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گیس پیپرز، سابقہ ہم طلبہ کے لیے جامع اور معیاری تعلیمی خدمات فراہم کرتے ہیں۔ ہماری خدمات میں علامہ اقبال اوپن یونیورسٹی کے حل شدہ اسا

جمع کروانا شامل ہیں۔ اس  پرچے، تازہ ملازمتوں کی معلومات، آن لائن سی وی تیار کرنا، ملازمت کے لیے درخواست دینا، یونیورسٹی داخلوں میں رہنمائی اور درخواست

اہم کیا جاتا ہے تاکہ طلبہ کو ایک ہی جگہ پر تمام ضروری سہولیات میسر کے علاوہ یونیورسٹی سے متعلق طلبہ کے ہر قسم کے تعلیمی اور رہنمائی کے کام میں مکمل تعاون فر

 آ سکیں۔

 
 

 

 واٹس ایپ گروپ جوائن کرنے کے لیے سامنے دیے گئے لنک پر کلک کریں۔

 

جوائن کرنے کے لیے سامنے دیے گئے لنک پر کلک کریں۔ چینلواٹس ایپ   
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Assignment 1 

Q.1. Define the Auditing and describe its Techniques and major 

qualities of an auditor. 

Definition of Auditing 

Auditing is an examination of the books of accounts and vouchers of a business, which enables an 

auditor to satisfy himself that the balance sheet is properly drawn up so as to give a true and 

correct view of the state of the affairs of the business, and whether the profit and loss account 

gives true and correct views of the profit or loss for the financial period. The auditor verifies that 

the books of accounts contain a proper record of the transactions entered into by the 

organization, exercising reasonable skill and diligence. 

Techniques of Auditing 

Audit techniques are the methods used by auditors for collecting necessary evidence to enable 

them to form and give a professional opinion. The main techniques are: 

1. Vouching/Examination of Original Documents: Every transaction has a document as 

evidence. The auditor examines the documents and the transactions recorded on the basis of 

those documents. While vouching, the auditor considers appropriateness, authenticity of 

documents, proper approval, and proper recording. 

2. Physical Verification: The concept of physical verification is to satisfy that the thing exists. The 

auditor must be able to identify a specific thing he is auditing, such as a machine or an item of 

inventory, and recognize its quality. 

3. Confirmation: This means obtaining a written statement from outside parties who are qualified 

to affirm. This technique gives very reliable information and is normally used for bank balances, 

customer balances, contingent liabilities, and items stored in warehouses. 

4. Scanning: This means to examine point by point. It is a critical study of accounts, a book of 

original entry, or any other record or summary. The auditor develops a sense to identify usual and 

unusual items. 

5. Inquiry: This involves asking questions and obtaining satisfactory answers. The auditor must put 

related questions to bring out relevant and required information. 
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6. Correlation with Related Information: In the double entry system, the two aspects of 

transactions should be examined to establish their relationship with one another. This process is 

also called reconciliation. 

7. Retracing Bookkeeping Procedure: The auditor checks the postings to subsidiary and general 

ledger, from general ledger balances to the trial balance, and from subsidiary ledger balance to the 

trial balance of the subsidiary ledger. 

8. Re-computation: All working should be re-totaled and re-calculated by the auditors. 

Components of total figures must also be re-totaled. 

9. Examination of the Subsidiary Ledger: The auditor sees that subsidiary records are supported 

by certain evidences and takes note of items that have recently been introduced. 

10. Observation: During the course of work, the auditor gets the opportunity to see and observe 

activities related to the reliability of financial statements. 

11. Flow Charting: These charts illustrate in diagrammatic form the flow of documents in their 

sequence from the beginning of a transaction to its final entry in the books. 

Major Qualities of an Auditor 

1. Professional Competence: The auditor should have mastery over the theory and practice of 

bookkeeping and accountancy, a firm foundation in the theory of audit evidence, and an 

understanding of audit papers construction. He must have working experience of allied subjects 

like commercial law, industrial law, and management. 

2. Enquiring Mind: The auditor is not expected to know all about every business. He should 

obtain necessary information by putting intelligent questions to enable him to check transactions. 

3. Integrity: The auditor must be honest; he must not certify what he does not believe to be true, 

and he must take reasonable care and skill before believing that what he certifies is true. He must 

have courage of conviction. 

4. Vigilance: The auditor must be methodical in his work, cautious without being suspicious. He is 

not bound to be a detective or to approach his work with a foregone conclusion that there is 

something wrong. 

5. Prudence: He must give his advice or arrive at a decision in any matter after taking into 

consideration all relevant factors and consequences. 

6. Ethics: In performing audit, the auditor should comply with the code of ethics for professional 

accountants. He should be straightforward, honest, fair, and maintain an impartial attitude. 
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7. Independent Outlook: The auditor should have no financial interest in the company he is 

auditing. His independence is essential so that the statement may not mislead or defraud anyone. 

8. Consistency: The accounting principles and methods must be consistently followed from year 

to year. The auditor is to see that accounting principles have been applied on a constant basis. 

9. General Qualities: He must have intelligence, ability of self-discipline, personality, and ambition. 

 

Q.2. Define Audit and describe its types in detail. 

Definition of Audit 

Audit is the procedure of checking and determining the accuracy, reliability, correctness, and 

completeness of financial records and their compliance with financial statements. In other words, 

auditing is an examination of the books of accounts and vouchers of a business. The main purpose 

of audit is to express an opinion about the correctness and reliability of accounts and the financial 

position of the business concerned. 

Types of Audit 

Audits can be broadly classified into two categories: (i) According to the nature of work, and (ii) 

According to the method of work. 

A. Audits Classified by Nature of Work 

1. Private Audits: In such cases, the auditor conducts an agreed limit of work. Some broad 

agreement as to what work is required is laid down. The auditor should obtain a statement in 

writing as to the nature and scope of the work he is to undertake. Normally, the audit conducted 

for sole proprietorship and partnership is called private audit. For this type of audit, it is not 

compulsory for an auditor to be a Chartered Accountant. 

2. Statutory Audits: For this type of audit, it is compulsory for an auditor to be a Chartered 

Accountant. The legal requirements provide the necessary information as to the nature of the 

certificate required. The auditor has to carry out the work in whatever manner he considers 

necessary, and no restriction may be put on him. This type of audit is mandatory for public limited 

company audit. 
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3. Internal Audits: These differ fundamentally from other types of audit. Internal audits are 

undertaken by an auditor who is an employee of the organization whose books he is auditing. He 

is not an independent auditor. 

4. Government Audits: Government allocates funds to its departments for specific purposes. 

These funds, being public money, are subject to audit. The Auditor General is authorized to 

conduct the audit of funds allocated from the national exchequer. 

B. Audits Classified by Method or Approach 

1. Final or Completed Audit: This type of audit begins when the books of accounts have been 

closed at the end of the financial period and is carried through to completion in one continuous 

session. It is a more satisfactory form of audit and is employed wherever possible. The work, being 

fresh in the minds of those performing the audit, facilitates the expression of their opinion on the 

accounts. 

2. Continuous Audit: A continuous audit is one where an auditor audits the accounts of a 

company throughout the year or at intervals, which may be regular or irregular. This audit is 

adopted where the volume of work is very large, where fraud is suspected, or where it is desired 

that audited final accounts should be ready soon after the end of the financial year. 

Advantages: More detailed audit is possible; chances of fraud decrease; audit can be performed 

more quickly; presence of auditor exerts check on staff; accounting staff remains alert and 

maintains work up-to-date. 

Disadvantages: Figures may be altered after checking; persons performing audit may lose thread of 

work; frequent visits may cause inconvenience to accounting staff; frequent mixing may bring audit 

staff on friendly terms with accounting staff. 

3. Interim Audit: The object of interim audit is to have periodic (monthly, quarterly, or half-yearly) 

check upon the income and financial position of a business. This audit is needed by a new business 

organization or for payment of interim dividends. 

4. Procedural Audit: It is an examination and review of the internal procedures and records of an 

organization to ascertain their reliability as a basis for the compilation of final accounts and 

balance sheet. Particular attention is focused on assessing the adequacy of the internal control 

system, ensuring that procedures laid down by management are being followed, and establishing 

whether records are sufficiently reliable for preparation of final accounts. 

5. Balance Sheet Audit: In this case, the auditor starts his work from the balance sheet and works 

back to the books of prime entry and their documentary evidence. It is essential to ensure that 

there is a reliable system of internal check and control in operation. 
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Q.3. “If you were appointed as an auditor of the firm, what areas of 

the organization would you prioritize for improvement, and why?” 

If I were appointed as an auditor of a firm, I would prioritize the following areas for improvement 

based on the principles and concepts discussed in auditing: 

1. Internal Control System 

The first and most important area I would prioritize is the internal control system. Internal control 

means the whole system of control, whether financial or non-financial, established by management 

to secure accuracy and reliability of the company's records and to safeguard its assets. A weak 

internal control system increases the risk of errors and frauds. I would assess the existing system 

and recommend improvements in areas such as segregation of duties, authorization procedures, 

and documentation practices. 

2. Cash Receipts and Payments 

Cash is the most liquid asset and most vulnerable to misappropriation. I would prioritize 

improvement in internal control over cash receipts and payments. This includes ensuring that 

receipts are pre-numbered, cash is banked daily, payments are made by crossed cheques, proper 

authorization exists for all payments, and bank reconciliations are prepared regularly. 

3. Purchases and Creditors Management 

I would focus on improving the purchasing system to ensure proper authorization of purchase 

orders, proper receipt and inspection of goods, accurate recording of invoices, and timely payment 

to creditors. This area often has significant financial implications and is prone to errors and fraud if 

not properly controlled. 

4. Sales and Debtors Management 

The sales system directly affects revenue recognition. I would prioritize improvements in credit 

approval procedures, dispatch of goods documentation, invoicing accuracy, and follow-up on 

overdue debts. Proper internal control over sales returns and allowances is also essential to 

prevent misappropriation. 
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5. Wages and Salaries 

Wages are a fertile ground for misappropriation and fraud. I would prioritize establishing an 

efficient system of internal control over wage payments. This includes proper time recording, 

division of work in preparation of wages sheets, surprise checks of attendance, and proper 

arrangements for payment of wages. 

6. Stock Control 

Verification of stocks is of great importance because inaccurate stock valuation affects both the 

balance sheet and profit and loss account. I would prioritize improvement in stock-taking 

procedures, maintenance of stock records, physical verification of stocks, and proper cut-off 

procedures. 

7. Fixed Assets Register 

I would recommend maintaining a proper fixed assets register showing full description of each 

asset, date of acquisition, present location, supplier's name, and depreciation provided. This helps 

in proper verification and safeguarding of assets. 

Reasons for Prioritizing These Areas 

The primary reasons for focusing on these areas are: (i) these areas have the highest risk of errors 

and frauds; (ii) they directly impact the accuracy and reliability of financial statements; (iii) strong 

internal control in these areas reduces the extent of detailed audit work required; (iv) 

improvements in these areas help in detection and prevention of errors and frauds; and (v) these 

areas represent the core business cycles that affect the true and correct view of the company's 

financial position. 

 

Q.4. Define internal control and explain the methods used by an 

auditor to review the internal control procedures used by his 

clients. 
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Definition of Internal Control 

Internal control means the whole system of control, whether financial or non-financial, established 

by the management to secure accuracy and reliability of the Company's records and to safeguard 

its assets. It consists of internal check, internal audit, and all other forms of control. It includes 

accounting procedures, such as verification of control accounts for stocks, debtors, and creditors 

with related detailed subsidiary ledger accounts, and other internal control features, such as 

independent checking of one person's work by another. The best system from an auditor's point of 

view is that which incorporates control procedures designed to ensure that all transactions are 

properly recorded in the books and to minimize the risks of errors and frauds. 

Objects of Internal Control 

The objects of an efficient system of internal control are to ensure that: 

 All income to which the company is entitled is actually received and recorded 

 All expenditure is properly authorized and supported, and then recorded in books 

 All assets are properly recorded and safeguarded 

 All liabilities are properly recorded and adequate provision is made for known or expected losses 

 The accounting records provide a reliable basis for preparation of accounts 

Methods Used by an Auditor to Review Internal Control Procedures 

Before starting the audit of an organization, the auditor has to test the working of the internal 

control system to determine whether it is working efficiently. The auditor familiarizes himself with 

the nature of business, system of bookkeeping and accounting, duties and responsibilities of 

management and staff, prevailing system of internal check, and internal audit if working. 

The following are the methods by which an auditor reviews and assesses the adequacy or 

otherwise of an internal control system: 

1. Preparation of Record of Internal Control 

A permanent record of the accounting and internal control procedures in force should be 

prepared. This helps the auditor in ascertaining areas of weaknesses, designing an appropriate 

programme of audit tests, determining whether the system in force is being properly applied, and 

familiarizing new members of auditor's staff with the system. 

The record of internal control can be kept in the following ways: 
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(i) Internal Control Questionnaire: This contains questions relating to the system of internal 

control in force in various aspects of a company's business, to highlight any weaknesses. The 

questionnaire usually has columns for questions, answers, assessment of internal control, and 

reference to audit programme. The auditor uses this questionnaire to systematically evaluate the 

internal control system. 

(ii) Flow Charts: These charts illustrate in diagrammatic form the flow of documents in their 

sequence from the beginning of a transaction to its final entry in the books. They make use of 

symbols and lines to represent documents and their movement respectively. 

2. Ascertaining Weaknesses in Internal Control 

The main objects of review are to ascertain areas of weaknesses, advise the client, and design an 

appropriate programme of audit tests. When the auditor has completed his record about the 

system of internal control, he assesses its adequacy and considers whether it is appropriate for the 

business. This is done by ascertaining whether the basic principles of internal control are being 

observed. 

3. Designing Programme of Audit Tests 

The auditor designs a programme of audit tests based on the assessment of the system of internal 

control to enable himself to form an opinion on the reliability of books and records. If the internal 

control is found to be effective, the auditor can reduce the extent of his detailed checking. If it is 

weak, more detailed work is required. 

4. Reporting the Weaknesses to Client 

The auditor should point out to the management any weaknesses in internal control that are 

revealed by the audit, together with his recommendations for improvement. This helps the client 

strengthen their internal control system for future periods. 

 

Q.5. Define vouching and explain its techniques and application to 

the books of accounts. 

Definition of Vouching 
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Vouching means and includes the examination of every business transaction with its supporting 

documentary evidence, and the checking of which enables the auditor to satisfy himself that the 

transaction is in order and has been properly recorded in books. Vouching refers to the inspection 

by the auditor of documentary evidence supporting a transaction. It consists of comparing entries 

in the books of account with documentary evidence in support thereof. 

Vouching is the process of carefully testing, weighing, and judging all original documentary 

evidence, like receipts, approvals, minutes of meetings, etc., with a view to proving the accuracy of 

a transaction. In a wider sense, vouching involves checking of additions, ledger postings, extraction 

of balance, etc., in addition to the process just mentioned. Vouching is thus a search for truth. 

Techniques of Vouching 

The techniques of vouching are as under: 

1. The vouchers should be arranged in the order in which the entries relating to them appear in the 

books. 

2. The auditor should satisfy himself that the dates given on the vouchers fall within the accounting 

year under audit. 

3. The auditor should also satisfy that the head of account is correct. 

4. The documentary evidence should be checked, and it should be seen that the transaction pertains 

to the business. 

5. The proper authorization should also be checked. 

6. The auditor should examine that the voucher bears a proper revenue stamp where payment is 

involved. 

7. The auditor should note down in his working papers about the further evidence checked by him, 

for example, partnership deed, leases, memorandum, articles of association, minute books, 

contracts, etc. 

8. The auditor must compare the amount given in words and in figures. 

9. Any alteration in a voucher or its supporting papers should be enquired into. If a satisfactory 

answer is not received, the auditor will report it to the management. 

10. A list of missing vouchers should be prepared to avoid fictitious vouchers inserted or prepared 

afterwards. 

11. Voucher should contain full information. 

Application of Vouching to Books of Accounts 

1. Vouching of Cashbook 
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Vouching of Receipts: The auditor checks opening balance with previous year's audited balance 

sheet. For cash sales, cash sales memos are checked with daily summaries of sales. For cash 

received from customers on account of credit sales, entries are vouched with carbon copies of 

receipts issued. For interest received, the loan agreement is seen and receipt examined. For 

dividend income, vouching is done with the upper portion of the dividend warrant. 

Vouching of Payments: For payment to creditors, invoices, receipts given by the payee, and 

statement of account of creditors are checked. For cash purchases, cash memos are vouched with 

goods received notes and goods inward books. For insurance premium, receipt issued by 

Insurance Company is compared. For bank charges and commission, debt advices of bank and 

bank statement are checked. For wages, the auditor checks casts, cross casts, and carry-forward of 

wages sheet, checks calculation of wages, checks time-keeping records, and verifies receipts of 

wages. 

2. Vouching of Purchase Book 

The auditor checks entries in the purchases daybook with invoices, paying special attention to date 

of invoice, name of supplier, amount involved, net amount after deducting trade discount, whether 

invoice is for goods usually dealt in business, goods received note, purchase order book, proper 

authority for purchase, and statements of account received from suppliers. 

3. Vouching of Sales Book 

The auditor checks duplicate invoices, name of debtor, date of invoice, amount entered, authority 

for granting discount, and checks sales invoices with goods dispatched notes, goods outward 

register, and finished goods register. 

4. Vouching of Sales Return Book 

The auditor checks duplicates of credit notes with sales returns book, goods inward book, and 

relevant correspondence, and checks casts, carry-forwards, and postings. 

5. Vouching of Purchase Return Book 

The auditor checks credit notes received from suppliers with the returns outward book and 

relevant correspondence, and checks casts, carry-forwards, and postings. 

6. Vouching of Journal 

The auditor vouches opening entries with previous years' balance sheet, transactions not recorded 

in any other book with banks' intimation and correspondence, rectification of errors, transfer 

entries, adjusting entries, and closing entries with audited balances. 
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7. Vouching of Bank Account 

The bank statement is checked with the cashbook, and the bank reconciliation statement is 

checked. 
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