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CHAPTER 3  AUDIT TECHNIQUES AND INTERNAL AUDIT INTRODUCTION

Question | Contents of the chapter Rl [RZ |R3 |R4

No.

1 Test checking - meaning, features and factors to be
congidered

2 Test checking ~ advantages, disadvantages, precautions

3 Routine checking ~ meaning and features (NOT IN SYLLABUS)

4 Audit sampling - meaning, purpose and methods of selecting
sample

5 Factors determini le.si

6 Evaluation of sample results and auditor’s liability in
conducting audit based on sample

1 Sampling risk

g Internal controls - meaning, advantages, review

q Auditor’s duties regarding internal control
10 Inherent limitations of internal control

n Internal controls for the following:
A. Credit Sales'& Debtors
B. Credit Purchases & Creditors

C Salaries & Wageg
12 Internal Audit -~ Features & Objectives
13 Basic principles of establishing internal audit
14 Evaluation of internal audit by statutory auditor

15 Usefulness of internal audit

Note: Rl, RZ, R3, R4 refer to your I, 2" 3 and 4™ reading of the syllabus. You can mark it with a
tick as you study.

3.1



S.Y.B.Com (Sem V) - Auditing

CHAPTER 3-AUDIT TECHNIQUES AND INTERNAL AUDIT INTRODUCTION

Audit techniques means the methods used to obta¥g'audit
evidence."SA-500 Audit Exjdence” talks about the atdid
techniques used to obtain audit evidence.

Q.1. What is test checking$ Give practical examples.what
are the featuyes of test checkingéwhen. can test
check be used?¢

Ans: Tt may not be possible for the auditor may to check

alt the financfal vewrds of the auditeecompletely. He may

select a few items and check them peoperly. If they are
found covvect,he may assumedhat, alk txansactHons of
similar nature have been yecoxded properly.This paxtial
checking of recovds by thefaudite¥ is called as test
checking. Fxorn an examination of a representative sample,
auditor can fovrm an opinioMabout the entive class of
transacHons. Thus, teést, checking means examining less
than 1007, 0f the temé 1o population.The Selection of
items is done throughithe process of [Sampling.]

According tolProf. Meigs " Test checking means to select
and examine aaepresentative Sample fxom a large
pumber. of ‘Sipilar items’

Gene¥ally, ‘when we say that “test check” was done, 1t
meansithat sample transactfons weve gelected and
checked out of alt the tvansactions by the auditor using
his pevsonad judgement . If the sample js selected

uding staktistical techniques it is called a statistical
sampling]|
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% 3 - Audit Techniques and Internal Audit Introduction

PRACTICPL EXARMPLES OF TEST CHECKING

i- Vouching expenses only for 3 months out of 12,
ii. Vouching expenses omnly above Rs. 5000/
iii. Sexutinizing accounts of only major debtors.

The following ave the features of test check @
(smart code : FETUR)

1. FuLL COVERAGE OVER A PERIOD OF TIME

Test checking is planned in such a way that the audit
programmes fox 3to S years yould cover all types of
transacttons.,

£q ¢ If the expense vouthing fo¥ the months of June,
December, Febyuary have been donein the audit of RY.
2012-13, the auditor may take up.expense vouching for
the months of July, Dctobexr and Tanuavy in the audit of
F.Y. 2013-1¢p, In such a way, thevouching for all the months
will be covered over the years,

2. EVERY MPATERIAL ITEM IS CHECKED COMPLETELY

Al) the mateniad 1tems non-vecurring or unusual 1tems
ave checked €ompletély whexeas the other items ave
test checked. Test checking is mainty applied to Youtine
transactions.

Eg: A company “Vikrant steet and Pipes Rvt. Ltd "earnsg
income.by 'supplying steel and pipes to various building
contvactors ona vegulax basis. Suppose in a yeaw it earns
some Income from sSupplying pipes toa butlding
contractoy in New YorK, USA, then the auditor will check all
doctiments welating to these transactfon since 1t is ron-
vecusring or unusual 10 nature.

3. THEORY OF PROBABILITY
The sample undex test check |s selected with the

probability that all othex tyansactions would be sjimilar
33
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to the sample. Thevefove, on examining a sample, the
auditor can make a judgement about the entive dass
of tvansactions.

L. YSE OF JUDGEMENT

The auditoy uses his judgement while decidifig-the
extent of test checking.The auditox's judgement, s based
on his previous experiences,

Eq*® An auditor may be of the view based on his expeviences
that a lot of bogus entvies are passed in the month of
Maxch since itis the last month of the \wear. Thevefore, he
may vouch all the tvansactions of Mavehiin the audit
evevy yeax and not use test check,

5. REQUIRES SURPRISE €LEMENT

Test checking involves an klement of suvprise.The
SelecHon of Sample is don&ina mannex such that the
client!ls employees axé not able to predict the area that
will be audited in a particulay quoﬁzej

Test checking.eambe sadopted /used undex the following
cirrcumstances oy the ' followin g factors ave to be
consideved(while adopting test checking:
1) STRONG INTERNAL CONTROL
when the.organization has a styong 1ntevnal contxo|
system (€g 2 an inteynad audit depmrtmentl then the
auditor can adopt test check.

W) LARGE VOLUME OF TRANSACTIONS

when thexe ave a huge number of tvansacttons then it
18 not practically possible to scvutinize every transaction
and the auditor will have +o adopt test check.

34



% 3 - Audit Techniques and Internal Audit Introduction
i) LIMITED TIME

Many a Hmes, therve awve fixed Hime lines within which
the audit has to be completed and finalized.ht such
time, test check is the only way to adheve to timelines.

Q.2 What axe the advantages and disadvantages of
test checking{ What ave the precautionstobe
taken while test checking?

Ans: Accovding to Pvok Meigs "Test checking/means to

select and examine a vepresentative sample fiom a lage

oumbex of similax Htems”

The €ollowing ave the advantages of test checking:

(smast code : MATIERS)

i) MORAL CHECK
Test checking c¢yeates a moval check on the employees

of the client Since they ax€ dnawaxe as to which
transactton will be checked by the auditor. Thexefore,

they have to be alext all the.ttme.

i) AUDIT ORTECTIVE
The objective of audit isito form an opinion about the
financial statements of the company. Test checking,when
undertaken carefutly’and pyoperiy can futfill the
objective of(fauditing. ,

1) TAME SAVING
Test checking enables the auditor to save alot of Hme

since ‘each ‘and evexy transaction is not checked . The time
gaved canbe utilized to vexify matevial and impestant

transackH ons 10 depth .

W) TIMELY CoMPLETTION OF AULDIT
Test checking fuacilitates timely completion of the audit
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wWorK. The audit staff does oot spend time on audit of
Youtine items and wather works towards Fc'nactizing the
accounts and closing the audit,

V) EXPERTISE

While test checking, the auditor uses his proféssional
Judgement in selecting a sample.Thus, it enables, the
auditor to use his expertise effectively.

V) REDUCTION IN WORK (HAD

The auditoy wowld be under tremendous work pressure
if all the transaction duving the yeaw had to be checked
As the auditoy does not checkfeach and evexy txansaction
the Work of the auditor 1s seduced constderably.

V1) SPEEDY DECLARATION 0OF REQULTS

8ince the audit work 15 completed 0 Hme the results
can be declaved faster which in- tuxn faclitates quick
declavation of fnanciad seswts and dividend for the

yeox.

The Following av@ the disadvantages of test checking <
(smart code ¥ DISADN )

1) DETAIL (HeckING TS NoT DONE
pl) the twansacbtions aze not covewed in test checking hence.

itistnet an auditing in AUl, Only a few axeas may be
checked in"the audit.

1) IT IS UNAUTHENTIC

Test checking Involves checking a representative sample
on the basis of which the auditor has to foxm an opinjon
about the enti ve dass of trunsactions Thevefore, the auditor
is not completely sure of the authenticity of al] the transactions

3.6
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i11) SELECTION OF SAMPLE IS ARBITRARY

The transacHons tc be checked and the extent of checking
are selected on an axbit¥axy (ie vandom) basis . The
Selection depends upon the pevsonaljudgement of the
auditor.

W) AUDTT ASSISTANTS MAY TAKE SMALLER SPMPLE

To vyeduce the woxk, the audit assistants may take
smallex samples due to which a ot of tyansactions
may vemain unchecked.

€q: While vouching expenses, the audit assistants may
select two months in which transactfons are very lesg,

V) DETECTION OF ERRORS AND FRPAUDS MPY BE DIFFICULT
1t is poseible that seme Yaportant areas may go
unaudited aond ex¥ors may not be detected as all the
tyansacions ave not covered in test checking. Thevefore,
theve is a cevtain vigk jnvelved o test checking.

Vi) No ELEMENT OF SURPRISE

1€ ‘theve is noelement of Surprise in test checking then

the client may be able 10 pvedict the pattern of checking.

The dient's\employees wil pyepave themselves accerdingly

The basie ‘pyecaution in test checking is the pyoper
selection Of the vepyesentative sample. The gelected sample
should Be similar tc all transacHons of that dass. Fusther
precauticns to be taken ave as follows s

(Smavt Ccde : CARUTION)

N CLRSsIFY TRANSACTIONS

The tyansactions should be cdassiffed propevly undex
suftable heads . Then Sample should be selected fsom each
head t0 covey all avecs of the audit.

3.7



1) AVOID UNSUITABLE AREPRS

The auditoy should identtfy the aveas wh

not suftable. For ?mporrbant'tvunsacb'tcns,]é

checK atl of them. AISO, theve ave ce

test check cannot be used like

— Bank ReadncTliatton

- Nen —w&uwnq items

—_ Openmq tmc?nq and ¢losin q

(u e checkmq whethes the. em

— Txansactions of high.am

- Tvansactions with ed parties

— Items whexre acco ng Standaxds require detailed
thecking

Also, te. ingicannot be adopted on the aveas Wbere

the ntevnal @ a* ave weak

i) UNDERS \ N PSYSTEMS

The audt B ould undevstand the 2173 ano pProceda

that 23E o)) owed 1N the CU'))Z.Qth‘D O ecoryding a

.&? 00). T mcludes unde:rsto.ndmcr the OYOOJ‘HZQ‘HOn.s

; duxe followed = ht YO eCo --0 'Aqnun zation
decumentation and checkmg.

V)THE NUMBER OF TRANSACTIONS To BE PRE-DECIDED

T ; cH

l in ad i ?
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showld notbe left at the option of the audit assfstants.

V) INVESTIGATE SIGNIFICANT ERRORS

The auditor needs to set cxPtexta tojudge what s a
rmatexial exwor and what Fe oot a_moatextal error. oF
he fnds matexial exvors durPng test check, then he

may investigate furthey and also Tnerease thevextent
of test check.

V) OBSERVE INTERNAL CONTROL SYSTEM

The auditoy should study the whole fnternal contzo]
system to undexstand if the Pntexnad contrv! system
1S existent, efficfent and operational durin g the yeanr.
The extent of test checking shéll depend on the outcome
of the auditor's study of the intexnal contwo] system.

Vi) NO BIRS IN SPMPLE SELECTRON

The samples should be selected on a vandor basis and
there show!ld Kot bejany bias In thelr Selection.

Q.3. What is youtine checking € What ave its featwres?
(NOT IN SYLtABLS)
ANS: Earxlier duhen accounting was not computexized,
books ofF adounts wexe mafntained in physfeal vegister.
Entvies used tobe passed in ajournal and then pested
10t0 Sepavode ledger accounts.Therefore theve waz a
high ¢hance, of exvor and hence voutfne checking had to be
done by the auditor whexre he used to check the totalling
Whethey evexy entry has been posted in the covrect
ledger accounts, totalling of ledger, caxry forwaxrd,
bvought foxwaxrd etc. The auditor used to check all these
things in the books of accounts and place a tick Mmaxk for
evevy iterm / figure checked,
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The mau obyects / advantaqe of youtine checking ax®e

DN To vex) the Covrectnes O o accounting entxie
1 O O A\ he ax bmeHca QA cCUYQ O e entries
™Y To oxify the accura 9 O POSH NG O edqey
iv)To Vex & o balanctng of |edgex accoun e
v) To ensuve that no entvies ave alteved aftexr they
have been audited. —

AR

However, now as the acounting has be oM e/m putexized

and accoun-an packages bemq available inthe market
once a ,ou'mcu entry IS passed the posting is aut-omah‘cang',

done in the ledgey accounts and the

check toteling.

The features, advantages and
checking have been answ

eaxliey Hmes when book

D DETAIL CHECKING

Routine checkmq oV olves detalled checkmq of each and

every accounting stageviz. entries in the books of oMiginal

entwy, posting \nto ledgexs and preparatiom of txial balance.

) JUNLIOR MEMBERS
This worik ‘- Usually done by the junior Members of the

audit staff because’ i\t is mechanica) and monotonous in

nadure.

\ 9
i _-‘~$~'~ CTXVE TIckS

— ive Hcks ave used in youttne checking fox
fFeront purposes |ike totals, pogting, w)uchmq bank

(O ctho.i‘fd‘n Q'L‘C,
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% 3 - Audit Techniques and Internal Audit Introduction
W) ERRORS /FRAUDS

Routine checkin_g belps to detect the clevical evvors
& frauds easily. T+ involves checking the vecoxding of
entive tvonsactfon wight fxom journal to ledgex to
+al balance.

Q.. What is audit sampling ¢ What is thé puspose of
Sampling ¢ Whot ave the methods of selecting a
sample

Ans: As digcussed,in 'Test Check’ an auditer examines a

Tepresentative sample fom a lavge number of Similax

1tems. The Selection of items ys denethyough the process

of ‘audit sampling’. The selection of the audit sample is
extremely cyucfal When the test check i's adopted in the
audit, 0n examination of the' sample, the auditor isina
position to obtain audit evidente and form condusions
about thot class of 1tems:

The following ave the purposes of sampling :

I.To enable the audiforxsto design and select an qudit

Sample.
2. To evaluatessample veswts
3.To obtain appyopriate audit evidence

The following, ave the methods of selecttng sample
items ¢

i) RANDOM\ SELECTION

Undex this method, all items in the population (g.all
ledgex accounts undex the head ‘Debtors’)have an equa)
chance of Selection, In other woxds, there vs no spedtFfe
system ox lmit for selection. Suppose, it is dectded that
20 out of 100 |ledger accounts under 'debtors’is the
sample size,then all the 100 ledger accounts ave open
to selection as sample Genevally, a vondom number
table ig used to for selection of samples. Now, theve ave
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computer programs ox computer aided auditing tools
(CAPT)Which help the auditor to genevate vondom
nyumbers and acco'ml‘mgiy the samples ave selected.

Vi) SYSTEMATIC SELECTION

Undex this method , Samples are selected using atonstant.
intevval between o samples. ‘

Eg: Selecting evexy 5" debtor for scrutiny So, fithese
ave 100 debtovs the debtor 00.5,10,15.......Wwill be Selected
as samples.

The auditor has to ensuve that populabion fxom which
the sample is to be selected is hot Stwuctured i1n a
specific mannen

g9: In the above example, Suppose all the debtors are
axranged In Such amannex that debtors outstanding for
move than 3 months fall infAumbe>» 9)-100, then the
auditor would have vexified oMy 2 such debtors (j.e. 95
and 100). However, in this cage it wouwld be move appyopriate
for the auditor to vevify the ledge accounts of all the
ten debtors.

i) HAPHA ZARD .SELECTION

Under this method  ¥he auditor selects the sample ina
haphazaxdmanner. Theve S no pasticular pattewn thok
is fllowed. However, cave should be taken 4o avoid any
kind of bias This method is Similax to Yandom Sampling
only With wespect to the fact thaot every item is open
and has'equod chance of selection,

Q5. What ave the factors detevmining sample size?
AnstAudit sampling 1avolves selection of a sample from
the entive population in oxder to pexform vavjous audit
procedures. Theve is no fixed guideline or cxitexia for

3.12



% 3 - Audit Techniques and Internal Audit Introduction

determining the sample S)1ze. T depends on the
pxofessional judgement of the auditor. However, he
may consider the following factors while determining
the sample s)ze.

l. SBMPLING RISK

Sampling ¥isk is basically the pyobability that the
auditoy maky awrive at a diffevent condusion had he
audited the entive popwation instead of thie sample.
Sample gize and sample ¥isk have an Tnvevsé selation,
The lower the risk the auditor is willing to'atcept, the
gveatey will be the sample size.

€g:0n audit of the sample, the auditor@srives at a
Lconclusion that the books of accounts givea true and falr
View of the affaivs of the company. However, had he
audited all the tvansact on hs opinion wowld have been
othexwfse.so, this is a ~isK for the auditor and he yil)
decide his sample size depending on the sk he is
willing to take.

NoTE : Sampling Riskhag been explained in detar! in Q.- F

2. TOLERABLE ERROR

Tt vefexs to the maxifmuem exyor that the auditor wowd
be willing 0 @ccept in the population and 3&!] concdude
from the Sample that the booksg of accounts give a bue
and foir.view). The smallex the tolewahble exyor, the
greater the . sample size will need to be. Tolevable xror
15 decPded ‘at the plonning

€giM/sa Navun Transport has a total turnover of RS.3.6
cxoxes forthe RY. 2014-15 having uniform sales in eve
Mmonth of RS .30 lacs.The auditor plans to test check the saleg
of the fixm(i.e.vouching of the invoices valsed). The auditor is
willing +o accept that bills of RS. 2 lacs per month may be
wrsongly wecorded Thexvefore this s the tolevable exyor of the

3.13
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auditox.Since , the tolevable exyor of the auditor is
wvelatively high, the sample size may be smallex If the
tolexable ex»ox of the auditor would have been RS 0.5 Jacs
pexr month, then the sample size may need to be biggexr,

3. EXPECTED ERROR

If the auditor expects evyors to be presentiin the
populaticn  then the sample size wouwld need®o be larger
to prove (SAtSEy himself) that the actdel exyo™ is not
greatey than the tolexable exvor. The auditox needs to
consider the following fox determining the expected
exyoY in the population:

a. Evyoy levels ident Fed in previous audits

b. Changes in the entity's pyoceduves

c. Evidence aveilable fvom otherupsocedures.

4. TIME AVARILPABRILITY

The sample size is also,affected by the time available
fox the audit. If the auditor has to conduct the audit 10
a vexy shovt pexiad of Highe, then the sample gize also wil)
‘be small and vjee Yersa.

5. NBTURE AND VOLUME OF BUSINESS

Thexe axe companies wheye the volume of business m
be vexy highvand the tvansactions may be similax (identical)
to edchwother. At such times, the auditor mecuy dectde to
have a ¥elatively smallex sample size.

€g:

I'Kaytee Tvading Rt Ltel ig a cloth trading company. Thes
buy doth fom) three sSupplievs based in Tivupur (Tamil
Nadu) and export it to five companjes based in Euvope. This
is the only business of the Company and hence the auditor

3.14
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mavy decide to have afe,lab'vel’y Smalley sample size
because the tyansacHons ave similay to each obther,
2.In cage of Reliance Industnes Ltd. o Bhaxtt Anrkel
Wd. ox Infosys Technologies Lid., it will notbe pmcbt’calff
possible to audit all the tvansactions. In such cases,
the auditoy hasto select a Smal( gsample fox the
purpose of audit.

6. AUDXT OBJECIIVE

The pvimaxy object of audit Is to enable the auditor to
express an opiniom Whethex the bookd6f accounts shov
a true and faiy view of the affalrs of the company.
Thevefoye, the auditoy May select al small sample
However, if the objective ofthe audit IS to vewify Whether
the books of accounts axe trué and towyect, then all the
transactfons will have to be. checkedl.

F. INTERNAL CONTROL SYSTEM

The sample sjze also depends on the internal comyol
system. If the auditon’is of the opinior that the intevnal
contxv) systemy is strong, then dhe mox select a small
sample size, and vice vexsa.

&.6. How Can the auditeor evaluate sample veswlts @
What 18 the auditor's liability in conducting audit
based ‘on sample ¢

Ans:The auditor should evaluate sample veswlits in the

folfowing mannex ¢

1) ANPLYSTIS OF ERRORS IN THE SAMPLE

Priow to designing a sample, the auditor would have

defined what an ‘exyor’ls. Thevefore  the fivst step when

the auditor encountevs a prima facie evyor 1s to fnd out

3.15



If the exvo¥ SO Found s actuaLw an exvor

i) Nod:um cf oxvyor
1) Cause of eovver
) Posgible effect of the exyDrT on other are

IF be comes acyvss cevteun tronsact :
ave feund, then he may apply audit pyoc on the
all the trongackions of that type
€3: An auditoy Knds an ‘exvyox'in 2 0
veloting to ‘bad debts wxitten OF
wowd pyefer to scxutinize
debte wWmtten OFF,

1) PROTECTION OF ERROR
0N audit of the sample, udetor will asrive at the

oxYOYS )n the sSam uqh the exyoys in f:he Sample,
the auditoy will be e pYO')ect the exrovs In the
to-tod population, The itoy peeds to keep t0 mind the

the exyoy While pﬁ*ﬁjecﬁfﬂ\‘q the

) REA se SAMPLING RISK
on of ex¥ovs, the auditor needs to ensider
in the populaticn might exceed the
707, The auditor May wmpaye the tolevable
d projected evvor foxr the same. IF -Hve projected

cagsess Sampling msk and 1€ -L-hab sk 1S unaaeptable,
be. would considey extending audit procedures or
pexfoyming altexnative audit procedures.

3.16
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The auditors Liability in conducting audit baged on

Sample canbe explained with the help 0f the following

0INtS

‘I).In the eyes of law, the auditor!s liability yemains the
Same whether be undextakes »outine audit ortest
check (auditing sample transackions).

2.The auditoy hasto take due mve, exevcige his skill &
Judgement and be extremely diligent whilelondawcting
an audit.

3. The selection of the sample has to be done in a
scientific and logicad manner, In cage the exvovs
found in the sample exceed his tolevable exyorw, then
he should incyease the sample Sixe

4. The auditox shouwld mamntain p¥opex documentation

of the audit process which eould be used by him as
a proof jn the court ofilaw.

Q1. Write a short pote on "Samp))n3 Risk”¢

ANs: Sampling ¥isk lsibasically the pwbability that the
auditoy may axmve ataldifferent concdusion had he
audited the eontire populatiom instead of the sample
Sample sizedand sample wisk have an invexse velatton.
The lowey thexisk the auditor is willing to acept, the
greatex will'be 'the sample size

eg: On audiE of the gample, the auditoy awvrives at a
conclitsion wthat the books of accounts give a tyue and
foiy Vew oF the affairs of the company. However, bad he
oudited all the twansattfon, his opjnion wouwld have been
othevwise. So, this is a visk for the auditoy and he wijl)
decide bis sample sixe depending on the wsk he IS
wminﬂ to take.

The auditey may have face sampling visk while cavrying
out both compliance as well o5 substantive pyoceduves

3.17
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SAMPLING RISK IN COMPLIANCE PROCEDURES OR TESTS
OF _CONTROL |

Q. RISK OF UNDER RELIANCE

The wisk that when the auditor casxyies ouk test of
contro] on the sample, the auditoy is of the opinion
that the intexnald contyvls of the company. axenot
existent, efficient and opevoting duxingthe peax.
Rowevey, bad he audited the entive popldation, he
wowd be. of the opinion thot the intespal conirols of
the company axve existent efficient and opevating
duning the year.

b. RIsk OF OVER-RELIANCE

The sk that when the auditoy caxyies owt test of
cont>ol on the sample, the auchttoy fs of the opinion
that the intexnal contspls of the company ave existent,
effictent and OPQYCLHI'B duxing the yeaxs wheooeas the
opinion wouwld havelbeen othexwise if the enyye
popwlation would have been tested.

SAMPLING RIS IN LSURSTANTIVE PROCEDURES

o. RISK OF INCORRECT REJECTION

The wisk that When the auditoy carries ouk Substantive
proceduxes\on the sample, he is of the opinion that the
vecorded awount balance or ciass of transactions is
maJ:e“ﬂ‘aM'f misstated. Howevex, had he cassied out-
substantive pyocedures onthe entixe population, his
View wouldd have been that thexe jg no misstetement.

b. RISk OF INCORRECT AccEPTANCE

The wmisk that when the audttoy caxries out Substantive
pyocedures on the sample, he is of the opinion that the
yecovded account balance oy class of tvansaclions is
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oot mateyvially misstated However had he casvied
out substanive pyocedures on the entive population,
his view wouwld have been that the yecovdled acopunt
balance ox class of txansactions is matevially misstated.

EFFECT OF SAMPLING RISK ON THE AUDIT

The fol!owirg s the effect of samp)}-nﬁ sk On the

aude t :

I RisK of ovex vyeliance and wisk of incorredt aceptance
affect can lead to the auditoy expyesdin g an incovectt
opiniom about the financial statements,

il. Risk of under wvelionce and isis.ofFtocovyect vejection
will lead to additionald woxk being pexformed by the
audttoy,

Q.8. What 18 Intexnal cont>old What are the advantages
of intexnal control ¢ Howl can the auditox »eview

Intevnal contpl8e
Ans: Intexnal cont o) sefexs to all the policies &
procedures that are adopted by the managemment to
ensuve ;
) Smooth & efficient opexatfons of the busginess .
1) Opttmursiutilizadion of ¥esources
i) Preventionof exyors and Gowds .

INTERNAL CONTROL = INTERNAL AUDIT + INTERMAL (HECK 4

OTHER FORMS OF CONTROL.

The following axe the objectives ox advantages of
internad contyo) ¢

l.EPSuning that ald accounting tvangacttins are pwper)'f
vecevded, authovrzed, complete and upto date.

2. Accounting policies adopted by the managerment ave

folloywed._
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3.The fixed assets of the company ave safeguavded
Hom any exteynal ox joternal thyeat.

Q. The &nal accounts ome mad/y in Hme.

5. The opevotions awe cavried out as pex the oxganizakion
manuals and theve is constant impyovement in
pyocesses to incyease efficiency.

6. All legal compliances ave complied with Withouk any
delay,

7. Preventiom, detection and covrections of osyoss, frouds
% motenal misstatements on Hmely basis .

The effectiveness of internal contyol'has an influence on

+the natteve, HMing and extent of the audit procedures to

be applied by the auditor. Thevefove,it is {mportant for

the auditor to »eview the interynad contvo| befeye he

plans his audtt.

In oxdex to weview intevnalicontyol, it is most fmportant

10 understand the business of the ovganizakt 0v).

Thig can be dene byt

a Visiting the factoryiand offfces

b. Ofscussion withiemployees and management

C. Reading opevati o manuals, How chaxts, previous audit
weports @tc

Duxing thewpyocess of understanding the business, the
auditoreshould ascevtein the vamous lotevynal contyols
that shouwld 5decdl7 be get and this showld be compochCP
WwWith i:fve. inteynal contyols Qd:uoulhf ex?sf:('ng Pn the
o»rgqmzoo‘:t‘m.
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