as required by law have not been maintained. 
3) When there is a violation of the companies act 
4) Where report is a material misstatement in the financial statement. 
5) Where there is an omission of a material disclosure. 
6) When the explanations sought by the auditor are not made available to him. 
7) Where the assets are over or under valued. 
8) Where secret reserve have been created. 
9) Where there is insufficient provision for depreciation. 
10) Where there is inadequate provision for bad and doubtful debts. 
AUDITING IN ELECTRONIC DATA PROCESSING ENVIRONMENT (EDP) 



Computerized information system environment or electronic data processing environment means an 
environment where computers are extensively used in an enterprise for the processing of significant 
financial information. In other words, 
data processing done with the help of electronic computers is popularly known as electronic data 
processing or computerized information system (CIS) environment. 
USES OR BENEFIT OF COMPUTERIZED AUDIT 
1) Speed : the work of recording of transactions , preparation of books , accounts can be done with 
greater speed. 
2) Greater accuracy : the chances of arithmetical errors and human errors are reduced to minimum. 
3) Greater economy: under the mechanized accounting system, work can be done with minimum staff, 
with minimum cost. 
4) Better records: records prepared by machines are neat and clean. It is more legible, systematic and 
uniform. 
5) Greater information : various types of information and statistical data regarding the operation of the 
business can be easily collected. 
6) Interim accounts : interim accounts can be prepared without delay. This will help the management to 
declare interim dividend. 
7) Analysis of data : once the basic information is feed into the computers, it can be sorted in many 
different ways to provide analysis of statement . 
8) Avoid overtime : the work of accounts are done quickly , the accounts can be prepared without any 
loss of time. 
9) Reduction in audit fee: the work load of audit works is reduced by the computers. Hence the 
computerized audit reduces audit cost. 
10) Computerized audit reduces the monotony of audit work: 
11) Computersised audit enhances the reliability of audit 
12) Computersied audit ensures flexibility in the audit programme. 
13) Computersied audit is helpful for the smooth functioning of auditing. 
PROBLEMS OR DISADVANTAGES 
1) It is not suitable for small business forms. 
2) Difficulties to detect the errors and frauds. 
3) Absence of supporting vouchers. 
4) Storage problem 
5) Computer frauds and computer virus. 
6) Easy to make alterations 
7) It creates unemployment. 
8) Absence of input documents. 
9) Lack of visible output 
10) Coding problem. 
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