
 

 

 

 

 

 

CONTEMPORARY 

AUDIT 
 

 

 

 



 

 

 

 

 

 

 

UNIT-I 
 

 

 

 

 

 

 

 



Auditing, Auditor, Origin and Evolution of Auditing, Nature,

Objectives, Essentials, Scope, Economic Benefit, Pros and

Cons

Auditing refers to the process of examining and verifying financial and operational records and

activities of an organization to ensure that they are accurate, complete, and in compliance with

relevant laws, regulations, and standards. Auditing is typically conducted by an independent,

objective, and trained professional called an auditor, who evaluates the reliability and credibility

of the organization’s financial statements, internal controls, and risk management processes.

Auditing serves several purposes, including providing assurance to stakeholders (such as

investors, creditors, and regulators) about the accuracy and integrity of financial information,

detecting fraud and errors, identifying areas for improvement in internal controls and

operational efficiencies, and promoting accountability and transparency in organizational

practices.

Auditing can be classified into several types, including external auditing, internal auditing,

government auditing, and forensic auditing, each with its own specific focus and objectives.

External auditing is conducted by independent auditors who are not employed by the

organization being audited, while internal auditing is performed by internal auditors who work

within the organization. Government auditing is conducted by auditors employed by

government agencies, while forensic auditing is focused on investigating financial crimes and

misconduct.

Auditor

An auditor is a professional who is responsible for examining and evaluating an organization’s

financial and operational records and activities to ensure that they are accurate, complete, and

in compliance with relevant laws, regulations, and standards. Auditors are typically

independent, objective, and highly skilled professionals who provide assurance to stakeholders

(such as investors, creditors, and regulators) about the accuracy and reliability of an

organization’s financial statements, internal controls, and risk management processes. Auditors

may work for accounting firms, government agencies, or as internal auditors within

organizations, and they may specialize in various areas such as financial auditing, operational

auditing, forensic auditing, or IT auditing. The role of an auditor is critical in promoting

transparency, accountability, and trust in organizational practices.

Origin and Evolution of Auditing

The origin of auditing can be traced back to ancient civilizations such as Egypt, Babylon, and

Rome, where records of transactions were kept and verified by officials to ensure their

accuracy and completeness. However, the modern concept of auditing as a systematic and

independent examination of financial records and activities began to emerge during the

industrial revolution in the 19th century.
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The development of joint-stock companies and the rise of capital markets created a need for

independent verification of financial information, and the first formal auditing practices began to

emerge in the mid-19th century. The first auditing standards were established by the Institute of

Chartered Accountants in England and Wales in the 19th century, and auditing became an

essential element of financial reporting and corporate governance.

The evolution of auditing has been shaped by various factors, including changes in business

practices, technological advancements, and regulatory reforms. The advent of computers and

information technology has transformed the way auditing is conducted, with auditors using data

analytics, artificial intelligence, and other advanced technologies to enhance the efficiency and

effectiveness of their work.

The role of auditing has also expanded beyond financial reporting to include operational and

compliance auditing, risk management, and assurance services. In recent years, auditing has

faced criticism for failures to detect fraud and other financial irregularities, leading to calls for

reforms and improvements in auditing practices and standards.

Essential Features of an Audit

There are several essential features of an audit, which include:

Independence: An audit must be conducted by an independent and objective auditor

who is not involved in the preparation of the financial statements or the operations of the

organization being audited.

Systematic and structured approach: An audit must be conducted using a systematic

and structured approach, which involves planning, testing, and evaluation of evidence to

form an opinion on the financial statements.

Evidence-based: An audit must be based on sufficient and appropriate evidence, which

is obtained through testing and evaluation of internal controls, accounting records, and

other relevant information.

Professional judgment: An auditor must exercise professional judgment and skepticism

in evaluating the evidence and forming an opinion on the financial statements.

Compliance with auditing standards: An audit must comply with applicable auditing

standards and regulatory requirements, which provide guidance on the conduct of the

audit and the reporting of findings.

Reporting of findings: An auditor must report the findings of the audit in a clear and

concise manner, which includes an opinion on the fairness of the financial statements and

any significant findings or issues identified during the audit.

Continuous improvement: An audit must be subject to continuous improvement, which

involves ongoing monitoring and evaluation of the effectiveness of the audit process and

the implementation of improvements and best practices.

Nature of Auditing:

Verification of financial information: Auditing involves the verification of financial

information and records to ensure that they are accurate, complete, and in compliance

with relevant laws, regulations, and standards.
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Independent and objective examination: Auditing is an independent and objective

examination of financial and operational records and activities, which is conducted by a

trained and qualified auditor.

Assurance and credibility: Auditing provides assurance to stakeholders about the

accuracy, reliability, and credibility of financial information, and promotes transparency

and accountability in organizational practices.

Systematic and structured approach: Auditing is conducted using a systematic and

structured approach, which involves planning, testing, and evaluation of evidence to form

an opinion on the financial statements.

Objectives of Auditing:

To provide assurance to stakeholders: The primary objective of auditing is to provide

assurance to stakeholders (such as investors, creditors, and regulators) about the

accuracy, reliability, and credibility of financial information.

To detect fraud and errors: Auditing aims to detect fraud, errors, and other financial

irregularities in the organization’s records and activities, and to provide recommendations

for improving internal controls and risk management processes.

To evaluate internal controls: Auditing evaluates the effectiveness of internal controls

and risk management processes, and provides recommendations for improving

operational efficiencies and reducing risks.

To comply with regulations and standards: Auditing ensures that the organization’s

financial statements and activities are in compliance with relevant laws, regulations, and

standards.

To enhance credibility and transparency: Auditing enhances the credibility and

transparency of financial reporting and promotes trust and confidence in organizational

practices.

Scope of Audit

The scope of an audit refers to the extent and coverage of the audit process, which is

determined by the auditor based on the objectives of the audit and the nature and complexity of

the organization’s operations and activities. Here are some of the key aspects of the scope of

audit:

Financial Statements: The scope of audit includes an examination of the financial

statements, which includes the balance sheet, income statement, cash flow statement,

and notes to the financial statements.

Internal Controls: The scope of audit also includes an evaluation of the organization’s

internal controls, which includes the policies, procedures, and processes that are

designed to ensure the accuracy and reliability of financial information.

Compliance: The scope of audit includes an examination of the organization’s

compliance with applicable laws, regulations, and standards, which includes reviewing

the organization’s compliance with tax laws, environmental regulations, labor laws, and

other relevant regulations.
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Risk Assessment: The scope of audit also includes an assessment of the organization’s

risk management processes, which includes evaluating the organization’s identification

and management of financial, operational, and strategic risks.

Management Representation: The scope of audit includes obtaining management

representation, which involves obtaining written or oral statements from the organization’s

management regarding the accuracy and completeness of financial information and

representations made in the financial statements.

Other Areas: The scope of audit may also include other areas, such as inventory

management, fixed assets, employee benefits, and other significant areas that may

impact the organization’s financial statements.

Economic Benefits of an Audit

An audit provides several economic benefits to organizations, shareholders, and other

stakeholders. Here are some of the key economic benefits of an audit:

Improved Financial Reporting: An audit ensures that the financial statements of an

organization are prepared in accordance with relevant accounting standards and are free

from material misstatements. This improves the quality of financial reporting and

enhances the credibility of the organization’s financial information.

Improved Corporate Governance: An audit helps to promote transparency and

accountability in organizational practices, which enhances the credibility of the

organization and promotes investor confidence. This, in turn, can result in increased

access to capital and lower cost of capital.

Detection of Fraud and Errors: An audit helps to detect and prevent fraud and errors in

financial reporting, which can have a significant impact on the financial health of an

organization. Early detection of fraud and errors can help prevent financial losses and

reputational damage.

Improved Operational Efficiency: An audit can identify areas where operational

efficiencies can be improved, which can result in cost savings for the organization. This

can also help to improve the organization’s overall financial performance.

Compliance with Regulations: An audit ensures that the organization is in compliance

with relevant laws, regulations, and accounting standards, which can help to avoid fines,

penalties, and legal liabilities.

Better Informed Decision Making: An audit provides stakeholders with reliable and

credible financial information, which helps them to make better-informed decisions about

the organization. This can result in better investment decisions, improved risk

management, and more effective strategic planning.

Pros of Auditing

Improved Financial Reporting: Auditing helps to improve the quality of financial

reporting and enhances the credibility of the organization’s financial information, which

can result in increased access to capital and lower cost of capital.

Fraud Detection: Auditing helps to detect and prevent fraud and errors in financial

reporting, which can help prevent financial losses and reputational damage.
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Improved Operational Efficiency: Auditing can identify areas where operational

efficiencies can be improved, resulting in cost savings for the organization.

Compliance: Auditing ensures that the organization is in compliance with relevant laws,

regulations, and accounting standards, which can help to avoid fines, penalties, and legal

liabilities.

Better Decision Making: Auditing provides stakeholders with reliable and credible

financial information, which helps them to make better-informed decisions about the

organization.

Cons of Auditing

Cost: Auditing can be expensive, especially for smaller organizations, and may require

significant resources and time.

Limitations: Auditing has limitations, and the auditor’s opinion is based on a sample of

the organization’s financial information, which means that there is always a risk of

material misstatements that are not detected.

Over-Reliance: Some stakeholders may over-rely on the auditor’s opinion and not

perform their own due diligence, which can lead to a false sense of security and result in

poor decision making.

Auditor Independence: There may be concerns about auditor independence, as the

auditor may have a conflict of interest if they have a financial or personal relationship with

the organization.

Regulatory Burden: Auditing may be seen as a regulatory burden, as it is often required

by law, and failure to comply with auditing requirements can result in fines, penalties, and

legal liabilities.
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Types of Audit, Audit by Specialty of Area

Auditing refers to the process of examining and verifying financial and operational records and

activities of an organization to ensure that they are accurate, complete, and in compliance with

relevant laws, regulations, and standards. Auditing is typically conducted by an independent,

objective, and trained professional called an auditor, who evaluates the reliability and credibility

of the organization’s financial statements, internal controls, and risk management processes.

Auditing serves several purposes, including providing assurance to stakeholders (such as

investors, creditors, and regulators) about the accuracy and integrity of financial information,

detecting fraud and errors, identifying areas for improvement in internal controls and

operational efficiencies, and promoting accountability and transparency in organizational

practices.

Types of Audit

There are different types of audits that are conducted based on the nature and scope of the

audit. Here are the details and examples of some of the most common types of audits:

Financial Audit:

A financial audit is the most common type of audit, and it involves the examination of an

organization’s financial statements to determine if they are free from material misstatements.

The financial audit provides assurance to stakeholders that the financial statements are

prepared in accordance with generally accepted accounting principles (GAAP). Example: An

external auditor is hired to conduct a financial audit of a company’s financial statements to

ensure that they are accurate and reliable.

Internal Audit:

An internal audit is conducted by an organization’s internal audit department or an external

auditor to evaluate the effectiveness of an organization’s internal controls, risk management

processes, and compliance with policies and procedures. The internal audit helps the

organization to identify weaknesses and areas for improvement. Example: An internal auditor is

hired by a company to assess its internal controls and identify areas where the company can

improve its operations.

Operational Audit:

An operational audit is an examination of an organization’s operational processes to evaluate

their efficiency and effectiveness. The operational audit helps the organization to identify areas

where processes can be improved to increase efficiency, reduce costs, and enhance

productivity. Example: An operational auditor is hired by a manufacturing company to evaluate

its production processes and identify ways to improve efficiency and reduce waste.

Compliance Audit:
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A compliance audit is an examination of an organization’s compliance with laws, regulations,

and policies. The compliance audit helps the organization to identify areas where it is not in

compliance and take corrective actions. Example: A compliance auditor is hired by a hospital to

assess its compliance with patient privacy regulations and identify areas where the hospital can

improve its compliance.

Information Systems Audit:

An information systems audit is an examination of an organization’s information systems and

technology to ensure that they are secure, reliable, and meet business requirements. The

information systems audit helps the organization to identify potential security breaches and

risks and ensure that information is accurate and reliable. Example: An information systems

auditor is hired by a financial institution to evaluate its technology infrastructure and identify

areas where the institution can improve its cybersecurity.

Forensic Audit:

A forensic audit is an examination of an organization’s financial records to detect fraud or other

financial crimes. The forensic audit helps the organization to identify potential financial crimes,

recover lost assets, and take legal action against perpetrators. Example: A forensic auditor is

hired by a government agency to investigate allegations of fraud against a company and

identify potential evidence of wrongdoing.

Audit by Specialty of Area

Audits can also be categorized based on the specialty or area being audited. Here are some

examples:

Tax Audit: A tax audit is an examination of an individual or organization’s tax returns to

ensure that they are accurate and comply with tax laws and regulations. Tax audits are

usually conducted by government tax agencies.

Energy Audit: An energy audit is an examination of an organization’s energy usage to

identify areas where energy can be conserved and costs reduced. Energy audits are

often conducted by energy companies or consultants.

Environmental Audit: An environmental audit is an examination of an organization’s

environmental impact, including its compliance with environmental laws and regulations.

Environmental audits are often conducted by environmental consultants.

Social Audit: A social audit is an examination of an organization’s social and ethical

impact, including its impact on stakeholders, such as employees, customers, and the

community. Social audits are often conducted by social responsibility consultants.

Quality Audit: A quality audit is an examination of an organization’s quality management

system, including its compliance with quality standards and procedures. Quality audits

are often conducted by quality management consultants.

Healthcare Audit: A healthcare audit is an examination of a healthcare provider’s

operations and procedures to ensure that they are compliant with healthcare laws and

regulations and that patient care is safe and effective. Healthcare audits are often

conducted by healthcare regulators or consultants.
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Auditing Techniques

Auditing is the independent examination and evaluation of an organization’s financial

statements, systems, processes, and controls to provide an opinion on the accuracy,

completeness, and reliability of the information presented. The primary objective of auditing is

to provide assurance to stakeholders that the financial statements are free from material

misstatement and fairly present the organization’s financial position, performance, and cash

flows in accordance with the applicable accounting framework.

Auditing is typically performed by a certified public accountant (CPA) or a licensed auditor who

is independent of the organization being audited. The auditor follows a systematic and

structured approach to gathering evidence and evaluating the organization’s systems and

controls. The auditor’s work involves:

Understanding the organization’s business, systems, processes, and internal controls.

Assessing the risks associated with the organization’s operations and financial reporting.

Planning and designing audit procedures to test the systems and controls and gather

evidence to support the financial statements.

Performing audit procedures, such as testing transactions, reviewing documentation, and

interviewing personnel.

Evaluating the results of audit procedures and documenting any exceptions or

discrepancies found.

Forming an opinion on the financial statements based on the evidence gathered during

the audit.

Auditing techniques are methods and procedures used by auditors to gather evidence and

evaluate an organization’s financial and operational systems. Here are some commonly used

auditing techniques with explanations and examples:

Sampling: Sampling is a technique used to select a representative sample from a

population of transactions, documents, or records for testing. Sampling reduces the

amount of work required to test the entire population, but it must be done in a way that

ensures the sample is truly representative. For example, an auditor may select a sample

of 100 sales invoices out of a population of 10,000 to test for accuracy and completeness.

Vouching: Vouching is a fundamental auditing technique used to test the accuracy and

completeness of an organization’s financial transactions. It involves selecting a sample of

transactions from an organization’s books and records and tracing them back to the

original source document, such as an invoice, receipt, or contract. The purpose of

vouching is to verify that the transaction actually occurred, that it was properly authorized,

and that it was recorded accurately in the financial statements.

Here are the steps involved in the vouching process:

Identify the specific account balance or transaction to be tested.

Select a sample of transactions from the organization’s books and records.

Obtain the source documents that support each selected transaction.

1/2



Trace each transaction back to the original source document to verify that the transaction

was properly authorized and accurately recorded in the financial statements.

Document any discrepancies or exceptions found during the vouching process and

evaluate their significance.

Analytical Procedures: Analytical procedures involve the analysis of financial and non-

financial data to identify relationships and trends that may indicate potential issues or

areas for further testing. Analytical procedures can be used as a preliminary procedure to

identify potential areas of risk or as a substantive procedure to provide evidence to

support the financial statements. For example, an auditor may compare the current year’s

sales to the prior year’s sales to identify any significant fluctuations that require further

investigation.

Observation: Observation involves physically observing a process or activity to evaluate

its effectiveness and efficiency. Observations can provide direct evidence of how an

organization’s systems and controls are operating in practice. For example, an auditor

may observe a warehouse manager’s process for conducting inventory counts to

evaluate the accuracy and completeness of the inventory records.

Inquiry: Inquiry involves asking questions of individuals within the organization to gain an

understanding of their knowledge, roles, and responsibilities. Inquiry can provide

evidence to support the auditor’s understanding of the organization’s systems and

processes. For example, an auditor may interview the chief financial officer to understand

the organization’s accounting policies and procedures.

Reperformance: Reperformance involves the independent performance of procedures

that were originally performed by the organization’s staff. Reperformance provides

evidence to support the accuracy and completeness of the organization’s processes and

procedures. For example, an auditor may reperform a calculation of a financial ratio to

confirm that it was correctly calculated by the organization’s staff.

Confirmation: Confirmation involves the independent verification of information with a

third party. Confirmation provides evidence to support the accuracy and completeness of

the information being confirmed. For example, an auditor may confirm account balances

with a customer to verify the accuracy of the organization’s accounts receivable balance.
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Important Differences Between Internal Check and Internal

Audit

Internal Check

Internal check is a system of internal control that involves the segregation of duties and

responsibilities among employees, so that no single individual has complete control over a

transaction from start to finish. By having multiple employees involved in a transaction, the

likelihood of errors and frauds is reduced, as each employee checks and verifies the work of

the others.

Internal check is an important component of an effective internal control system, as it helps to

detect errors and frauds early on and prevent them from causing significant financial or

reputational damage to the organization. It also helps to ensure compliance with policies and

procedures and promotes accountability and transparency in the organization’s operations.

Examples of Internal Check

Here are some examples of internal checks that organizations may implement:

Segregation of duties: This involves dividing responsibilities among different employees

so that no one person has complete control over a transaction or process. For example,

one employee may be responsible for preparing a sales order, while another employee is

responsible for reviewing and approving the order before it is sent to the customer.

Dual authorization: This involves requiring two employees to authorize a transaction or

process before it is completed. For example, two employees may be required to approve

a payment to a supplier before it is processed.

Physical controls: This involves implementing controls over the physical assets of an

organization, such as inventory, cash, and equipment. For example, an organization may

implement a policy of locking up cash in a safe and requiring two employees to be

present when the safe is opened.

Reconciliation: This involves comparing two sets of records to ensure that they are in

agreement. For example, an organization may reconcile its bank statements with its

internal financial records to ensure that all transactions have been recorded accurately.

Regular audits: This involves conducting regular audits of an organization’s financial and

operational processes to identify and correct any errors or weaknesses in the internal

control system.

Types of Internal Check

Here are some types of internal checks that organizations may implement:

1. Pre-audit checks: These are checks that are conducted before a transaction is

processed. For example, an employee may be required to obtain approval from a

supervisor before making a purchase order.
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2. Concurrent checks: These are checks that are conducted while a transaction is being

processed. For example, an employee may be required to have another employee verify

and approve a transaction before it is completed.

3. Post-audit checks: These are checks that are conducted after a transaction has been

processed. For example, an organization may conduct periodic audits of its financial

records to ensure that all transactions have been recorded accurately.

4. Physical checks: These are checks that involve physical inspection of assets, such as

inventory or equipment, to ensure that they are in good condition and accounted for.

5. System checks: These are checks that are built into an organization’s information

system to ensure that transactions are processed accurately and in compliance with

established policies and procedures.

6. Management checks: These are checks that involve oversight and review by

management to ensure that internal controls are working effectively and efficiently.

Features of Internal Check

Here are some features of internal check:

Segregation of duties: Internal check involves dividing responsibilities among different

employees so that no one person has complete control over a transaction or process.

This helps to prevent errors and frauds from occurring.

Continuous process: Internal check is a continuous process that is integrated into the

daily activities of the organization. It is not a one-time event or a periodic activity.

Independent verification: Internal check involves an independent verification of

transactions and operations by another employee. This helps to ensure that errors and

frauds are detected early on.

Compliance with policies and procedures: Internal check helps to ensure that all

transactions and operations are carried out in accordance with the established policies

and procedures of the organization.

Accountability and transparency: Internal check promotes accountability and

transparency in the organization’s operations. It helps to ensure that employees are held

responsible for their actions and that their actions are visible and auditable.

Prevention of errors and frauds: Internal check helps to prevent errors and frauds from

occurring by detecting and correcting them early on. This helps to minimize the financial

and reputational damage that may result from errors and frauds.

Elements of Internal Check

Here are some elements of internal check:

Segregation of duties: Internal check involves dividing responsibilities among different

employees so that no one person has complete control over a transaction or process.

This helps to prevent errors and frauds from occurring.

Authorization: Internal check requires that all transactions and operations be authorized

by a competent authority. This helps to ensure that transactions are legitimate and in

compliance with established policies and procedures.
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Record keeping: Internal check involves maintaining complete and accurate records of

all transactions and operations. This helps to ensure that transactions are properly

documented and can be audited if necessary.

Physical controls: Internal check involves implementing controls over the physical

assets of an organization, such as inventory, cash, and equipment. For example, an

organization may implement a policy of locking up cash in a safe and requiring two

employees to be present when the safe is opened.

Regular audits: Internal check involves conducting regular audits of an organization’s

financial and operational processes to identify and correct any errors or weaknesses in

the internal control system.

Training and communication: Internal check involves providing training and

communication to employees on the importance of internal controls and their role in

ensuring the effectiveness of the internal control system.

Internal Audit

Internal audit is an independent, objective assurance and consulting activity designed to add

value and improve an organization’s operations. It is a process by which an organization’s

internal auditors review the effectiveness and efficiency of its internal control systems, risk

management procedures, and governance processes. The goal of internal audit is to identify

areas where improvements can be made to reduce risk, improve efficiency, and enhance

compliance with laws and regulations. Internal audit is conducted by a team of trained

professionals who are independent of the operations being audited and report directly to the

board of directors or an audit committee.

Examples of Internal Audit

Here are some examples of internal audit:

Financial audit: This type of audit focuses on an organization’s financial statements to

ensure that they are accurate and comply with generally accepted accounting principles

(GAAP). The audit may also identify areas where financial controls can be improved.

Compliance audit: This type of audit focuses on ensuring that an organization is

complying with laws, regulations, and internal policies and procedures. The audit may

identify areas where compliance can be improved and recommend actions to address

any non-compliance.

Operational audit: This type of audit focuses on an organization’s operations and

processes to identify areas where efficiency and effectiveness can be improved. The

audit may also identify areas where risks can be mitigated.

IT audit: This type of audit focuses on an organization’s information technology systems

and processes to identify areas where security, data integrity, and system reliability can

be improved.

Environmental audit: This type of audit focuses on an organization’s compliance with

environmental laws and regulations. The audit may identify areas where the organization

can improve its environmental performance and reduce its impact on the environment.
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Fraud audit: This type of audit focuses on identifying and preventing fraud within an

organization. The audit may identify areas where fraud is likely to occur and recommend

actions to prevent it.

Types of Internal Audit

There are several types of internal audits that an organization may conduct. Here are some of

the most common types:

1. Financial audit: This type of audit focuses on an organization’s financial statements to

ensure they are accurate, complete, and in compliance with accounting standards.

2. Compliance audit: This type of audit focuses on ensuring that an organization is

complying with laws, regulations, and internal policies and procedures.

3. Operational audit: This type of audit focuses on an organization’s operational processes

to identify areas where efficiency and effectiveness can be improved.

4. Information technology (IT) audit: This type of audit focuses on an organization’s IT

systems and processes to ensure they are secure, reliable, and compliant with

regulations.

5. Environmental audit: This type of audit focuses on an organization’s environmental

practices to ensure they are in compliance with environmental regulations and policies.

6. Performance audit: This type of audit evaluates an organization’s performance against

established goals and objectives.

7. Integrated audit: This type of audit evaluates an organization’s internal controls,

compliance, and operational efficiency in a comprehensive manner.

8. Special audit: This type of audit is conducted on a specific area of an organization’s

operations, such as a major project or acquisition.

Features of Internal Audit

Here are some key features of internal audit:

Independence: Internal audit is conducted by an independent team of professionals who

are separate from the areas being audited. This independence ensures objectivity in the

audit process.

Systematic approach: Internal audit follows a systematic approach to auditing an

organization’s operations, which includes planning, executing, and reporting.

Risk-based: Internal audit is risk-based, which means that it focuses on areas of the

organization that pose the greatest risk to its operations, finances, and reputation.

Evaluation of internal controls: Internal audit evaluates an organization’s internal

controls, which are the policies and procedures in place to mitigate risks and ensure

compliance with laws and regulations.

Continuous process: Internal audit is a continuous process, which means that audits

are conducted on a regular basis to ensure that an organization’s operations and controls

remain effective over time.

Improvement-focused: Internal audit is focused on identifying areas where an

organization can improve its operations, internal controls, and compliance.
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Communication: Internal audit communicates the results of its audits to management

and the board of directors, providing recommendations for improvement and areas of

concern.

Elements of Internal Audit

The elements of internal audit can vary depending on the organization and the scope of the

audit, but here are some common elements:

Risk assessment: Internal audit begins with a risk assessment to identify areas of the

organization that pose the greatest risks to its operations, finances, and reputation.

Planning: After the risk assessment, the internal audit team develops a plan for the audit,

which includes identifying the scope, objectives, and methods of the audit.

Fieldwork: This is the stage where the audit team collects data and conducts testing of

the internal controls and operations to evaluate their effectiveness.

Analysis: The data collected during fieldwork is analyzed to identify areas of weakness

and to evaluate the effectiveness of internal controls.

Reporting: After the analysis is complete, the internal audit team prepares a report that

summarizes their findings, identifies areas for improvement, and provides

recommendations for action.

Follow-up: Once the audit report is issued, the internal audit team follows up with

management to ensure that the recommended actions are implemented and the identified

weaknesses are addressed.

Continuous improvement: Internal audit is an ongoing process, and the internal audit

team is responsible for continually reviewing and improving the audit process to ensure

that it remains effective in identifying and addressing risks and weaknesses.

Scope of Internal Audit

The scope of internal audit can vary depending on the organization and the specific objectives

of the audit, but here are some common areas that may be included in the scope of internal

audit:

Financial controls: Internal audit may evaluate the effectiveness of an organization’s

financial controls, including its accounting processes, financial reporting, and internal

controls over financial reporting.

Compliance: Internal audit may assess an organization’s compliance with laws and

regulations, including those related to financial reporting, data privacy, and safety.

Information technology (IT) systems: Internal audit may evaluate an organization’s IT

systems and processes to ensure they are secure, reliable, and compliant with

regulations.

Operational processes: Internal audit may review an organization’s operational

processes to identify areas where efficiency and effectiveness can be improved.

Risk management: Internal audit may assess an organization’s risk management

processes, including its identification, assessment, and mitigation of risks.
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Governance: Internal audit may evaluate an organization’s governance structure,

including the effectiveness of its board of directors and senior management.

Fraud detection and prevention: Internal audit may assess an organization’s fraud

prevention controls, including its anti-fraud policies, procedures, and internal controls.

Important Difference Between Internal Check and Internal Audit

Here are important differences between internal check and internal audit in a table format:

Feature Internal Check Internal Audit

Purpose To detect and prevent errors

and frauds in daily operations

To evaluate the effectiveness of an

organization’s internal controls, risk

management, and compliance

Frequency  Ongoing and continuous Periodic, typically annually or biannually

Scope Limited to specific areas or

processes within an

organization

Broader and may cover multiple areas or

processes within an organization

Independence Internal check is typically

performed by employees

within the organization

Internal audit is typically performed by an

independent team of professionals

Objectivity Internal check may lack

objectivity due to the potential

for bias or collusion 

Internal audit is independent and objective

Reporting Internal check may not have a

formal reporting structure

Internal audit typically produces a formal

report with findings and recommendations

Follow-up Internal check may not have a

formal follow-up process

Internal audit includes a formal follow-up

process to ensure that recommendations

are implemented

Focus Internal check focuses on

daily operations and

processes

Internal audit focuses on evaluating the

effectiveness of internal controls, risk

management, and compliance

Key Differences Between Internal Check and Internal Audit

Here are some key between internal check and internal audit:

1. Approach: Internal check is a routine process that is embedded in the daily operations of

an organization, whereas internal audit is a more structured and formal process that is

typically conducted periodically.

2. Objectives: Internal check primarily focuses on detecting and preventing errors and

frauds in daily operations, while internal audit is designed to provide assurance to the

organization’s stakeholders about the effectiveness of the organization’s internal controls,

risk management, and compliance.
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3. Personnel: Internal check is typically performed by employees within the organization,

while internal audit is usually performed by an independent team of professionals who are

not part of the regular staff.

4. Depth of analysis: Internal check usually focuses on a surface-level review of operations

to identify errors or frauds, while internal audit involves a more in-depth analysis of the

organization’s systems, controls, and processes.

5. Reporting structure: Internal check may not have a formal reporting structure, whereas

internal audit typically produces a formal report with findings and recommendations that is

shared with the organization’s management and stakeholders.

6. Legal requirements: Internal check may not be required by law or regulations, while

internal audit may be required for compliance with laws, regulations, or industry

standards.

Similarities Between Internal Check and Internal Audit

While internal check and internal audit have some differences, there are also some similarities

between the two:

1. Both internal check and internal audit are aimed at improving the internal controls and

processes of an organization.

2. Both internal check and internal audit involve a review of the organization’s operations

and processes to identify weaknesses or areas for improvement.

3. Both internal check and internal audit require an understanding of the organization’s

systems, controls, and processes.

4. Both internal check and internal audit may involve recommendations for improving the

organization’s operations and processes.

5. Both internal check and internal audit may involve the use of tools such as checklists,

procedures, and documentation to evaluate the effectiveness of the organization’s

operations and processes.

6. Both internal check and internal audit contribute to the overall goal of maintaining the

integrity and reliability of an organization’s financial statements.

Conclusion Between Internal Check and Internal Audit

In conclusion, both internal check and internal audit are important tools for ensuring that an

organization operates effectively and efficiently. While they have some differences in terms of

approach, objectives, and personnel, they share many similarities in terms of their goal of

improving the internal controls and processes of the organization.

Internal check is a routine process that is embedded in the daily operations of an organization

and primarily focuses on detecting and preventing errors and frauds in daily operations. It is

typically performed by employees within the organization and may lack the independence and

objectivity of an internal audit.

Internal audit, on the other hand, is a more structured and formal process that is typically

conducted periodically. It is designed to provide assurance to the organization’s stakeholders

about the effectiveness of the organization’s internal controls, risk management, and
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compliance. It is usually performed by an independent team of professionals who are not part

of the regular staff and includes a formal reporting structure and follow-up process.

Both internal check and internal audit have their unique strengths and weaknesses, and an

organization may choose to use one or both of these tools depending on its needs and goals.

Ultimately, the goal of both internal check and internal audit is to improve the internal controls

and processes of the organization and maintain the integrity and reliability of its financial

statements.
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Audit Programme, Components, Objectives, Contents,

Types, Pros and Cons, Example

An audit program is a set of procedures and instructions developed by the auditor to guide

the conduct of an audit engagement. It is a comprehensive plan that outlines the audit

procedures to be performed, the timelines for completing the procedures, and the audit team

responsible for performing them. The audit program is developed based on the audit

objectives, scope, and risks identified during the planning phase of the audit.

Components of an audit program:

Audit Objectives: The audit objectives are the specific goals that the auditor intends to

achieve during the audit engagement. The objectives may include verifying the accuracy

and completeness of financial statements, assessing the effectiveness of internal

controls, and identifying potential fraud risks.

Audit Procedures: The audit procedures are the steps that the auditor will take to

achieve the audit objectives. The procedures may include examining documentation,

conducting interviews, testing controls, and performing substantive tests.

Timeline: The timeline outlines the deadlines for completing the audit procedures. The

timeline should be realistic and take into account any unexpected issues that may arise

during the audit.

Audit Team: The audit team consists of the individuals responsible for performing the

audit procedures. The team may include the lead auditor, staff auditors, and specialists

such as IT auditors or tax experts.

Reporting: The reporting section of the audit program outlines the format and content of

the audit report to be issued at the conclusion of the engagement. The report should

summarize the audit findings, provide recommendations for improving the organization’s

systems and controls, and include the auditor’s opinion on the financial statements.

Audit Programme Objectives

The primary objective of an audit program is to guide the conduct of an audit engagement and

ensure that the audit is performed effectively, efficiently, and in accordance with professional

standards. Here are some specific objectives of an audit program:

Identify the scope of the audit: The audit program should clearly define the scope of the

audit, including the areas of the organization to be audited, the time period covered, and

the objectives of the audit.

Ensure compliance with auditing standards: The audit program should ensure that the

audit is conducted in accordance with the relevant auditing standards, such as the

International Standards on Auditing (ISA) or the Generally Accepted Auditing Standards

(GAAS).

Allocate audit resources effectively: The audit program should allocate audit resources

efficiently and effectively to ensure that the audit is completed within the allocated time

frame and budget.
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Identify potential risks: The audit program should identify potential risks and areas of

concern within the organization, and develop appropriate audit procedures to address

these risks.

Evaluate the effectiveness of internal controls: The audit program should evaluate the

effectiveness of the organization’s internal controls and develop appropriate audit

procedures to test the controls.

Verify the accuracy and completeness of financial information: The audit program

should verify the accuracy and completeness of financial information presented in the

organization’s financial statements.

Identify opportunities for improving organizational performance: The audit program

should identify opportunities for improving organizational performance and make

recommendations for improvements.

Audit Programme Contents

An audit program typically includes the following contents:

Audit Objectives: The audit program should clearly state the objectives of the audit. The

objectives should be specific, measurable, achievable, relevant, and time-bound

(SMART). The objectives should be consistent with the overall goals of the audit and

should be aligned with the organization’s business objectives.

Audit Scope: The audit program should define the scope of the audit, including the areas

of the organization to be audited, the time period covered, and the audit methodology to

be used. The scope should be clearly defined to avoid any misunderstandings or

ambiguities.

Audit Criteria: The audit program should specify the criteria against which the audit will

be conducted. The criteria may include relevant laws, regulations, policies, procedures,

and best practices. The criteria should be appropriate, relevant, and reliable.

Audit Procedures: The audit program should specify the procedures to be followed

during the audit. The procedures should be designed to achieve the audit objectives and

should be consistent with the audit scope and criteria. The procedures may include

reviewing documents, interviewing staff, testing controls, and analyzing data.

Audit Schedule: The audit program should include a schedule for the audit. The

schedule should specify the dates for conducting the audit procedures, the duration of

each procedure, and the deadlines for completing the audit.

Audit Team: The audit program should identify the members of the audit team, their roles

and responsibilities, and the qualifications and experience required for each role. The

audit team should be competent and independent.

Reporting: The audit program should specify the format and content of the audit report.

The report should provide a summary of the audit findings, conclusions, and

recommendations. The report should be objective, clear, concise, and timely.

Audit Program Types

There are several types of audit programs that can be used depending on the nature and

scope of the audit. Here are some common types of audit programs:
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Financial Audit Program: A financial audit program is designed to review an

organization’s financial statements and transactions to ensure that they are accurate,

complete, and comply with relevant laws and regulations.

Compliance Audit Program: A compliance audit program is designed to ensure that an

organization is complying with relevant laws, regulations, and policies. This type of audit

program is often used by government agencies to ensure that organizations are

complying with relevant laws and regulations.

Operational Audit Program: An operational audit program is designed to review an

organization’s operations to ensure that they are efficient, effective, and aligned with the

organization’s goals and objectives.

Information Systems Audit Program: An information systems audit program is

designed to review an organization’s information systems to ensure that they are secure,

reliable, and comply with relevant laws and regulations.

Environmental Audit Program: An environmental audit program is designed to review

an organization’s environmental practices and compliance with relevant environmental

laws and regulations.

Quality Audit Program: A quality audit program is designed to review an organization’s

quality control systems and processes to ensure that they are effective and comply with

relevant quality standards.

Safety Audit Program: A safety audit program is designed to review an organization’s

safety practices and compliance with relevant safety laws and regulations.

Due Diligence Audit Program: A due diligence audit program is designed to review an

organization’s financial and operational records prior to a merger or acquisition to identify

potential risks and liabilities.

Advantages of Audit Program:

Improved Audit Efficiency: An audit program provides a systematic approach to the

audit process, which helps to improve audit efficiency. The program outlines the steps

that need to be followed during the audit, which ensures that the audit is conducted in a

consistent and efficient manner.

Consistency in Audit Quality: An audit program ensures that the audit is conducted

consistently and in accordance with professional standards. This helps to ensure that the

quality of the audit is consistent and that the audit findings are reliable.

Enhanced Audit Planning: An audit program helps to enhance audit planning by

providing a clear understanding of the audit scope, objectives, and methodology. This

helps to identify potential risks and areas of concern and ensures that appropriate audit

procedures are developed.

Improved Communication: An audit program improves communication between the

audit team and the auditee by clearly defining the audit objectives, scope, and

procedures. This helps to ensure that the audit team and the auditee are on the same

page and that there are no misunderstandings.

Facilitates Review: An audit program facilitates the review of the audit process by

providing a clear and comprehensive record of the audit activities. This helps to ensure

that the audit process is transparent and that the audit findings are properly documented.
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Disadvantages of Audit Program:

Rigidity: An audit program can be rigid and inflexible, which may limit the auditor’s ability

to adapt to changes in the audit environment. This may result in the audit team missing

important risks or issues.

Time-Consuming: Developing an audit program can be time-consuming, especially for

complex audits. This may result in delays in the audit process, which can impact the

timeliness of the audit findings.

Costly: Developing an audit program requires time and resources, which can be costly.

This may be a disadvantage for smaller organizations that have limited resources.

Not Applicable to all Audits: An audit program may not be applicable to all audits,

especially for smaller or less complex audits. In such cases, the use of an audit program

may be unnecessary and may even add to the cost and time required to conduct the

audit.

Limited Flexibility: An audit program may provide limited flexibility in terms of the audit

scope, criteria, and procedures. This may limit the auditor’s ability to adapt to changes in

the audit environment and may result in the audit team missing important risks or issues.

Example:

Objective: To obtain reasonable assurance that the financial statements of XYZ Company are

free from material misstatement.

Scope: The audit will cover the financial statements for the year ended March 31, 2023.

Audit Procedures:

Planning

Obtain an understanding of the company’s business and industry

Identify material accounts and transactions

Assess risks and identify areas of audit focus

Internal Control Evaluation

Obtain an understanding of the company’s internal control systems

Test the effectiveness of internal controls

Substantive Testing

Obtain and review supporting documents for material transactions

Test the accuracy and completeness of account balances

Verify the existence of assets and liabilities

Test the valuation and allocation of account balances

Review of Financial Statements
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Review the financial statements for compliance with accounting standards and

regulations

Evaluate the adequacy and completeness of disclosure in the financial statements

Reporting

Document findings and recommendations in the audit report

Provide a management letter outlining areas for improvement

Discuss any significant findings with management
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Audit Procedure, Procedures, Types, Pros and Cons

Auditing is the independent examination and evaluation of an organization’s financial

statements, systems, processes, and controls to provide an opinion on the accuracy,

completeness, and reliability of the information presented. The primary objective of auditing is

to provide assurance to stakeholders that the financial statements are free from material

misstatement and fairly present the organization’s financial position, performance, and cash

flows in accordance with the applicable accounting framework.

Audit procedures refer to the specific steps and tests that an auditor performs during an audit

to obtain the necessary evidence to support their audit opinion. The procedures used by the

auditor will vary depending on the type of audit being performed and the nature of the

organization being audited.

Auditing is typically performed by a certified public accountant (CPA) or a licensed auditor who

is independent of the organization being audited. The auditor follows a systematic and

structured approach to gathering evidence and evaluating the organization’s systems and

controls. The auditor’s work involves:

Understanding the organization’s business, systems, processes, and internal controls.

Assessing the risks associated with the organization’s operations and financial reporting.

Planning and designing audit procedures to test the systems and controls and gather

evidence to support the financial statements.

Performing audit procedures, such as testing transactions, reviewing documentation, and

interviewing personnel.

Evaluating the results of audit procedures and documenting any exceptions or

discrepancies found.

Forming an opinion on the financial statements based on the evidence gathered during

the audit.

Example:

Planning

Obtain an understanding of the company’s business and industry

Identify material accounts and transactions

Assess risks and identify areas of audit focus

Internal Control Evaluation

Obtain an understanding of the company’s internal control systems

Test the effectiveness of internal controls

Substantive Testing

Obtain and review supporting documents for material transactions

Test the accuracy and completeness of account balances
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Verify the existence of assets and liabilities

Test the valuation and allocation of account balances

Review of Financial Statements

Review the financial statements for compliance with accounting standards and

regulations

Evaluate the adequacy and completeness of disclosure in the financial statements

Reporting

Document findings and recommendations in the audit report

Provide a management letter outlining areas for improvement

Discuss any significant findings with management

Audit Procedure Types

There are several types of audit procedures that an auditor can use to gather sufficient and

appropriate audit evidence to support their audit opinion. Here are some of the most common

types of audit procedures:

Analytical Procedures: These are procedures that involve the analysis of financial and

non-financial data to identify significant fluctuations or unusual items that may indicate a

potential risk of material misstatement.

Inspection of Records and Documents: This procedure involves the examination of

documents such as contracts, invoices, bank statements, and other supporting

documents to verify transactions and balances.

Observation: This procedure involves observing the organization’s activities, procedures,

and controls to verify that they are being performed as described.

Inquiry: This procedure involves asking questions of management and staff to gain an

understanding of the organization’s operations and to obtain explanations for unusual or

unexpected transactions or balances.

Re-performance: This procedure involves performing calculations or procedures that

were originally performed by the organization’s personnel to verify the accuracy and

completeness of transactions and balances.

Physical Examination: This procedure involves physically inspecting assets such as

inventory, equipment, and property to verify their existence and condition.

Confirmation: This procedure involves obtaining direct communication from a third party

to verify the accuracy and completeness of information reported by the organization.

Pros:

Provides a structured approach to gathering evidence: Audit procedures provide a

systematic approach to collecting audit evidence. This helps the auditor to ensure that all

necessary evidence has been collected and that no important areas have been

overlooked.
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Increases the reliability of audit evidence: By using audit procedures, auditors are

more likely to gather reliable and relevant evidence. This increases the likelihood of the

auditor reaching an accurate conclusion on the financial statements being audited.

Provides a consistent approach to auditing: By using standardized audit procedures,

the auditor is able to ensure that the audit process is consistent from one audit to another.

This is particularly important for firms that audit multiple clients.

Helps to identify areas of risk: Audit procedures are designed to test specific areas of

the financial statements. By using them, auditors can identify areas of potential risk and

focus their audit efforts on those areas.

Cons:

Can be time-consuming: Audit procedures can be time-consuming and require

significant effort to plan and execute. This can be particularly challenging for firms with

limited resources.

May not be suitable for all situations: Some audit procedures may not be suitable for

all situations. For example, physical inspection of assets may not be possible for assets

that are located in remote locations.

Can be expensive: Audit procedures can be expensive to carry out, particularly when

specialized expertise is required.

Can be inflexible: Audit procedures are standardized and may not be flexible enough to

adapt to unique situations. This can limit the auditor’s ability to provide tailored advice to

clients.
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Important Differences between Routine checking and Test

checking

Routine checking

Routine checking is a type of audit procedure that involves the regular examination of certain

financial transactions and activities to ensure they comply with established policies and

procedures. This type of checking is typically performed by internal auditors or compliance staff

on a regular basis, such as daily, weekly, or monthly.

The purpose of routine checking is to detect errors or irregularities early on so that corrective

action can be taken before they become larger problems. This type of checking also helps to

ensure that the company’s policies and procedures are being followed consistently and

effectively.

Examples of routine checking include:

Bank reconciliations: This involves comparing the company’s bank statement with its

own records to ensure that all transactions have been recorded correctly.

Accounts payable checks: This involves reviewing invoices and purchase orders to

ensure that payments are being made to legitimate vendors for legitimate goods and

services.

Payroll checks: This involves verifying that employee salaries, benefits, and taxes are

being calculated correctly and that payments are being made on time.

Inventory checks: This involves verifying that inventory counts match inventory records

and investigating any discrepancies.

Fixed asset checks: This involves verifying that fixed assets are being recorded

correctly, are being properly depreciated, and that disposals are being accounted for

properly.

Routine Checking Objectives

Ensuring compliance with established policies and procedures: By performing

routine checks, companies can ensure that their policies and procedures are being

followed consistently and effectively. This helps to prevent errors and irregularities from

occurring and ensures that the company operates in accordance with its guidelines.

Detecting errors and irregularities: Routine checking helps to detect errors and

irregularities early on, before they become larger problems. This allows corrective action

to be taken quickly and prevents further damage to the company.

Promoting efficiency: Routine checking promotes efficiency by identifying areas where

processes can be improved or streamlined. This can help to reduce costs, increase

productivity, and improve the overall performance of the company.

Reducing the risk of fraud: Routine checking helps to reduce the risk of fraud by

detecting irregularities and suspicious activities. This helps to deter potential fraudsters

and ensures that any fraud that does occur is detected and addressed quickly.
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Enhancing financial reporting: By ensuring the accuracy and completeness of financial

records, routine checking helps to enhance the quality of financial reporting. This helps to

ensure that stakeholders have confidence in the company’s financial statements and can

make informed decisions based on accurate information.

Features of Routine Checking include:

Regularity: Routine checking is conducted on a regular basis, such as daily, weekly, or

monthly. This helps to ensure that financial transactions and activities are being

monitored consistently and regularly.

Standardization: Routine checking is typically performed using standardized procedures

and checklists. This helps to ensure that all relevant areas are being examined and that

the process is consistent across different departments and locations.

Focus on specific areas: Routine checking typically focuses on specific areas or

activities, such as bank reconciliations, accounts payable, payroll, inventory, and fixed

assets. This helps to ensure that these areas are being monitored closely and that any

issues are detected early on.

Internal control testing: Routine checking may also involve testing internal controls to

ensure that they are working effectively. This helps to identify weaknesses in the

company’s internal control system and allows corrective action to be taken.

Scope

The scope of routine checking will vary depending on the company’s specific needs and

objectives. However, it typically includes the following areas:

Financial transactions: Routine checking includes the examination of financial

transactions, such as bank deposits and withdrawals, accounts payable and receivable,

payroll, and other financial activities.

Records and documentation: Routine checking includes the review of financial records

and documentation, such as invoices, purchase orders, receipts, and other financial

documents.

Compliance: Routine checking includes the examination of policies and procedures to

ensure that they are being followed consistently and effectively.

Internal controls: Routine checking includes the testing of internal controls to ensure

that they are working effectively and that any weaknesses are identified and addressed.

Types

There are several types of Routine Checking, including:

Cash and Bank Verification: This involves verifying the accuracy of cash and bank

transactions by comparing them to the bank statements, cash receipts and

disbursements, and other financial documents.

Inventory Verification: This involves verifying the accuracy of inventory records by

comparing them to the actual physical inventory on hand.
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Accounts Payable Verification: This involves verifying the accuracy of accounts

payable by comparing them to the invoices, purchase orders, and other supporting

documentation.

Accounts Receivable Verification: This involves verifying the accuracy of accounts

receivable by comparing them to the customer invoices, receipts, and other supporting

documentation.

Payroll Verification: This involves verifying the accuracy of payroll transactions by

comparing them to the employee timesheets, payroll registers, and other supporting

documentation.

Fixed Assets Verification: This involves verifying the accuracy of fixed asset records by

comparing them to the physical assets on hand and the supporting documentation.

Test checking

Test checking is a sampling technique used by auditors to test the accuracy and completeness

of financial transactions and records. Instead of examining every transaction or record, the

auditor selects a representative sample for examination.

Test checking is commonly used by auditors to reduce the time and cost of an audit, while still

providing reasonable assurance that financial transactions and records are accurate and

complete. It is particularly useful in situations where the population is large and time or

resources are limited.

However, it is important to note that test checking is not a substitute for a full audit. It is only

one component of the audit process and should be used in conjunction with other audit

techniques and procedures. Additionally, the results of test checking may not be fully

representative of the entire population, and therefore, there is a risk that errors or irregularities

may go undetected.

Test checking involves the following steps:

Defining the objective: The auditor must define the objective of the test and identify the

specific area to be tested.

Selecting the sample: The auditor selects a sample of transactions or records that are

representative of the population.

Examining the sample: The auditor examines the selected sample in detail to verify its

accuracy and completeness.

Evaluating the results: The auditor evaluates the results of the test and determines

whether any errors or irregularities have been detected.

Extrapolating the results: The auditor extrapolates the results of the test to the entire

population, based on the sample size and the level of confidence desired.

Test checking example

Let’s say a company has 10,000 sales transactions in a year, and the auditor decides to test

check 100 sales transactions, which represents a 1% sample of the total population.
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The auditor selects the 100 sales transactions randomly, using statistical sampling techniques,

to ensure that the sample is representative of the entire population.

The auditor then examines each of the 100 sales transactions in detail, looking for errors,

omissions, or irregularities. For example, the auditor may check to ensure that each transaction

has been properly recorded, that the correct prices and discounts have been applied, and that

the transaction is supported by proper documentation.

After examining the sample, the auditor determines that five of the 100 transactions have errors

or irregularities. Based on this result, the auditor can estimate that there may be a 5% error

rate in the entire population of sales transactions.

The auditor may then decide to perform additional procedures to investigate the source of the

errors and to determine whether they are isolated incidents or indicative of a larger problem.

Test Checking Objectives

The objectives of test checking are as follows:

To provide reasonable assurance that financial transactions and records are accurate and

complete.

To verify compliance with applicable laws, regulations, and company policies.

To detect errors, omissions, or irregularities in financial transactions and records.

To identify areas of potential risk or weakness in the organization’s financial systems and

controls.

To reduce the time and cost of the audit, while still providing reasonable assurance that

financial transactions and records are accurate and complete.

To provide a basis for making recommendations for improving the organization’s financial

systems and controls.

Features of Test checking

The following are the features of test checking:

Selective Sampling: Test checking involves selecting a sample of transactions to test

instead of examining every transaction. This allows auditors to focus their efforts on areas

of greater risk or importance, while still obtaining a reasonable level of assurance about

the accuracy and completeness of the financial transactions and records.

Random Sampling: The sample of transactions selected for test checking should be

chosen randomly to ensure that it is representative of the entire population of

transactions. This reduces the risk of bias in the selection process and increases the

reliability of the results.

Limited Scope: Test checking is limited in scope and does not cover every transaction. It

is designed to provide a reasonable level of assurance that the financial transactions and

records are reliable, but it is not intended to provide absolute assurance.
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Efficiency: Test checking is an efficient way to conduct an audit because it allows

auditors to focus their efforts on areas of greatest risk or importance, while still providing

a reasonable level of assurance that financial transactions and records are accurate and

complete.

Risk-based: Test checking is a risk-based approach to auditing, which means that it

focuses on areas of the organization where the risk of material misstatement is highest.

This approach ensures that auditors are using their time and resources in the most

effective way possible.

Judgmental: Test checking requires auditors to exercise professional judgment when

selecting the sample of transactions to test and when evaluating the results of the testing.

This ensures that the audit is tailored to the specific circumstances of the organization

being audited and is not a “one size fits all” approach.

Scope of Test checking

The scope of test checking is limited to a sample of transactions and does not cover every

transaction. The scope of the test checking will depend on several factors, including the size

and complexity of the organization being audited, the nature of the financial transactions and

records, and the specific risks associated with the organization’s operations.

Test checking is generally used to obtain reasonable assurance that the financial transactions

and records are reliable, and that the financial statements are free from material

misstatements. It is also used to identify areas of potential risk or weakness in the

organization’s financial systems and controls.

The scope of test checking can include various areas of financial transactions and records,

such as accounts receivable, accounts payable, inventory, cash, payroll, and general ledger

accounts. The auditor may select a sample of transactions from these areas to test, based on

factors such as the significance of the account, the frequency of transactions, and the risk of

material misstatement.

The scope of test checking should be designed to provide a reasonable level of assurance that

the financial transactions and records are accurate and complete. However, it is important to

note that test checking is only one component of the audit process, and should be used in

conjunction with other audit techniques and procedures to obtain a full understanding of the

organization’s financial systems and controls.

Types of Test checking

There are two main types of test checking:

Substantive Test Checking: Substantive test checking involves testing the

completeness, accuracy, and validity of individual transactions and account balances.

This type of test checking is used to gather evidence to support the financial statement

assertions made by management. For example, an auditor might perform substantive test

checking by verifying a sample of accounts receivable balances, reviewing invoices and

receipts, and confirming outstanding balances with customers.
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Compliance Test Checking: Compliance test checking involves testing whether an

organization is complying with specific laws, regulations, and internal policies and

procedures. This type of test checking is used to assess the effectiveness of an

organization’s internal controls and to identify areas of potential risk or weakness. For

example, an auditor might perform compliance test checking by reviewing a sample of

employee expense reports to ensure that they are in compliance with the organization’s

travel and entertainment policies.

Important Differences between Routine checking and Test checking

Routine Checking Test Checking

It involves examining all

transactions or records.

It involves examining a sample of transactions or

records.

It is used to identify errors,

omissions, or inconsistencies in

records.

It is used to obtain evidence to support financial

statement assertions.

It is a comprehensive review of

financial transactions and records.

It is a selective review of financial transactions and

records.

It is used to detect errors and fraud

in transactions and records.

It is used to detect errors and fraud as well as

assessing compliance with laws and regulations.

It is more time-consuming and

expensive.

It is less time-consuming and less expensive.

It is used to determine the accuracy

of financial records.

It is used to determine the completeness, accuracy,

and validity of individual transactions and account

balances.

It covers a wider scope of financial

transactions and records.

It covers a narrower scope of financial transactions

and records.
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