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1 INTRODUCTION TO AUDITING

1 Defination of Auditing

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.“

2

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.



FEATURES OF AUDITING

a) Systematic 

b) Independent person 

c) Verification 

d) Critical review 

e) Vouchers, documents, information and explanations received from 
the authorities.

f) Inspect, compare, check, review, scrutinize the vouchers ,examine 
correspondence, minute books of share holders, directors, 
Memorandum of Association and Articles of association etc.,





Primary objective 

– 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. 







FRAUDS:

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. 



ADVANTAGES OF AUDIT



LIMITATIONS OF AUDIT

1)It involve Exercise and judgement

2) Audit cannot be relied up on to discover all frauds

3)Auditor is not a technical expert

4)Absolute certainity not attainable

5) Internal Control 





WINDOW DRESSING

Definition: Window dressing is a technique used by companies and 

financial managers to manipulate financial statements and reports to 

show more favorable results for a period. Although window dressing 

is illegal or fraudulent, it is slightly dishonest and is usually done to 

mislead investors.

Window dressing is a short-term strategy used by companies and 

funds to make their financial reports and portfolios look more 

appealing to clients, consumers, and investors. The goal is to attract 

more people and more money, which hopefully boosts the bottom 

line for the next reporting period.



Auditor’s Duties Regarding Window 

Dressing

1) Audit Report

2) Income

3) Verification of Assets and liabilities

4) Adequacy of Provisions

5) Valuation of closing stock

6) Method of Accounting

7) Supression of Liabilities

8) Report to Central Government.



SECRET RESERVE

Secret reserve

It is the amount by which the assets of an organization are 

understated or its liabilities are overstated. An entity might establish 

a secret reserve for competitive reasons, to hide from other 

businesses that it is in a better financial position than appears in its 

financial statements



Points of difference Accounting Auditing

It is recording of all the day to day transactions in the books 

of accounts leading to preparation of financial statements.

It is the critical examination of the transactions recorded in the

books of accounts.

It is concerned with finalisation of accounts.
It is concerned with establishment of reliability of financial 

statements

The object is to ascertain the trading results. The object is to certify the correctness of financial statements.

4. commencement Accounting commences when book keeping ends. Auditing begins when accounting ends

It involves various financial statements. It involves 

maintenance of books of accounts. It does not go beyond 

books of accounts.

It depends upon the agreement or upon the provisions of law. It 

goes beyond books of accounts.



2     TYPES OF AUDIT

 Based on Authority                                     Based on Time

1)Statutory Audit                              1) Continuous Audit

2)Non Statutory Audit                        2) Concurrent Audit

3) Interim Audit

4) Balance Sheet Audit



Statutory &  Non Statutory

1)Statutory audit is authorised

and governed by law or a 

statute.

2)Eg : audits of companies, 

banks, insurance, charitable 

trusts, corporate bodies and co-

operative societies.

1)The audit got done voluntarily 

and without any legal or 

statutory force is non-statutory.

2)Eg:  audits of partnership 

firms and individual proprietary 

concerns.



Audit based on Time

Continuous Audit

 Meaning:

 The audit that remains continue throughout the financial year is called 

continuous audit.

 Continuous audit or a detailed audit is an audit which involves a detailed 

examination of books of account at regular intervals i.e. one month or 

three months. The auditor visits clients at regular intervals during the 

financial year and checks each and every transaction. At the end of the 

year auditor checks the profit and loss account and the balance sheet. A 

continuous audit is not of much use to small firm as its accounts can be 

audited at the end of the financial year without much loss of time.



Characteristics / Features of 

Continuous Audit

 • The auditor visits the business regularly.

 • It is conducted in the large business concern.

 • It is conducted through the year.

 • Throughout checking is possible.

 • It is an expensive audit.

 • Audit report is not prerequisite.

 • It is used to cover the deficiencies of the business.

 • Surprise visits are also possible by the auditor.

 • The manager can fix the time.



Advantages of Continuous Audit

1. Early Location of Errors and Frauds

2. Check on Frauds

3. Quick Rectification

4. Moral Check

5. Audit Staff kept busy

6. No Missing Entries

7. Early Correction of Errors

8. Quick Presentation of Accounts



Disadvantages of Continuous Audit

 Expensive

 Inconvenience

 Mechanical Work

 Wastage of Time

 Mechanical Work

 Small Business



CONCURRENT AUDIT

Concurrent audit is a systematic and timely examination of financial 

transactions on a regular basis to ensure accuracy, authenticity, 

compliance with procedures and guidelines. The emphasis 

under concurrent audit is not on test checking but on substantial 

checking of transactions.

Concurrent audit means doing the examination of the financial 

transactions at the time of happening or parallel with the transaction. It 

is part of a bank's early warning system to ensure timely detection of 

irregularities and lapses. It helps in preventing fraudulent transactions at 

branches.



Concurrent Audit is an audit which is conducted on concurrent basis, 

means no specific time period of Audit is defined particularly. In more 

simpler terms, usually an statutory or internal audit is conducted for a 

specified period say 1 year or 3 months. But, in concurrent audit no such 

Audit period is defined. It is conducted to check the daily transactions 

and ensure whether organisation is ensuring operational, regulatory 

compliance.



Objectives of Concurrent Audit

Ensure voucher/ evidence based payments to improve transparency 

Ensure accuracy and timeliness in maintenance of books of accounts 

Ensure timeliness and accuracy of periodical financial statements 

Improve accuracy and timeliness of financial reporting especially at 

sub-district levels

Ensure compliance with laid down systems, procedures and policies

Regularly track, follow up and settle advances on a priority basis .

Assess & improve overall internal control systems









INTERIM AUDIT













BALANCE SHEET AUDIT





Going Concern Concept:

Going Concern Concept: Accounting assumes that 

a business entity will continue its operation for the 

foreseeable future. The business will continue for 

the long time unless there is good evidence to the 

contrary. It is assumed that there is intention of the 

management to liquidate its business within a 

predictable future. 





Choose the correct answer

1) The main object of an audit is __________

a) Expression of an opinion

b) Detection and prevention od Errors & Frauds

c) Both (a)& (b)

2)A sale  to Mr X of Rs 100000 is recorded as  Sale to Mr YRs100000.This is 
an example of 

_______________

a) Error of Commission

b) Error of Omission

c) Error of Principle



Choose the correct answer

3) Misappropriation of goods is conducted by __________

a) Auditors

b) employees

c) Management

4)The error of ommission is ____________

a) Wages paid to Suresh, Debited to Naresh 

b) Total of purchase journal is not posted to purchase a/c

c) None of the above



Choose the correct answer

5)  __________ is compulsory by law

a) Continuous Audit

b) Statutory Audit

c) Balance Sheet Audits

6)Audit in Depth is synonymous for ____________

a) Complete audit

b) Final Audit

c) Detailed Audit



Match the following

Column A ANS COLUMN B

1)Final Audit b a)done by frequent visit to the 

organisation

2)Statutory Audit c b) done at the end of the year

3) Continuous Audit a c) mandatory

4) Concurrent Audit d d)done at the occurrence of the 

transaction 



Match the following

Column A ANS COLUMN B

verification c Added to cost of machinery

Techniques of 

verification

d To know correct financial position

Carriage on 

machinery

a Existence ownership and possession

Objects id valuation b Inspection observation confirmation



3       AUDIT PLANNING

 "Audit planning" means developing a general strategy and 

a detailed approach for the expected nature, timing and 

extent of the audit. The auditor plans to perform 

the audit in an efficient and timely manner.





Objectives of Audit planning

 The main objective of audit planning is to ensure 

appropriate attention is given to all areas of the audit.

 More attention should be devoted in auditing high risk 

of the entity.

 Low risk areas should be given less time to conserve 

resources.



Factors to be considered while audit 

Planning

 Factors Affecting Audit Planning

 Size of the company and nature of its operations.

 Accounting system

 Internal control and adherence to standard.

 Environment in which the company operates. 

 Knowledge of client's business.



SOURCES OF OBTAINING INFORMATION

 Prior year’s working papers.

 Predecessor auditor’s working papers.

 Articles and memorandum of association.

 Minutes of directors and shareholders.

 Significant contracts such as loan agreements, leases 

and labor agreements.

 Trade and industry journals relating to client’s industry.



 Tour the factory and offices of client.

 Discussion of audit matters with internal auditor.

 Inquires from management.

 Management accounts.

 Cash flows, budgets, and other management reports.

 Discussions with client’s lawyers.



AUDIT PROGRAMME

An audit program is a set of directions that the auditor 

and its team members need to follow for the proper 

execution of the audit. After preparing an audit plan, the 

auditor allocates the work and prepares a program which 

contains steps that the audit team needs to follow while 

conducting an audit. Thus, an auditor prepares a program 

that contains detailed information about various steps and 

audit procedures to be followed by the audit.

https://www.toppr.com/guides/reasoning-ability/data-sufficiency/direction-sense-test/


An audit program provides a basic plan for the 

audit team regarding the entity’s business, its 

size, how to conduct the audit, allocation of work 

among team members and the estimation 

of time within which it should complete the work.

https://www.toppr.com/guides/quantitative-aptitude/work-and-time/work-and-time-practice-questions/










AUDIT WORKING PAPERS

Audit working papers are used to document the 

information gathered during an audit. They provide 

evidence that sufficient information was obtained by 

an auditor to support his or her opinion regarding the 

underlying financial statements.



CONTENTS OF AUDIT WORKING PAPER

1) Audit documents on client nature of business

2) Audit documents of team meeting

3) Evidence of the planning process including audit programs 

and any changes thereto

4) Evidence of the auditor’s consideration of the work of 

internal audit and conclusions reached

5) Analyses of transactions and balances

6) Analyses of significant ratios and trends



6)Identified and assessed risks of material misstatements

7)A record of the nature, timing, extent, and results of audit 

procedures

8)Evidence that the work performed was supervised and 

reviewed

9)An indication as to who performed the audit procedures and 

when they were performed



10) Details of audit procedures applied regarding 

components whose financial statements are audited

11)Result of audit testing on depreciation expenses

12)Result of audit testing on salaries expenses



OWNERSHIP, AND CUSTODY OF WORKING 

PAPERS

 Working papers are the property of the auditor. 

 The auditor may, at his discretion may, at his 

discretion, make portions of or extracts from his 

working papers available to his client. 

 Audit working papers are the property of the auditor 

and he is entitled to retain them.



Types of  AUDIT Working Papers

1)CURRENT FILE/ TEMPORARY AUDIT FILE

2) PERMANENT AUDIT FILE



Current audit files

Current audit files are the files that keep all 
information related to current year auditing.

Those documents include the current year financial 
statements,

general ledger,

management accounts, 

and supporting documents.



PERMANENT AUDIT FILE







Auditor’s lien on Working Papers

The auditor can exercise his lien on client's books and 

records subject to the following conditions: 

(a) Document retained must belong to the client who owes 

the money. 

(b) Some work must have been done and fees 

for work performed must be outstanding.



AUDIT NOTE BOOK

Audit notebook is a diary on which auditor scribble down all 

important inquiries to avoid the possibility of unquestioned 

material facts. ... Audit notebook contains information 

regarding day-to-day work performed by the audit staff on 

any particular date.



Audit note book is nothing but a dairy, maintained by the 

audit staff for the purpose of recording certain points 

which require further clarification, explanation and 

investigation. This book generally includes the errors 

found out during the course of audit, difficulties observed 

and doubtful queries of various accounting records, etc. 

This note book usually forms a part of the permanent 

audit file.







Choose the correct answer

1) AuditOR will examine sales invoice for Vouching__________

a) CASH SALES

b) CREDIT SALES

c) CREDIT PURCHASE

2)Working papers are _________

a) Owned by the clients

b) Owned by the Auditor

c) None of the above



3) Audit programme should be __________

a) Oral     b) Rigid    c) Flexible

4) Ownership of working papers is with ________

a) Assistant b) Auditor c) Client d) Government

5) Current file contains _______

a) Audit notes b) List of directors  c) Details of holding company 



1) __VOUCHING enables to detect errors and frauds

2)THE OBJECTIVE OF VOUCHING IS TO authenticate_THE

TRANSACTION 

3) CASH SALES IS SUPPORTED BY _CASH MEMO_________

4) _VOUCHING______ is inspection of transaction with documentary 

evidence



Match the following

Column A ANS COLUMN B

1)SALARIES AND WAGES
A

a) ATTENDANCE RECORDS

2) TRAVELLING EXPENSE b)COST SHEET
3) WIP c) TICKETS



Match the following

Column A ANS COLUMN B

Vouching  is done c Auditor

Auditors duty b To verify ownership of assets

Verification is done by a During the year

Inventory 

consists of 

d Tangible items



State Whether following are True/False

Give reason if False 

1) Valuation is not part of auditors duty  true

2) Verification has wider scope thn vouching true

3)Vouching includes valuation  false     

4) Vouching includes verification false

5) Verification includes valuation true



State Whether following are True/False

Give reason if False 

1)TEST CHECK REDUCES LIABILITY OF AUDITOR    FALSE

2)CHANCES OF BIAS IS MORE IN RNDOM SAMPLING  TRUE

3) NO QUALIFICATION IS REQUIRED IN INTERNAL AUDITOR  

TRUE     

4) VOUCHING INCLUDES VALUATION  FALSE

5) Statutory audit is voluntary.



4      AUDIT TECHNIQUES



KINDS OF AUDIT TECHNIQUES





ROUTINE CHECKING

Routine checking is the regular monitoring of 

business accounts, books and ledgers to 

determine how the business is functioning and to 

detect any errors that may have occurred, either 

accidentally or fraudulently.



ROUTINE CHECKING

Routine checking is the regular monitoring of 

business accounts, books and ledgers to 

determine how the business is functioning and to 

detect any errors that may have occurred, either 

accidentally or fraudulently.



FEATURES OF ROUTINE CHECKING

1)To ensure the correctness of posting to ledger 

accounts.

2) To ensure the accuracy of casting and balancing in 

ledger. 

3) To ensure the correct transfer of balances to the trial 

balance and the correctness of the trial balance. 

4) Prevention and alteration of figures after the records 

have been checked.



Advantages of Routine Checking 

 All the original entries will be checked; so all the errors 

and frauds can be detected easily.

 All the entries and posting will be tested. It ensures the 

accuracy of books to a large extent.

 Routine checking helps to conduct a final audit because 

all the balancing and totals have already been checked. 

The system is helpful in encouraging internal control.



 Separate and specific staffs are not needed because it is 

a regular process. It helps the auditor in completing 

audit work in a short period and thus is cost-effective.

 It saves time and energy of the auditor and thus enables 

him to devote more time and energy on important 

matters.



Disadvantages of Routine Checking

1 Carelessness in Work

2 Errors of Principle remain Undetected

Persons doing routine checking are not much qualified, thus they do not 

have full knowledge of the Principles of Accounting. Thus, the errors of 

principle of accounting remain undetected.

3 Monotonous Work

4 Cleverly done Frauds remain Undetected

 Small mathematical and other inaccuracies can be known through this 

technique, but cleverly and intelligently planned big frauds cannot be 

known.



TEST CHECKING

Test checking is a process of selecting 

and checking of a few transactions from a large 

volume of transactions. If the entries checked are 

found to be correct then the auditor assumes that 

the remaining entries are also correct.



Applicability of Test Checking

Test checking can be applied in the following situations:

1. When there are large volumes of identical or routine

transactions.

2. When transactions are large.

3. When the auditor has to certify the accounts quickly

after the close of the accounting period.

4. When the auditor has past experience about the nature

of transactions of the clients organisation.

5. When a satisfactory system of internal control and

check system exist.



ADVANTAGES OF TEST CHECK

1. It saves time and energy.

2. If the selection of transactions is done intelligently, test checking is 

useful and purposeful.

3. The volume of work is reduced. So the auditor can carry on many 

audit simultaneously.

4. It helps the auditor to arrive at a definite conclusion in regard to 

the true and fair view of the state of affairs of the concern.

5. It helps in reducing the cost of audit.



DISADVANTAGES OF TEST CHECKING

1. It is not possible to detect all the errors and fraud.

2. The clerks of the client may become careless because they know 

that their work will not be checked in detail.

3. Under test checking, although the auditor checks the whole of the 

work through test checking, suspicion and doubt will remain in his 

mind.

4. It is of no use if proper and effective systems of internal checks 

and controls are not being adopted in business.

5. It is not suitable for small business concerns.

https://accountlearning.com/top-10-essential-elements-of-fraud/


AUDIT SAMPLING

As per SA 530

Audit sampling is an application of audits in which 

less than 100% of the total items within the 

population of items are selected to be audited. It 

is an auditing technique that allows auditors to 

issue audit opinions without having to audit every 

single item and transaction.



PURPOSE OF AUDIT SAMPLING

No matter what kind of audit is being 

performed –audit sampling needs to be used 

so that auditors can complete their audits 

without wasting resources in checking 

every single item. 



The objectives of audit sampling are as 

follows:

 Gather enough evidence to conclude an audit opinion

 Reduce the number of resources used

 Provide the basis for auditors to issue a conclusive audit opinion

 Detect any errors or fraud that can occur

 Prove that auditors have completed their audit fully in accordance 

with auditing standards

 Used as a tool for investigating



IMPORTANCE OF AUDIT SAMPLING

 When auditing financial statements, it is not feasible to audit and 

check every single item within the financial statements. It is 

because it will be very costly and will take a lot of resources and 

time to do so.

 Audit sampling enables auditors to make conclusions and express 

fair opinions based on predetermined objectives without having to 

check all of the items within financial statements. The auditors will 

only verify selected items, and through sampling, can infer their 

opinion on the entire population of items.



SAMPLING RISK

Sampling risk is the possibility that the items 

selected in a sample are not truly representative 

of the population being tested. This is a major 

issue, since an auditor does not have the time to 

examine an entire population and so must rely 

upon a sample.





METHODS OF SELECTING SAMPLES

• Random selection.

• Systematic selection.

• Haphazard selection



1) RANDOM SAMPLING

Definition: Random sampling is a part of the sampling 

technique in which each sample has an equal probability 

of being chosen. A sample chosen randomly is meant to 

be an unbiased representation of the total population. If 

for some reasons, the sample does not represent the 

population, the variation is called a sampling error.



2) SYSTEMATIC SAMPLING

Systematic sampling is a type of probability sampling 

method in which sample members from a larger 

population are selected according to a random starting 

point but with a fixed, periodic interval. This interval, 

called the sampling interval, is calculated by dividing the 

population size by the desired sample size.



3)  Haphazard sampling

Haphazard sampling is a sampling method 

that does not follow any systematic way of 

selecting participants.











ADVANTAGES OF INTERNAL CHECK

1.  Division Of Work

2. Easy Location Of Errors

3. Greater Efficiency

4. Preparation Of Final Accounts

5. Helpful For Auditor

6. Suitable For Large Business



DISADVANTAGES OF INTERNAL CHECK

1. Not Suitable For Small Firms

2. Creates Confusion

3.Decrease In Work Quality











Objectives

COLUMN A COLUMN B

1. Test Checking a) Decides Sample Size

1. Audit History a) Audit sampling

1. Audit objective a) Audit of less than 100%

1. Audit Sampling a) To form an opinion about  

financial statements

1. SA 530 a) Saves Time

1. Random Selection a) Method of selecting sample



Choose the correct  answer

1)Routine Checking is_________

a)Verification of books of Original entry

b) Verification of sample transactions.

c) Examination of trial balance.

2) Test checking is _______

a)Checking the selected transactions

b) Checking vouchers only

c) Checking the transactions which are tested



3) Size of Sample depends on 

a)Test checking

b) Internal control system

c) Routine checking

4)The objective of internal control is to

a) Select right people

b) To prevent frauds

c) Prevent ineffciency



VOUCHING





















































VERIFICATION


































