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ContpanyAudit * I t

i,ocnuoN oF- RooKS oF Accloiii'ir lSec. 209( l )  and (2) l
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Conditiorts
Locstion

l .  l {e gistered
office

?. Anl '  other place

3. Branch office

eir trr" toott,rf i iccottttt Juii ft itpf tt tlri registered office

itiri in tnit, 
' 

All.,r. o'ly of rit" books rlray be kept at any other place in lndia'

Boartl . 
.I.he 

Btlarci nlust paSS ir |esoiution acccrrding approval to keep the:
', 

resolttlion books at such other place'

: nniii,rr"or"nt, ' ' ihe Board resolutiorr rtrust specify -

1 of 
'Board 

(i) the nature of books to be kept at such other placc; nnd
' resoluliott ( ii) the tull addrcss ol'sut'h other pf ace,
;- -.-.... ,....-. :
, Notice to : - irl" 

"onlpu"y 
shall give a notice to the registrar.

1 ,"girtru, . 
*:,il::: 

shall be given within 7 dctvs of passing the Hoard

, , 1 - - ' :' : 
Natureof books, Alt ttre Uooit of account iri respect of branch office may be kept at

I , SUch branch office'

, Duties of the . t"l ift" t'i"""tt oiit"" ittuit prepare up-to-date summarised returns'

i ",;;;;;, 
ior 

:i;,;',;:;,,:t,:::i;:i,X;;iaration 
or a'v two su'|nn'1arized retu'lns

: :
' , (c) The summarised returns shall be sent to the company (at the

, 
'-' 

re gistcred ofTice or at such other place where t'e books are kept)

i t"itl ' ' in a reasonable tinre of compilation of the returns'

ISec. 209(l)]
io.z coNTENTS oF BooKS oF AccouNT

Natttre of books to

be kePt

er"f .o*pany shall keep books of accoutrt u'ith respect to -

(a) receiPts and exPenditures;

(b) sale and Purchase of goods;

(c) assets and liabil i t ies;

(d) prescribed particuIars relating to cost incurred

items if-

on nraterials. labour and other

manufacturing or rninirrg;
(i) the company is engaged in production or processing or

and

(ii) an order for maintenance of cos*' records is made by CG'

t-

1 1 4
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.} 'H.(,[ 'ER IX)OKS OF ACCOTIN'I ' ' [Sec. 209(3) ilL).3

i l

l i .  '

2t,9(r)

' I  
rue t t t t t l - f i t i r  t ' i t 'x '  '  I  hc huokr  t t l t t r t  t ) ( ' l  s t lpnrcss an ' ,  l r r r ts lc l i , r r r .

.  The hot lks r l t rs t  n() t  cot ) ta in anr .  f lc l i t ious t ransact io l l .

Accruul hasis oJ C--ash basis an,.l IJrlhrid systern ofl rnaintenance of books is
tuccounting prolribited

Double entry  Single entn,s)stcr t r  o f 'nra intenancc of  borrks is  prohib i ted.
syr^lenr :

' l : t i l r lRVATION OF BOOKS OF ACCOT-rN] ' ISec. 209(aA)l

.  hJot ,ks r r l  accourr t  t i , r  S yc i r rs  inr rner . l ia t , r l r  f r " . .J ing th. l  . r , r r . , ' t  ve i r r  s l ta l l  h"  nra inta in"J.

," ' l-!1i 
, r ' i :: ' , ' ;nt vcluche rs shall also be pre sen'ed.

t{}.5 ANN[IAL ACCOUNTS - LEGAL REQUIREMENTS (Sec .  210  and  2 l  l )

L,rr'] r11l{ {ii ', Duty of loying of lt is the duty of the Board of direclors

ankriln! accounts 
, unnual accounts every AGM.

; r i  . i t r  4 C M Meoning of annual . (l') B/S
gccounlS ( i i )  P&L A/c

to lay the annual accounts at

Reqttrrements of : B/S

!3/S:rerd I '&L i
liit: :

{ i) The B/S shallbe in tlre sarne form as set out in Part I of Schedule
V I .

(i i) The B/S must comply rvith the 'Notes' given at the end of Part I

o f  Schedule Vl .

P&L A/c (i) No form has been prescribed for F&L A/c.

(ii) P&L A/c must comply with the requirements of Part Il of
Schedule VI.

B/S trnd P&L A/c B/S and P&L Alc must sive a true and fair vreu'.

Er' iy lanq: ial  year ' Meoning of FY

Msximum period
of FY

- The period for which P&L A/c is prepared is called as FY.

. lt may be more or less than a calendar year.

i 
'  FY shall not exceed a period of l5 months.

:
: r But, it may exceed upto 18 months with the special permission of
, resistrar.

Cn""g," tj ii
from year to year

. The Board is empowered to decide the period covered in a FY.

. The period covered in a FY may be different from the period

n"'pforiniiity

, i covered in the Preceding FY(s).
:
: Same persons {rE responsible for preparation of B/S and P&L A./c as are responsible for

i maintenance of books of account.
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hle;rning of

i tcc0unting
st:rndart ls

Duties of the

c{inlJ}ai ly regat.( l ing

AS

(Sec .211 )

Dut ies of  the audi tor

rcgarding AS (Sec'

22',7\

'  Reasotrs for cleviaiion:

. F inancinl ei ct due to deviation

. iS, nrcalls t lre stanclards of accourlt it l !- l rccoitlmended bv l(lAl' as rnay be.prescribed

by. C(i 
"f i.. 

.uu.r,,t i .t iun * ittr Nitic,rral Ailvisory (l.nrr' i ttce on Accounttng

Stalrdarils' 
"--:r-^'r 1-' '  r-rl thc sl; specified by the ICAI

' [- lnri l hS are prcscribed b}' CCi' t lrc standards of accounttng

sha l l  bc  AS .

Cotrwliuttc'e n'ith Evea'colnpally slrall cornplv u'ith AS'

j.t

Disciostrrc itr clse ' Deviation ticlnl AS:

of non-
complfunce

I

a

ift" ou,i,ro. ,f.l"f f 
""i" 

n' tt) *'tt"ttt"r the P&L A/c and B/S comply with AS'

l f t h e P & L A / c o r B / S d o e s r r o t c o r n p l y r v i t h A S , t h e a u d i t o r s h a l l q u a l i f o t h e a u d i t
report

(Sec. 217)

TO.7 CONTENTS OF BOARD'S RE'PORT

Contents
specified u/s

2r7(r)

i (a) The state of the company's affairs

; (b) Profits proposed to be transferred to reserves

I (") Dividencl recommended by the Board

(d) Material changes subsequent to close of FY'

Disclosures
relating to

conservation of

energy etc.

Changes during

the financial
y€ar

Conservatio n of energlt

TechnologY absorPlion

Foreign exchange earnings sttl' oulgo

Nature of
disclosure
required

i Nature of
, disclosure
, required

,

bisclosure of

particulars of

certain
employees

:  Change in -

(a) natttre of the colnpulny's business;

. (b) comPanY's subsicliaries'

: i"l nature of business carried on by subsidiaries of the (olnparry;

i (d) generaily, in 
lle 

cllslet "T,":]Ttt,r1 
whlch cor"r'1"v hl* "n 

t"lol-*

-  - a *  -  - - - -  - ' -

, Designation, Remuneration' Nature of duties' Qualifications and

, experience, Age' i"ti 
"-Of"Vment' 

Nature of employment' Other terms

. and conditlon', p"iJ"ntufJoi"quity shares held' Whether the employee is

i a rerative of any di;";;;. *unug"r. This is required for those employees

: getting ,ul^ry *o'" than specitic amount as described in The cornpalrles

I

t
I

I

I

I

I

I

I; act.
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- f l tc  
c l i rector .s  shl l l  : j {a tc  as to r l l te t l ler thc i 'havo cornpl icd rv i th  AS

irr ea-cc t, i tt i t i i ,criai t icP:trtttrcs- t irc t i irectors silaii givc proper

e xplarration fbr l l tc sii l l le.

T l rc  c l i rcct t r rs  shal l  s ta ie as t i i  n l tc thcr  t l rc  rccpt t t t t i r lg  pt l l ic ies -

.  havc been consistent ly  appl iec l .  r r i t r l

. ttse.tl hv thern arc rea-sortalrle.
'I 'he 

clirectt,rs shall state its tt l tvltctl ier 1hc jttt lgnlents antl cstimates rnade bY

thetn arc -

. rCitS()l l lblC rnd prttt lt. i l i .  rrrt l

'  u ivc a t r t re at td f t i r '  
"  

icr ' r  .

i 'hei elirec,t.rs shall stutc as io tvhether tltel had take' pr.l lcr care for -

. ttrc mitinlenancc of a,Jeqtraic' accounting records in accordance rvith

thc prov is ions o l ' t l r is  Act '

. salegtrartl ing the assets of the company; tzzd

. prevcnting and detecting fraud 1nd 
othel i1e-gllarit ies,

t '- 
-_ . : '

Going concent i The Jir;;tor, ,ttoit ,tote as to ,vhether theV hlve aclopted the assumption of

l l7
( _ [ : r p -  ! '

l ) isclcqt i rs i ' t

i ;rl: 'q

! i i t ' ; . ;  i i l r iY
* ' i . : J , .  r \ 1

[Sec"  ?1?{24{ ) ]

I {s : , , r  '  l . :  i * ; '

lt(!!! .rr cr ilr. p'ttltion

of  bt rvFrack

cot l i r ,  1 . : t [ ts  on

agditt,l]:1 IeI)9JI

;lct:tttttttittg 
n

- - .  - -  . -  - t  -  - , r , -
. ' . r . , . ( | . . ' . r ' '

Accotuttitrg
poIic'ies

Judgmants urd

est inrutes

I'roper ond

sufficicnt care

:, Assritption tgoing concem l'lr]!eqenatlnq :'nlllll 1-t"9!".tt::-.  -,--.  : .-
j  .--E;;t buy_bnc[ should be complered vt' i thin ]2 ntonths front the date of Passing

every reservatlon,

lh;

resolution for buY-back'
, If a buy-back could not be complcted r.vitlrin the specified period of 12 months' the

i Board shall disclose the reasons for the same'

. 
'fn" g;"iO ,nutt giu" frfi"ii infot*ution ancl expla'ations in respect of

, qualification or adverse remark contained in the auditors' repofi'
i .

i:incur,nTloN oF ANNUAL AccouNTS, ETC' (Sec.219)
10.8

N*t - i ; l  t :  t t l

dtlcsttnents
requir lng
circul*tion

: (a) Balance sheet

: (b) Profit and loss accounl

Persous cntit led to

receive annual
accounts, etc.

SnpplYing of

annual accounts'
etc. $n dcmand

(c) Auditor's rePort

(d) Every other docuntent required to bc annexed or attached to B/S

The above documents have been refened to as 'annual accounts etc'
'  u/s 219 and220.

(a) Every member

(b) Every debenture trustee

(c )A l lpersonsu, l roareent i t led torece i r ,e t l renot iceo fGN4,e .g . ' theaud i to rs .

Who can demqnel the . (a) A member

annuol sccounts, etc- (b) A debenttrre lrolder

(c) Any dePositor-

iti; 
";;.il;y 

iii.ri i'pptv the annual accounts' etc'

: - free ofcost

: - 'tvithin 7 da,}'s of demand'

, Consequences of . aLU il direct the company to furnish the annual accounts' etc'

Duties of the
company

de1auft



lut{it i ttg (nd Assurlncc - -{.!9:-Ll1 l t t

tioll , \T IN ITORS WHI I .F - F',XAMININf: C[',RTi\Ii\,i
1 i i . {) ( , ' { )NSTnERAT'tr{}NS

IiOCUMEN'I'S

(  l ) &It : i i torandttm
of Associat iort

;i;i' iil;;;;;^t' i' i"i*"J. rfd"il',;; ti'" po"'"ii oiit'"
( i t  l t  conta ins the ot r jects lbr

coll lpan)'.
l i i )

N
(

( iv )
(r')
(v i)

.:.
P.

( i i i )

I t  shal i  conta i t t  f t r l los ' ing c lauses:

.  Nat t re c lat tsc

.  Si t t rat ior t  c lat rse
'  Obiect  c lat rse
.  l - iab i l i ty  c lause
'  C,api ta l  c lausc
.  Associat iorr  (Strbscr ipt ion)  c lause

I t  shal l  be
.  Pr intcd,
. Divided into Iltrt lbered paragraplr &

'  S igned bY st rbscr ibers '

Auditor sho'ld clreck rvhether MoA contains all the required intarmaiiorr

I les l rouldcaref t r l lystudyvar iouspowersofconrpanyenl is tedi r r lv l i . . )A '

while checking transactions/ contracts entered into by the conrpany, he should

ensrre himself that tlTSTry !I3:n!15:(1,":: 1-"!!-911"! !y"-Y9n )

(2) Articles of
Association
(AoA)

(3) ProsPectus

( i )
( i i  )
( i i i )

AoA ;;ri;iiN iiir".i a i"drutions framed by rhe company for its Qrvtt g,overitanu{

AOA rnust be signecl by the person who have signed the MOA '

For example it contains the following:

' VotinB rights of trtembers;

r PowerS of Directors;
. Qualif ications of Directors;

' Conditions for making the call;

' Provisions regarcling maintenance of accounts'

( i v ) A u d i t o r s h o u l t i " o . " t u t t y s t u d y t h e A o A & n o t e i t s i m p o r t a n t c o n t e n t s i n h i s
work ing  papc rs .  r : . - - . r r - .  - . . r ^+^  t -

(v) He should pay special attention to its contents which directly / indirectly relate tt'

books of accounts and financial statements'
_ - _ _ _ _ - _ _ -  ^ , -  

- - , . - , - - ; r . : - - -  
. , - -  - ^ - . : ^ : . . ; :  ; ; ; ; - ^ ,'  

comPanY's sharss or
lit ii ;";;t un in"iioiioir to- the pubtic for subscription to

debentures' 
'^^"i 'orl r^ ic.re nros l ie' <lf 'prtlspectus

A public colnpany is required to issue prospectus/ statements ln

beiore rnaking allotrnent of shares'

It contains tenrts & conditions rv'r 't '  issue of capital '

I t  r r s t ra l lY  co t t t a i t t s :
. Details of atrthorisecl' issued, subscribed & paid up capital '

. Whether issue is at par / DiscounV Premiunr'

.Pa r t i cu la rs rega rd i r rgunde rwr i t i ngcommiss ione tc .

' Up coming projects of the company-

(v) Auditor should carefully study all relevant conditions listed in the prospectus"

(vi) He should also check ,"q.-.i."*"nt of CARo (End use of money raiscri by i:ublic

( i i )

( i i  i )
( i v )

issue) .

t
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!  {},  !  O ,, '  " 'ryIT' A F SFTARE CAPITAL

\  4 " 1 Ki* r t  $ f  shgre

cap i ta l

Ccne  ra l
i ' r I ,  ' ' i  |  :  t  i : l : :dt ions

* , i i t , '  :  t ie l i t ing

shre e { :api tal

t  i  t  Ar i t l i {  of  shares

iss**d for cash

( i ) l ' rc fercnce s l rare having pr .c fcrcnt ia i  r ig l t ts  i rs  to-
'  Pal 'ment  ot ' t i iv idend &
.  Repavrnent  of  capi ta l

(i i) [quitl share i.e., share others tlrarr prefercnce share

( i )  Au t l t o r i sed  / '  '  M . * i , t , , , , t t  , , n ,u r , i t  u t ' . " p i t , , 1 .
Regislercd sharc ' Set out in lr lOA.

' r 'opitrt l . Wlrich can be issuetl by thg sqrrrrpany.

(i i) Iss ued & s ubscrihed ' ' [ 
l tat part ol- authorised capital,

shure coJtitrt! . Which has L'cen actually allotted by thc contpan),.

(i i i) Paid up slture copital , '  - l ' lrat 
part of strbscribt:d capital,

.  For  which rnone-v /  o ther  considerat ion,

. 
'  I las bee n received by the cornpany.

!

: ( i) Authorisecl capital should be verif ied bv examining N4OA & audited financial
s tatcrnents of  I  l te  prer  ious \  car .

:1ii; lssued & subscribed capital shoulcl also tre exarnined by referring to last years

: audited financial statements. MRL should be obtained regarding non-issuance of

: capital in year concerned.

I (i i i) In case fresh issue of capital is made in current year, following should be considered:

' 
. Conditions w.r.t power of cornpany to make fresh issue & compliance of same.

. . Corrditions rv.r.t minirnurn subscription (909'. '  of sltares offered to public). If

. minimurn subscription is not received u,ithin 120 days of issue of prospcctus,

money received has to be refunded to applicants.
. Wlrether apolication money received by company has been

bank account.

i '  Whether application money payable on each share is not

: nominal value of a sha.re.
: r Paynrent of brokerage as per rates stated in prospectus.

. Special provision for share issued at premium or at discount.

. Compliance with guidelines issued by SEBI in this regard.

I. Stage-I ; (a) Test check a few r:riginal applications received rv.r.t entries in

Application : application & allotment register.

. (b) Examine noney received with corresponding entries in cash book.

, (c) Examine letter of regret in case sum is refunded to unsuccessful

aPpl  icants.

. (d) Check correctness of accounting treatment in share capital

account.

; (e) Examine arithmetical accuracy of totals in application & allotment
, Resister.

(3)

kept in separatc

less thatr 5o/o of
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Stnge-lI
, I I Iotttttttrt

Stuge-III
Calls

(a I F.xar.irre ,,, ir.rut. Ul,rf, 
"i 

,t i ..,,,r., i ;. ' ;;; i"g * . i "ri,.t,- '"nt 
.,f

shares.

(b)  txanr i i tc  le t ter  of  a l lo t rnent  sent  to  successfu l l  appl icants '

{c) chcck rvlrether mone}' received on allotnlent has been

appropriately credited to sharc capital account.

(d) 
'f 'racc 

relevant entries in caslt book /bank statements'

(e) EnsLrre appropriateness of accounting treatment on allotrnent.

(f) Ascertl in u'hether sltare certif icates ltave been dclivered within l

ntottt lts of al lotment-

(g) Ensure t!1at return of l l lotment 
h,as be3n lled 

wlth ROC:

ia) Exanrine minute book of director's rneeting to check resolrtttqrn

r r rak i r t ! r  0  ca l l .

tb) Test clrcck sorne call letters rvith reference to calls register.

, (c) Exanrine amount received on calls with copies of rcceipt issued t,;

, shareholders.

. (O) tro"" rclevant entries in cashbook / Bank statements'

, (e) fr*on.,ine rvhether share capital accounthas been properly credited

t  D In casc o l 'ca l ls  in  arrears.  exant ine appropr iateness of  d isc losure in

r balancc sheet.

, (g) Examine calculations of interest charged on calls in arrears.

, (t ' ,) g*"n.ti.e schedule of calls received in advance to ensure its

, accuracy oftreatment in books ofaccounts'

(s)

I

- : -
Audit  s15h21s5 ;  (a)

issued for

,1! _lxaline c{9ut1tion oi tu1":! P3.1d 91-:{Eil1dya1c1
Sfrr."i *"y 6" itiu"O io iinJ"t*titers towards payntent of underwriting commission

or to promoters for sen'ices rendered by them'
'nrus. 

auditor should exanrine relevant contract entered into with such parties'

l lxarnine Board resolttt ion to issue such shares for non- cash consideration-

Ensure appropriateness of accounting treatment on allotment of such shares"

consideration
other than
cash

(b)

(c)

(d)

(e)

NUOTT OF SECURITIES ISSUED AT PREMIUM (Sec.78)
10.11

No condit ion for

issue of securit ies at

Drenr ium

Ut i l isat ion of
premium

N; t;r;;i;;i i, i"q,,ii"J i;;h" ;ni"t;; io ir','" rhe securities at premium.
I

I The Cornpanies Act does not prescribe any restriction or condition regarding issue

of securi t ies at Prelnluln.

Auditor should 
"n.ui" 

that ihe premiunt is tratrsferred to the'securities Premium

Account'. Further he will also ensure that the 'securities Pretnium Accourtt' is r-rscd only

for the following Purposes:
(a) lssuing fulll 'paid bonus shares'

(b) Writing off the preliminary expenses of the company'

( c ) W r i t i n g o f f t h e c o r r r r r r i s s i o n p a i d o r d i s c o u n t a | l o w e d o n i s s u e o f s h a r e s o r
debentures of the contPanY.

providing for the premium payable on the redemption of any redeemable

preference shares or debent'.rres of the company'
(d)

i

;  (e)

\

For buy back of sltares-
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{Sec .79 )

,t \. i l :tres 
' l 'he 

sharcs to be issrrcd at a discount rrrust tre lottg to a class of shares already issued bl thc

, \ r r t l i t . ' r  s l to t r ld  ensulc t l r r l  (  ) rc l i r r rn l icsolut iorr  is  passe. l  in  Certer l r l  Mcet ing i r l . l  i t

specif ie s the rate ol-cliscotrnt at t"hlcf the sll i l  '-s sltall be issuecl.

Audi tor  should ensure t l ta t  approval  of  the Cl-B has been obta ined'

F1 { : { run t

iua;to. shoulcl 
",,r,,r* 

that rhe sha,.s l laie becn issued vt' i thin

sanct iorr  of  t l re  Cl-B.  l lorvever ,  the Cl-B rnay extend such t ime.

i,,ditor rno"fa.fi""i that the marirnt,,,, ioi".rf cl iscount cloes not exgegel-L0?6. Howeler.

Cl , [J  r lav sanct ion isst re of  shares at  a d iscotrnt  exceeding l0%o considcr ing the specia l

circunrstances of the case.

Auditor should cfieck that at the date of the issue. at least I year has elapsed since

the date on which the cotnpany was ent i t led to commence business.

ri inourJ uiio u" 
"*ui.r,in"J 

tr-r"i tir; p;;;lr;;aut ."ntnini pu.ti"r'tiu.i of the discount allowed
on the issue ofthe shares.

i '

; l ir t ' ,..

i  ea r

Disc '

$  i ;  i \T]DIT OF ISSUE OF SWEAT EQUITY SHARES :  (Sec.79A)

r l "  t t i : l  c l i 'sweat

r i r t l { , t ! {y  snares

\ : ,  i  x i .  . '  t "r f  shares

' \ r ; , ' 1 . ,1 ; "g :  Of

r i lr* lu{ion required

' i iNr l lany must
'i :(lmpleted I

'Sweat equity shares' means equity sharesissued by the company to the

: enrployees or directors -

, (a) at a discount; or

. (b) for consideratior.r other than cash

, for providing know-how or making available rights in the nature of intellectual property

, rishts or value additions, by whatever name called-

I Auditor should verify that the srveat equity shares belong to a class of shares

ar 19ady jpeg! _L)11f19 corl, pa n)'.
. It should be ensured that Special Resolutlgn in this regard is passed in General

Meeting.

Further ensure whether Special Resolution passed by the company specifies the

[o l lowing par t icu lars:

(a) Nurnber of shares

(b)  Current  r r terkct  Pr icc '

(c)  Considerat ion.

(!_) _ lhe 9la::_ "1-giry-:jo.:- 9. :llqjov"es 19 1.!rom l'-! -"q-'g 'Ef: :E!!-b:j:":l:d,

. -  *qr l f r l iance of

Rules

nrJii.i-*iil t;;if-y tlrat at the date of issue of sweat equity shares, at least I year has

elapsed since the date on rvllich the company rvas entitled to commence business'

Listed companies

Anllsted co;nfanies

- n"J,t"iirit"iJ 
"tii"i" 

tr,"t ttt" *gtr"tio"t "-r"G 
uv segl i;

th is  behal f  have been compl ied wi th.

Auditor slrould ensure compliance rvith the rules prescribed

by_ Cenly I G 9n " Il1_T"nt



Auelitins artd Assurance Lhap- tu

t
I

Auelitirtg and Assurqnce -=-- Chap' t0 ;
122 _

i_i"l*--l l"i ' : '  " ' ""' ^-'^- 
;i 0 " i+  i r . t , r r i  l -OF  t t u  Y - i tALK  u [  SHa t tES (*" t t  -)  C

Srrrf rcr,s r,i tl,ro back "r'li:,::::,,::::'X!,li''i'"

, i - lrree rcserve, t

' 2. Securities Pretniutn account ;

, l. Proceeds of freslr issue of shares 
I

I  lorvever,  the buy-back shal l  not be made out ofthc proceeds olan earl icr  issue

'oryer in articles : i,,ai;;; ;i l i l ensure rhat the buy-back is authorised by the articles of the contpany I

,$p, , 'c i : r i , *nu, l . , t ion i i . ;sp"" i " in" | . i " . i " - " " i i , " ; i ,Gih; ; ; ; ; " ;k ' , l . ;

Linrits 'n buy-back by : , iuJiiur. should verify rhat the buy-back doesn't exceecl 25o/' of aggregate of paid 
f

passing Special
Resolution 

,, . Auditor should also ensure that the buy-back of equity shares in any FfY dries nctl C

, exceed 25o/o of its total paid up equiry capital in that F/Y' !

Debt_equity ratio I auditor should check that the ratio of debt owed by the comparty must not be morq 
a

, t h a n N v i c e r t t " u g g r " g u t e o f p a i d u p c a p i t a l a n d f r e e r e s e r v e s a f t e r s u c h b u y - b a c t c ' E

St ur"* *,,rt n" f"n' .i;*;l,t;;;;;ft;;;tii"iir'"'t'"'";ilil1;"r' "'" i"irv p"iil;' 
- 

C

, . ; ; ; - r i * i t ro , : . ' ' n "J i i * ;h ; |d ; ; ; " k ; l * .h " ' ;F ; ; k ; ' ; " ; ; i ; ;w i th i r t
completion of buy- . date of passing the Resolution'

tlack i r If buy-back is not completed within the specified period of 12 rnonths' the Boarc! t

Declaration of : AuditoruftouiO cnsure that the 
"otpuny 

files with the Registrar a declaration of

solvency 
, solvency .ru,ing ir,ui it *itr not be ,"nd"r"i insorvert within nixt r vear. I

Extinction of shares ; Auditor should ertsure that the company extinguishes and physically destrc

bought back 

rES 
' ,no.", u""ghrback within 7 days of compretion of buy-back. e

Prohibition of furthe. A-uditor rvill also ensure that the 
"";p;;y 

does not rnake further issue of the same kind I

Register of shares i A;Jti;, *iit 
"n.ur" 

that the 
"o*funy 

mainrain a register conraining the foll.wing

hought-back 
' particulars"t 

"""tto 
'. '". "', t

. 
(u) The shares bought back; I

, (b) The consideration paid for the shares bought-back; 
I

:] ;::::::::::i:H,l"l*,,"a,,v des,r.ving.f shares r

il\ * ?otoce w RtlcuE t5t lorv"^91 fu\V*d{r

lF ilLL,s,r^'x) li[&- 
**\:":'/;tDobr 1.4:

2 LcnoftN\'ar lTh;:l:"**hc*t 
l>:W^ont 

i
t i.. ?nr,nn o,:, 

ir,... | ?t" E ̂ n* 
'' 

on-i-\ ch :b {),ro*rar \b*s\ru 
L r (l I
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{ '  o ntytt t t t l ' ,  ludit  -  I  I r 2J

,  r . . i ,e :1 r t  ca l l s

1 t ' i ; r  1  '  ; r ; ; i i \ a n c e

r r {  i i l t . .  r  i g i r i r

Audi tor  should c l rcck *hether  po\ \ ,cr  is  sp<:c i f ied in  the ar t ic les tn 
" l .epfthc uncal led a lnount  orr  s l t l res.

' A conrpanY mav pav interest on calls paicl in advance.
' I-he intcrest shall tre paid at such rate as ntay be specified in the articles
' A colpalll can pay- ilterest (@ 60/0 per annunr.

A  t t t cmber  i s  t r o t  e t t l i t l cd  t o  an r  vo t i r r g  r i g l t t s  i r i  i " i p " . t o f  ' c l l l s  i n  adv l rncc
)

)
\ , ' - [ i I . } I . I "OF CALLS IN ARRtrARS

Verify the amount ol 'calls in arrears tiom tlrc share register

' i r i  !  -  r

[ ) i :c iosure

[]:<amine AOA to ascertain tlre company's powers regarding:

(a) Interest chargeable on calls in arrears.

(b) Forfeiture of slrares for non payrneiit o{'calls.

Vcr i l -y  compl iance wi t l r  AOA for  rhe in lerest  chaiged.

-  E.r rs t r re that  ca l ls  in  arrears havc been d isc losed as a deduct ion l ronr
capi ta l  on the l iab i l i t ies s ide.

. Ensure that separate disclosure has been made in regard to calls due
(a) Directors and
(b) Others

the total paid up

lrom:

ir i . r '7 ATJDIT OF REDEEMABLE PREFERENCE SHARES (Sec.80)

)

)

)

)

)

)

I
)

)

)

)

)

I
f,
I
I
I

l r

t .' i l

i ,

r!' preference : Auditor should ensure that the terrn of preference shares shall not exceed 20 years.

Ensure that the articles of a company authorise it to issue the preference shares.t ' r  in art icles

,a id shares nuJitor rfio"iO 
"tr""[ 

whether the preference shares to be redeemed are fully paid up.

\  i  ; . t ' i t s  O f

r c t l  e nr ption

I ' r ' r n r i um payab le  on
r- r  t lentpt ion

, E,nsure that Company has uti l ised:

Auditor should clreck that these have been redeemed

(a) out of the profits;
(b) Out of a fresh isstre of slrares

; (a) Profits of the conrparry

)

T
)

t
I
5
b
b

(b) Securit ies premium account

,  . r r t r  t ! l  l . -  i {R . (a) Creation of CRR is mandatory, if preference slrares are redeemed out of profits.

1 (b) Amount to be transferred to CRR : Nominal amount of preference shares redeemed

: by the company. Auditor should check adequacy of CRR.

\ , , t i ce  to  reg i s t ra r Auditor should ensure whether Company has given notice to the registrar within 30
duys of redernption ofpreference shares

C \ , . . \  .  .

olQt'r

pvu".ir.trtr
,kt|'tu^
hu tu-A'vb*^5S'Y

AO A

-rgL'.tWn;
u\cr ) ft"lit

[t.I*.Slt*

f,,-f 
c K.2 Now\\ai*4fu

ft. nayf."n



t 2 { ,1ud ilirtg ontl Assw'ancc

'  jAd h r\1 elr'\ T,lttr.l'.*ilt'lt
v tlr,'rtr,''llii

IO IR , { I ] I ) IT OF ALTERATION OF'SI{AITE C,{PITAL

AOA

OR

I\€inutes of Meeting

Certi f ic:rtes

[;rt imation to IIOC

Disclosure

,  Ver i fy . t f ia t  t f te  a l tcrat ion is  aut f tor ised by Ar t ic les of  Associ t t t ion,

. 
frlr1,." t l lat the altlration 

1, 
t l '  

"n 
Ordinary 

lesoltlf 
on at a General N'lecting

' Inspect the minutes of shareholders authorizing alteration'

. Inspect t lre rninutes of Board nreetings for Director's Resolution oll allotntent

. corisolidatign, conversion or sLrbdivision passed ptlrsttallt to the resolutiorr of lncnrbers
: -
. t *nnrin" the canceiied cefi if icates, if any, and agree tlre satne with qounterfi i i ls ol"ncr*
'  

cer t i f icatcs issucd.

, A,irrur" tf iat necessary intimatiop [.ras beel sent to l{egistrirr of Compenres.

. V.i ifv thoi ih" share capital, as altered, is correctly disclosed in the Balance Sheet.

1t,.19 AUDIT oF REDUCTION oF SHARE CAPITAL D l-,

(

(Sec. 100 - 104)

Power in articles Sp""if," piovisiou in articles is required for effecting rcductionof share caprtal. Thrr:

Spcciat resoltrt ion

Auditor should studY AOA.

Ci'""r.,"t'"ti "i sn il;b;; t;;;J ut ;il'lo*punv'

sanction of court , gnru." that Conhrniuiion oi court has been obtained before effecting the re<Juction of

r;o*", oic;;;, 
-_ ;t#.5x,"*lg;1y:H#a::*,.x* ;;;;;d'ai'lr'e "'a n*r'o 'o*"

Registration 

-.-E;;i;e 
wh_ether company has delivered to the ROC:-

I tul a certified copy of the order of the Court' and

(b) a ccrtified copy of the minute f!Pf!""-9,P=lF 9tt-{: -

Ilfiilil; ,l;;;i- 
-" 

: A;d;i;; triJr [""o,ne effective oniv on registratio' of the order and mirtute ' Thtes

, examine whether ROC has registered the same'
reduction : "^-"""-

10.20 AUDIT OF FORFEITURB OF SHARES

;--n,,aito. iL"rrJ 
"h*r.in"t 

rp""in" pr*iilon in the articles is given for this purpose'
t . Authorisation

f_or lorfeily19
Legal
requirements
for forfeiture

. Also the articles must be studied to check grounds for forfeiture of shares"

, Groundsfor , . b;;";"iit; foii"itut" is rnade on the ground of non-paytrrt:ni *f a

, forfeiture cal l .
. However, forfeiture is also possible on any bonofide groun'-l

: contained in the articles'
.  - , -  * ^ l ^  L , ,  r L , ,

Cull made A;J,t"r.f;id check that a valid call have been made by rhe company.

O" fV i f theca l l remainsunpa id , thecompanyproceedfor fo r fe i tu reo f
: i shares.
= 

N;i"" i" 
- 

i n"OGi should ensure that norice of forfeiture to the defaulting

, forfeirure , shareholder is given before effecting forfeiture-

1-R"*t;ii;;i;;.ih" th;"t ituJ fotfeited only rvhen the Board passes a resolution

t forfeiture , effecting forfeiture' Auditor should examine the same"
;:- --:--..
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!  0 .11 {  '  r " : ' { r ' }1 \ ]  oN sHARn,  CAPITAL

! \  i  r ; :  . l  i . r  4

I  r l : ; t  l  1 l  
- '

! t , " r r , , : r , ' - t : r ( ; i

:
, An optiop oil shares arises u,lrerr a person has acqrrired a right under an agreernetrt ri i th

lhe cornparry i t 'hc so chooscs.

' Option on share capital generall,v arises tlnder the [ollolving circumstances:-

, (a) tJlder the promoter's agreenrents. subsecltrentlv rati{led by the corltpany:

1 (b)  Col laborat ion agrcenlc l l ts ,
i

. (c) Loan agreetnerrts:

i (d) Debenture deeds:
i

, (e) An agrcernent for convcrtible preference shares;

' (f) Employee stock option schcmes'

,; ir ;-"p";t ;rror"s 
"-iigr,i 

ni,rptio" i" '"tp".t ;f i;";;;; J"u""t"i"i, it slic'Lrla
,  obtain:-
:
. (ui APProvalof CC and

; (b) Special resoluiion in a general nteeting.
:
r. Ensure compliance with the Schedule VI of the conrpanies Act.

i  I  I  . ' r 'tAllE TRANSFER AUDIT (Sec.80)

Not ice A;";;;i;;dh";;ti;"s \^,ere sent to the transferors and, in case of joint -holders, to

each of the holders and the objections, i l  any' raised by them, u'ere taken into

consideration before the transfer were registered'

r*p""t tn" ",ti;l;r;4";;;liution 
unJ ";i" ih;';;;iti"'ii"i"ii[i; ;h;;;;;";'i;; ;'s

, for- of transfer, time limits by articles or by law, issue of share certificates etc'

Revierv the intemal controls relating to recording of share trans

i E;t";;""*pf i"""" *ittl ttt" provisions of section 108 to section l08F of the Companies

i Act.

Examine each share transfer form and consider whether:

. application for transfer has been made in the prescribed form.

i 
. prescribecl authority, ' has stamped the date on rvhich it was presented.

:

, 
'  each transfer form is dated, signed and properly witnessed'

: '  name and address ol-the transferee have been given in full '

. . transfer deed has been accompanied by the related share certificates or letter of

' allotment.

i 
. the amount of consideration is correctly stated in figure and in words-

i . in case of the transferee being a firm, the transfer is recorded in the individual

, narnes ofthe partners.

AOA

Intr  ln l : l  t :ontrols

Rer , * ! , 'q :n len t  o f
(lr,i,r, tr* nric,s ACt

( l r ,  r r  i i " a n s f e r

f ,{ ; l  ' l : .
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Special Audit

Cirapter'

t2. l AUDIT OF I 'DUCATIONAI,  INSTiTUTION /COLLEGE

tr'reli rn in a ny
rvc r li

Receipts

(  l )  St t rc iy '  the provis ior is  of  appl icable statute o i  p. ,  th"  t "gut  s tatus of  t6e i r i r t i t , , t " .
(2) l i .ranrirre the trrrst dectl or regrriaticrr.

( 3 )  S tudy ' t he rn i r t t r t cso fn rec t i ngso fgove rn ingbody - / t r us lee toga inkno rv ledgeo fany in rpo r tan f
decision rvhiclr rnay' aflcct t i ie accounts firr e.g.. purchase of compurer erc

(4) E''aluatc the sy,sterr.r of internal control.

(5)  obta in l is t  o f  accounr i r rg records & account ing pol icy adopte i l  by them.

Feefrom (i) Check the admission fee to confirm rviretlrer amount has beerr crediter-l
sludenls .  to  a separate account .  Refundable mone\ /  is  shcwrr  as l iab i l i t ies.

(i i) Chcck rvlrether dernands for fee are raised against all students.

' ( i i i) Ascertain rvhether the amourrts demancled fiorn student are as per.r.ates
: specified according to their course.
: 

1iv; verify the fee received by cornparing fee collection register and copy cf'
, receipts issued to students, For cheque received, exarnine passbook altd

for cash received, check entries in cashbook.

, (v) Check authorisation for fee concessions.

: (vi) Ensure that in case of late payment of fee, f ine has been properly
. inrposed, collected & accounted for.

. (vii) Ascenain accounting & authorisation for fee received in advance.

: (vii i) ln case hostel facil i ty is also granted to students, check whether hostel
, dues are properly dernanded & collected on timely, basis. Also ascertain
, whether all hostel dues ltave been properly accounted for.
:
: ( i) Exarnine agreement rvit lr tenants to knorv rates of rent & their due datcs

( i i )  Vcr i fy ' rent  received by compar ing counter fo i l 's  of  receipts issued iv i th
tlre bank pass book.

(i) Verify investment registers to check rvlretlrer interest rv.r.t. same has
been duly accounted for.

, (i i) Intcrest and dividend received should be checked with reference !<r
' entries in bank pass book.
:

a ,(i) Donations rriay be of two types, for specific use or fbr general use,
: Check recording of such amount in separate accounts.

. (i i) Vouch counterfoils of receipts issued to donors.

: (i i i) Verifo grant from government or any local authority with reference tc
sanct ion le t ter .

Rent

i;;o;;,
Investment

, Donstions
; gr&nls
:
:

!

!

!

T
t
I

!

I

I
I
I

t
I
I

I

t
I
q

I
fi

l.1
.l
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d
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Trty:urds sttulents

I-o*,urds stoff

( ' l reck tht-  t rasis r i rr  pr i ' r ' id inu si t rc ' , iarsrr ips t ;  , tuJ"nt !er i tv
i iC \n ( ) \ \ ' t ( ]dqerncnt  l c t t r t  l r . , - r l r r  s tudcn ls .

(  i  i )  t ,  rarr r  inc i )oyrnenl ,  *  .  1  .1.  1-r r iz , , . r  t l is t r ibut io '  ccrcr 'on ies.
( i i i )  I rxanr i 'e  r 'hethcr  cxpcrscs o l r  br ioks i .  i ibrar l ,& -spor ts

pnrperll '  authoriserl & accourrtcrl fcrr.

\

\

\

\

b
\

b
\

i
\

b
\

t
t
t
b
t
t
T

I
t
t

t
b
t
D
D
b
b
f,

I : l rar ' ine the tsrms ancr  c . r i i r i t i .ns of  iarar ; , i .  eacl r  category of  s taf f .( .hcck the calculat io l t  \ \ . r - t .  or , r r r  r .n , , , , , ' . rar . i , :n  payable & deduct ions
thercr lrorn.

(i i i) \r,trclr paYlnellt tnaclc tc, teraclrcrs & other pcrsonrrel rvith r€ference r.
brrnk pass book

()tmmo:.t 
. ( i l  Votrc-l i p.,r,r 'eni igai'st clccrr icitr, & *atcr U;f l Lic.

Expenditule . (i i) l lxatnirte payrnelrts tor.r,ards rrraintenance of i iostel.
(i) l-xar' ine wltether all 1l.rcd assets are p.o1,,"i ly 

"..uu,., i.d 
iur-

( i i )  Ver i ly  orvncrship & ex is terrce c i f  f ixcd asscls  [n 'cxamirr i r rg r t -cords & conduct i .g  p l rys ica lr  e l i f lcat ion rcspect ivc l_r
(i i i) Vcrify whether dc:prccialion has been prope rly calculatccl u,.r.t caclr class of f ixcd assets.( !y)  Obta in MRL u ' . r . t  er isrencc.or11e{r ip  c t  va luat ion of  assets.
1ij 

-Veiii/co.puii 
Cnrriiii i.,,',t ''iir, ip".i,ir nti.,,ti,,i, i;Ati;t;, 

" 
il ii,; .u,,ie urio*pared rothat ofprevious year.

( i i )  check that  any deposi t  paid b1 ' the stu<ienr  c .n adrr r iss iorr .  i f  re f t i i rdable,  is  shorvn as a I iab i l i ty
& 1o-t !i31sf91ed to p&t_ accounr.

i -
l

t ' .  !
t \ i Y- -1,

' l F ! I- OF HOSPITALS

Ite i.:,1" i,..

(i) nospiiiis can b" tu" 
"; 

t;i; p;;t;i;..;
Auditor should ascertain the legal status & study applicable statute, if any.

(ii) Examine the trust or partnership deed or N'IEMoRANDUM, ARTICLES as per the starus of
lospitq!,-(o_th91 prints rsqlJle r1s !I Eelious ropic)

From Putients : (i) Check copies oruitti i;i i ';a 1" 11'll- piti#.ir i;iah ."i"ien.e-io reeister of
patients to ensure tlrat all patients have been billecl properly.

:  ( i i )  Check calculat ion of ferv bi l ls.

From grqnts .

(i i i) Examine whether bil ls are raised properly bifurcating into rent charges,
services charges & payments regarding medicine.

(iv) Check internal contro! & authorisation for bil ls raised at concessional
rates.

(v)  check cash col lectcc l  s l io* , r r  i^  cash b.ok rv i t l r  dupl icate copies of
rccejpts issued to thern.

(i) check copies of cor-rcsponcleirce u,rth tire gnu".,inr.,-,t oi ioCal bodies to
ensr l re the purpose o l 'grant-

(i i) Ensure rvhether grant or donations receive<i 1br specific purpose havc
been proper ly  appl ied_

( i i i )  Clbta in MRL regarding usc of  grants.
(iv) Examine accounting for grants rvith special attention to classiflcation into

capital & rcvenue.
Income front
Investntenl

( i )  Examine investment ' "gist"r .
( i i )  Vouch interest,  div iderrd etc.

accounted for.
( i i i )  Check col lect ion

rclcrelrce to entrv in

to ensure w,hether same has been properly

ol varlous nrcoqles received on investment ."vith
cash book.
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t
t
t

Assets
l iab i l i t ies

'1 i,l it ing und Asstl'ttn ce Llh:rp. l2

I I ' i t l t  . r i , . : ! t p ( . !  n :  ( i ' r  I . r r s r r r - , ' e r t l hn r i s r t i on  n l r , : r : - i r - r r l r  p r r . , " * , t ] " n t "  S1 .9c i r l l . , , ' : r r r i t r l  o *p * , f  ; i , , , -  S
pur i ' l t r r ' s t ' : :  ' {  { i i , t  6 ' . , , , , , , . , , c ra r i o i . r s i l en rso1 -expcn< i i t u re l v i t h thoseo l -p rev iousyea r (A I t l ' ) .  -

" 
vuritttr 's d'\frtttdr (i i i) t,hcck ferv calculation-s rv.r,t sraff salarv to clreck r,,,hether these are irr 

G

i  . rcct ln lance rv i th  the pav ru les.  
t

( i r ' )  S l rec i r i i  a t tent ion s l roulJ  be g i rcn to purchase of  h ig l r  va lue medic ines &
iri icctions. Also check *'hetlrc-r tfrere is strict control over their purclrases t
arrc i  issrres.

l 'c - t t r t i t t t t  ( i )  I t - ranr ine calculat iou & accourr t ing of  prov is ion fcr r  taxat ion.  { !

& (i) I ' .r.anrine u'hetircr all l lrci l i lssets are properll 'accoutrtcd for.

( r i )  [ ] l reck ownership & e. r is tence of  f ixed asscts bv ver i fy ing recorc ls  & conduct ing physical  !

r  cr i  f icat iorr  rcspect ivc l r  .

( i i i )  \ /cr i t . , ' ivhether  dcplcc iat ion has been proper ly  calculated on each c lass of  f ixed assets"

( i i ' )  Obta in MRL for  ex is tence.  orvnership & valuat ion of  assets.

: (v) Verily corpusi capital f irnd u,ith special atlcnticrn tL\ any increase in the same as comparcd io

,  that  ofprev ious year .

I (r, i) lrxarnine aricqrracl of intenral controls ovcr purclrasc and issue of stock.

. (r, i i1 Examine rvhether anl,clain.r against 1fis fts*spital has been properly accounted for.

;

G

C!

el
!

I

CI2.3 AUDIT OF CINEMA HALL

Prelinrinary ( i ) Stud_v" the provision of applicable statutc as per tlre legal status of t lre cinema hall" 11
(2) F,xamine the trust dced or regulatiotrs.

(3) Study the minutes of irreetings of goverrring body / trustee to gain knowledge of any I

irnporlant decision u,hich may affect the ar:counts, for e.g., purchasc of projector etc. 
I

(4) Evaluate the system of internal control.

(5) Obtain l ist of accounting records & accotrttt itrg pclicy adopted by thenr. I

P-rom slnws (i) Check that t ickets issued are serially nurnbered & kept rn
proper custody.

(i i) Perform compliance procedures to clreck ,uvhether there is

strict internal corrtrol on entry to citterrta lrall rvhich should t- 'e

only against  shorv o{ ' the t icket .

(i i i) Clreck internal cotrtrol rv.r.t. issuattce ttf free passes"

( iv)  Check col lect iorr  shorvn in  casl r  book rv i th  number o{ ' t ickets

sold for each sl.tttr.v.

(u) Check internallt, generated dail l, report , 'vith number of

tickets sold fbr eaclr category ( balcony , f irst class etc.).

(vi) For advance booking. ensure that dilferent series of t ickets

are issued.

(vii) Reconcile total entertainment tax collecte.J rvith total number

of t ickets sold lbr eaclr category.

Rit:eipts t
I

I

tl

i
!

;

q
q
q
I
I
Jl
d
G



Assc l r  &  l i ah i l i t i e .  
' ( i l

;
.  ( i i )

liront

,,ldvert$etrtent

(I) Towards
E-rpentliture

(iv)

(v)

Restoururi Irtcrtnte

(i i) Advonce Paid , (1)
' - :  -  - '

o nnii : (r\ Clheck whether all advancerdvance paid relating to fihns alreacll '  rtrn

lo Distributor has been proPerlY adjustcd.

(ii i) Obtain MIIL & confirmation front distributors'

E;i;; ,"ii"trr"i all fixed assets are properly accourrted for.

Ensure about orvnership & existence of f ired assets by verifying recortls &

cor tduct ing physical  ver i f icat ion respect ivc ly '

Verify whether depreciation has been properll '  calcutatec on eaclt class of f ixed

assets.

Spet' iul  - l t t ' : . i ; : t 5 7

{  i )  S l r t t l , r '  r tgrc,c t l lc t t l  c t r Icr t t l  in to l i ' r  a t lver t isct t ic t l t '

( i i )  i \scer la i r r  $ ,hcth, : r  incontc ' , r ' . r .1  s l ic ie  -s  s l r i l r ts  erh ib i tc t l  l tas

t rccr t  propcr l t '  rccogt l ise i l  & col lerctet l '

( i i i . t  ( l l reck c l r lcu lat iorrs  o l  i t  rv i th  refcrc l rce to agrcc ln_ent

(i) Strrch the i irreernent ente recl in1ti l ' ,r '  cincnla hall i i  i th

rcsti lttrallt r i i i l  in lhe prenlisets.

1 i i )  Chcck scr l lgc i ior t  o1 'share i t t  re  s t l t t t r i t t t t  i l re  cr t l le '

( i i i t  Sta l l  p tay i - .c  ru l t  l ty  c inet t ta  hal l .  l r r  t l r is  casc.  e l ls t t re : thot t t

rccogr i i t ic ln  & account ing 0f 's ta l l  incotnes,  a lso cc ' r t ts idc ' r

control Or,cr sttrck of footl lrttrff . cold drit lks. ice creatns ctc.

( I) [:xarnine .,vl.,ether e xpenditure inctlrred has bee n propcrly

c lass i f ied i r r to  Capi ta l  & I {evct t t te '

(i i) Vouch tl ie i lavntettt nrade fcrr repairs artd rnaintenatlce l l l

infiastruct'.rre .

i ( i i i )  Examine expendi ture i l rcurrec l  on ar lver t ise lnents or  an] '

prot t t t ' l  io t ta l  c i t t t t  P i t i tn .

l ( i v ) V o u c h p a y n l e n t s t o l v a r d s t l l r n l r i r e w i t h t h e c o p i e s o f ' b i l l s

,  
g iven b1 'c i is t r ibutors '

(u) Check agreernent entered into with distributors'

Obtain MRL rv.r.t existence, ownership &

Verif l corpus/ capital l lnd lvith special

compared to that  of  prev ious ycar '

valuation of assets.

attention to any itrcrease in tlre same as

12.4 NUUN OF CHARITABLE INSTITUTIONS

i l j St"Jiifr" fiouiri"n-oi uflf i.uUfe statute as per the legal stattrs of the irrstitution'
Prelirr i lnan
\YOrk- (2) Examine the trust deed or regulation'

I (3) Study the minutes of meetings of governing body / trustee to gain knorvledge of any

, 
' - 

i*pottant decision which may affect the :rccounts'

(4)

i  (5)

i  ( r )

Evaluate the system of internal control'

obtain list of accounting records & accounting policy adcpted by them'

List  the act iv i t ies r trn by chari table inst i tutc '
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I

t
t

Pa;'rnent

I tt c 0tttes

Exltenses

T'trxoliott

( i )  [ ] : . :arn i r rc  dt r r rat iorrs  rec l ivcr i  as s l rorvn i i . r  ca: ,h !x ;ok * i t i r  trclircnce to copies ol- rcct-ipts issuecl.

( i i )  I l r rsure t l ra t  a l l  donat ions rccc ived has becn taken into i lccourr t .  C

( i i i )  ( , .heck per iodic  i r r rcr r ra l  r .porr  w.r . t .  donat ions rcceived dur i 'g  tt l r l r t  pcr iod ( rnonth l l ,  or  quar tcr ly) .

(iv) D.nati.n nia' alsc'r be rccei'ed irr kincl. ensure their proper I
recogni t ion in  books of  account .

(v) lf anv grant lras lreerr rcceived for sorre particurar purpose
cr ; rnr i r rc  rvhcther  t l re  sanre l ras been ut i l ised for  designated use ]
orr l\..

( i) Vouch income fror. irrvcstr',r"nt i o . Jivit i ln.t. inrcn:sr t,., 
"i,rur" 

t

t lrat l lrese are prolterly accounted for. 
G

( i i )  L-heck calculat ion of  in tercst  incomc.

( i i i )  I 'here may be incourc on account  of  rent .  Examine agreement
rv i th  tenants to c l reck ternts & condi t ions thereol .

( iv)  c l reck subscr ipt io '  deta i ls  to  ensure thei r  proper recogni t ion"

(ii iiou.i, 
"tt ""p"ir."r, 

ip".i,,iiy i" .ir".r. i"ri"tr,", 
".p"iiirr 

huu"
: been ntade torvards object ofthe trust.

; (i i) Check payment to staff torvards salary etc.

. (i i i) Verif l, that all paynrent arc made after

i Otoper authoritv.

, (iv) Cornpare other expenses l ike stationery
, those of previotrs year (ARI)).

(i) Examine rvhether tlre trust e'joys income tax exemption under
t l re Inconre Tax Act  196 I  .

(i i) check whether p.yrne't of tax has been made, if circumstances
require so.

proper sanction by

telephone etc. with

t
C
C
C
C
t
C
t
I

ASSetS a1111 : Inveslnrenl

Liabil i t ies

i oti,i, ii'iti
' Liohilities

(i) Check authorisation of purchase & ;l;;f I;;;;i l; i 
"

(ii) I '}hvsically check tlre investment certificate.

I

I

I

I

12.5 AUDIT OF CLUBS
I
q

Preliminarv i i i
(2 )

( 3 )

Study the provision of applicable statute as per the legal status of the clrrb

Exanr ine in terr ra l  nr les & rcgulat ions o lc lub.

Study the minutes of rleetings of governing body to gain knowle<Ige of any
important decision. rvhich may affect the accounts. For e.g., purchase of sports
equipment  etc.

(.1) Evaluate the syslem of intemal controls.

(-5) Obtain l ist of accounting records & accounting policy adopted by them

t

n
r{
.{

!
1

I
el
.l
d

I
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.- l I ttr ission .fee

Suhst'ription (i)

f'ront Services
provided tc
ntenthers

' r 'oLrc i r  a t l t r iss ion icc *  i th  tnel l t t )c ls  l is t  & copies of  casl t

, r . c i 1 , i 5  r : s t i t J  t t ,  i i r c r r r .

( l l reck the accotut ing pol icv of  c lu i r  regardi r lg  rccogni t io l l  o l '

a t l rn iss ion iee,  as i t  is  r rormal ly  t reatcd as a capi ta l  receipt .

i r . , a r r r i r t c : t r t ' s c r i p t i o r r  I c : . i s t c r  * i t l t  r t r t ' t t t be rs  l i s t  &  cop ie '  o l -

rcce ip ts  issrred to thcr t r .

l lect rnc i le  tota l  s t rbscr int ior l  due u ' i th  col lect ions and arrcars

\ \ , . f .1  sarnc.

Clreck suhscription irr arrcArs to etlsurc rvhether alr(\ ltt l t

irrecoveritble l ias becrl *'r itten off.

C heck adjLrstnrent  'u l  . r . t .  s t tbscr ipt ion received i r r  ac lvance.

l lxarn ine t l re  ia te cr i rcr ia  enl is ted in  ru les lbr  d i t fcrcnt  serv iccs

likc sporls. su'itr inting pool rtnd reslatlrant etc-

l lrantinc rvhethcr clrzrrgcs has been recovcred fornt menlbcrs

u.r . t .  specia l  serv ic t :s  prov ided to thenl .

Vc'ruch revenue fortn sale of cigars, rvines etc.

E,xanrine u'hethcr pa)' lncllt rv.r-t. different sports items &

firrniture etc. has becn nrade after proper sanction'

Errsure that bulk ptrrchases of food itenrs. sports rnaterial etc.

have becn made fronr approved verrdor.

check entries in cash book regarding payrnents on accoullt of

purglrases,

E,nsure rvhether salary
accounted for.

to staff has been properly calculated &

check pavments towarcls phone & electricity etc. rvith copies of

b i l l s  r ecc i vcd  bv  c l r r b .

C--ompare various expenses rvith t!1t ofprevious ytl l

Attend ph-vsical verif ication of stock conducted by the

nlanagernetlt.

( i i )

( i i i )
. ' .
t r  )Purchuses

Adntinistrative ,
expenses I

Other asse/s &
lisbilities

( i )

( i i )  Fxatn ine stock rcgis lcr .

( i i i )  Check val t rat ion of  c los ing stock a lso '

(Same as  i n  t oP i c  12 .3 )

l 2 "6 AUDIT OF HOTELS

Prcliminary St"Jv iii" pi""iii"iioiapplicable statute as per the

E,xamine the internal rules & regulation of hotel'

Study the minutes of meetings of governing bodl' to gain knowledge of any important

decii ion, which may affect the accounts' For e'g- purchase of cars etc'

Evaluate the system of internal controls'

obta in l is tofaccount ingrecords&account ingpol icyadoptedbythent .

( l )

(2)

(3)

(4)

r5 \
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Slrr r i r  t l l r i l r  ,  \c( ' t r l ) i tnc\  rcpor t  prcp.r rc t l  hy t l rc  mapl t tcrn,Jr . ! r
I : r rsure prorrcnrecs of  b i l l ing.  Arso 'er i lv  whether  appr l rpr i l tc  : . ! r r : :
harc bee n c l rurgecl  accorc l ing to catcgorr .of  rooms-
c l reck rvhcr l rer  b i l ls  l rave bcen ra ised to a l l  par t ies l is ted i r r  guest
rcgis ter .  ln  case i t  is  r rot  so,  obta in I leconci l ia t ion-

(i. ') l f receipts are in fbrcis. currenc),! ., nsure compliance rvith lrt.N,lA.
(r') Vorich reccipts l}orn roorn rents. .,\ lso ensure their correct posting

in re levarr t  accounts.

( r ' i )  Specia l  at lcr r t ion is  g i ren to rcceipts accepted through crec. l i t  cards.
(i) Iliarni^e a tc* ultti issired rc, ci,storne.s to 

""rii" 
tt.,"i,]iir...rr,r,,,",,,

(  i i )  Per for '  conrpl ia l rce procedures to check in te rnal  c .n l r r  , i r  , , i ,
restaurant.

( i i i )  Check a { -cv, '  b i l ls  u ' i th  ordcr  books to ensure thei r  cor lecr l r t :ss.
( i )  ln  .ot . ,  hote l  pro ' ides ba,rq i ,c t  r ra i l  l f i  va i iou,  lun. t ior rs-  s tudv

lari ff strrrc t r r re

( i i )  Ensure corrcctness bf  b i l l ing For  le t r i r rg out  banquet  hal l .
( i i i) In case spaces have bee. let out to shopkeepers or travel agencies

etc., check agreelnent entered into rvith them.
(iv) vouch collectio.s from above and cnsure their correct postings.

iij c,""[ uuu'o'.i'uti"; i;; il;;M;; ..,i,i;;i ;;;ii;; f;irJ, r,.u*,og"u,
l inens, crockery etc.

(itl v_9:'_.1paymcnt w-r-t. sanre rvith copies of bills issued by vendors.
(i) Test Cneck r"* r"r".y ;"yn-,;'r;; ,iiuJ" ;; pil;;;"i iLrr l"itn

entries in cashbook.

(i i) Regarding casual labour, check attendance records & rvage
payment registers. Also ensure adequacy of internal controls over
this area to rule out possibil i ty of durnrny labour.

(i i i) comq1ry paynrerr to staff rvith th:rt nrade in previous period (ARp).

(i) Hotets ;h;;s" uu'iori i;;t li;; .rrto"i"., i;;il;; i;.;*l*.
scrv ice tax ctc

(i i) Ensure tlrar same has been deposited to authorit ies on tirnely basis.
(i) Nornrally hrtels pay cor.mission to various travel age'ts for

bookings reccived through them.

( i i )  lnspect  the agreenrent  ente led in to rv i t l r  t l rem.
(i i i) Check rvhetlrer pii)nrents ha'e bee' made as per agreeine't.
(iv) Ensure appropriateness of accour.rting of commissir:rn irr coryect

account and period.

(i) Ensure 'ut,"tn". roo'ii uJJiiiori ;rt;;;;; / -";.. 
"Joilionu 

to r,orci
buildings (cci'struction of new health club etc.) have been properly

.  ( i i )
i

l

:  ( i i i )

capitalised.

Horvever, redecoration & daily maintenance expenses should be
charged lo revenue.

Vouch pay.nrents r.,,ith respect to it. Trace entries in relevant
u!!oul'lr-

I

t
I

t
C

t
t
t
t
t
t

t
t
|!

t
t
C

C
|l
I
I

l|

I

I

I

l leccipts

F;fu;;l

Room renis/ solcs (i)

( i i )

( i i i )

R as ltt tt ru n ! I nt'o tt te

Olltcr Irtcomes

L Purchqse ,rf
Various ilenLs

J. Tares

4. Commissiorr

5. Expansiott
Expenses

t. i; it,i

q
.l
.a',1

rl
(



SStcciitl Audit r6 l

As:rets

I  r : * [ r i i i l i , :s I. Littttts

rtiitt irr"ti
i::,',r*

Caslr und foreign
curreilc_l'

2. Other
Iiabilities

( i )

( i i )

r isir i i l

Ci r - ;k , i  l t  : t l  r " ,  u . i . , . . i i t , ,  r  r r  rc i i  rods at  e corrs is tet r t iv  appi  ieo.

z\ttcnd plr;- 'sical stock taking.

Ensurc that  s tocks are kept  under appropr iatc  author ih ' .

l ' l r - r  s icr l l - r  c l rcck t l rc  casl i .

[:nsurc application o{- proper conlersiorr rate in case of foreign
currenc\'.

Obta in Barrk reconci l ia t ion statenrent .

l r r  casc l rote l  l ras ruf .n nny fong t " in ,  loan f rorr r  ba, ,k .  inrpeci  ihe-
lclan agreernent.

Chcck regularity of pa1,1ne1t ol interell chalges,

Clhock u'hether all l iabil i t ies have been taken into account.

Fnsure whether outstancling expenditures has been properly shorvn
as  l i ab i l i t i es .

( i i i )

( i )
( i i )

(  i i i )

( i )

(  i i )

( i )

(  i i )

e2.3 ATJDIT OF PUBLISHERS

As usual

Inconte
sale

__. -(iu)
Income from 1()
advertisement .

.  ( i i )

V"ii.ri tn" ."."iptr *...t 
""*u"i.iu""t 

i"ia.
Ensure that books sold on approval are properly adjusted & not shown

as sales.

ln case books have bcen distributed free of cost (Sample copies), check

authorisation.

Sirnilarly clteck authorisation for discount on sold copies.

In case of publication of magazines & newspapers, a major source of

income is through advertisentent.

E,xarnine bil ls raised w'ith subsequent receipts.

lnspect agreement entered into w.r.t. mode of computations & payment

of royalties.

Vouch payments made to author's rv.r.t. royahies.

Trace corresponding entries in cashbook.

Auditor ma1'seek confirmation from authors as well.

If any advance has been made to the authors, examine rvhether these are

properly ad-iusted in accounts.

Attend phy'sical stock taking conducted by management w.r.t. stock of

books.

check rvhetlier these are shown in financial statements at a proper value.

Special atterrtion should bc given to internal controls w.r.t. movement

of  books.

To Autlrcrs

A ssefs
I ia tr i l i  t  ies

&

(  i i )
(  i i i )

( iv)

(v)

:  ( i i )
:  / . ' ' \

( l l l )

Others i In usual waY-

titttittes ; fil If any case has been filed against client for breach of copyright as at Bis

date, check adequacy of disclosure in financial statements.

(  i i ) In this case, he may seek expert's opinion as well.
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12.8 ,.\ U IItrT' OF HIRE PURCIIASE COMPAI.]Y

I l r c i r i * i t r ' r t  
"

Examine

! : ' i  i  t 'C h;1sC

; !g rce lnen t

Purchase of Asset

hire . ( i)
( i l )

( i )

( i  i )

( i i i )

( iv)

( i )  Obta in knowlcdge of  business in  usual  rva; , .

(i i) Special attention is giverr to the provisions statetl in MOA and AC),,\.

(i i i) Understarrd the nature of l l ire purclrase trzrnsaction as well as the accr.'untirrg
treatrlent adopted by client fbr the sanre.

(iv) Note: - Hire purchase transaction is one u'here

- Possession of goods is transl'erred to purchaser,

- On paylnent ofjust a parl of'tt ' tal price

-  But  t i t le  is  passed to h inr .

-  Onlv orr  fu l l  Davmenl  of  balance insta lments.

Whether these are properly dated & signed by conccrned parties.

Ensure the terms & conditions specil ied thcrein specifically rv.r.t

- the asset in question

- hire purchase price

-  no.  of  insta lments

- amount of instalrnents

Check rvhether purchase of assets is properly authorised.

Vouch payment made for the same.

Trace entries in relevant ledger.

Ensure that client has valid tit le over the said asset.

Examine
prlr{:hase
transaction

Hire ( i )
i  ( i i )

Check u,hether payments are regularly received from the hire purchaser'.

E,xamine whether instalnrents have been properly apportioned between -

(a) Principal &

(b) lnterest

Examine accounting policy adopted by the client to ensure whether these are in

accordance with generally accepted accotrnt i ng principles.

Check adequacy of provision for doubttul dcbts.

I

t
t
t
(l

tt
t
t
C

;

t

;

C
t
t
C
C

C
C
I

I

t
I

I

t
t
t
I

I

I
t
t
t
s
C
s
;

,  ( i i i )

.  ( i v )

Repossession
goods

of I (i) Sometimes, due to non-payment of instalrnents by hire purchaser, the elient may

, 
t"possess the goods as per agreernent.

; (i i) Check valuation of goods repossessed, if anl'-

:  ( i i i )  Ver i ly  second sale of  the goods,  so reposscssed.

12.9 AUDIT OF LOCAL BODIES

. t . A rnunicipality can be de fined as a unit ol ' local self-government in an urban area.
', 

2 ' local self-government' ordinarily means the adrninistration of a locality * a vil lage,
. a town, a city or any other area smaller than a state.

, :. It raises its revenue through local taxation and spends its incorne on local servrces.



Speciol ,,ltalit

:J;flil:T:Iilff..|"1"'"'n'in;ng ir'e t""ers ori^"or-,i ,",., nnJ tr,"
' I 'he 

objectives of local bodies buclgetan, procedure arc:.  F i r rancia l , iccountabi l i ry , .

. Conlrol ol-expe,nditure. ancl
l  o  c t ts r r r  c  t l ra l  l l r r t , Js  a re  r r i sn . l  r - . t  , *^ . -  ._ .
u'iih rlre nrics rncrr.*.]i;,ti i:"0 

and rnonef is spent in accordance

N'tatlers of regurar revenues. an<l expendiru.", or" g"n".^rry a"tesuredto the executi,r,cs lor exarnple, .o,u*irrinn"rs. Thus, it sh'uld bJseenrvhether expenditurc is w, i thin l imits.
tv,tunicipal accounrirrg,yii", i; ;;;"tit k"pi ;; i; i1," 

"urir 
ryrt.rn. 

-

constitution.
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, , o i.,1plr {
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b
b
b
b
b

t
t
b
t
t
b
D
t
f.
t
I
P
I
b
b
I
I'
)

I
I
I
I

ftcc ngal]6\.t\\ Dl
Or:{ f  \ ' lftouL) t  L /

'( ,,-\\,t)."! |,,,.1l

; ,, d b oi' \Pg'

\ i' b\"'l

* : r . ! : : j ! " e Prelimincry

Budgetary
n - _  -  - ,t  t  a rL<taa l r  a :

p r.,.l,tr.
|  - ^ .  r
y\'frtu t 11i
' | .E{pt'nditttre

' (itnlrol

.

. Accourtting
, Systenr

: Understqntl
, jinancial
, qdministration

-,11dit , 1"lre imporr",ii"t,i""ti".sof 
",,.lit o,e,

fl :::::::::j::"1T::ss:lf 
rhc ccnrent arrd preserrtarion of nnanciarsraremenrs;r r c r r ! l d t  s u r t e m e

i3 ::::::: ::::lr::-ngrrrs 
and weaknesses orsysterns of nnanciar contror;

i: l ::::::: 
on rtre adherence to tegat and/or administrarive requiremenrs;l u u  s l t t E l l l s ;

. )i] .,"^:.::::: 
upon rvhether vatue is be ing fuuy received on money spenr; and(e) detection oferror, fraud and rnisuse ofresources.

t ' -  -

, Auditcr sho.lci ouini,, ill; i;i;;;;;;;-uuort ir,", functions ancl f inancial sratus 
"f.;;;;.b* 

local bodv-

.' Srim 
surn.;"ni r.n"*r"Jg""il;;,,r'"a b"ds",;il-;;;G

. The auditor should obtain. complete knowledge about thebudger as it is .an important ioii or n*".i"i prl",ii"g 
""Acontrol for urban local bodies.

:
!

. n.(tr i
\ - \ '  \  l

. t \  ,  i ,
\ t . . .  I  t ,-  \  t :

:

Vouch income
and etcpenditure 

.

a l
:-- ->

I

)

The revenue iterns ;;tl";i;J;
public places, grants, etc.

The,cxpenditure may include salary
employees, rent,  pr int ing and'
ntarntenance. etc.

properfy tax, collection

and wages, allorvances to
stationery, repairs and

expenditure account in the usual

machinery,

!"q

VeriJicalion of , .
ns.rets ond ;

,tig,(itities

-  IJe should vouch incorne and
) manner.

Assers rnay consisr oi lo,.o, ;;iilidr, ;i;;; ;,,;vehic les.  of f ice cquipmenr,  furn i lu . "  un 'd f in ings.  etc .

\ , ' ' . \ ,

. Reserves, long_term and short_term loans and unutil ised grantsare i r rc luded in the l iab i t i t ies s ide.- : : ' verification of assets and liabilities should also be carried out in_ __ :  ;  usual lnanner.
ruciir reporr 

--T 
Fr""rr1F";;;;;ei"i." on nnun"ilr ;t;i;;;r. H" ,h;;iJ;k; .;;;;;;," ,h"__,l.olp..tto_ns of budgeted and actua! figures.
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r2.10 AUDI'I Ots LEASING CON{PANIES

IVIe:rning

r  ypes

Audi t  procedure

l-""t" i i  n.o,lt,, i . l i  f.rctrveen the'Lessor'*'ho is legal ttu'ne'r rt i-t i tc asset ancl t lre -l.essct."

rvh<t  acquircs the r ight  to  use the qreci f ic  asset  on pa1' t rent  o l ' l rxed renta ls .

(u) Operutittg Ietrsc: lt is a lease arrangenlcllt uherc. ir i retrtnt o1'rcttl. the lessr'rr lr l lous

the lessec- to ttse the asset fbr a ceflait l pe riod-

(b) I-inun<:iol leasc: FIcrc, t lre onncrslrip of assct is retainecl *' i t lr l l te lessor bttt in

strbst:rpce. all the risks and reu'ards trl- olvncrship of thc zlsset are transferrcd tt l lhc

lessce.

I

I

Ensurc that  prov is ions of  'Cornpanies . ' \c t ,  I956'  and 'Rcser ' " 'e  Bar lk  of  Inc l ia  Act

have beeu contpiled rvith.

Exarni r te cornpl iance rv i th  Acct l t rnt i r rg Standard i9-

Stud1,  t f ie  MOA & AOA of  leasing conrpar t ics to k t t t t *  thc k i r td  of 'asscts t l  c i l t l

leasc-out .

Stucly lcase agreernents to conllrrn i lctails sttch as arnottttt of lease-rentals, i.cnttre i lf

leasc, dates of payntent etc.

Exanrine tlre Iease proposal lbrrn subntitted b1'the lcssec.

Check the board rcsolution autlrorizing the lcase agrse l l le nt.

Copies of  thc insurance pol ic ies shotr ld  a lso bc exanr incd '

Exanrile the invoices for the purchirses of assets givetl on lease and check rvhethcr

the leasing colrtpany has proper tit le over assct-

Exarnine rvhether the lease-rcntals reccived frorn lessees havc beelr propcr l l

accounted for.

t lnsure tltat transaction in regard to 'Sale and Lcase back' have been propcrlv

identif icd artd disclosed in Accounts-

Examine tfte accounts ol lessees to identifu those from rvhom lease rcntals are:

overcluc. Revierv the action taken b1, t lre company to recove: the dues.

Ascertain tlre adequacy of provisiotls for doubtful debts against lessees.

Examine the cases where the items given on financial lcase ltave bcen rc-possessed-

Vcrify t lre second lease or outright sale olt lrese itelns'
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l 2 . l l AUDIT OF NON-GOVERNMBNTAL ORGAi\ISATIONS (NGO'S)

Background l .  NGOs can be defined as non-profit nraking orgartisntions rvhich raise

members, donors or contributors

2-  They a lso receive dbnat ion of  t ime,  cnerg) '  and sk i l ls  lor  ac l r iev ing

obj ectivcs l i  l<e i rnparting eclrrcirt iotr, prov idi rr g rnecl ic:a l { trci l i t ics etc.

firnds from

their scl<: rat

3. NGO woulcl include religious organisations, voluntarY health and rvelf 'are agetrciers.

hospitals, okl age homes, research foundations etc'

4.  Sonre examples of  NGOs operat ing in  lnd ia inc lude Clh i ld  Rel ie f  and You ( ( lRY).

UNICEF, VidYa,  etc-

Non-Co"".nmental Organisations are generally incorporated as societies or as a

trust.
NGOs can also be
Act.  1955.

Legal form

incorporated as a company under section 25 of the Companies

J.

, n : .
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The rnain sources of iurrds include grants atrd dottations, fund raising progmmmes.

aovertlsernents, subscnptlol)s, gltts, sale ot product or publications, etc.

Donations and grants received in the nature of capital receipts are shown as

l iabi l i t ies in  the Balance Sl tcet  of  NCO.

Thcse rnay either be in the forrn of corpus contritrution or a contribution torvards

reyglving.fund.

A contribution nrade torvards the capital or the corpus of an NCO is kt',orvn as

corpus contribution.

The grant towards a Revolving Fund is trsed to rotate the amount b1' gil ' irrg

temporary loans from thc fund to other NGO or beneficiaries lor their projects.

. Donations and grants are also receivetl for acquisit ion of specific t-ixecl assets or for

runnir.rg sorne specific projcct. For example, it nray be received for running flood

rel ie f  camp in cer la i r r -are l r ,  
.  ,  r , , ' ' {  _  0_ r /  c j r /:  C : F ' ' L Q l \ u \ r '  \

Balance sheet': . 
9p:Bub llund: The contributions/ grants received torvards corpus

items : ihould be examined with reference to the letters tiorn the donor.

. tne intercst income should be checked rvith Investment Register.

. '  Reserves: Examine board resolutions of J'IGO.

:
i . Ear-marked Funds. check requirements of donors, board
i resolution of NGO and ruies and regulations of the schemes of'

i  the ear-marked funtis.
i

i 
' Loans: Examine loans rvith loan agreements"

; . fr*gO Assets: Vouch all acquisitions I sale or disposal of assets

: including depreciation in usual rvay'

. Investments: Check lnvestment Register and the investments

physically. Also examine that investments are in the name of the

NGO.

. Cash in Hand: Physically verifo the cash in hand'

' Bank Balancc: Check the bank reconcil iation statements.

. stock in Flantl: Attend physical verif ication of stock in hand and

obtain adequate MRL for the qtrantit ies artcl valuation of the

same.

; Expenses ' 
' Programnrc ond Project Expenses: Verify agreement with

I 
' 

. ..t, ,, ', l l"u donor/contributor supporting the particular programtne or project.

.b hul t' l ', '^i 
t . Vouch various disbursements w-r.t. same.

, . /  \ , - \ r - ) l ) \  :

i ' ' t ln l ' ' . t l \ \,  i , "  f  .  )N ,  voucn \at lous c l lsoursel l l t
' ,-* 

g\t '{ n Other Expenses: Verifo that provident fund, l i fe insurance
r$u' \, 

premiurn, employee's state insurance and other administrative

, charges are properly accounted for'

jO to t "  , , .  
' -  t  "  ' ! : :  

,  
'

r 
" 

lyrV.  - . . - . , ^ h n n r  1 e  (  n  , '
'  

U q '  r " v ' -

.  {^* n+,\  1er.4 
'

J l '  r '
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Receipls (i) Conlribuliotts tttrrl (irants Jrtr pntjccts and progrununes: Clreck
: l g f e e f X C n ! S  r . ' i r l r  r i , r t r , r . c  r t r r i  r r r r r r l c  l r ' l t P r s  t ( r  r ' r l S i l ! - e  t h a t  i l r n t l c

receivecl  hal 'e  hccn accounte( l  for  Exar t r ine rc le\ ,ant  cntry  rn [ ;ns:
book.

(.ii) Receipts from ./uttd raisirtl; prollrilmnrlr: Vcrifi, in clctail tlrr
intenral colltrol svstcrn ancl obtairr confirnrations l ionr the persor.r.
rvho are re spollsiblc lbr collectiorr ol- funcls and nlLrde ttf rccei6rt.

(iii) Lternbership I'cts'. (lhcck fees rcccived *,ith lv,lernber,shir_,
Register .  I {ccol rc i le  fccs r t -cc ivcd r r i t l i  f 'ces t<.  be rcceived dur iug
the ycar.

( iv)  Suhs<' r ip t iun.s:  l :xanr ine t l rer t r  *  i th  subscr ipt ion regis ter  i r r r r i
receipts issuecl .

(v) Interest onrl Dividcnrls: C'lreck Ihe irrtcrest and dividends reLr.;r.,,..{ j

and receivable u i th  inr  cstntents hc: ld  t lur inq the vear .

12j2 ,{UDI'T OF A PARTNERSHIP FIRM

l las ics ,  ( i )  l - l rc  i r t tc l i tor  is  t rsual l .v  appoir r ter l  b- r  l l te  p l r r lners c i thcr  on l l rc  hai is  o l  : r  t lcc is iorr

ta AUUOir,\ed \l F, JtUrl ,, . 
taken by thern or to conrply rvith a conditiorr in tlte partnership aereemerrt.

-  /  r ' l l '  .  
- ( J  ' .  

^  r . . n J ,  ( i i )  l l i s  r c n r u r r c r a t i o r r  i s  a l s o  f i x c r l  b r  t l r c  p a r t r r c r s .
l) RW * 

\r"Y.J 
\;1 p'"1'ntj/" i i i i t  The teltcr o{'appointment sl 'rotrlcl cle.rrly,state tlre nature and scope of audit.

t >  t r Jn  l qy ,as l  t 0 f ' u  t ' i t t '  ( i u )  
' f l r e l nd ianPar tne rsh ipAc t ,  

l 9 - i 2doesn t ' r t p resc r i bcaud i t o fapa r tne rsh ip f i rm .
v'- . " 

. (v) Before starti irg the audit, auditor should examine thc partnership agreement anli

. notc the provisions therein.
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Advantages
., Nclr'
-) (r h'"rtr, i ' i* ' l
.  DqoU\
) J+',.r!,9A tl Cigr't*

- J*ptl,ru 
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$s./

ih<:
, . 1

( i )

(  i i )

]  ( i i i )
:

Y1r ( iv)

Auditecl accounts provide a reliable means of settling a;;il i; U"t*""ri-
partners and thus, the possitril ity of occurrence of a dispute among thellr
mit igated.
On the rctirenrent or death of a parlner. ar-rdited accounts constitute a nr;l i :rbkr
evidence for cornputing tlre anlc)unts clue to the retiring partner or tr: l i :s
representative of the deceased parlner in respect of his share of capital, profits and
good rv i l l .
The audited accounts are generally accepted by the Income Tax Department as tlre
basis for computing tlte assessable income of the paftners.
Audited staternents of accounts are relied upon bv the banks when advancing
loarrs.
Auclited statements of account can be helpful in the negotiations to admit a persorr
as a padner
An audit is an efl 'ective safcguard against an1, undue advantage beinq taken by a
rvorking parln_el:

+ 7 m( 1ot t"os, y ,'di'aloo*0 l r

(v)

(v i)

Considerations (i) Confirming that the letter of appointrnent. signecl by a partner, duly authorised,
cle arly states the nature and scope of audit.

(i i) Stud;"ing the nrinute book.
(i i i) Verifr, ' ing that the business in rvhich the partuership is engaged is authorir;eiJ bv

the partnership agreenrent.
(iv) Examining rvhether books of account appear to be reasonable.
(u) Verifying generally that the intercst of rro parlner has suff-ered prejudiciallv [r1. an

activ ity en gaged partner.
(vi) Confirming that a provision for the finn's tax payable by the partnership has been

made in the accounts at proper value.
(vii) Verifoirrg that the profits and losscs have been divided among the partners in their

I
I

I
I
t
'{

rl
r{
q
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l 2 . l  t  r " . r r l ) [ ' l '0I, '  SNIALL C0il lP;\NIES

. !

i ,  , t i . r l g f  r
r  A , .  r i  r  , r .  i . ' r  . i r ' i r ( ' t l ' 1  ,  : l ' \

t  . u Y -  \  :

Ipt-ernal control  I

a

t

I t  is  ac lv isablc lbr  the aui l i tor  ro subr i i i t  io  i r i " i ,  l i ; . r , i  o , ,a ro recc i re ;ur
ackrroulec igerr ient  of ' the scopc of  thc i r  responsib i l i t ics both in  respect  s i  t l rc  uLrd i l
and anl adclit ional rvtirk to be trndertaken.
This shoul t l  subsequent l l 'be conf i r rned in rvr i t ing.  possib lv  in  t l re  engagcprei r t
letter.

A t t c l  i l r r r s  s l t ou l c l  l ake  ca rc  l o  [ 11 , , *  t r r  l l r e  d i r cc to rS '  a l t ( l l t i ( ) r r  t l t c i r  l l , r t l i l r us  r r r r  l l r r .
systenl  of -  in ternal  contro l .
Shortcorn ings in  in tcrnal  contro l  ar ise becausc o1-srnal l  r r t r r r rber  of  cnrgr l r . r r ,ees.
T ' l r is  rv i l l  reqtr i re thern to increase the arnount  of  test ing of  t ransact igrrs  ancl  16
extend the procedures for the verif icatiorr of l iabirit ies ancl assets.

L-etter of-rcpreserrtation on tlte conrpanl"s lettcr head aclclressecl to tlre rrrdit,-rr:;
should bc obta ined.

T'he ptrrpose of such lettcr is to place on record representation o1- nranagerllent on
significant nratters affecting the account
For example, it can be obtained for orvnerslrip of asset and basis of valrratiorr ancl
d isg lo lgrg o l$r .q,  l i lb i l i t ies and conr ingent  l iab i l i t ies.

3. Le{. ier oi '  I

;  i l L  r ' .  s  l s ( : t l i t tnS
a

t2  14 AI'DIT OF INCOMPLETE RECORDS

r  r '  .  * r  r :  i t l t t €
i  ( ' r , : r r r , ' t l i , -

Meanir rg

I r r ' .  r i i l g i l e t e

f t : {  i ,  t  t i s -

i ns l : r  nces

"  
r  t l r t

1 r l , ' .  t : e l t t r e s  i f

f(:,.,. r, i {Iri Afe

ine*rnplete at
.: l icl l{ ' :- :  site.

Those accountins records which do not satisfy 1he requ'irernerrts of being proper books of
account-

I accounting records kept by the entity on single entry system, or
' accounting records nray have been destroyed by fire, flood, etc. or seized by

Government  author i l ies.

l. Request the , '  l f books of account have been maintainea o,i sinste e,lt;
management : system, the auditor should request the client to copv-crt them
to convert it to , to double entry basis.
ttouble entry : '  In case, books of account are not available for audit, hc
6asrs ' should make sure that management reconstnrcts the records

, from available documents in hand.
i

: . For example, trading transactions can be accounted on the

: b3til gf ti,-ll9p_ary',.W9!IXgJigs_a1d bal1l statements.
Check opening , Ensure that statenrent of af'fairs at the beginri i"g of the year is

{a!e of affairs , prepared and all the accounts are opened irr the ledger.
Vouch j  

E*, t " . r t i r l  ev idence s l rorr ld  be obta ined to c l reck arr thent ic i rv  o l '
lrnnssclions various transactions.

: '  Examine the relevant docurnents and perforrn analytical
' 

orocedures
' r Confirmation lrom debtors and lenders should also be
. obtained.:
: . To vouch expenses, bank statements can be used.' : o Same ways, income can be traced from bank statements.

3.
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4. li:riliuilitttr tt-l' t

o.r.tc/.f tt tt t!

\ : c . i j l ca t i t  r r  o1 '  asse t : ;  : . rnd  l iab i l i t i c , ;  { la l l  l t , :  d t ine  i : r

pcr ' l i rr t t i  i  t tu l l l lpro;.r l i  l r1' . :  l l r(  )ccd t lrcs.

licbiliries "  l ; t ) r  e , . .an tp le .  to  rc r i l - r  i r r . , cn to r1  .  thc : i i r t l i l c r  c ; rn  r t l i se r ' ,e  t i r i r

l r l r r : , i ca l  vc l i f l ca l io r r  c l r t - r - i cd  o t l t  t r \ '  th ' t  i r t i t t r l t i l . t ' t t to t l t ,  t )b t : t i tL

stock register att t l  l l lat lascnlcl l t  re pl ' r :sr:  l l lat ion lctte r-

. \n r r l v t i ca l  p t -occrd t t r .c ' s  t : l i l t  a ls< t  be  t rscd  t r i  r  c r i l ' , '  i t r ve  r t t c r )

. ,  
\ ; ( 'up i ta i  cnn  t t . :  e r .a t t t i i t cc l  on  the  l las is  t l f -  l l re I  io r ts  1car " : ' r
\  l r t r r l i l c c l  b a l r r t r c t  s l t c e t .  i l ' i i r  l r i l a b l t .

.  l l l r r k  l g l r t t  c a t t  t t c  c x r i t t t i r t c c l  t 1 ' g b t a i r r i t t g  c i r t r l l l t t t r l t i t t n  f r , : t r '

l l l r r k . '

On the  t tas is  t - .1 -  ev i t l c r rc :e  cc r l l cc tcc l  tu t l  c r t r rc l t t : . i i l t i s  t i r i t v l t t  t l te re  f l ' , r rn .  t l t c  a t td '1 r , ,

s l r o r r l t l  f  g l r r r r r l : r t t '  l 1  j :  1 ' p i r t i o t t .

l f  [ c  ca1  l lo t  gc t  s t r f f i c ie r r t  an( l  ap l ] ro ] ) r ta tc  ev i ( le t rces  e  r  c t t  l t l te  t  i l c r l , r r i l i t i :1 :

p rocedures  as  abor .e ,  l rc  nnr  p rov i t le  a  q r ra l i l i ed  a t ld i t  repor t  t t r  i ss t te  I  i l i sc l : r in re r  ; - ;1

opinion. r) F${!. N,1 
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4.  Audi t  op in io l r

96 May

96 Nov

97 May

97 Nov

98 May

98 Nov

99 iVtay

99 Nov

00 May

00 Nov

03 May

04 Nov

05 MaY

il llor

THEORETICAL QUESTIONS

Mention the irnporlant items to be exarll irrecl by the auditor in tlte i l trt l i t of a Ilospital.

What consii lerations are to be kept in rnind u,hilc conductirrg auclit of t lte leasing trans:rction of a. Leastrrl ' ,

Company?

Ment ion lhe i r1 lpor tnnt  l l ta t ters requi r ing the at tent ion of  t l re  arrd i tor  in  thc audi t  o l 'a  char i tahle inst i tu t ror t -

Br ie{1y statc the specia l  s teps involved in at rd i t  o f  a c lub '

Me'tio1 the inrporlant iterns to lrc erarnined by the auclitor in the nudit of a t{ospital-

Statc tlre special points that you as an autl itor r.vil l  consicler rvhile coitducting the audit of'a cinettra hall-

Mention the special points to be cxarninccl by the auditor in the audit of a Charitablc Institutiort runnirlg ti

dispensary i1 a srnali vi l lage rvhich charges Re. I per patient per visit irrespective of t lre disease.

iVle ' t ion br ief l l ,e ight  specia l  points 1,orr  as an audi tor  wor. r ld  consider  in  conduct ing thc audi t  o f  a c lub"

Ment ion the specia l  s tcps involved in the aur l i t  t t f  an EdLrcat ional  I r . rs t i t r r t ion.

Menti.rn the special points to be exarnined by the auditor in tlre audit of a charitable institution runnirtg

hostel fbr stLrdents pursuing the Charterecl Accountancv Clourse and rvhich cltarges orrly l ls. 500 per

motrth front a stuclent for his lodgirrg/boardirrg'

Ment ion a 'y  e ight  specia l  points,  u l r  ich vou as an aucl i tor  rvou k l  look in to u 'h i le  aucl i t i r tg  the br tok l  ' r f  : r

parlnership firrn.

WSat are the specia l  s teps in t ,o lved in conduct ing the audi t  o f  an Bdt tcat ional  lnst i t t r t ion '?

What specia l  s teps rv i l l  you take in to considerat ion i r t  a t rd i t i r rg t l lc  accounts o1 3 l lo te: l '?

R/hat spccial steps wil l yoLr takc into consicleratic'rn in auclit ing the receipts fiorn entry fees of an

amr-rsement park'? Mention An\/ four points specific to the issuc'

q
Iq
I
I



Chapier 13
Government Autlit

t - ?  I INTRODU(]TION

f  ,rrr 'r ' , ' rrrtr*nt
, ' !"rqr! i t  .Meaning

l .  Goverr t rnent  aut l i t  tneat ts

.  the systernat ic  and independent  examinat ion,

'  o f  l lnancia l .  adnr in is t rat ive and other  operat ions of  i r  publ ic  cnt i t r ' .

.  for  evalual ing and ver i fu ing thern.

3 .

Its objective is to ensure the accorrntabil ity of the governrtrent entit l in resp';ct ot

public revenue and expenditure. '

Alri i i tor presetlts a report containing audit l indings along with recon.rrnendati ' , 'ns for

future actions.

In India. t lre {unction of governnrent audit is perlbrrned by Comptroller and Auc'l itor

General .  r '  n  f l  1

4 .

C-OMPTROLLER & AUDITOR GENERAL _ CCTtAiN PTOViSiOTTS

t  I i , i r i r  t r t {n let r t

Itemoval or
i t " : , r l i t ln t iOn

/  ' . V  L  ' '  i  t ' ) , t  '

:r i .: ,,/c\ ' i .

!dernunerati; ;

' [  
* t ' i g t : '

gioni*,"u oi
t lomptrol ler &
Audi tor  Genera l

, . He carr be removed from the office only on the ground of proven mis-behavitlur or

i t rcapaci ty .
: . Moreover, he can be removed fiom office only when each house of parliarnent

. decides to do so by a majority of at least two third of members present and voting-

, 
. He can resign any time through a resignation letter addressed to the President of lndia.

- . H" tr-,^ri u" p"lo " i"l"'v ;a;i;;i;;;i" tn"t of" j"ae" .itr'" S"p'"'; '';'
; r The parliarnent is competent to make laws to determine salary and other corldit ions of

serylce.

H" ,t "ii ['rJ ;ffi;" a;; ;i; t;;;; ;.;p t' "e" "ibl v"u'i, *r'i"n"'"i is "u'ri"i'
iiiitti trntl . l-le shall cornpile the accounts of the Uniorr/State/Union 

'I'erritory and

,unitt accou,tts , submit those acsounts to the Presi&nvGo'iernor/Adniinistrator
. resPectivelY.

1 '

To autlit receipls : l-te shall audit all rcceipts and

and expentliture r beerl substantially financed
, lndia/State/Union Tenitory'

Note: A body or authority shall be treated as substantially f inanced if

the amount of a grant or loan itl one year is greater than;

( i )  Rs.25 lakhs,  and

ltr) ls-o! 2ille tota] exnenlltu1 9!th1----------------t b9t/
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t 0 uuQrr NruilIS
urril !ouns

To uudit rcc(ipts
rll ttttiott or slules

71t uutlit
tt((()tttrts 0J
strlres uttt l stock

7'o audil
tt<'t:ottttts of
Gttvernntenl
(,'orrtpttnies ond
Corporuliotts

To uurtil und
report

i l e  s i i a i i  a r r< i i r , s l ) ec i l j c  pu rJ ) ( ) sc  i ( r i r r r  t ) r  g ra r r r  u i r c l l  [ ( )  i i i r \  b l i l v  c t i , , : i
than a fore icrr  s lutc  ( ) r  i r r t r : rnrr t ional  organizal i ,n .  or ! r .  r , . f  i l r r - "
( 'onstr l  id : r tc i l  Fui id  r '1 '  I  nc l  i  l r r '  St  at  er ' t  I  n  ion 

- I  
cr r i ton, .

F Ie  sha l l  a i r d i t  a l l  r ecc iP t '  Pa r  ab l c  i r r  t o  t hc  ( . o r r s r i l i t l a t c t l  F r rnd  o l
I r rd ia, /  State ' lJ  r r ion l -err i ton .

H c  s l r ; r l l  l r r r < l i (  l l r e  i r c c o u n l s  1 , 1  i l . 1 g ; : r r r t l  : l t r c l .  k r ' p r  i r r : r r r 1  r , l l i c e , r l
c lepar l rncrr t  t l { ' i l re  uniorr  ( ) t '  s t i t l r .

( 'A (  i  s l r t r l l  ( ' \ ( r c i sc  suc l r  1 , , ) \ \ ' ( , r ' )  an ( l  t r l r 5g11 , .  su r . l l  r l u t i ( ) s  x . s  ! ) e r  1 ! l (
pror . ' is io t rs  of  t l re  C'orr rparr ies Aet .  1956 in re lat iorr  to  tht l  ( i r )v t - : r r r r i r r r r ' !

c o t t t P a t t i . :  1 r 1  (  1 r 1 ' J r r r 1 ; 1 1 i 1 r 1 1 ' ' .

t 'A i ;  s l r a l l  auc l i t  a r r t l  r L ' l ) r ) r t

( l )  A l l  expendi ture f iorn Corrsol idated l . -und o l '  lnd iC StaIe/Unic ' r r
1-erritory.

(2 )  A l l  t r ansac t i ons  o f  t , J r r i o r r  S ta t r ' r e l a t i ng  t o  t hc ' { , ' c rn t i ngenc r
F 'urrds and [ 'ub l ic  accoulr ts . '

(3)  Al l  
' l ' rad ing,  

Manufhctur ing,  Prof i t  and [ -oss account  and Balancc
Sheet and other subsidiary accounts kept in any deparlment cf ihc

:  
lJn ion/  State.

(a)  He can inspect  
" " i '  " in  

-  
n i  o l .nrr i r t  ur rdcr  t l re  contro l  o f  t l rc  l jn icr r  , r r -  I , t r t r

Government.

(b) I le may lequire that any accounts. booi<s, papers arrd otlrer docrrrnenls. which are
rcievant to tlre transactions under autl it, lre sent to specified places.

(c) He can put such questions. as he nray consider necessary, to the person i 'r,:har:le"

(d) He can call for sucl-r inforrnation as he nray require for the preparation of any'account
or report.

(e) Supplementary Audit

CAG rna1. corrnrent upon or supplernent the report submitted bv tlrc professional
aud itor.

.  CAC may issue d i rect ives to the audi tors in  regard to the per l i r r r r rance of  thei r
function.

' Persor.r so authorized rnay well be the atrclitor of the cornpany.

. The form and content of supplenrent:rry arri l i t report rnay be specified by CAG.

. Supplementary Auditor rna)'concentratc l ltore on efficienc-v aspects

The person so authorized is lravirrg satne powers as auditor.

Horvever, the directors are not required to conrment on any adverse rentark

contained in the supplementary audit report.

t
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t
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t
C

t
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C
t
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Pou'ers of
Comptroller &
Auditor General
Scc. 619(3) and (4)

t
I

I

I

I

q
a

a

Sutrmission
Accounts

of , !- le shall submit his reporl relatingto the accounts of the Union or States to the President/

: Cotet-nor who rvil l  subsequently lay them before the ParliamerrVstate L,egislature.
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( i  otc rnnr t ' r t  t  Au{l i  l . \
! 1 t
l ! t

A '  i } ' I ' ! 'OF  VARIOUS ITEMS

, r r .  audi tor  oxanr i r res the l i r l t l lnrent  of  concl i t i r - r r rs  l i r r  incurr ing g.ovcr t l tnct l t  cxpendi t t r r ' , : .  i i

i \ 'o lvcs exanr inat ion of  l t r l lou ins:  -

rat  Aut l i t  o f  ru les ant l  orc lers

( l r /  , \ t rd i l  o f  sar tc t ions

(c)  Audi t  against  prov is ion o l ' l i r r r t ls

(d) Propriery atrdit

ic) I 'erfo1ntancc l lt l i t
Au t t i t  o f  ' 1 .  I t sob - i ec t i r , c i s toe l r su rcu 'he lhc r t l i e  expen i i i t t r r e i s i nacco rdance rv i t h :
' t t t les ancl '  (a)  re lerarr t  prov is ions o1 ' t i re  Corrst i tu t ion and of  the la ' " r 's  at td r t t les.

i lrders/tludil '  
( l-,) t lrc rtrlqs. rcgtrl lt ions issued bv CAG.

crl Regularity ,.
ond LegalitY i
, .  tx i '  l  f { i  ;

I ,A i  ' '  i ' * ; '  '  
I

.  ,  
. l '  

.

b vw gtr,

{,u1,r;t

(c) t lre orcicrs of, or rules tnaclc br'- any higher authoritt ' '

2 .  ln  t l r is  connect ion,  aucl i tor  s l rould have sout tc l  knorv ledge o l  ru lcs and

ordcrs u . r .1 .  fo l lorv i r tg :

(a) T5c porvers to incur arrd sarrction expenditure tiorn the Consolidater-l

( Ftrncl/ contingency fund of India / State;

(b) I ' lre rno<Je of presentatiolt of claims agairtst govertttnent. rvithdrarving

Inoncys frorn the Clorlstl l iclated Fund, Contingency Fund and the

flnancial rules prescribing tlte proccclure to be followed by'

goverttt ltent; and
r  ' '  l

. . , t ' . ( c ) I { e g u l a t i n g t l . r e c o n d i t i o t r s o f s e r v i c e . p a l , a n d a | l o w a n c e s , a r r d' : pensions of govemment seryants'
:  I  " '  b " ' - - ' - - - - - ' - '

, au,iii oj,, f. i is ob-iecrive is to ensure wherher the expenditure is:
' 

Soncliotts , (a) Properly covered by a sanction, either general or special'
t. 

(b) Sarrctionecl by authoriry). which is authoriz_ed to do so.

, 
' 2 Thus atrclitor sltould consider follorving:

(a) I-{e should lrave knorvleclge of the sanctiotring porvers of various

' autlrorities-
' i (b) Hc should examine rvhether all sanctions are adequately noted in the

;  \ " ,  
- - _  _  

. ,  t  -  :

: . Prescribed register'

, : (c) For petty expencliture, the signature of the competent authority on a

i bil l  can be regarded as a sanction'
: ' .. '  . '  :'  

Au,i it ,rg,i; i i , i l ,  Its objecrive is r. cnsure rvlrethcr r6e expenditure:

, provisiitr of , @) ls made for the purpose to rvlt iclr the grant and appropriation has been

. funds providccl

: '  (b) Does rtot exceed the appropri
' 

pr:i ir inty 
-. 

, i . alloiJi,,g io piopti"t" au<lit, t lre atrditor examines the cases of improper or

Auttit : wasteful experrditur" Lu"n thoue,ir the expenditure has been incurred as per

.  i  the ex is t ing ru les and regulat ior ts '
t . , t r
i,ttt i z. A transacrion may satisry all the requirements of regular audit, but nray stil l

*rt l ltr'1t; be highly rvasteful.

For e.g. a building may be constrttcted for running a school but may not

used for t lre same purpose, resulting in wasteful expenditure
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f  , r .L r , t  l i r ' l  ,
Pcrf i r r rn: r r rce l .

,  Audi( / I iu l l
Scopc  A r r r l i t  2 .

.  l .
L ,  i [  l .

: ,
t ' { l

' i .  Arrd i tor  shotr l r r  t r . . ' to  exarni r is  sr1; l - i i r  f l r ia i rc ia l  moral i rv  t . . ' r ,  lo .k ing i r r  r i :  {he
u' isdorn. t l i  t ir 1ir I ncss a ntl econr..; r rr.,. rrl '  tr.ansact iclns.

-5.  No l rar t i  ar r t l  l ' : rs t  ru lcs eun I 'c  l l , i , . i  c ipr , . r r  regarc l ing the 5t l r r rdar t l : ;  c i  f l r rarr . ia i
proprictl .

,  6 .  l l e re .  t he  i r r r c l  i { o r  s l l r - r r i l d  e r ; r r r i i r r c  t l u r t :
L " , -  ( a )  ' f hc  

: r L r t l r t r r i t i c s  l r t r e  rn ; r , l c  i l r e
|  ! / '

,  o f -  l r  i s  o*  n  n r { ) l i c r .
(b)  - f l tc  

cxPcrrc l i t , , tc  is  t t r ' l  p t . i t t l ; r  l l rc ic  i i i , ; re  than t i re  ( )cc i ts i ( , . r1 dcnranr- ls .
_(c)  No aui l rot . i t r  e \cru i : t .s  i [ ,  1- , , . ,11 g1-  of  sanct ioning expsl id i lurs to pass i l r i
.  , .  cr ( lcr .  r ' i ' i r ich u ' r l l  d i rcct l r  t , r  i r rd i rec l i -v  accnlL. to i ts  l r r , r r ; re. l rantagt
(d )  P r rb l i c  l ' o r c ' i s  no t  u t i r i s cc r  rb r  t i r c  be 'e f i t  o f  a  l x r . r i c ' r . r  De ' r r i , r ,"  /sect iorr  o l '  t l re  conlnurr  i i r  .
l l c re '  a t r t l  i t t t r -  t I i es  t o  c r r su rc  t h l t  . l r r \ c rnn rcn t  p rog r i nnn r ( : s  l r ave  ac l t i e r c , i  r l , ,
desi red ob. ject i 'e-s at  the lc* 'est  cosr  arrd g i*en the in ten<ir : i r  benetr rs .
I )er fornrarrce r ru<i i t  iuc lut les ef f ic ie  'c1, ,  econorny.  and c l1 'cct i 'e  ness audrr
Performa'cc audi t  is  an .b. jcct i 'c  exarninat io*  o l  the f inancia l  . r r i r i
operatiortal Jterfrrrnrance. It sr:cks tg i, jentify oppoilr. i l ;t ie"- {.er qrr;rt:ri
econonly arrd cffectivcness.

expencliture * i1h :;arrre degrce tt i
pr i i t lc t tcc \ \ 'o1 l  l i l  c rer . r  ise in  rcspe cr
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Audi t  o f
Storcs And
Stocks

.  4 .  Ef f ic icncy audi t
I t  exarn inLs rv l rc l l rcr :

: 
. The various sclremes/projects are executed, arrd

i i l 'heir operations are carried out in cfficienr manltcr. j!rr{1

,  
.  They are y ie ld ing the expected resul ts .

.  5 .  Econonrv arrd i t
i  I t  examines rv l rether :

: 
The government has acqrrirecl the financial, lrrrrnan and ph,v:;rcai

! resources in an econonrical rnanner, and
i r Tlte sarlctioning and spendirrg authoriiv have obsel,ed er:orror'y.
; 6. Effectiveness autlit

:  I t  examines whether :

: 
, Progranrmes and projects are performing well.

j *_. _9y".1f lgrge19! 9bj99!iyes ar9 bei1g aghieved.
I' Auditor should ascertain whether the interna! controls ou.r fri.trui., ."""ipt, un,Jlrru",,r

stores are well designed .nd propeily carried ..t d.ring the year.
2. Ae shoulct bring to the notice of the government any deficiencies in the system of control.
3. 

' l-he 
audit of purchase of stores is conducted in tlre sarnc rnanner as aud!t gf expenriitur'tr

4. The auditor has to ensure that trre prices paid are reasorrabrc.
5' C:rses of uneconomical purchasc of stores ancl losses due to defective r-rr inferiorqiralit.v of

. stores are specifically exarnined.
6. J'he certif icates of quality and quantiry given by expert should be exanrincr_|,
7. Accounts of receipts, issues and balances are checked regarding aocuracy. correclness ancl

reasonableness of balances in stocks.
Any excess or idle stocks should be specifically rnentioned in the reporr
Auditor should ensure their existence by attending physical verif icatiorr of stock"
The valuation of the stocks is also examined properly.

8 "
9 .
t 0 .
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Chapter 14

Miscellaneous

14 .  I COM Pl LA'I ' lON l lN Gi\G ENt IIN'I

Otr jcct i r .e  of
Conrp i l i r t io l t
I i r rgagcrucnt

P r inc i l r l es  o f  a
Corn t l i l u t i on
I I tg l l  gr '1 is1 '  P1

Managenlent 's
Rcsponsib i l i t l '

Defining terms
of eng:rgement

a

Procedures
and evidences

Generul
Proced urcs

.  I o  c o l l c c t .  c i a s s i l l ' a t t d  s t t t t t t t t a r i e s  l i n a n c i a l  i r t l i r r r l l a t i o t t ,

.  [ ] i '  r ,rsing nccottrr l iag erperl ise.

Cornpulsor,l, .  ln tegt i t \ ' ;

.  Ob jec t i v i t ) ;

. Professional cornpetence attd due care;

.  Conf idcnt ia l i ty ;

. [ 'rofessional condtrct; attt l

. ' f e c l : n i c a l s t a n d a r d s .

Oplittnol '  Indepe nde'trce

, 
But if he's not inde perdelt, he slrould refer 

lt 
in Accolntattt 's l{cport"

. I lnsrrring correctness. cornpleteness and ieliabil i t l '  of f inancial information gentrrateci tn

thc ent i ty .

.  i \4a iuta in ing Account ing l lecords and Internal  Contro ls .

'  Select ing and apply ing appropr iate account ing pol ic ies '

' Establishing controls for saf'eguarding the assets and detecting frauds.

. Ensttring conrpliance lvit lr larvs and regulation-

' Complete disclosure of all material ancl relevant information to the accountattt"

Accorrntsrrt slrould send an engagenrent letter l isting the key terms of appoinfments to avt-rid

nr  isr r  r r r lcrs l l t l td  i  r tq .

I
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(

l ' l te  accotr t r lant  shorr ld  -

. Obtain tie general knor.vleclge of business and operations of the entrty

' Be fanril iar . ivith Accoutrting principles and practices of industry in

wlrich entity operates.

Understand form and content of f inancial statements

Request management representltt ion lefter on significant nlatters'

l '74
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l f  in l i i rnrat i r in  l ) rov ided bv nr i inagerncnt  appears to i re

( i )  i r tcor  rcct  -

( i i )  incor ; r1; ie tc-  t i r

{ i i i )  unsa t i s {uc ton ' .

J
then accout t tant  s l rould '

( i) obtairr N'l It l ..

( i i )  pcr l i r r rn cornpl iance procedures.

( i i i )  vcr i f l ,  ar )y  n lat ters and explanat ions

J
l tequesl  lnanagernent  to prov idc addi t ionai  in f t i r rnat i t 'n

J

I l- nrarragc rnent relitse to p rov i cle adci it i t init i irr fbrrrrat ion

.f
!  Accounta, , t  shorr ld  rv i thdraw f i 'or r r  engagernent  in fbrr r r ing ent i ly  of  the

(a) 
'f 

i t le : "Accountant's Report orr Compilation of Un-zrrrditecl [: inancial Statettrents"

(b) Addressee: addressed to the appointing authority.

(c) Identit ' ication of the financial inforrnation stating that it is based on the infbrmatir.ri

provided by the nlaltagel.nellt.

(d) When relevant, a statement that the accountant is not independent of the entity.

(e) A statement that the lnanagemellt is responsible for:

. Completeness and accrrracy of data and cornpletc disclosure of all rnatcrial and

relcvant information to the accountant'-

Maintaining adequate accounting records and internal controls arrd selecting and

apply ing appropr iate accoutr t ing pol ic ies;

Preparation and presentation of f inancial staternents as per the applicable laws attd

regulations. if any;

Establishing controls to safegr,rard the assets of the entiry and preventing and detecting

frauds or other irregularit ies;

. Eltablishing controls lor ensuring that the activit ies of the entity are carried out as per

the applicable larvs and regulations and prcventing and detecting itny nolt-colnpliarlce.

A staternent that the eugirgernerlt r.vas perlbrtrted in accordance tvith standard on

compi lation engagernetrts.

A statetnent that peither arr audit rrcir a review has beerr carried out and that accdrdingly

no assurance is expressed on the financiaI i l l forrnation-

A paragraph, when considered necessary, drawing attetrtion to the disclosure of material

departures from the identified financial reporting framework.

Date of report.

Place.

Accountant's signature.

It rocc,tl u rcs i n
ercepti<ln:ri
c i rcunrs la ncts

. 
(t)

: (g)

:

: ttti

:
i  ( i )

r0)
: (k)
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I r rvest iqat i ( ) r r  i r r i l t l  ies s- l ,s l . l tn l i { .  t ,  t t ( l
speci l rc  pt tpo. \ ( .  - l ' l rc  

speci t ic  pur . f ) ( \sc
grant  loan to l rn appl icurr t ) .

t' r i ti t'rr I e-ru nr i rt rr t i rt rt
n l a i  l r e  e ta l t r a t i o r r  o l

t r f -  accounls arrd rccorc ls  o i .  a  business cnl r : r i r i ,  |  . :s t i i te  o l .a l fa i rs  o i -  cstabl is l r ing of  a fact  1eg:  r , r , t retner  i , ,

t--- -
I  Inves t ig : r t ion

s ta tencnt
i tc. esrablish a specific firctI  I  u  t :srar) r rs t t  a  specr f rc  f i- - i - - - -

I  Bt , t " . , t , r  o f  engagemcnr

I

J

N'lorc

Evidences [ 'crsuas ir e

Cit:r1s1x1 Purpose

Approach No ioubtful approach

Bv u,horn

Cor r f  i den r i a l

0

7 .

8 .

9 . Chartererl AcccluntarX
Doubtful approach

r4.3 GUIDANCE NOTE ON REVISIONOF AUDIT REPORT

Revision-When

Revision-Why

E;t[
Revision- condit ion

i f  r onug"n len t
doesn' t  ensure
Auditor

If Auditor 'oecomes 
";r; 

;;ar;ui,",i
that date rvlricir rtright have affectecl his
issuarrcc of  Audi t  Report .

Revision of ALrc!it Report after the sa,n" hus U"",i ;rrr.,"J

to his Audit Report ttrat facts nruf nuu* exi.;ri:d atReport had he beerr aware of such facts at fimc crt

, 
Alparcrrt ,,r ,ruke, ,u.onf ;,,ror,r,ntion nuout A.r, o.;;,,;.q;;";Jir"*"f oila"t. *t,

, Auditor may issue the Revisc-d R"port ."r.r.;"f ir,";";; ;;il.. 6;, if n,a"ag,.,r,*nr, ffi;1,:;:,i:il::',:";';;;,ff[lilJn:'ffjp'.."uiou,1', i,;;;;il;;i;;";;;ff;i;,e
ln  th is  case.  auci i for  nra l :
.  Seek legal  advice;
' Notil-r '  t lre client that Audit report no longer bc associated lvith financiai st 'r-crrerrr,. Notily regulatory authorit ies,
. Make appropriate statelnenl at ACM:

Conclude to withdraw from furtlrer engagement.

In case of client U"lng .o,rrpn,rf, f," 
"un 

.""ir" l..p.., ,if iaCV.-*
For others' revise rvithin reasonable time, but not later t lran issuance of Aur{it Repcr.for  i r r t r r ret l ia te ly  ncxt  accotrnt ing year .

r a

Time limit for
revision
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{ ;1r l { }ANCE, No'rFl  ON ATJDI ' roI i 's  I iEP(}RT oN RI!vtrSFtD ACCOUN'I 'S oF
) : :  i  'N, \N[ES. I } I ] I iORE CIRCT]LA] ' ION T'O SHAREIIOLDERS

t; : : i :Yr!Y
! ! , i , { l  N

.-\uditui" s t luty

\ s  1 ; i  i

\ \ ' l te t t  ar t tc l t ( lcL l  i lc ( ( )unls  r rc  r ( - l i l l ) r ( r t , . 'J  b.  t l rc  borr t l  1r l  q . r111l r111- , ,  ar t t l  s t l t r r t t , r - r  . \ r rd i tors a lc
reqirested tcl rnake a report onoc aglirr orr lhe aniencled uccorrnts.

'  A t t d i l o r  s l t o r i l t l  c t t s t r r c  { l r l l  . l l  , . ( r l ) i c s  o l ' o r i g i i i a l  i i c cuun l s  a r rd  r cP , r r t  i r r c  r c t r r r r r c t l  t t ,  l t i r r r
at tc l  ac le i l t ta te d isc losure c l l -  lhc l  o l - rev is ion l r )pcars i rs  a speci f ic  note i r r  the arr rended
itcct)unts.

' I lorvc'u'er, it 'notes to anterrclerl accounts don't r:rtrrtairt anv note orr revision or if statutor_-r,
Audi tor  does r tot  consider  such a note as adecluate.  i t  \ \ i l l  be h is  duty ' io  r , - ' f 'er  to  the fac i
of  rcv is ion of  ,Accounts,  i r r  l r is  rcpor l .

{[ , Re-openirrg or rcctif ication of Accounts after they l iai,e bcen adopted at the AGNl. should nol
. be perrnitted in any circurnstances.

1,1.5 GUIDANCE NOTE ON PROPOSED DIVIDEND

l ' r  o p o s e d
, l i r  i r l r "nd  Mezrn ing  '

I t  is c i iv i t lerrd recornnrcrrcler. l  hy RCiD p."ai"g 
" f l t iotnt 

b1 sharelrolclers i rr  AGM.

It is a liability, which is not present at balance sheet date.

i t ; r {  e t  i$ rv
' .  

t  
i r ' - i r

' ', . ,1 'r1l 4-!i 4

r  r r , ! i t s l r ' s  du ty

Proposed dividend represents an

However . it must be adjusted
requiring the sarne-

As per schedule VI of The Companies act '1956, i t  should be shown as current l iabi l i ty in
Balance sheet (even if it rvas not present as liability at B/S date)

a

a

event occurring after balance sheet date.

in accounts because there are statutory provisions

:
i r

Auditor should ensure that provision for proposed dividend has been made by the
cornpany as per  requi renrerr ts .

In case, proposed dividend lras not been acijusted in financial statements, he should
qual i fo  h is  audi t  repor t . '

j't1: T'VPES OF AUDIT

i .  rnu*pe"Jeni
Audit

Z,  In ternal  Audi t

: Refer to Chapter I
;
:

i Refer to Chapter 4

3. Cost Audit : Refer to Chapter 9

,1 .  Govcrnment

" ticEr i

Refer to Chapter l3

6" Continuous : Refer to Chapter 3

Aur l i t  ,
,.-._._i__



t ? 8 lui l  i  t  in q un d t l  ss urunc e

7 .  I j i a i u i r , r  r  g t r t i i l

8.  
' f lx  

, \ud i t

9 .  ln ter inr  Audi t

10.  Balance sheet
Audit

I

?.

{ -h ; r t r .  I  i

\1,' l ; l i ;  ,\ i ;r l; i  rs , i,orl. i .,,,r1,ui"., i i . by lr*, ;. i , i" i,,r i" i i  ,,,,t"i"i".V uiiJi,
For e i l o{}mpanics. Bar.rkirrg conrparrics , co-operative societies, ge{reri lr i i l j .r-rr",r 'cr.
c .nrp: r r r ics.  t^rs t  etc .  * ,hcre i t  is  rcqui red as per  gover i r ing statute.
I t  c ; r r r  be c.nducted or l '  b , r '  pr . fcss ionarr '  quar i f ie<J person for  e.g.  cA.
I { isht -  c i t r t i ts ' f  r \udi t r r  & sc.pc o i 'Audi t  is  deterrn ined as per  law.
Scope can' t  l re  res l r ic tcc l  b1,  c l icr r t .

It is c.rrdtrctcd urrder ser:tir-r. ie ,tg irf i ,.,.urrl" iax i.t
I t  is  cor lducled to er ls t r ro corrcctness of 'accounts & courpl iance rv i th  l 'ax Laws.
I t  c . .  be ccrr rducrecl  orr r l 'b . r  professio.a i ly  quar i f ied person r .e { l r l l r i r : r : ,3
Accr- r r rntat r t .

I t  is  th t rs .  a specia l  audi t  governed by statute.
I {epor t  is  g iven tc l  Tax Author i t ies.

fhcre is specil ied fonn of T'ar Audit Report.

It refbrs to auclit betrveen trvo annual Audits.
I t  is  cc ' inducted for ' ln tcr i rn pr t rposes.

for  exanrple for  prov id ing fcr r  i r r tcr im d iv idencl .
It is not recluired under anv larv.

Generally, it is conducted by a Chartered Accountant.
It results ir l quick detection of misstatement, thus it acts as good il!(]rAi qlir, ick l i lrr
employees.

Thcrefore. it is early rvarning signal.

Horvever . it is not suitable for srnall orsanisation.

rt "'"ai,i rii'ii"J oi,Jii i' i"i'i"ii,,ir tr," u.i"""" ii,""i il;;;;;;ifi;J.
Follorving are examined: Fixed assets, current assets, balances of resr.:r.ves

provisions, capital, profit carned or loss suffered by the firm during the .yciu
other  l iab i l i t ies.

3. P&L iterns directly associated with Assets/Liabil it ies are also checked. For example,
adjustment w.r.t. bad debts.

4- Balance sheet audit is rnost suitable fbr small organisations or which have an efficlenl
systenr of internal control.

5. No statutorl, requirer.nents.

6. Nonnalh'. it is conducted by a Cllrarlered Accountarrt.
7 .  I l o r vevc r  due  to  l i n r i t c r l  sc .pc  i t  p ro r i des  l ess  assu ra r r ce  t o  Aud i t o r .

l. It is a systern or a,iJit p*""i"nt i" i"ig. u""tr ot,J .i."pti;;;iit large L.,rancl,es pi
the banks.

2. It is carried out continuously throughout the year to check effectiveness uf w,r l rk i { iE
and internal control of banks and branches of banks.
Transaction are exarnined as and rwhen they take place.
lt is thus conducted on a regular and continuous basis.
It is a conrprehensive and systematic audit.

It helps management of bank to prevent and detect irregularit ies on an earlier b:xrr;
It may be done by independent cA. or internar staff of bank corcerne.1.

a
e
a
I

e
a
I

e
t
C
t

t
C
C
C
C
a
C
C

t
t
I

I

I

I

I

rnd
allrJ

I  l .  Concurrent
Audit

3 .
4 -

6.
1

\.I
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12, (  rprcr : r  l r r . )nir l

l  -1 .  i \  r , . . " . .  $c i i l  { rnt
i . . r ' ! i

4 u a l '

'  r  ; , l $

l .  I t  is  dct l r red ?!s an au( l i t  io l  r ; ruragcrner l t  to  prov i t lc  i t  wi th in fo. ,nat i . ,n  *  upprui* t
o f  r i *  t i r  i l i c s

2.  l t  cr . r rers bot l r  t rnancia l  arrd operat ionai  aspect  of  t l rc  ent i tv  concerned.

3.  I t  is  carr icd r r r r l  in  thc s i lnre lT)anner l ikc in ternal  auci i t .

4 .  I t  l rc lps lnanagcr l lc i i i  io  ide nt i i ,v  lveakness in  prescnt  svste lns.

5.  
' l  

l rc  ar- rd i tor  prov i r les s ' . isg.est ior ts  a lso in  h is  at rc l i t  repor t -

6.  I t  is  t rsurr l l l 'dc- ,nc bv tcnnr  o l 'cxpens f ront  var ious f ie lds.

l .  l t  is  at r t l i t  o f  nranagernetr t  pcr f i r rmance.

7.  l t  i r rvo l les cxarniurr l ion o1 'a l l  act iv i t ies f ront  top to bot torn,  specia l ly
u l rc t l rcr  gcneral  manirge n le l r t  is  l i rnct ioning srnoot l t lv  and sat is factor i ly  or

3.  l t  is  pcr ferr rncd for  f inc l i r rg ueaknesses in  ntat tagement  funct ioning and
sugl le  s t ious to inrprove thc s i t r rat ion"

I  .  I t  is  just  arrother  tool  to  ass is t  r l ranagement in  fu l f i l l ing i ts  object ives.

2. Gerrerally. It is conclucted l 'ry tearn of rnanagernent experts.

3.  I t  r r ray be uscfu l  in  case of  a i l ing ent i t ies.

l .  l t  is conductcd to errsure compl iance rvi th Cornpanies Act and other formal i t ies.

2. I t  is required by SEBI.

3. l , isted ent i t ies are required to get i t  done..

It carr be conducted eitlrcr by a Chartered Accountant or Company Secretary.

r. ii i 'rtorr,", 
""n,ni,ru,i;,r 

;i i","ru.iio" between i..,rin"r, unl ,u.rounaing..

2. It seeks to ensure hor.r., lvsl! organisation, managelnent & equipments are functioning

to protect ettvirottrnertt.

3. It is conducted by teanr ofexperts.

4. Measures for environment protection are also suggested.

5. It acts as a good public rnoralit l ' ' .

6. [] lorvever. in India it is not ttrattdatory'.

to ensure
not.

pror iding

l i l r11&lenta l

i ! { {:UT-OFF PROCIIDURES

.,, . l}F, . t; .";;;i" r.*r"g",i"rr of,transactiolr oron" period r.om tnl other so tlrat the result

ol'working of each period can be correctly ascertaincd.

The arrangement that is rnade to ensure such separation is technically known as

, 'cut- offProcedure'.
.. r lt is part of the internal check of the organization-



Autliting and I ssttettt't' i  !u ip.  t {
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Appl ic: l t io l t
'  -I 'his 

prurccdttre is gerlerall l 'appliect to transactions afl-ected by tlre corttintritv . ' t

bttsirress l ikc salcs. purchase artd stock'

. This proce<lttre ensures that gotlds purchased during a y€ar have been incltt i- ie<l itr

. inventory attd the l iabil i t l" ltas been provided itr the case of credit purchase'

. Sirnilarly goocls solcl have becn excludecl from the inventories and credit has lree'l

taken f(lr the sales.

'fhe 
auditor satisfics by exaniinatiorr t lrat the cut-offprocedures adequately enstrrc that-

(i) goocls lturchasecl, property irt $li icl i has passed to tlte client' have in fact bcen

inclutled in the inveni. ',r i. i , arrd ihat t lre l iabil i ty has been provided {br itt r 'rsc r:f

creclit ptrrchirse: atrd

(i i) goocls solcl have been excltrdeci ft 'om thc inventories and credit has been lak'erl for t lre
' '  "salcs; 

if the value of sales is to be received, the concerned party has berrr r-lq:brltrrj.

Aut l i tor 's  dutv

THEORETICAL QI-IESTIONS

98 Nor' 
'Cloncurretrt audit provides a supplementary management tool' '  Comment'

99 Ma1 Dist ingtr ish betu 'een Audi t ing and lnvest igat ion '

00 Ma1" An au6itor became aware of a matter regarding a conrpany, only after he had issued his audit opi.ion' Had

'e become aware of the same prior ,o his i-ssuing ihe-audiireport, he would have issued *'rJifrltrent

opin i r r l .  Conlnrenl /s tate your  opi r r ion '

0 ' i  Nor  ( ' t l t  o f f  Procedures


