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4) "An audit is an examination of acounting records undertaken with a v1eYv to
establishing whether they correctly and completely reflect the transactions
to which they purport to relate".

- Lawwrence R. Dicksee

3) "An audit is examination of such records to establish their reliability and the
reliability of statements drawn from them" -

-A.W. Hanson
6) "Auditing is a systematic examination of the books and records of a business

or other organisation, in order to ascertain or verify to report upon the facts
regarding its finacial operation and the result thereof",

| - Montgomery
7) "An audit is the independent examination of financial information of any
entity, whether profit oriented or not, and irrespective of its size or legal form,

v hen such an examination js conducted with a view to expressing an opinion -
thereon",
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Essential Characteristics of Auditing
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OBJECTIVES OF AUDIT
The objectives of an audit may broadly be divided into
. Primary Objective

II. Secondary Objectives

II.  Specific Objectives
I. Primary Objective

The Companies Act requires an auditor to state whether in his opinion, the
accounts are prepared in confirmity with law and disclose the true and fair view
of the state of company's affairs or not. This is called expression of expert opinion.

a) Whether financial statements are prepared in confirmity with law

Balance sheet portrays the financial position of a concern as on a particular
date. Profit and loss account discloses the operating results of the period covered
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position and V.VOﬂ.(mg results of an enterprise. The balance sheet should reveal
the true and fair view of the state of affairs of the business and the profit and loss
account a true and fair view of the profit or loss for the financial period.
11. Secondary Objectives
An auditor has to examine the books of account and relevant supporting
documents. During the process, certain errors and frauds may be discovered.
These can be discussed under two heads detection and prevention of errors and
mistakes and (b) detection and prevention of frauds.
Detection and Prevention of Errors and Mistakes
Error in accounting refers to an unintentiona
statements. Errors and mistakes are of various Kinds.
1) Clerical Errors
Clerical errors arise because of mistakes committed by the clerical staff in
ordinary course of accounting work. These are of five types.
(i) Errors of omission
Errors of omission occur on account of transactions not being recorded in
the books of account either wholly or partially. It is difficult to detect such errors,
as they do not affect the arrangement of trial balance. A critical scrutiny of accounts
only can uncover such errors. Omission can be either whole or partial. When a
transaction is totally omitted from the books, it is "complete omission”. For
example, omission of entering purchases or sales entirely. When a transaction is
partially recorded it is known as "partial omission " For example, salaries for
only 11 months have been accounted for and the outstanding amount of 12th

month has not been provided for.

(i) Errors of commission
These contain incorrect additions,

this kind include the following.
e errorsin addition, CarTy forwards in the books of original entries or ledger.
r incorrect postings such as debit amount posted to credit,
unt, an amount posted twice,

to an acco
unt from a book of original entry to the ledger

f the ledger accounts.
t of the trial balance. Checking the
ger and postings frcm
h kind of errors.

1 misstatement of financial

wrong postings and entries. Examples of

e errorso
wrong amounts posted
omission to post an amo

e errors in taking out balances 0

The above errors do affect the agreemen
arithmetical accuracy of books of original entries and led
the books of original entries to the ledgers may detect SuC
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(iii) Compensating errors

An error is compensated or counter balanced by another error. The adverse

effect of one on debit side or credit side is neutralised by that of another on credit
or debit side.

Compensating errors counter-balance each other. Despite errors, two sides
of the trial balance tally.

For example, a cash sale of Rs. 10,000 may be recorded in the cash book as
Rs. 1,000, another cash sale of Rs. 1,000 may be recorded as Rs. 10,000.

(iv) Errors of duplication
An entry in a book of original record is made twice and posted twice as well.
They cannot be located easily as the agreement of the trial balance is not affected.

For instance, invoice sent in duplicate entered twice in the books and posted
twice in the ledger. Only thorough checking will help detect duplication.

(v) Trial balance errors

Trial balance errors consist of casting errors in the trial balance, omission of
a balance while extracting balance from the books of account, or entering an

amount incorrectly or on the wrong side. These errors can be located during
routine checking.

2) Errors of Principle

Misapplication or overlooking accounting principles causes errors of principle.
There are three types of errors generally regarded as errors of principle.

i) Incorrect allocation

Errors arise when the distinction between revenue and capital is not strictly
observed. For example, capital expenditures charged to revenue and vice versa.

ii) Omission of outstanding assets and liabilities

Prepayments are ignored and the amount charged from the profit and loss
account and outstanding expenese (in respect of rent, salaries, commission etc.)
are ignored and not accounted for.

iii) Incorrect valuation of assets

Fixed assects for example are not valued at cost less depreciation, closing
stock is not valued at cost or market price, whichever is less.

The following kinds of errors also fall in this category.
e excess or inadequate provision for depreciation
e excess or wrong provision for bad and doubtful debts

e overvaluation or undervaluation of closing stock etc.

Errors can be detected by an intelligent vouching and a complete verification
of the assets and liabilities.
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jal balance in the following ways,

(i) Check casts total of the trial balance, list of debtors and creditors,

(i) Establish the amount of difference.
Gii) Check balances from personal and impersonal ledger into the e

balance.
Ensure that the closing balances are correctly entered in the right coluy,

(iv)

2) Short-cut method may also be followed.

3)

(i) For the amount entered on the wrong side, look for an item of half t,
amount.
(i) The difference divisible by nine may mean an error of transposition ¢,
figures. For example, 78 written as 87.
(i) The difference in round figure may be due to mistakes made in totals of
trial balance or carry forward of its figures.
(iv) For difference of large amount, compare the trial balance with the
previous year's. _
(v) For difference of amount which constantly recurs in the books, check
all the postings of this amount.
Extensive checking may be resorted to, if shortcuts do not yield results.
(i) Ensure that all opening balances have been correctly brought forward
in the current year's books.
() Check casts, cross casts and carry forwards of the various books of
original entries and ledgers.

(i) If the ledgers were self-balancing, check the balances, postings, and
casts of only that ledger the trial balance of which does not agree.

Detection and Prevention of Frauds

Frauds are internal irregularities aimed at cheating or causing loss to another.

One or more individuals acting in collusion with one another commit frauds. It is
their intentional misrepresentation of financial information for unauthorised gains.

Characteristics of Frauds

The Institute of internal auditors give the characteristics of frauds,

(i) Frauds are an array of irregularities and illegal acts characterised by

(ii)

intentional deceiving. Persons indulging in frauds gain at the expense of the
organisation. ' .

Frauds are committed for the benefit of the organisation. People inside the
organisation deceive 9utsxde parties. For example, tax frauds. intentional
concealment of material information to impress outsiders about financial

position of the company, improper valuation of assets and liabilities, illegal
contribution to political parties, etc, ’
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i) Frauds are committed to give benefit to an employee, an wtsider o anbther
firm at the cost of the organisation. Examples include taking bribes, misusing
inside information, embezzlement of cash, defalcation, misappropriation, etc.

Forms of Fraud

A fraud may be in the form of misappropriations and defalcations and
misrepresentation of accounts.

1) Misappropriations and defalcations

Cash and goods are misappropriated by showing fictitious entries in records.
(i) Embezzlement of cash

Embezzlement of cash refers to falsification or misappropriation of cash. It is
very common in big business concerns as the proprietor has very little control

over the receipts, and payments of cash. Cash may be misappropriated in a
number of ways as follows.

e Omitting to enter the cash receipts
e Entering less than what is received
e Omitting to record sales and taking away the sale proceed

e Teeming and lading — concealing the money received from the first
customer and entering in his account when cash is received from second
one and so on.

e Making fictitious entries for discounts, returns, bad debts etc.
e Wages are entered for dummy workers
e Recording fictitious purchases and misappropriating the cash involved.

e Suppressing credit notes received from creditors for purchase returns
and discounts.

In order to defect misappropriation of cash, the auditor should check the
cash book with original records, counterfoils of receipt book, bills register,
salesmen's reports, invoices, wage sheets, salary book, vouchers, etc. Strict control
should be exercised over the receipts and payments of cash. The work of one
clerk can be automatically checked by another clerk. Such system is known as
internal check system.

(ii) Misappropriation of goods

An employee may take away the goods of the company for his personal use.
It is very common especially when goods are not bulky and are of less value.
Detection can be possible only if proper records of stock inward and outward are
maintained. Accurate stock recording through proper accounting for purchases
and sales is essential. Periodical checking of stock can minimise the possibility of
such misappropriation.



1.12

2. Misrepresentation of accounts

Practical Auditing

This is : )
distortod pi(frt:\::uLent manipulation or falsification of accounts. To reveal the
the accounts of , the accounts c?f a firm may be falsified. By making false entries

of a firm are manipulated to reveal the distorted picture. Usually. ;

very

large amount is involved in this type of fraud. It is committed by those

res 1 i
5 ppnsxble persons who are in top management, viz, directors, managers, etc
evices adopted for this purpose may be as follows: S

The
1))

2)

A brief description of
(i) Window dressing
In window dressing, acco

bette
window dressing are

e Undervaluation and overvaluation of closing stock and other assets.

e Overvaluation and undervaluation of liabilities

e Creating excess or less provision for depreciation, or not at all providing
for depreciation.

e Charging capital expenditure to revenue and vice versa

e Providing for excess or less dousbtful debts

e Writing off excess or less bad debts

objects behind manipulation are dual.

To show more profits than the actual ones. It is to earn more commission on
profits when payable on the basis of performance and to win the confidence
of shareholders by claiming that the firm is able to generate high profit. It is

window dressing.

To show less profits than the actua
authorities and to buy back shares in
cheating shareholders by declaring
position of state of affairs of the business. It is referred t

reserves.

1 ones. This may be to mislead income tax
the open market at lower price besides

less dividend and to conceal the true
o as creating secret

window dressing and secrel reserves Jfollows.

ch a manner to reveal amuch

unts are prepared in su . cal a
r and sound financial position of the business enterprise. The objectives of

e To attract potential investors to subscribe for the shares

e 1JO avail further credit N L
.3 .
e To enhance thc? reputation 1n atlhc market by showing
financial position than the real.
e 1JO win the confidence of stakeholders
e [To increase the price of shares artificially-



1.26

Qualifications and Qualities of an Auditor

An auditolr must be professionally qualified. He must be a chartered accoun
within the meaning of thé Charfered Accountants Act, 1949. In additior, He $hyy
possess the certificaté of practice. Apart from the statutory qualifications, sop,
traits and qualities are required for him.

1. Knowledge of Accounting

The auditor must have a thorough knowledge of principles, theory and practic, |
of accountancy. It would be difficult to critically examine thg accounts furr;ished
by others unless he is well versed in preparation of 'accounts._'A,ccoupti‘r_ig’ ruleg
are the criteria for ensuring that the accounting information is properly recordeq;
He should also be aware of the latest developments in the field of accounting |y

concise, an auditor should be a skilful accountant.
2. Knowledge of Practical Auditing and Laws

A thorough knowledge of theory and practice of auditing is required for ap
auditor. Besides, he'should be familiar with various legislations of the country
governing a business such as tax laws, corporate laws, economic laws, Sale of

Goods Act, Foreign Exchange Management Act, etc. He should have mastery in
his field.

3. Intelligence and Tactfulness

Practical Aydis:  5:.
‘%

To understand the state of affairs of client's business, he must make an
intelligent and exhaustive inquiries. Th auditor should be tactful in dealing with
clients, staff. | | :

4. Responsibility and Prudence

The auditor should be responsible in terms of his attitude as well as approach

to work. When his suggestions are sought on matters relating to financial policy
or for improvements in the financial system and internal controls
organisation, he should be prudent enough.

5. Awareness about Amendments affecting Audit

prevailing in the

The auditor should be fully aware of new changes and developments in the
field of auditing. The business has to respond to changes in environment.
Regulatory Framework changes frequently. Knowledge of amendments in law is
required for the auditor.

6. Honesty and Integrity

The auditor must always be honest. He must not certify what he does not
believe to be true. He must possess high moral standards. An auditor should

exercise utmost integrity and maintain a separate account for the amount entrustec
to him.
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1. Objectivity, Independence and Transparency

ijectivity is the essence of audit qualities. The auditor is to conduct audit
with open mind and should refrain from having any biased ideas or preconceived
notions.. Expression of independcn't opinion'o‘n‘ the financial statements 'by' an
auditor is the most basic objective of audit. So he must be uﬁder the influence of
the client. He must show transparency in his approach.

8. Diligence and Vigilance

The auditor's job is analytical in nature. So, he may be critical but not negative.

His aud'it_work should be diligent so as to be a model and reference point for his
professional peers.

The auditor spould a}\yays be cautious. He should be able to detect errors
and frauds. If he is not v1gllant errors and frauds may go undetected.
9. Loyalty and Confidentiality

The al.xdi‘tor shoulfl be loyal to his profession. The auditor should respect
confidentiality of the information acquired in the course of his work. He should
not disclose any such information to third party without a specific authority.
This confidentiality should extend even after he ceases to be the auditor of the
organisation.
10. Communication Skill

An auditor should communicate well with all the concerned. He should be
able to write report properly. The audit report should convey his message in a
clear and concise nianner.
11. Impartiality

An auditor should be impartial. He should not take any undue influence in
performing his duties as an auditor.
A Critical Appraisal of Auditing

Some people view that accounting is a necessity while auditing is a waste.
Incurrence of expenditure on accounting is justified in the following ways.

(i) A businessman cannot keep in his memory a large number of unrecorded
transactions for long. So, business transactions need to be recorded

properly.
(i) Only from written records a correct amount of profit can be known.
(iii) Accounting reflects the financial position of the business on 2 given
date.
(iv) Written records help prepare lists of debtors and creditors.
(v) Accounting records help prepare lists of debtors and creditors.
(vi) Measures of productivity or growth are from the accounting SOUrces.
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(viii)

)

In case of legal dispute, accounting records serve as a documemary

evidence.
Tax liability is arrived at from written records. .

Written accounting records facilitate comparative study of accountiﬁg
periods of various firms. |

Financial institutions grant loans on the basis of financial position of
the borrower as reflected by accounting records.

Arguments against Auditing
Many view that auditing may be a luxury for the following reasons. .

)

(i)
(i1r)
(iv)
(v)

Payment of auditor's remuneration and fees unnecessarily burdens the

profit and loss account.
Too many audit formalities create hurdles to the accounting staff.

A long run audit obstructs the smooth functioning of the business.
Audit is not a fool proof method of detecting errors and frauds.

Auditors act "hand in glove" with the management being their appointing
authority. Instances are quoted to substantiate this. i

Aruguments in Favour of Auditing
Auditing cannot be considered a waste of résources. It may be luxury for
small businessmen. But large and complex business with many stakeholders

need auditing as a bare necessity.

®

(i)
(1if)

(iv)

(v)

(vi)

(vii)

Greater reliability is placed on audited accounts in comparison of

unaudited ones. -
Audit exposes errors, frauds and scams.

Auditor can advise the management on matters detrimental to

organisational welfare.

In the presence of regular audit, the client's staff are careful and vigilant .
as well.

Audit safeguards various stakeholders of the organisation such as
investors, owners, employees, financial institutions, creditors and the

management.
Public funds need to be audited so as to ensure their optimum utilisation-

Audit is statutory in many respects.
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1. YVouching (Inspection)

Pbucfun.g refers to the inspection of documentary evidence supporting and
substantiating a transaction. A'voucher is an evidence of occurrence of a
iransaction that is entered in the books of accounts. While vérifying various
transactions, the auditor examines the supporting documents and records.

(1) Documents and records

An auditor indulges in scanning of records. While going through accounting
records and documents, if he comes across any unusual transactions, he verifies
them thoroughly. The purposes are to confirm the authenticity of the transaction,
Sind whether the transactions and the supporting ‘documents are appropriate,
ensure Whether transactions are duly authorised and to ensure whether the
classification of the transaction is proper.

Docurments held by the third parties are more reliable than the ones in the
organisation. « :

(i) Physical verification

Docum.ents denote keeping of some items in their physical form. Then they
can be verified for quantity and quality as shown in the records. By physical
examination, the auditor ensures the availability of item. S

2. Observation

By collecting data or evidences, an auditor comes to know the functioning of
the systems in the organisation. A close observation enables the auditor to
acquire a thorough knowledge of systems and procedures in force. An evaluation
of efficiency and effectiveness of them is possible. For example, the internal
control measures applicable to cash transactions, receipt or issue of material,
stock taking, physical inventory procedures etc., are studied to gain an insight
into the working of the systems.

3. Inquiry and Confirmation

Inquiry is seeking information from the persons working in the organisation
or from the sources outside the organisation. Confirmation is confirming the
information available with the records of the organisation or with the persons
outside the organisation. Confirmation may be either oral or written. The auditor
has every right to seek clarification on matters which in his opinion is necessary
for the conduct of audit. Confirmation through interview or open communication
with persons is essential to ensure the authenticity of information. Usually, the
balances of debtors shown in the accounting records are confirmed with the

debtors of the organisation.

4. Computation
The auditor during the course of audit needs to make appropriate calculation

and verify the accuracy of the accounting records. For example, the auditor

calculates the interest on borrowing by taking into consideration the amount of
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loan, rate of interest and the date of borrowing; the depfeczia‘t'on tt(‘) l::e C_t;?:_ged
for the year by considering the value of depreciable assets, 'a es o . aﬂq’ul' i 1on,
rates ot depreciation, methods of depreciation-adopted, etc. . SR

S. Analytical Proceduies -~ -~ - AR

Analytical procedures are required to ensure consistency of accounting
methods and also to evaluate the efficiency of managfement by comparing .the
results of past years. Example: reconciliation ratios, variance analysis. Analyt}cal
procedures are also useful in managerial decision making. Example: margina]
costing, standard costing etc. :

Standards of Auditing

Aiming at uniformity of auditing throughout the wo‘rl.d, the Internationa]
Auditing Practices Committee has issued standards on auditing. These standards
are acceptable to many countries. In India, the international stand?rds are u§ed
in modified forms. Accordingly, standards auditing practices are issued by the
Institute of Chartered Accountants of India, In addition, it issues accounting
standards, statements, guidance notes and publishes research studies.

Guidelines by ICAI
o Statements
g i Accounting on o Research
assurance Opinion

standards Standards account'n.lg
and audltlng Guidance
notes
Figure 1.3: Various documents issyed by ICAI

studies

1) Auditing and Assurance Standards

2) Accounting Standards

Accounting Standards Board was set y
zecounting standards on important accoy
*ised in accordance with the inte
onditions and practices prevailing in

P in 1977, ICAl
nting issues, Thes
rnational accountin
India.

as been issuing
¢ standards are
g standards and the



Introduction to Auditing

1.23

3) Stateinents on Accounting Standards

Statements on accounting and auditing matters have been issued by ICAL.
Such Statements in foree include Statement on Auditing Practices, Statement on
Payments to Auditors for other Services, Statement on the Companies (Auditor's
Report) Order, 2003 Statement on Qualication in Auditor's Report and Statement
on the Amendments to Schedule VI to the Companies Act.

In addition, ICAI has issued statements on peer review and continuing
professional education.

4) Guidance Notes

The council of ICAI and its committee issue guidance notes whenever
necessary. They provide guidance to members on the matters that may arise in
the course of audit work and also on which assistance is sought to resolve them.
Basically, guidance notes are recommendatory in nature. Whether the guidance
notes have been followed or not should be mentioned in the audit report.

5) Opinions

An advisory committee furnishes opinions on specific queries. Every year

ICAI publishes a compilation of opinions given on queries raised by members.
Opinions have found only a limited application. They are relevant only to those
matters on which opinions were sought,

6) Research Studies
The research studies issued by the Institute

are very much useful to auditors.
Whenever an auditor faces a difficult situation, he may follow the findings of the
research studies.
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Chapter 2

Classification of Augj;

Audits are of several types. Each type of audit involves c.lif:ferent procedureg
So, it is logical to discuss various kinds of audit before outlining .the procedures
to be followed. The following are the bases for classifying the audit examinatiop,

I. Organisational Structure
Il. Timingand scope of audit examination

II. Specific objectives behind audit

L. On the basis of Organisational Structure |
On the basis of organisation structure, audits may be of

1. Statutory audit
2. Private auditand
3. Government audit

1. Statutory Audit

Audit is made compulsory for undertakings formed under the statue or laws.,
Under the Indian Companies Act, 2013 joint stock companies in India have to get
their accounts audited by an independent professional accountant. Shareholders -
are the real owners of the company. Directors are elected from among shareholders
to supervise the overall affairs of a company. Day -to -day working is entrusted
to managerial personnel appointed for the purpose. Shareholders want the
financial statements to exhibit true and fair view of company’s state of affairs.
People invest money in the shares on the basis of the financial position and
profitability of the company. Moreover, financial institutions, banks, trade
creditors, tax authorities, etc., do rely on the financial statements of the company.
Considering all these factors, the Companies Act requires companies to undergo
audit legally.
Cooperative Societies Registered under the Cooperative Societies Act

Every cooperative society is registered with the Registrar of Cooperative
Societies of the State concerned under the Cooperative Societies Act, 1912.
A cooperative society is an entity distinct from its members. All the m;:mi)ers
contribute capital but the management of the society is entrusted to a few members
clected for this purpose. So, members are interested in the welfare of their society.
To safeguard their interest, the Registrar of Cooperative Societies appoints
The sole trader gets several benefits from audited accounts.
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—// e .
auditors to audit the accounts of a society. The auditor submits a report to the
Registrar and to the society concerned for the consideration of its members.

Public Corporations
public Corporations such as Reserve Bank of India, the Industrial Finance

Corporation of India, Industrial Credit and Investment Corporation of India, LIC,
UTL etc., are some examples of public corporations operating in the country.
They are the creation of law. Audit of their accounts by a qualified auditor is a
must. Powers, duties and liabilities of the auditors of public corporations are
defined by the relevant statutes.

Trusts

Trusts are created under the Indian Trusts Act. They work for charitable and
religious purposes. Weak and helpless sections of the public benefit from trusts.
Trustees are appointed to take care of the assets and working of the trust. Trust
operations are governed by a trust deed. Chances of fraud and misappropriation
of trust properties and funds are high. So, there is a provision for audit of trust
accounts by a qualified auditor. Audited accounts reflect a true and fair view of
working of trusts. |

Banks and Others

Banks are established in the form of a joint stock company. But their purposes
are unique. Accounts maintained by them are special. Besides, banking
institutions, public utility concerns such as electricity boards, insurance
companies, local authorities etc., are audited under the category of statutory
audit.

2. Private Audit

The private audit is not mandatory under any statute or law. Individuals, sole
trading concerns, partnership firms and other private institutions like clubs,
libraries, hospitals, schools, colleges and other educational institutions may get
their accounts audited in view of several benefits resulting from it.

Audit of Individuals and HUFs.

Individuals who have high volume of transactions and Hindu Undivided
Families running family business appoint accountants to prepare and maintain
accounts. They may appoint auditors to verify the accuracy of accounts. Scope
of audit will depend upon the agreement entered into with the client.

Audit of individuals will help in case of any tax problem, ensure the accuracy
of the accounts, keep a moral check on employees, reveal true income from
various sources and have a fair valuation of assets.

Audit of Sole Traders

Audit of accounts of soleproprietary is optional. A soleproprietary concern is
owned, managed and controlled exclusively by an individual. It is his individual

T —— . ——— T N T
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decision to get his accounts audited. The nature and scope of am _
undestaken will depend upon the agreement entered into for this purpose,

The sole trader gets several benefits from audited accounts
1. It assures the trader that his incomes are properly accounted for and h;g
expenditures properly vouched.

I

Fraud and misappropriation indulged in by employees are exposed.
It acts as a moral check on employees.

Audited accounts are reliable for income tax purposes.
Audited accounts facilitate easy comparison of financial matters over

years.

Audit of Partnership

The partnership Act, 1932 does not require a partnership firm to audit its
accounts.Still firms go in for audits. The auditor is not appointed under any
statute but by an agreement between the partners ‘and' auditor.:The nature and
scope of audit, auditors rights, duties, liabilities'and audit fee are as per the
agreement. ' L

While auditing partnership accounts, the auditor should pay attention to the

following:

1.

00N QLR W N

10.

Partnership Act 1932

Partnership deed

Nature of business

Names and address of all partners
Capital introduced by partners
Borrowing powers of partners
Profit sharing ratios

Interest on capital

Interest on drawings
Salary, commission, bonus and remuneration payable to partners

Audit of partnership firms offers the following advantages:

®

(i)

(iii)

Partners are assured that the books of accounts are maintained properly
and financial statements give a true and fair view of state of affairs of

the business.

Audited accounts ensure a fair valuation of goodwill of the firm on the
occasions of admission, retirement or death of a partner or for any other
reason.

It ensures easy settlement of amount due to a retiring partner or the
legal heir of the deceased partner.
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m the basis of audited accounts, firms can obtain loan from financial
institutions.
(v) Frauds and errors can be detected in the initial stage itself.
(vi) There is accuracy and reliability of accounts.
Audit of Accounts of other Entities

For entities like clubs, libraries, hospitals, colleges, schools, etc., audit of
accounting data is not obligatory. However, they get their books of account
audited so as to present a clear picture of their business. At times, thesc
organisations avail themselves of grants from Government. An utitilisation
certificate on the basis of audited accounts has to be submitted.

3. Government Audit

Government offices, departments, undertaking registered as companies are
subject to independent financial audit. A statutory auditor appointed by the

Central Government on the advice of the Comptroller and Auditor General of
India audits accounts of such concerns.

Objectives of the government audit

(i) To ensure that the financial transactions of the concerned organisation

are executed with approvals of proper authorities, have been accurately
recorded and comply with the rules of financial propriety.

@) To ensure that all the expenses have been incurred according to the
budget sanctioned by the appropriate authority.

(i) To see that payments have been properly classified into capital and
revenue.

(iv) To produce maximum results to the public with minimum input.

(v) To ensure that financial operations of all government undertakings are
in public interest.

(vi) Finally, to make sure that public funds are not misused.
Comptroller and Auditor General of India (C&AG)
The Comptroller and Auditor General of India (C & AG) is a constitutional

authority. Articles 148 to 151 of the Constitution of India are relevant here.
148

(i) The C & AG shall be appointed by the President. He shall only be
removed from the office in like manner as a judge of the Supreme Court.

(i) The C & AG shall administer oath according to the form set out for the
purpose in the Third Schedule.

(i) The salary and other conditions of his service shall be determined by
Parliament by law.
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his control by treasuries, offices or departments responsible for the
keeping of such accounts, and

(b) For keeping such accounts in relation to an
clause (a) as may be necessary.

(ii) To prepare and submit accounts to the President, Governors of States and
Administrators of Union Territories having Legislative Assemblies.

2. Duties relating to audit
[t shall be the duty of the C & AG —

(i) To audit and report on all expenditure from the Consolidated Fund of
India and of each state and of each union territory having a legislative
assembly and to ascertain whether the moneys shown in the accounts
as having been disbursed were legally available for and applicable to
the service or purpose to which they have been applied or charged and
whether the expenditure conforms to the authority, which governs it;

- (i) Toauditand report on all trading, manufacturing, profit and loss accounts

and balance sheets and other subsidiary accounts kept in any
department of the Union or a State.

3. Duty as regards grants or loans given to other authorities or bodies

Where any grant or loan given for any specific purpose from the Consolidated
Fund of India or of any State or of any Union territory having a legislative
assembly to any authority or body, not being a foreign state or international
organisation, the Comptroller and Auditor General shall scrutinise the procedures
by which the sanctioning authority satisfies itself as to the fulfilment of the
conditions subject to which such grants or loans were given and shall, for this

purpose, have right of access, after giving reasonable previous notice, to the
books and accounts of that authority or body.

IL. Based on Timing and Scope of Audit Procedures

On the basis of timing and scope of audit procedures, audit may be of

continuous audit, internal audit, interim audit, final audit or periodical audit, and
balance sheet audit.

. /‘(Cfna}ous Audit
Qéon inuous audit, the auditor or his staff attends and checks the accounting

data Fegularly at appropriate intervals. It is also called running audit.\In the
words of Spicer and Pegler “a continuous audit is one where the auditor’s staff is
occupied continuously on the accounts the whole year round, or where the
auditor attends at intervals, fixed or otherwise, during the currency of the financial
year and performs an interim audit. Such audits are adopted where the work
involved is considerable, and have may points in their favour, although they are
subject to certain disadvantages”.

y of the matters specified in
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Suitability: Continuous audit is suitable for b
Suitability: Continuous audit is suita . X :
extraordirt)yarily large; numerous transactions of varied nature take place, ang

. 1al decisio :
monthly or quarterly final accounts are required for managerial n Making

throughout the year.
Advantages of Continuous Audit .
Continuous audit is advantageous in the following respects.

(i) Detailed examination of accounts is possible: The al.lditor gets sufficiep,
time at his disposal. It enables him to undertake detailed and exhaustive

checking of the accounting records and related documents.

Errors and frauds are detected easily and immediately: Bc?oks ang

records are checked and verified immediately after the entries haye

been made. So, errors can be spotted and rectified quickly, frauds can
be detected early before they attain alarming proportions.

(iii) Continuous audit facilitates preparation of interim accounts: Some
companies follow the practice of paying interim dividends to their
members. In such cases, interim accounts can be prepared in time to
decide on payment of interim dividend.

(iv) Audit work is properly planned: An auditor can plan his audit work
systematically by spreading his work evenly throughout the year.
It improves efficiency in audit work.

) Continuous audit provides for ready reference: Audit work is carried
out throughout the year to keep the books of accounts up-to-date. The
audited financial statements are available to the owners, shareholders
or any other authority for their ready reference.

(vi) Itis possible for auditor to give valuable suggestions: Auditor remains
in touch with the business. So he is familiar with the technicalities and

intricacies of clients business, Clients can get valyable suggestions
from the auditor.

(vii) l? acts as a moral check on the staff of the organisation : Frequent
visits of the auditor to the business concern would compel the staff to
keep the records up-to-date, They do not dare to commit any fraud

easily. It is a good moral check On any the dishonest practice.
Disadvantages of Continuous Audit

Continuous audit suffers from limitations,

(i)
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(i)

(iil)

(iv)

(v)

Continuous audit is comparatively more expensive: The auditor makes
several visits and performs a thorough examination involving more time,
effort and money. So it is not viable for small concerns.

Continuous audit causes inconvenience to client’s staff: The auditor
makes frequent visits to the organisation. His regular checking of books
of account may dislocate his client’s work and cause inconvenience to
him.

There are chances of negligence on the part of auditor as well as
client s staff: Client’s staff and auditor may develop a social relationship
due to frequent visits of audit staff. This may cause both auditor’s and
client’s staff becoming negligent in performing duty.

Continuity of audit work may suffer: In continuous audit, work 1s
performed in several visits. So, the auditor may lose the thread of work
and may fail to seek clarification of the queries that arose in previous
visits.

Precautions
Some precautionary measures may be taken to overcome the limitations of

continuous audit.

@)

(i)

(iii)
(iv)

(v)
(vi)

(vii)
(viii)
(ix)

(x)

The auditor should instruct the client’s staff that they should not make
any alteration in the records after their checking is over.

Use of secret ticks in different colours in the course of checking will

enable the auditor to ensure that no unauthorised alterations are made

in records. It will also facilitate continuity of audit work.

Chances of manipulating impersonal accounts are more. So, they should

be checked at the end.

By preparing and referring to notes and checklists on each visit, an

auditor can avoid alterations of figures in the records.

A detailed audit programme should be prepared.

Important total and balances may be noted by the auditor for their

comparison on subsequent Visits.

The auditor should ensure rotation of work. No audit clerk should be

allowed to check an account from the beginning to the end.

Queries which are not properly onswered must be noted in audit

notebook.

Nominal accounts may be checked by a senior clerk who has not

participated in the checking of the subsidiary books.

Audit work should be allocated among staff in such a way that it does
not become monotonous.

Surprise visis are desirable. The auditor should not inform the date of

visit in advance.
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2. Internal Audit h
An audit is conducted within the organisation by an internal auditor appoin

by the management of an enterprise. Salaried officials of a firm known as internq

auditors conduct audit throughout the year.
Large business organisations set up an internal audit department to eXercige

an independent appraisal function within the organisation. The department
undertakes examination and evaluation of various accounting, financia] and
operating activities of the business enterprise. It highlights the weak areas in the

organisation besides assisting the management to discharge its responsibi;
cflectively. It also assists the external auditor in fixing the extent of necessary tests.

The aims of internal audit are to
ascertain whether all the prescribed rules, regulations, policies,
procedures and principles have been followed or not.

check whether the internal controls are adequate and effective and how

well does it fit the size of the business.
ensure that all the assets of the organisation are protected against

()
(1)

(i11)
misuse.
highlight the weak areas of the organisation and give suggestions to

strengthen them.
Ensure that the working of the organisation is smooth, effective, efficient

(iv)

V)
and economical.
In concise, internal auditing is an extension to activity of an external auditor.
Statutory audit /ﬁ?’ernal audit
1. Internal audit is not a statutory

I. Statutory audit is compulsory
under the law.

2. The objective is to ascertain the
reliability of financial records to
establish the true and fair view
of the organisation’s state of affairs

3. It is an independent financial audit 3.
by an independent auditor appointed
by the shareholders.

4. They must be qualified chartered
accountants.

5. Statutory audit safeguards the interest
interest of both shareholders and

requirement.
2. Itaims to review the accounting,

financial and other operations of
the business with a view to improve
the overall efficiency. |
Internal auditors are generally
employees of the organisation.

4. They need not necessarily be qualified
chartered accountants.

5. Internal audit serves the needs of the
management of the organisation.

third parties.
6. Statutory auditor reports to
shareholders.

6. Internal auditor reports to the
management of the undertaking.
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[nterim Audit -

Interim audit relates to an interim period and not to the full accounting year.
It is conducted between two regular audits. Its objective is to know the reliability
and accuracy of financial statements of a business for a part of the year. Directors
want to know the figure of profit to pay interim dividend. Because dividend can
be paid by the company only out of its profit and profit for a particular year shall
be determined only after the completion of the year.

Advantages of Interim Audit
The following are the advantages of interim audit.
(i) Interim audit facilitates the final audit to be completed smoothly and
speedily.
(i) Interim audit spares more time to review the systems and procedures
thoroughy. So, there is scope for indepth audit.
(iii) A detailed review of internal control system is possible.
(iv) Auditor’s suggestions can be incorporated quickly.
(v) Errors and frauds can be identified and rectified at an initial stage and
their recurrence can be prevented.
Disadvantages
Interim audit suffers from certain demerits.

(i) Alterations can be made in figures and accounts after the interim audit
is over.

(i) Certain accounting statements need to be finalised before interim audit
is undertaken. The work load of the staff, therefore, increases.

Interim Audit Vs. Internal Audit
L/I)tterim Audit Internal Audit

I. Interim audit is undertaken by an I. Internal audit is conducted by the
internal staff of the enterprise.

independent auditor

2. Interim audit can be initiated at 2. Internal audit is part of routinework.
any time during the financial year.
3. Interim audit is conducted for 3. Internal audit relates primarily to

some specific or interim purpose accounting and financial matters.

Interim Audit vs. continuous Audit
Following are the differences between interim

audit and continuous audit.

e

Bases AAtyim audit Continuous audit
e
Whole financial year is involved.

l. Period Interim audit covers only a l.

part of accounting year.

2. Object It is to ascertain or check the [2. It is to examine the accounts and

records for the whole year.

profit or loss for a given period.



211 Practics

Aug;:

o . tln

3.Trial | Trial balance must be prepared | 3. ‘Trial balance is prepareq e
balance | and checked at the time of OOl‘npletlon‘Ofthe accguming
preparution| interim audit. year under audit, = -

4, Balance Verification of assets and 4. Assets and liabilities are Verifieg
Sheet liabilities is undertaken at at the close of the financig) Year
items the time of interim audit. |

S. Scope A detailed and extensive 5. The scope of continuoyg audit

checking of books of accounts includes a detailed and. extensiy,
is not done. checking of books of accoynts
6. Timing | It is between final audit 6. It occurs at regular interva]g say
and continuous audit during weekly, fortnightly or monthly,
the whole of trading.
N : e d
/ Final Audit or Periodical Audit or Annual Audit _

The final audit takes place only at the end of the financial year. The audit wory
commences after all the accounts are closed and trading and profit and Jog

accounts and balance sheet are ready. The auditor completes the entire work a
one stretch.

Final audit is advantageous to small concerns. But in case of large concerns,

it takes more time to check accounts and submit reports. So, the final audit is not
sufficient for big business.

Advantages of Final Audit

Final audit is advantageous in certain respects.

() Full facts relating to the accounting year under review are available for
audit.

(i) Work can be completed only in one session without dislocating routine |
work.

(iii) Itis less expensive and suitable for small concerns.
(iv) Chances of manipulation an

d alteration of figures after they have been
checked are far less.
(v) Work can be allocated easil

Y according to time schedule.
Disadvantages

Disadvantuges of annual audit are of the f;

ollowing;
(i) It is unsuitable for large concerns

(i) Indepth checking is not possible. Errors ang frauds may remain
undetected.

(ili) Audited accounts ma

Yy not be available immediately after the close of
the year,



Vouching-Its Meaning and Importance:

Vouching is the essence of auditing. An independent audit aims at determining
whether the financial statements fairly represent the actual financial position and
he working results of the organisation. This is known as expression of expert
opinion on accounts. To express such opinion, the auditor has to ensure the
accuracy and authenticity of all the transactions recorded in the books of account.
For this purpose, the truth of all the entries passed in the books is tested.

Meaning and Definitions of Vouching

{_ Avoucher is a documentary evidence in support of entries made in the records.
Vouching is the examination of documentary evidence supporting and
substantiating a transaction. Thus, vouching isa method of examination with the

help of documentary evidence in order to ascertain the accuracy of the transaction
recorded in the books of account.

A few definitions of vouching follow:

I. By vouching is meant the verification of the accuracy and authenticity of
transactions as recorded in the books of account.

— B.Bose

2. Vouching is a technical term, which refers to the inspection by the auditors
of documentary evidence supporting and substantiating a transaction.

—Ronald A.Irish

3. Vouching consists in comparing entries in the books of account with
documentary evidence in support thereof.
* _Lawrence R.Dicksee

4. The examination of documentary evidence in support of entries is often
referred to as vouching.
—~R.K.Mautz
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technique of verification. It noto
evidence but also ensures that thes

5. Vouching does not me
book, but includes thc'e
business, together wit
validity to satisfy an au
been properly authorised

On the basis of the above de

an merely the inspection of receipts with
examination of receipts with the transact;
h documentary and other evidence of Suffcey
ditor that such transactions are in order, e
and are correctly recorded in the books,
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finitions. it may be concluded that vouching s ,
nly substantiates a transaction with documen
e evidences are adequate, reliable,

authenticated and really related to business.
Vouching Vs. Routine Checking

" Vouching s a broad term and includes routine checking . Routine checking s

the checking of castings, sub-castings and ledger posting. The object is to verify
the arithmetical accuracy of the entries and to ensure that ledger accounts have

been correctly balanced.
The following are the differences between vouching and routine checking.

Vouching

Routine Checking

1. Vouching Comprises routine checking.
2. Vouching is verification of transactions
with documentary evidence.

3. The Object of vouching is to examine
the documentary evidence supporting
the transactions, authenticity of the
transactions and the accounting treatment.

4. Fraud through complicated errors and
errors of principle are detected through
vouching.

5. Vouchingcalls forapplicationofknowledge
and skill.

Routine Checking is included in vouching.
Routine checking comprises checking
of casts, sub-casts carry forwards and
other calculations of the books of original

entries and ledgers.
The object of routine checking is to verify
arithmetical accuracy of the entries and to
ensure that ledger accounts have been
correctly balanced.

Ordinary errors and frauds are detected
through routine checking.

Routine checking is mechanical and requires
no skills.

Objectives of Vouching

Vouching achieves the following objectives .

1. To examine the accounting entries recorded i
with documentary evidence in support thereo

n the books of account
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5. To verify the accuracy, adequacy and credibility of documentary
evidence.

3, To ensure the authenticity of the transactions recorded.

4 To ensure that 10 transaction remains unrecorded in the books of

account.

t of Vouching
ouching could be complete check or test check. In the presence

of a sound internal control system, the auditor may restrict vouching to & test
check. If the system of internal control is loose or is absent, the auditor will be

unning risk if he does not carry out vouching in full.
Points to be Considered at the Time of Vouching
The following points must be borne in mind at the time of conducting vouching.

) The client should produce to the auditor all the vouchers arranged in
the order in which entries appear in the books of account.The auditor
should see that every voucher is passed by some authorised official.

ii) The dates given on the vouchers should fall in the year under review.
iy The aquditor must be satisfied with the head of account debited or

credited from the available documentary evidence.

ons must relate to the business. The vouchers in the personal
managers, secretary, directors etc., should be

Exten
The extent of v

iy) Transacti
names of the partners,

given extra care.
v) Vouchers foran amount exceeding Rs.5,000

stamp.
Items that require further classifications or evi

note of.

vii) The amount of v
vii) Any alterations made on the receipts and vouchers shoul

into.
Vouching- in—depth
Vouching-in-depth is differently

should bear proper revenue

dence should be taken

oucher should agree both in words and figures.
d be enquired

referred to as audit-in-depth, system audit

and fransaction audit. 1t is checking of accounting system in use in depth.
A step by step examination cr checking of all the transactions recorded in the
books of account is undertaken. A more detailed and comprehensive checking is
don'e of transactions. But it does not mean that the qudit work is not on @ test
][JI?SIIS .In fact, vouching -in-depth combines both sampling and procedural check.

arge concerns, detailed examination of all the records is 0
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This technique is relied on in organisations where an effectjye interng ltin,
a ~

system exists. confroi

Under vouching-in-depth, an audit sample of transactj,,
accounting is selected and it is traced from its or; gin to the
versa. In this process, the auditor should be convinced
procedures have been properly followed. The examination
checking of records of a particular period spread over a long t
items involved may increase or decrease as per the needs, T
adopted in this regard must be flexible to suit the needs of th
vouching-in-depth may not be possible in respect of 4
Thus, in depth examination needs to be selective depending
of the internal check system and accountin
organisation.

Importance of Vouching

ns from € are

conclusjop, iy
that the laid d;lce
may cover detailed
Ime. The nyp, I of
he Procedureg ¢, be
e client. In an aydjs
[ the transactions‘

upon the refiapy.
g procedures followeq in the

The institute of Chartered Accountants of India st
obtain sufficient competent evident;
statements examined by him,

ates that the auditor shoy]g
ary matter to base his opinion on financial

Through vouching ,an auditor satisfies himself of the following :

i) The documentary evidences available in orde

ii) The transactions as recorded
place.

r are of enough validity.
in the books of account did really take

iif) A competent official has duty authorised the transaction,

iv) The transactions whol]

y and exclusively relate to the business under
audit.

v) The effect of transaction is correctl
in compliance with accepted princ

Vouching is one of the most
to successful auditing. All the
traced to their sources, truth and

y recorded in the books of accounts
iples of accountancy,
powerful tools in the hands of auditors. [t is key
entries seem to be innocent. If the entries are
genuiness of the transactions can be confirmed.
The auditor is not merely concerned with establishing the arithmet;
of the transactions. He needs to go beyond them and statisfy him
entries are accurate, duly authorised and relate to the business.

cal accuracy
self that the
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Any discrepancy with regard to fictitious payments can Se traccscr 01.1551
when related vouchers are examined carefully. If vouching is carried out with du)::

care. €Ven cleverly committed mistakes will come to lime light.

Armitage vs.B-rewer ar}d Knott (England 1933) stressed the importance of
souching in auditl-ng. In this case. the auditors failed to exercise reasonable care
and skillin vouching the wage sheets. Consequently, manipulating wage records
and petty cash vouchers co.ul.d not be detected. It was observed that “a good
any documents Were Suspicious on their face and called for enquiry.”

Entries should be g:he:cked with related vouchers to ascertain the genuiness
nd vlidity of supporting vouchers.

In the light of the points discussed above, it is clear that vouching is essence

or backbone of auditing. At the same time, it is incorrect to say that vouching is
hree-fourths of auditing.

Voucher

A voucher is a piece of paper or a document that confirms the truth of a

happening in the field of accountancy. It confirms either payment or receipt of
money.

The voucher is an evidence of occurrence of a transaction recorded in the
books of account. The auditor has to rely upon vouchers in order to form an
opinion about the accuracy and authenticity of the recorded transactions.
All vouchers should be carefully filed and preserved for vouching transactions.
Types of Vouchers

Vouchers may be of two types, primary and collateral. Primary vouchers
refer to the written evidence in original. Invoice for purchase bills, contracts are
some instances of primary vouchers.

Collateral vouchers are produced to the auditor when original ones are not

available. Carbon copies of cash memo, copies of purchase order are presented
as collateral vouchers in the absence of original ones.

The following are some of the examples of various types of vouchers to be
produced to the auditor for the inspection of transactions.

—_—

Transactions ?

N
1
\

— — S — _—

Supporting Vouchers

Carbon copies of the receipts issued. casn
memo, correspondences, contract, minutes.
counterfoils etc.

L. Cash Receipt

2 Cqg .
sh Payments " Invoices. demand notes, bills. wage sheet.

3 salary register.
- Purchgges

Copies of purchase order. original invoices.
goods received notes. correspondence. goods
inward book etc.
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Vouching of Cash Transactions

Cas‘h is the most .llf]uid asset. It is potentially attractive to defalcators Because
of its high vulnerability, vouching of cash transactions has assumed e.normouS

significance.
General points to be considered while vouching cash transactions

The auditc?r should keep in mind the following considerations while vouching
cash transactions.
1) Areliable system of internal check is in force

The auditor should test the effectiveness of the internal control system
followed in the client’s organisation. In the absence of an effective internal control
system, chances of misappropriation of cash are more. He should ensure that all '
cash receipts are accounted for and all payments are authenticated. The internal
control needs to be revised periodically and suitable modification is done to

make it more effective.
2) The auditor should verify and test the system of accounting

The system of accounting should be tested for its accuracy of recording cash
transactions. By suppressing the receipt of cash and overstatement of payments,

fraud can be committed.

3) The auditor may test check a few items at random
As far as practicable, all cash transactions should be checked elaboratley.

However, an elaborate checking may not be needed, if there is an efficient system
of internal check. A few items may be checked at random if he is convinced that

transactions are free from irregularities.
4) Allthe items noted in the rough cash book are promptly and properly entered

in cash book
Entries made in the rough cash book should be carefully checked with the

main cash book to detect whether there is any error or irregulartity.
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5) The method adopted for depositing daily cash receipt in bank 's:aﬁ:fact

The auditor should ensure that all cash receipts are deposited In te ban

daily basis and supported by pay-in-slipg. Accounting of receipts shoylg A 0”’)2
delayed. Adjusting customer’s account with allowances and rebateg are p,

actually allowed. Misappropriation of cash is possible to the extent of adjustmey,
6) A bank reconciliation statement may be prepared '
The auditor should prepare a bank reconciliation statement ver; fying e |
bank balance with cash book and pass book. Reasons should be found gy for
the difference in amount between the bank balance as per the pass book anq that
of in the cash book.
7) Cash in hand should be verified
The auditor should verify the cash in hand by actually counting it. He shoulq
see that the amount of cash held in hand tallies with the cash book balance,
8) Receipt books should be under the custody of some responsible staff

The auditor should ensure that the receipt books are kept under the control
of some responsible staff and all recepits bear serial numbers. Carbon copies of
the same should be kept in the office. The control over recepit book should be

proper.

0

VOUCHING OF CASHRECEIPTS

The debit side of cash book shows opening balance, cash sales, receipts
from debtors, income from interest, dividend, rental income, commission received,
subscriptions, sale of investments, bill receivable, bad debts recovered, insurance,
claims, receipts from hire purchase, sale of fixed assets and miscellaneous receipts
etc. Each item of recepits is discussed briefly.

1) Opening Balance

The first item to be checked on the receipt side of the cash book is opening
balance. It should be checked with the balance shown in the audited balance
sheet of previous year. Working papers may be referred to see that the closing
balance of the cash recorded in the balance sheet is the result of many balances.

Evidences to be vouched include previous year’s balance sheet and cash
book.

2) Cash Sales

Chances of fraud are greater under this head. Sufficient care should be taken
to vouch documentary proofs in support of sales. Various copies of cash memo
salesmen’s diary, cashier summaries, counterfoils of receipt book etc., come under
check.
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Generally, carbon copies of cash memos or cash sales invoices would s:
entrics for cash sales. The cz.:lsh reglstf:r will carefully be checked with thé ::r%«z;
' copi€s of f:ash memos. Daily. deposist of cash received in the bank should be
“erified. Dates of cash memos and d|ates on which receipts are entered should be
he same: CjEJL nlgmqsm??n_ce“ef! if any should be kept in the book. Where
qutomatic bills are in use, the: entries in the cash biook should be checked from
ill records. Where automatic cash register is maintained, the auditor should

resort to the summaries. |
" A test check with the goods outwards books may be conducted. The exent of

such test check will depend upon the efficiency or otherwise of internal control

in operation.
3) Collection from Debtors
Vouchers to be checked include correspondence with debtors and counterfoils

of receipts.
The counterfoil receipts or carbon copy receipts in support of cash receipts

should be checked first. All the receipts should deposited in the bank in the
. nmediate following day. Allowing discount to customers should be enquired
into. It should be ensured that discounts allowed are at uniform rate.

Due aqthorisation is obtained in case of higher discounts. The amount due
from an insolvent customer can be claimed through his official receiver. The

correspondence with the official receiver and the statement received from him

should be carefully verified.
The auditor can contact the customers directly and ask for their confirmation

of balance.
In collection from debtors, two types of frauds are possible.

Teeming and lading or lapping

Lapping is concealment of a shortage by delaying the recording of cash
feceipts. The amount collected from one customer is misappropriated by the
cashier and the customer account is adjusted with the amount collected from
some other customer. Such adjustment can go for a long period, if the internal
control system in use is not effective.
Writing off as bad debts

The amount collected from customer may be misappropriated. T0 conceal

Such misappropriation, the amount standing to the debit of the customer account

s written off as bad debts. The auditor should carefully examine cash receipts
mmitted.

To prevent malpractices, the following steps are needed.
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4 uld be studied Pm‘“Cam "
: internal check system sho ‘ ~ 3
] g debtors ledger should not be all Oweq )

» 'nin

”i)/ bore from customers. _ . Cﬁ}k_

the receipt or the counterfoil receipt g}, ouldp, .
o

. .in-slips- M
against P2yl : hould be immedi i
vy Allbearercheates received s 1ately crogseq o,

nly’.
payee () . : . _
4 The chequé nw?bcr must be mentioned-on the carbon COPY rege:
K counterfoil receipt. i

from [nterest
s to be checked include passbook, bankadvice, Coup

ers . . .
The vo:i(;:]g upon the nature of interest received, evidences ara avai e;f%
etc. Depen e may be received on fixed deposits in bank e,

youching. h:ﬁcr;its l;rca?::;d’ securities held, etc. Interest received on fig eci “ng
;?emThOMd be verified with the bank fidvice. The arithmeticg) accug,
cuch interest calculation should also be verified. | i
Interest on savings banks account spou.ld be vouched with bank adyice, e
 on loan granted by the client organisation should be vouched with referengy,,
the loan agreement with the borrower. The terms on rate of interest, dye i
payment etc. should be checked.
Interest received on securities should be checked with reference to Securitiy

correspondences made, covering letter, counterfoil receipts, etc., shoulg,

examined.
5) Dividend

Vouchers to be verified include counterfoils, dividend warrant, passbooks:

Dividend received should be verified with the counterfoil or upper partoft
dividend warrant and with the letters received along with the cheque for
amount of dividend.

Where, shares have been bought cum-dividend or sold ex-dividend, broke
note should be checked. This is to ensure that dividends due on those have &
received later on.

Where the dividend warrant received is not yet collected, it should best™
as cheques yet to be collected.

6) Rental Income

Vouchers with regard to rental income include
® rent rolls,
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0
° counterfoils,

lease deed and agreements,

o correspondence with clients, etc.

Rental income may be re;eived in respect of short term or long term leasing of
(eal estates, plant and machinery, construction equipment, etc.

The auditor’s role consists of verifying the rent rolls with the rent received.
If the rent is collect.ed through an agent, agent’s statement of account must be
examined- The auditor should see that proper adjustments are made for rental
income accrued but ot due. Entries should be made in cash book immediately
and everyday collections should be deposited in the bank the next day.

7)Commission

Documents to be verified include carbon copy of receipts book, agreement
hetween the client and the party, etc. Commission is received for rendering service
or labour in discharge of certain duties. It may be payable as a fixed percentage of
the price or amount of business transacted. Commission received should be
checked with the amount entered in the cash book. The accuracy of the third
parties regarding rate of commission and basis of the working should also be
verified.

8) Subscriptions
The vouchers to be verified are: Counterfoil, register of subscribers etc.

Asubscription is a contribution towards a fund maintained by a society, club
or school. The auditor can ensure the entitlement of the receipt of subscription
by going through the bye-laws of association or club.

Subscriptions received should be checked with the register of subscribers
and counterfoils of the receipt. The auditor should see that subscription due but

outstanding is accounted for. Any unusual amount of subscription should be
enquired into.

9) Sale of investments
o Documents to be verified include
¢ minutes of board of directors
o bank advice, etc.
°

Investments through broker. A broker issues a note on details about the
nature of investment sold, the terms of sale, mode of payment, etc. Itis
known as ‘broker s sold note .
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So, the sale of investments should be vouched with broker 'S note If
proceeds of investments are received through bank, the the bank adlvl- c € Sale
be examined. The fact that the sale is ex-dividend or Cum-dividen s}? >
carefully verified. In cum-dividend sale, elemen of income by way of d;”,ld .
and amount attributable to investments should apportioned, Minuteg of] -
of directors also need a careful examinati on of facts, The tay implicatio
to capital gains arising out of the sale deserve due attention,

10) Bills Receivable

The documentary evidences available for inspéction include cash book pas
book, bills receivable book, etc. *Pes

n
ns relating

The amount received on the bjl]s should be debtors in the bills receivape
account and credited in the sundry debtors account.

Amount received against the bill should be verified with the bill receivab)e
book, cash book and bank statements,

Bills accounted as dishonored might give way to misappropriation of funds,
The possibility of such fraud should be examined. Dishonoured bills wil] be made
available to the auditor. If not available, it is a clear cut case of fraud.

Similarly, bills discounted should be duly accounted for. If discounted bills
have not matured on balance sheet date, a foot note as to contingent liability
should be there,

11) Bad Debts Recovered

The vouchers to be inspected are correspondences between the official
receiver and the client, dividend warrant, counterfoil receipt, credit manager’s file
etc.

Amount found to be irrecoverable js written off as bad debs, Receipts from
debtors who have become insolvent should be vouched with the dividend
warrants received from the official receiver of assignee.

Details of total debt and rate per rupee payable as dividend should be examined.
The auditor should ensure that the amount recovered is deposited in the bank.

12) Insurance Claims

The vouchers in support of insurance claims received are the policy of
insurance, correspondence with msurer, FIR in case of theft, accident etc. and
the report of the valuer or assessors.

The calculation of the amount claimed should be verified. The amount received

should match with the forwarding letter sent by the insured. The auditor §hould
see that the amount received is deposited in the bank. Any dispute regarding the
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— should be ascertained. Expenses i
¢ ncurred tow; ;
hould be properly accounted for the books of acczh":tr sadSA rfe;palzs or renovation
full settlement of claim, the loss should be appropriatel&, tre:ietd? receipt of the
13) Receipts From Hire Purchase 1n accounts.

Documents such as hire purchase agreements and evidence in the nature of
re o

COunterfoils of receipts are to be vouched.

The auditor can know about amount of instalment, number of i
pire purchase perlf)d and other related terms by stu:iying the h_mstalmems,
agreements in detail. The auditor should keep srinind that insta[n-:re Rurchase
interest also. He should check that the whole amount of instalment i ent mClu.deS
to sales account. There should be bifurcation. aLisotcredites

14) Miscellaneous Receipts
The documents t0 be verified are:
Fixed asset register
Sales deed
Auction notes
Broker’s sold note
Minutes of directors
o Correspondences exchanged etc.

Sale of fixed assets by companies should be approved by the board of
directors. Therefore, the minutes of the meeting of directors are 10 be verified.

To ensure that the sale proceeds are deposited in the bank on the very next
day, the auditor should verify the cash book, entries on sale of fixed asset and
also the bank book. Calculations of profit or loss on sale of fixed assets should

transferred to capital reserve.
15) Miscellaneous Receipts

Miscellanous receipts should be vouched with the correspondence, contracts
d in support of the transactions.

or any other related documents produce
VOUCHING OF CASH PAYMENT TRANSACTIONS
Having vouched the receipts side of the cash book, the auditor proceeds

vouch the cash payments. Before vouching payments, he should evaluate tthe
internal control system in use as regards payments. The objects of vouching

Payment side of the cash book are to
) Ensure that the payments were properly aut

i) Ascertain that they are recorded under appropri

horised
ate heads
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iif) Ensure that the payments were exclusively and wholly for the byg n
iv) See that payments were supported by proper documentary eﬁd:;ess,
Ces,

v) Ascertain the closing balance at bank and cash in hand accurate]y,
Whjl'e vouf:hing evidences of payments, the following points must be taken iny,
consideration.

i) The payment is made for the business itself.
ii) The payee’s name is correctly entered in the cash book.

iii) The payment relates to the period under audit.

iv) The date in the payee’s acknowledgment should agree with tpe
corresponding entry in the cash book.

v) The payment is properly sanctioned by the responsible person.
vi) The correct amount of the payment is entered under appropriate head
vii) It bears proper revenue stamp.

Vouching of payments such as cash purchases, cash paid to creditors, wages,
salaries, capital expenditure, investments made, hire purchases and instalment
payments, travelling allowances, insurance premium, freight and carriage, deferred
revenue expenditure, dividends, postage and telephone expenses, bills payable,
taxes, directors fees and miscellaneous expenses are discussed.

1) Cash Purchase
Vouchers to be inspected are cash memos, goods inward book, etc.

Cash memos furnish details about the quantity bought, rate per unit, discount
allowed and net amount paid. —

- The quantity mentioned in the cash memo may be verified with goods inward
register and stores ledger. The general market rate should be compared with the

rates at which purchases were made. Only the net amount mentioned in the memo
should have been paid.

The auditor should ensure that all payments have been properly authorised
by a responsible officer. N
2) Payments to Creditors

Documents available in respect of payments made to creditors include

e Invoice

e Purchase return notes
e Counterfoils of cheque book
e Statement, correspondence with creditors
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purchases orders and agreements

VOUChing o

Goods inward book

Mintutes of directors etc.

Entries f0{ B?Yme“t to creditors should be vouched with receipts, counterfoils
. fc]im; and bank statements. The auditors should be satisfied with the system
o internal control for payments to creditors. He should see that all payaments
- appl‘O‘{Ed by a rcsponmble officer. The auditor should ensure that creditors
have'-ﬁtﬂdwed discounts as agreed upon. Creditors’ ledger balances should be
verified with the written confirmations received from creditors.
3) Wages

The doc
wage sheet
time card, piece card, job card, etc.

engaging casual works.

uments to be verified are:

register for
¢ records maintained in personnel department

Before vouching the amount of wages paid, the auditor should enquire into
the adequacy or otherwise of the system of internal control in force.

The following points will be considered while vouching wages:

) Casts and cross casts of the wage sheet, pay rolls should be checked
and the amount should be verified with cash book.
i)y All the persons responsible for preparation of wage sheet have signed

the wage sheets.

iii) It should be ensured that no dumm
sheet. A cross verification of wages
the personnel department, provident fund mem
would help find out discrepancy in this regard.

iv) Time keeping records and piece work records be verified with the wage

book.

v) The basis of payments (daily. hourly or piece W
enquired into.

y workers are included in the wage

heet with the records maintained in
bers list, ESI cards etc.,

ork rates) should be

Vi) The thumb impression or signatures o receipts of various months
months should be compared.

should be checked. Wages paid for various i
If wages paid are found very high, the auditor should enquire mto
reason for such variation.

i
) The total amount of wages paid sho
the cheque drawn.

uld be checked with the amount of
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. .
viii) All unpaid amounts should be traced into unpaid wages registe,

i) Payment of overtime wages and payment of wages to casua| Worker,

should be properly authorised by a responsible official.

4) Salaries
The vouchers to be verified are

Salaries register
Appointment letter
Counterfoils of cheques
Bank statements, etc.

The auditor should evaluate the system of tnternal control as regards payment
of salaries. While vouching the documents produced to him, he should take the

following into consideration.
Casts and cross cast of salaries should be verified with the cash book.

The cheque drawn should agree with the salaries register.

iJ)

Capital expenditure is the amount spent on acquisition of fi

The salary acquittance roll should be signed by a responsible official.
Any ingreméﬁmthe salary should be sanctioned by an appropriate
authority.

Deductions on account of provident fund, income tax etc., should be
checked.

Salaries paid to sgnior employees should be checked with service
contracts and entitements.

The entries in the cash book and journal should be vouched with the
salaries roll. ~

Any payments not included in salary but paid separately should be
supported by a cash payment voucher duly signed by the recipient.

The auditor should compare the salary figures of the past years with that
of current year. Reasons for variance should be analysed.

5) Capital Expenditure

xed assets.

The documentary evidences in support of incurrence of capital expenditure are

Invoices

e Agreements

e Letters of contracts

e Receipts
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Voue
Broker’s bought note

Deeds
[ ease agreements

[}
Auctioneer’s note, etc.

The procedures for vouching various items of capital expenditure
are

discusSCd.
0 purchase of free holds and leasehold property
[n purchase of freehold property, conveyance deed is prepared. The agreement

for sale together with the title and conveyance deed should be vouched for the

real property.
If the purchase is through a broker, broker’s bought note should be verified
All the legal charges incurred on the acquisition of the property and broke;] oes
aid should be capitalised. The architect’s certificate contract for construiiigcfrsl

and payee’s acknowledgment should be examined in relation to constructed

property.
In case of leasehold purchases, the auditor should examine the terms and

conditions of the lease agreement. Payments made for lease hold property should
agree with the terms of agreement. Receipts issued by the lessor should be
verified. All expenses connected with lease hold purchases should be debited to

leasehold land account.

2) Purchase of plant and machinery

The auditor should vouch the receipts and invoices received from the vendors.
The expenditure incurred till the installation of machinery on the premises should
be capitalised. Ifit is purchased from auction, the auctioneer’s account should be
examined. In case of imported machinery, any importing duty and clearing charges
mf:t should be debited to the asset account. The amount paid should be checked
with the contract bills rendered by the contractor and payee’s acknowledgment.

3) Purchase +f investment
thenT]heI auditor should examine broker’s bought note and receipts. The securities
o ﬁse ves should be examined. For investment made in existing shares, share
ol tEeltfcs should be verified. Payments made through the bank should be verified
5 e pass book. It should be ensured' that purchase of investments has been
operly authorised.
In T . )
Vestments consisting of incribed stock should be check

Obtained
- invfmm the bank. All investments must be in the nam
estments are purchased at cum interest. interest includ

ed with certificate
e of the company.
ed in the purchiase
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ric: should be debited in the interest account and the balance ip, ; Mvesy
account, When interest is received on investment, the same should p, .

to the interest account.

4) Purchase of motor vehicles
Contract of purchase, invoice, broker’s note, payee s acknowledgmem’ "
receiving report and the registration book showing the ownership in the name of

the client should be verified.

5) Purchase of patents and copyrights

Patents are the exclusive right or privilege to make or produce Something
For example, a formula for bottling a soft drink. Copyright is a right to produce &
item of a particluar design. The acquistion of patent and copyright should pe
verified with receipt issued by seller. If the purchase was through an agent,
statement of agent’s account should also be examined and his commission pe
capitalised. But renewal fees are not to be capitalised.

6) Payments under hire purchase and instalment agreements

Hire purchase agreements or agreements to pay instalments should be
examined. The receipts received from hire vendors should be seen. It is essential
to see that instalments paid include interest also. The interest portion should be
charged to revenue. Care must be taken to see that interest is not debited to the
asset account. Periodical statements received from the hire vendor should be
vouched for their authenticity.

7) Travelling allowances

St
edited

- Travelling allowances are a fixed amount paid to meet travelling expenses
incurred by employef:s. The vouchers to be checked are bills, payee’s
ac.knowledgement, receipt etc. The travelling allowance bii| should be verified

rules have to be examined.
8) Insurance premium
The auditor has to examine vouchers like insurance policy, demand letter

from the insurance company, premium paid certificates, receipts etc. The policy

can either be a new policy or renewal of an old polic ; P
policy should be vouched as follows. policy. Premium paid orj new

e Verify the actual policy to ascertain its nature,
o Verify the demand letter issued by the insurer.

See the official receipt acknowledging the receipt i -
company. o Protpremium by e nsurance
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1 case of first preml‘um paid, the auditor will exami
available .1 the policy document itself xamine a note of the premium
[n case of old policy. the rc_:newal receipts will be verified wi
ifan olicy has lapsed durmg the year, the auditor he:: t(\)N g;(demand note.
r such lapse. The entnesnin the cash book relating to prerzizr(:e qf the
h receipts. P.remxum paid, if it relates to the period be paid are
hould be disclosed in the balance sheet yotdithe

nd custom duty

The railway freight should be verified with railway receipt which would
<sued by the railwa)/- Any 'payment made against “freight paid” railw:v Or: be
will not be genuine one. Shipping charges paid should be vouched with szatetc: .
of bills rendered by the shippers or carriers or clearing or forwarding a eflrtlt
ogether with tl}eir receipts. The documentary evidence enclosed withgthg bil?

should be examined.
Rebates allowed for promp

al

hed wit
0 .
car under audit, s

9) Freight carriage a

t payment of freight of ship should be looked into
Allocation of capital and revenue expenditure should be examined. .
Freight and customs duty paid for the purpose of acquiring assets should be
capitalised if clearing agents are appointed and all payments are made through
such clearing agents. the statements received from the said clearing agents should
be verified. The original receipts of custom duties, port charges and other charges
received from the clearing agent along with this statement of accounts are to be

verified.

10) Deferred Revenue Expenditure
Expenditure incurred in the current fi

years also. Commonly incurred deferred revenu

of shifting a business 10 3 comparat

ng nature.

he benefit of which wille

nancial year gives benefits in the coming
e expenditures are:

o Cost ively better locality.

o Exceptional repairs of non-recurti
o Heavy advertisement expendituret

together.
e Heavy renovations and structural improvements to buildings.
{ is capitalised

Deferred revenue expenditure is given a Spe

xtend to years

enefits are €X

t : . .
:I,nporanl}’ and written off over years for which the b o
njoyed. Any relevant docunentary evidences such as accounts, receipts. €ic

d is shown as an asset 1n the

are - .
0 examined. The amount to be carried forwar

balance sheet.
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11) ividends Paid
Evidences such as dividend

etc..are to the vouched. |

The auditor should go through the memorandum anc? aﬂlCles: 5 faSSOCiatj(m
to know about the rights attached to the share capital in question, Dividey, "
should be paid in accordance with the rights of shareholders.

The nature of dividend paid must be carefully ascertained. If it is interiy,
dividend, the auditor should see whether directors are empovs‘/ered to pay interiy,
dividend and whether profits disclosed by interim accounts justify the paymey
of interim dividend. In case of final dividend, the resolution passed at the
shareholders meeting should be examined.

The following steps are essential to vouch the amount of dividend paid.

book, bank statements, unpaid dividengq regi
B eT

i) Look into the source of dividend.
iiy Verify casts, cross casts and carry forwards of the dividend book.
i) Examine the dividend book with the returned endorsed dividend

warrants.

iv) Ensure that the total of gross dividend as recorded in the dividend
book with bank statements.

v) Verify the unpaid dividend with the unpaid dividend register. Any
subsequent payment out of the unpaid amount of dividend should be
verified.

12) Postage and Telephone Expenses

The 'vouchers to be verified in relation to postage and telephone expenses
are receipts, postage book, cash book, petty cash book, etc.

. The auditorg should evaluate the efficiency or otherwise of the system of
internal control in operation relating to incurrence of the postage expenditure.

Casts of the postage book along with the drawing recei
petty cash book should be verified. ng received from cash book or

Bill and receipt obtained from the tele
phOﬂe departme t fiee
13) Bills Paybale nt should be verified.

A good internal control system dema .
immediately after the payient, %his St avoig‘;i;l;z;?&fiellatlon of the bills
made against the bills should be checked with the actual bi;ly of fraud. Payments
cancelled. Payee’s acknowledgement should also be verified BS- ﬁetUmed and duly
should be examined to ensure that only bills outstanding had'm:msnzyable regis‘cjr
uncancelled.
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pt of Taxes
The evidences available for tax payments include receipted challans, copy of

eturn filed, notice of demand, etc.

fax .

payments by way of income tax and other taxes should be verified with receipts
allens Tax calculattons shou!d be carefully checked. Admitted tax liability
zh ouldbe youched with the receipted challan and the copy of the tax return filed.
ents against the final assessment should be verified with receipted challan.

8 .
iss):;lsmem order and notice of demand.

15) Director’s Fees
payment of directors

fetter, receipts; minutes
The directors of a comp

VOUChing
4 Py

fees may be verified with articles of association waiver’s
book, special resolution, attendance register etc.

any receive fees for attending the board meetings.
The articles of association and minutes of directors meeting should be examined
.y elation t0 payment of director’s fees. Fees paid must be checked with the
sttendance regiStel minute book or resolution passed to the effect in the general
meeting For the commission paid to directors, the auditors should examine the
agreement in order to find out the calculation of profit. Under the act, remuneration
paid to directors should be shown in the profit and loss account separately. If a
director has forgone his fees, the auditor should examine the waiver’s letter.

16) Miscellaneous Expenses
The auditor should examine receipts, bills, correspondence, etc., 0 vouch

the payments towards miscellaneous eXpenses. Th casts, cross casts and carry
forwards of the cash book must be checked. Postings into the general ledgers
should also be checked. Some of the postings into the subsidiary ledger should

also be checked.
Vouching of petty cash book

The petty cash book is usually kept
should vouch the petty cash book trans

1) Check the amount receivied by the petty cas

" with reference to the cash book or bank statement.

i) Carefully verify the casts, cross casts and carry forwar
cash book.

1) Ch_eck cautiously the validity of vouchers with refevant supporting
evidences.

Iv :

) Verify whether the cashier has si gned the

each month.

v
) Consult the postage book for purchases 0

under the imperest system. The auditor
action on the following lines.
hier from the head cashier

ds of the petty

petty cash book at the end of

f stamps.



Vouching of Trading TransactionS

Trading transactions carried out in a business concern includfg prChase\,»!
sales, purchase returns, sales returns, goods sent on cons; gnment, h.1 "€ Purchg,
sale or return, etc. Transactions are both on cash and credit baSlS.- All creg
purchases are recorded in purchase ledger. In sales ledger, all credjt sales g

recorded in the names of debtors. This chapter will focus on vouching of tradip
transactions.

I. VOUCHING OF PURCHASES BOOK

In purchases book, transactions relating to credit purchases are €ntered

A purchases ledger may be differently known as purchases day book. purchase
Journal, bought book, bought daily book or invoice book

Vouching of purchases ook ensures that all purchase invoices are entered i
the Purchases Book and the goods entered in the Purchases Book are actually

received and the client pays money only for thoge goods that are delivered by
the supplier to him.

credit purchases, While vouching credit purchas
be considered.

1. Purchases Invoices

asentered in the purchase invojce agree with
the purchases book.
(1) The dates of purchase invojceg relate to the financial period under
audit

purchases book.

(vi) _Purchase account has beep Properly initialled by those who had
Internally checked jt. A bri : ;
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i ont's staff should be written on the back of e invoice.have been
thually lost. For this purpose, he may scrutinise (e relevant account

of the creditor in the personal ledger. The auditor shoyld indulge in a

genefal scrutiny of the invoices lying to the credit of the respective
c[‘editor'

ocﬂtio . 1 1
Al ¢ distinction should be maintained between capital and revenue

A prope
gndit”res‘
, Recept of G000 N
. e purchases book should be -venﬁed with the help of purchase invoices,
..« of order placed, goods received note, goods inward book and copies of
Cﬁg;lim s from supplier. It should be ensured that goods ordered are actually
C

rceived:
4 Inspection Reports

gometimes, the nature of goods purch?.sed requires an inspection report.
quch report should be c'hecked by a responsible official to ensure that liability is
heing recorded for the nght.type of goods purchased. If goods are found defective
o the quality of the goods is not approyed b.y the chemist, such value should be
yept in suspense. Only after proper verification, the amount should be adjusted.

5, Tenders and Quotations

The purchase invoices should be verified with the tenders or quotations and
purchase orders. Terms of purchases should be examined on the basis of the
documents concerned.
6. Purchase Contracts

For bulk purchases, contracts are entered into with the supplier. Such
contracts should be vouched for their accuracy on the basis on which the invoices
have been prepared. It should also be ensured that any concessions available in
the contract are fully availed of,

T.Authorisation

Before recording entries in the purchases book. they must be properly
athorised by 5 responsible official. If authorisation for purchase transactions
bes not been obtained, its facts must be brought to the knowledge of the client.

8, Statements of Account

Statements of account may be obtained from supplicrs. If statements of

dce . . :
OUnts are being recejved from the suppliers on a regular basis, a test check of

the e T
- mount of inyjces may be resorted to. The purchases invoices should agree

€ entriec ;
Cntries in the statements of accounts.
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16, llll["’r‘s ified with . , : :
[mports should be'verified wit §upport1ng d'ocgmenFs such as letter of credit,
ign nvoices, exchange conversion rates, shipping bills, bills of entries, clear
fore forwafding bills, freight and octroi receipts banker’s advice, bills of exchange
:I:c The following errors and frauds are likely to occur while accounting fo;

imports:
)
(i

()

Fictitious purchases may be included in the purchases book.
game invoice may be recorded twice.

Goods purchased in one period may be omitted in that period and the
same may be entered in the next period.

(1v) Purchases may be debi‘ted in one period and the goods, against such
purchases may be received in the subsequent period.

II. VOUCHING OF SALES BOOK

Sales book shows credit sales only. A sound internal check is essential in
respect of sales transactions. The auditor should carry out vouching of credit
sales in the following manner:
1,A few Test Checks

Having evaluated the efficiency or otherwise of a system of internal check in
operation, the auditor may apply a few test checks.
2. Execution of Sales Order

The auditor should study the procedures for executing sales. All the orders
received from the customer directly or through agents are recorded in the order
book, Then invoices are prepared with the rates agreed upon with the customers,
which will be mentioned in the order book.

3, Sales Book

The auditor should verify the castings and postings of sales book and the
postings to the ledger. Carbon copies of invoices should be checked and then
cancelled by a rubber stamp or initials by the auditor. Cancelled ones cannot be
Produced again in support of another entry.

4. Sales Invojces

Sales invoices should be checked with due care.
() Theinvoice is prepared in the name of the debtor. In case of acompany,
there cannot be any sale by a company to itself.

. Ehekname of the debtor found on the invoice agrees Wi
ook,

() The date of saes invoice falls within the period under audit.

W) Only the next amount of the invoice (after deducting trade discount) £
entered in the sales book. Trade discount is allowed with proper authority.

th the sales
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5, Classifying 'Salt?s o

The Altocation of the salejs s1
(sale of assets, etc.,) are not In¢c

tch of Goods
6. Despa h a customer, the sales department shoylq Prepa;

si le wit
On finalising a sa p in quadruplicate. These slips shoulq be pr:

. e s I
ds delivery requisiion S ] |
Egnzbered The original copy 15 retained by the sales department. Two coricar

sent to the stock department. The stock department retains one copy and g, &
another copy along with the goods t.o.despatch department. The last copy s
sent to accounts department. On receiving the despatc.:h nqte from th_e despateh
department, the accounts department w1ll. prepare an invoice to be given to th,
customer. The auditor should check sale invoices with documentary evideng
such as goods dispatched note, goods outward register, etc., to ensure the dispay

of goods by the company.

7. Sale Contracts

If any sale contract exists, the terms of the contract should be examined
The auditor should ensure that preparation of sales invoices is in accordance
with the terms of sales stipulated in the contract. In the absence of sales contract,

the sales invoices should conform to the selling policy of the management.

hotlid be examined. Sales of non-tragip,, .
i £ ltem,
uded in sales of goods. g

8. Authorisation
The sales invoices should be properly authorised by a responsible person

before they are recorded in the sales book.

9, Statement of Accounts

Statement of accounis may be regularly received from the debtors or sent 0
debtors by the client. A test check of the amount of sales invoices with the
entries shown by the statement of the accounts, may be undertaken.

10. Tenders and Quotations

. ’ll"enders and quotations may have been called for by the client. Then sales
lnvoices should be verified with such tenders and quotations received.

11. Exports

Exp(-)rt msactiom will be vouched with sales invoices, exchange conversior
rates, sfuppu.lg bills, clearing and forwarding bills, octroi and freight receipts an
banker’s advice for the negotiation of documents. Terms of invoice (F.O-R: (o
C.LF etc.,) should be checked with sales contracts or export orders received:

12. Forward Contracts
rsale

The.auditor should carefully examine the terms of forward contracts fors
Eltd their eventual settlement. A possible loss on the supply of goods mwlv:clig
thereat. Onl gre - MUst be reviewed. A provision for loss needs 1© ¢ T
not d . -y the goods ac'tuauy delivered should be considered a3 y 'aleS-

esirable to take a3 credit in advance, which is in the nature of fOfward >
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| 1.6
Vouclil‘:?sion,,[ Sales Invoices

P]’ﬂ . . . .. ¥ ."_”1'.," )
uditor sames geross,any invoice marked provisjonal, he must be very

: A!fit]h'e]fe]evant adjustments should be made thr

ol o in he bookS
¢ ces Insufficiently Vouched

ough final sale invojces and

J,Sales Invoi . . ,
The quditor should' h§t all sal.es nvoices which are missing, or which are not
1able of they remain insufficient 'fOF one feason or other. Then the list should

e o the management for clearing queries and doubts raised Those queries

ehi;ere main unanswered should be reported to the management

y

y Castings and Postings

The auditor should verify the casts, cross casts and carry forwards of the
les book. He should also check posting to general ledger and some of the
. o the sundry ledger.

d

pQStiﬂgS t
lﬁ.COncealment of Sales

To detect any suppression of sales invoices, the sales book should be tallied
sith goods sent out in the last m.omh' of the accounting period as shown in the
00ds outward book. The sales invoices for the first month of the next period
should be verified to ascertain whether any of them relate to the period under
aidit, Further, the percentage of gross profit earned on the cost of goods sold
may be compared with that of the previous period. If there is any material variation
hetween the two, the reasons for the same may be enquired into. The likelihood
that goods were sent out, but the corresponding invoices were not entered in
the sales book.

17.Inflated Sales

Sales may be inflated in order to project a higher profit than what it is actually.
The auditor will uncover any deliberate attempt for inflation of sales.

18. Heavy Sales

If sales are abnormally high at the end of the period, the auditor should
ensure that all these goods were delivered before the close of the year. None of
sich goods should be included in closing stock. Following errors and frauds are
Possible in connection with sales.

0 Goods sent on approval or V.P.P. but not yet accepted by the customer

or goods sent to the agent for sale but not yet sold, may be treated as
sales.
(i)
(ii)
(iv)

(v)

Sale of fixed assets may be treated as sale of goods.

Next year’s sales may be recorded as current year’s sales.
Goods sent on consignment may be treated as sale.
Fictitious sales may be recorded.
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M JOUCHING OF PURCHASES RETURNg BOOAUQIHRR
| rchased may be-retume(‘i‘ i the Supp l 1er 25 damageq or ‘fork
Goods pu ¢ as per sample, inferior quality of goods e, Ity .re.a%n”

, are no : :
such 880008 P alveady,a debit note should be sy ., N
the dgood:e obtained from the supp:ilir. If the prncet 1ts yteht to be Paid_, nofehe, \
credit no t to send lesser amount to the supp|je, ty
sent to the cas
it note ; : ‘

1.Debitno .+ chould vouch the debit notes 1ssued.to the creditors, . fo]]'

The auditor $ dered in vouching the debit note. O,

points should be consi |

 ote IS DreE
) Debit note Is Preparc™ :
ii:) The name of the creditor as entered on the credit note agrees

purchase returns book. |
The date of the debit note relates to the financial period y, o .

[t has been checked by a responsible person and it bears pg ity

pared in the name of the client.

With t

(it

(iv)
2. Allocation . .

Credit should be given to the revenue account which was Previougly ey

3.Goods sent out

' The entries for the goods returned should be checked with the gooqs Oltiyg
book or gate pass.
4. Reason for return

The reasons for purchases return should be enquired into. Reasong Such

goods are not in accordance with samples or of inferior quality are genen
attributed for purchase returns. Where the accuracy of the entries for retyygj
doubtful, correspondence on the subject should be carefully examined.

5.Casts and posting

The auditor should check casts, cross casts and carry forwards of the purchas:
returns book. He should also examine posting to the general ledger and someo!
the postings in the creditors ledger.

6. Manipulation of amounts

The auditor should vouch the purchases returns of the first month and

month of the accounting year carefully so as to detect any manipulatio d
amounts.

There is also a possibility of manipulation of accounts by includité®

fictitious sales during the year under audit and showing them as returt
the end of the accounting period.

7.Statement of accounts

. |
The auditor should verify the amopt shown in the credit note. At %

of amount entered in the statement of accounts.
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IV. SALES RETURNS '

S meﬁmes,..custOmensretum goods on account over their being defective or
frior in quality. Goods returned should be entered in the goods inward book

¢ keeper s returns inward book and stock register. A credit note should be

at
an:pire 4 and sent to customers,
r . . . "
while vouching credit notes issued, it is necessary to consider the foilowing:

() The credit note is made out in the name of the client.

(i) Thename of the debtor as entered on the credit note issued agrees with
the sales returns book.

i) The date of the credit note relates to the financial period under audit.

The credit note has been internally checked by a responsible person.
It bears his initials as a mark of internal checking done.

(iv)

The goods which the customers return are included in the closing stock at
ppropriate value. Heavy returns at the beginning or at the end of the period

should be paid atte