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@fu;; 1.‘—3/ Question and Mode| Answer

0.1 What is meant by continygy,
are the means of removing S,in brief, its advantages and disadv
4 Continuous audit vantages 7

-~ Meaning

antages. What

i tor and his staff ine, i il, the books of
Or irre . staff examine, in detail, the
Bular intervals throughout the financial year.

checked minutely, So, it i f Al
Sl . , 1t is easy to prepare hnancia
year end within a short time. . y prep

1his system of audit, every t
rements of the concemn at the

4 Advantage
@ From the viewpoint of owners

1) Knowing financial position in time : Ung
prepared soon after the close of the fir er c
r , e financi
financial results and position of their Oragr;:izla{iear-tso’ lowners TR TR
e _ ; =4, on timely.
() Quick receipt of final dividend : Tim : :
get their final dividend quickly €lY Preparation of financial statements helps the owners to

ontinuous audit financial statements can be

(3) Possibility of receiving interim divid
which enables the directors of a com

Maintenance of capital j :
) pital intact : Because of detailed checking of accounts throughout the year

possibility of occurrence of i
‘ - o ce 0 €rrors and frauds in this type of audit is reduced. So, the owners are
1ssured the capital in the business will remain intact &

@ From the viewpoint of auditor

ossibility of ] .
(1) Possibility of performance of audit effxcnently * As the auditor is in constant touch with the

organisation he isin a position to u i
o . nderstand its worki | .
helps him in conducting his audit in efficient way. Rl osTeree T

(2) Evendistribution qf work : Continuous audit helps the auditor to rationally allot total workload
to his staff. So, audit work can be performed most efficiently.

(3) Performance of work according to
ahead in a systematic manner. Thus
plan

p.lan : Unc?er this system auditor can plan his work well
» 1t helps him in carrying out audit work according to the

(4) Detailed chgcking : As the auflit is carried out throughout the financial year, there is enough
time at the disposal of the auditor or his staff to check transactions thoroughly.

(5) ELarly detection of error or fraud : In this case, auditor starts checking of transactions after their
occurrence. So, he may detect error or fraud quickly.

(6) Quick presentation of report : Under this system auditor can complete most of his routine audit
works almost at the end of the financial year. Accordingly, he can submit his audit report shortly.

J General

(1) No pending work : Due to frequent visits of auditor or his staff, employees of the accounts
department of the client usually try to keep their works up-to-date. As a result, there is less
chance of any work remaining incomplete.

(2} Moral pressure on the client’s staff : Frequent visits of auditor and his staff act as a moral check
on the client’s staff.
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(3)  Suggestion from auditor available : Frequent visits h}lp'li\['—"‘;z;i;:zy offer be[:‘tjeru "_\_.‘
techmcal details of the client’s business. So, he may, in case ¢ et . r»t
for improving the wurlu‘ng of that business. &
7 Disadvantage

W

® rrom the viewpoint of owners :

¥ PR A inancial ye ,.T‘m
(1) Expensive : Frequent visits by auditor and his staff during the whole financial year for

. : A it expense may be iner
out detailed checking of accounts involve much time. As a result, audit exp Y being
Thus, continuous audit may become an expensive system.

M ohla dit i

(2)  Unsuitable to small concerns : Being expensive in nature this type of au s not sl
applicable to small concerns. his staff f . -

(3) Possibility of interruption in work : Due to frequent visits of auditor or his staff for chegk

accounts some of the books of accounts may be kept with them for audit work. This ma Y dig,

the normal flow f work of the client’s office.

‘ : Ry
Adverse effect on the employees of the client : Frequent visits of auditor or his staff and

continuous watch over the accounting staff of the client may create some adverse effecl th
mind.

@)

|
of frequent visits by auditor and his staff igy
accounts already checked by them at their previous visit may be tampereg

dishonest employee of the client’s office to distort the accounts, And it is too difficu
auditor to detect such a type of fraud.

(2) Possibility of losin
in this system, at di
link between his pa
placed by him in hi

audit work betwee

® From the viewpoint of auditor

(1) Chance of falsification of accounfs : Because

in the books of

12
g the link in the work : Audit of accounts of a financial year are condy
fferent time throughout that year. For this reason, the auditor may |
stand present work of the year. As a result, certain questions and en

S previous visit may generally be forgotten in the next visit. So, link
n these two visits may not be maintained. C o
Monotony : Auditor and his staff visit the client’s office again and again in the financial year t
check the same set of books of account. Naturally, there may arise monotony in their wo
4)

v ;4'M
R

(3)

7 Measure of removing disadvantage
(1) Preparation of audit programme: Be

and properly designed audit progra
allocation of duties and time schedu

(2) No alteration in audited figure : Clear instructions must be given to the
making any change in the audited figure without prior permission of the audi
(3) Use of special mark : Auditor or his staff must use different ‘ticks’ in tht
50 that the client’s staff cannot understand the same easily. Besides, b
alterations, if any, found in the books of account should be marked by sg

(4)  Writing of total in ink : The periodical totals of different books of accou
should be written in ink. ’

L A
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(g) Use of notebook : A“\“Ih;“u__hﬁ-&
: e —
d by lum and

should yse

]\l"' \|.|||, l(\l.’]‘-‘ of ]‘l l =
" ‘ O notebo
.‘“..rn.‘“““.\ in v'l\ld][pd “(’kﬁ of accounts h'\(l :)k for l'uCnrd“‘); of works t'(ll‘l\ph“\\‘ i
client’s staff, queries rvnf‘\-lrl"‘" queries raised .bnc‘v‘b AFASROMND SIS detected pos rcd‘hcs'
» : alning y 3 y nim and his staff | lané siven by the
Jancing over not B unanswered s staff and explanations gl Y
(6) G es of previ and so on
vious ‘i". .
-8 imny >
B : Before starting the work the auditor should each time

glance over the noteb
0ok and books of

l\l Llﬂlvrvnl accounts ACC
¢ P alte ount ¢
C ) kl\(\w the tOl.\lS of all buoks Uf ﬂCCOUHl, bn\anceh‘

rations .
ast visit elc. S, QuUeries re il
las 1 s remaining unanswered, extent of work completed upto

7) No change in duty of audit
‘e staff : T :
finand ial year as per audit o : The dulties of audi
. i S audit staff ¢ e AN § PR
41l the year end. As a Tk‘&\:ﬁr?ﬁr\m“mv should not Sc‘nerarl \fb' .\l}O.HLd as the beginning of the
Completion of a particul  there will be no interruption ?n lLl X ‘ﬂdnngf(cxi?pt x. ipccm\ A
a pé ar job in 3N he flow of audit work.
way so that the checkin one sitting : Audi
£ of a bo g : Audit programme should be prepared in such a
(9) Checking of nominal account ::}:hof a particular part thereof may be Cﬂmp\itcg‘in Or:c :i\tltcing- .
ominal accounts T ¢ year end : Fictitiou : i Y ;
e VI L s entries a Z
O nd of the f th 2 W to committing fraud TIESATS ordinarily recorded in the
| inancial year. g fraud. So, nomial accounts should be vouched at
(10) Surprise visit : The auditor s
cannot know the date of his \l/‘i(:tldinpaz a surprise visit in such a way so that the client’s staff
< . 8 . advance. : : .
perform lhrlr duties with much care. ance. Accordingly, they will always remain alert and
Q. 2.D15cuss bkr'c“)’ the problems you have to face d
sccounts kept under £ : as an auditor while conductin i
P computerised environment. ing the audi

lem of audi i
py rob'6 ditor in carrying out audit of accounts kept under computerised

environment
avs in differen ines :
1y'S C t business and non-business organisations and government depar

t of

tments the

N()\‘\';]Li

, C yuler ' i :
use of rmln;HLulltmn\n;}::counlmg and, simultaneuously, in carrying out audit works has been gradually
nerease computer based accounting system an auditor has to face several difficulties.

lifficulties or limitations are :
of Sour;i;igoocfuslgcnts ;Under manual system transactions are recorded in the books of
: : urce documents like vouchers, receipts etc. So, the auditor can verify
action W‘““ the help of the source document. But under com;;uterised environment
transactions are directly put into computer for their processing without any source document
So, in this case, Some difficulties may arise in verifying the validity of a transaction occurred.'
(2) Want of visible output: Under mannual system after the completion of recording of transactions
their results at different stages can be checked with the help of related books of account and
documents. But, in some computer systems the results or output of processing, of transactions
are not pri nted or if printed, that is in very short form. Hence, in this case, some inconveniences

may arise in checking of accounts.
(3) Absence of correct output: If programing can be done properly then cor

may be obtained regu]arly from the computer (if, of course, hardware a
computer is not proper, computer cannot give correct output. So,

hand, if programing in
auditor should have a clear idea about the relevant computer program.
(4) Problem about alteration in accounts or documents : Under manual system the
any pen through, over-writing etc. in the books of account or documents th
examination. But that is not possible for the auditor under EDP system.
or program preserved 1

(5) Possibility of hacking of data or program : Data '
be collected through internet from computer terminal kept far away. 50, if there is no proper

internal controls in the organisation concerned, those data or programs may come into the hands
of unauthorised persons. Besides, these data or programs may be hacked or stolen.

lmpnrhmt C

(1) Absence
account on the b

a trans

rect data or information

cts duly) : On the other
the

auditor can see
rough visual

n computer may easily

e —ss
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Q. 3.Write short notes o

(1) Independent financial audit

(i) Statutory audit

(1) Interim audit

(iv) Balance sheet audit

(v)  Standard audit

(vi) System audit

(vi1) EDP audit

3 (i) Independent Financial Audit dit is the examination of aceo

Independent financial audit or in short, independent a RIne independent opin
entity by a professionally qualified auditor for the purpose Off‘la:ftcd in the financial statem

the reliability and fairness of the financial information as re ¢ an employee of that -
Auditor, in this case, is appointed by the owner of the entity. IHe i annot reduce (el

] : : > loyer €
He is an outsider but a professional chartered accountant. The ‘Clinp n}éw been made compuls
such audit or restrain the right of this auditor. Independent audit has

many of the organisations established under different statute or Act. itting frauds
) m - AV
Independent audit acts as a moral check on the client’s staff from com

i al controls. It pre
detecting Wastages and losses that occur due to absence or inadequacy of n:;zrnrl oAl e
the financial interest of the persons who are associated with the mana%f o ciment By '
audited by an independent auditor is considered a reliable and valua t'(; N haseconail
cogcerned. Itis useful for negotiating loans, computing tax liability, calculating p
and so on.

3 (ii) Statutory Audit Isory under
- - 2 S T B e u . &
Audit of an entity which is formed under any statute or Act and madfe c.(:;il;l: Stocll;ycompa Ty
stat‘ut.e or Act is called statutory audit. For example, audit of accoglwts o afl Ldit is alsols A ’f
India is obligatory under the Companies Act, 2013. That is why, this type ot a |
compulsory audit. Heistarnl
afy R : 5 . Ilels termecg
Statutory audit js conducted by a duly qualified outsider who is an independent pe;;(:nso he is f'-f
as statutory auditor. He is appointed by the shareholders not by th? .managemt d'in tixe releva
known as external auditor. His qualification, rights, duties and liabilities are sta Z . Manasou
statute or Act. Nature and scope of such audit are also governed by that statute or Act. ECMERy

of the entity concerned has no control over these matters. So, this type of audit falls under the category
of independent audit. 1

Statutory audit is applicable in case of (a) joint stock companies incorporated under the Compan} -‘
ct, (b) banking companies governed by the Banking Companies (Regulation) Act, (c) Coop T
societies registered under the Cooperative Societies Act, (d) statutory institutions formed under special
statute or Act (For example, insurance companies, electricity companies, Reserve Bank, Calcutta
University etc.) and (e) limited liability partnership firm.
Audit of these entities is in the nature of complete audit and is conducted by a qualified chartered
dccountant. Statutory audit is very useful to all parties related to the entity under audit. Let us take
an example. Shareholders of a joint stock company have got no power to examine the books of account
and documents of the company. So, they cannot understand whether their interest in the business is
duly maintained. Therefore, they have to depend upon the auditor’s expert opinion on the issue.
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ver, his n.‘ll-thoughtconunentsslaled inaudi R
Mﬂ“w tax authority etc. udit report are mostly acceptable to bank, government,

Interim audit
m audit is one which is carrieq ou

i t befo . .
“‘“:,:idwa." of that year for some speci re the end of an accounting year at any time during

al purpose
the - of an entity like a join P
\ _;\lmt ‘T' ol t‘{h 'd] t stock company is requi : Ty
\CE L 1 dividend AlEheim File of an accountj ired to be audited when it intends to declare
i VO .mmml 8U¢1$. That is Why, this syste
"' f a financial year for a specific p
rt UIp05e.

e, it is necessary to perform a final auds ofBu't this audit is not a final audit or part thereof.

e’ rrying out of interim audit for a particularal complete’ accounting year at the year end even

) - hC]P of such audit it is possibl . A
' the ; € 1o publ ited intest -

.. can be com pleted in lesser time. But fhis il:h audited interim accounts. For this reason, final

M

,{ (iii)

o concerns.
; o palance sheet Audit
T em of audit in which di oy
gls= ,‘Nr:ing in the balance sl:g;rz?ta:s::tﬁ,‘abl_liﬁes, capital, reserve, provision, profit or loss
¢ "f.ﬂ.: ‘Erc examined is called balance sheetgaudlistahon B necaccounts gloschygeiated tehase
e of audit is of recent ]
s typeotd growth and more Popularin US.A. than in England or other countries.

s ification and -
_ists of the veri and valuation of a]] ; 3 .
onsle on of related profit or loss iteme ik Ilitems shown in the balance sheet together with the

rhe S

hts etc.
_wype of auditis generally applicable to a bj
{ trans C“L?I,l:teliq\i:g éargrilti(:r)x at gc[)JOd and effective system of internal controls or mechanised
ounting Sy P etc. Under this system audit work is completed within a short time.

.ce, techniques like vouching, routine checking et .
| \'l\;l»ordinarily suitable to small concerns. SRR = = VRO WG S0 A s ystean

_hould be noted here that under traditional system of audit all transactions are usually vouched in
. tail with the relevant voulihef arl:d d_ocuments. But, in case of balance sheet audit all the transactions,
, place are not generally checked in that manner, But according to section 143(2) of the Companies

11 ¢

. 2013, the auditor concerned is required to state in his audit report whether balance sheet, profit

! luss account and cash flow statement dealt with in the re ort are i ment with ks
41085 ¢ are in agr f
unt and other relevant documents. P gieementyyith thebooks o

herefore, it 1 not pf)ssible for an auditor to express his Opinion on the above matters in his report
thout detail checking of all books of account, vouchers and other documents in proper way. If he
.,bmits the report without such checking, he may be held liable for negligence in his duty.
_.nder this condition, before deciding to adopt balance sheet audit approach, the auditor must

_refully take Into consideration some points like prevalence of effective internal controls etc.

- (v) Standard Audit

The system of audit in which all. the accounts shown in the books of account of an organisation are
Lot checked with a view to saving of time and labour is called standard audit.

«Jor this type of audit certain significant items are throughly checked and analysed. Appropriate
hocks are applied to the remaining items provided there is an effective system of internal check

in operation.
'1- system is usually found in operation in case of larger size of business organisations. But, as all
~ms are not checked, there is every possibility of some errors remaining undetected, for which the

"tor may be held liable for negligence.
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Under this system audit programme may suitably be designed. It helps in developing ne
standards. There is less scope of collusion between the audit staff and the client’s staff.

But this system, being expensive in nature, is not suitable to small concerns.

3 (vi) System Audit
An audit which is conducted to study the adequacy and effectiveness of the accounting
; Rl

prevailing in an entity is called system audit.
In this system the prevalent accounting practices are assessed to review their effectiveness,

found to be ineffectivel, fhen appropriate measures are taken for designing proper system of accoy
That is why, some entities often appoint system auditor to review their existing accounting Prag

f th

to ascertain whether the present system is up-to-date and economical and also sufficient to
necesSany o H A oD e i accounts. So, the accounting system may be more use: f”r
result, possibility of occurrence of errors and frauds is less due to designing of improved ac “
system. But the entity concerned has to bear extra cost to introduce this type of audit. Besides, i
face wastage of money if it fails to achieve th ;‘
3 (vii) EDP Audit -

Nowadays in different business and non-business organisations and government depar
use of computer in accounting and, simultaneously in carrying out audit works has been g
increased. That means, many entities are now us'ing electronic data processing (EDP)
accounting procedures. Audit under this Computerised Information System (CIS) is known? s |

e desired result.

audit.
of accounts of an organisation kept in compute

So, EDP audit means the process of audit

environment, _
In short, .EDP. auFiit is the process of gathering and evaluating audit evidence to ensuxf.
computerised environment protects the assets of the organisation including hardware, softwarea

data by adequate audit procedures.
EDP audit is very helpful to an auditor. Because, under computerised environment any repo

matter of complicated nature may be prepared in a particular format within a very short time. B
there is less chance of occurrence of clerical errors. So, by curtailing the work of routine checki
auditor may concentrate on analytical review. Quality of audit work may increase thereby. =

But, under this system transactions are directly put into computer for their processing without
source document. So, it is not possible for the auditor to determine audit trial due to absence of so
documents. Besides, if there is no proper internal control data or program preserved in comp

ard disk or pendrive may be desttﬁy d

may be hacked or stolen . Moreover, data or program kept in h

due to virus or some other reasons like fire etc.
However, EDP audit may be more effective provided the following measures are taken for remo;

ahs
ving

the above limitations :
Adequate and effective internal controls are to be introduced. Separate password should be used.
different softwares. Antivirus softwares should be provided so that harddisk, pendrive etc. are nol

lost due to computer virus. Finally, internet security should be used.
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0.4 write short note on “Teemi
: n

s method

ming and lading is a
[ C well-p\
anned
means or technique of misa
ppropriation of cash. Thi
a view O

- alsO wnown as ‘lapping’. A
.  NLne s - Accordin i
"~ ncealing of dSHCIEEREEANESEEE s 231:“ SHBEERR R O Teceipt of cash too |

alled lapping cash too late with

- . the process of misap 4
‘ propriatio
pooX 2 subsequently occurred cas}I\‘ of cash of an carlier transaction b
1 3 * cti . .
(ceming and lading method of def tlrilt\sactum as a cash 'crzmsact’on y way; ( re\cmdmg :
alcation ion occurred earlier is known as

rhis tYP€ of misappropriati
b 10 :
owing in regularly (}E)Or ex: usually takes place too much in
mple, receipt G ChEl Tom 3 case of source
customers) Or purpo

,\\mmg out mn regular man
\ ner. (For example, payment of cash to creditors)
S).

\ 'l‘ i .‘V ‘l I [’

r cheque instead of A/c payee cheque is paid
stem of 1 |
y internal cheque regarding cash is not in practice.
vion of cash

ud cannot easi .
e minimiseds 1tly be dlscovere.d. But the possibility of such misapproptia
o some extent if the following steps are raken :

ystem of internal check regarding receipts and pay
er of cash transactions sho

n cash

m which cash 1S

s {ro
cash 1S

ses for which

priation of cash under t .
er teeming and lading method is generally possible, if

i) Beare
1) PrOPSS S
rhis tyPe of fra
may generally b

+y To introduce a proper s

) Receiver of cash, disbursers of cash and record

ments of cash ;
uld not be the same

en N this

person but b_g separate employees ;
(i) “Only A/c payee cheque will be given to creditors’ — a Proper notice is to be CANY
regard ; | .
(iv) To balance cash bOOk. every working day and compare it with the balance of cz\sh-'m-\\and 3
(v) To prepare€ bank reconc'iliation statement, etc. -
I—
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