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CORE CONCEPT OF                                   

PRINCIPLE OF AUDITING 
 

 Although, it is not possible for an auditor to inspect each and very asset, e.g. all the items of 

stock, yet he remains liable for all undetected errors and frauds. The fact that certain assets of the 

business at the date of Balance Sheet are in the hands of third parties will not in any way diminish the 

auditor’s responsibility in relation there. However, he can rely upon the responsible officers, because 

if this duty is imposed on him, it may take weeks and months for him to actually inspect each and 

every asset. It was also held in the case of Kingston Cotton Mills, that “it is no part of an auditor’s 

duty to take stock. No one contends that it is. He must rely on other people for the details of the 

stock-in-trade in hand.” But, by adopting different indirect methods of checking the accuracy of stock 

sheets, he can verify this item and such other items also. Auditor must exercise reasonable skill and 

care in accepting certificates from third parties or the responsible officers of the business. 

 

Methods of Valuation of Assets 

Valuation of various assets can be made by using different methods. Valuation of fixed assets can be 

made in different ways. Some of the major methods are as follows: 

1. Cost Method  

In this method, valuation of assets is made on the basis of purchase price of the assets. It is very 

simple method of valuation of assets. Sometimes, existence of one assets depends on the existence of 

another. Then it is difficult to use this method. 

2. Market Value Method 

Valuation of assets can be made on the basis of market price of such assets. But if same nature of 

assets is not available in the market, it is very difficult to determine the value of such assets. So, there 

are two methods related to it. They are: 
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i. Replacement Value Method 

If same asset is to be purchased then on the basis of same value, valuation of assets can be done. 

 

ii. Net Realizable Value 

It refers to the price in which such asset can be sold in the market. But expenditure incurred at the 

sale of such asset should be deducted. 

3. Base Stock Method 

Under this method of valuation, company should maintain certain level of stock and valuation of 

stock is made on the basis of valuation of base stock. 

4. Standard Cost Method 

Some of the business organizations fix the standard cost on the basis of their past experience. On the 

basis of standard cost, they make valuation of assets and present in the balance sheet. 

5. Average Cost Method 

It is a simple method for the valuation of such assets which cannot be distinguished. Like petrol, 

petrol is kept in the tank but e cannot separate its stock on the basis of lot. So, valuation of stock is 

made adding to all the cost and dividing by the quantity. 

 

Vouching - Meaning, Objectives, Importance and Techniques  

Meaning: 

Voucher is known as the evident for the support of a transaction in the books of account. It may be 

bill, receipts, requisition form, agreement, decision, bank paying slip etc. 

The act of examining documentary evidence in order to ascertain the accuracy of entries in the 

account books is called "Vouching". Vouching is a technical term which refers to the inspection by 

the auditor of documentary evidence supporting and substantiating a transaction. Simply stated, 

vouching means a careful examination of all original evidence i.e invoices, statements, receipts, 

correspondence, minutes and contracts etc. with a view to ascertain the accuracy of the entries in the 

books of accounts and also to find out, as far as possible, that no entries have been omitted in the 
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books of accounts. Therefore, vouching is the act of testing the truth of entries appearing in the 

primary books of accounts. It is initial for auditing. 

 

Voucher: 

A voucher is a documentary evidence in support of a transaction in the books of account. 

 


